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Abstract

We find that corporate voluntary disclosure is negatively associated with the separation of cash flow rights from control rights. This result is consistent with the notion that as the separation of cash flow rights from control rights increases, controlling owners have larger incentives to expropriate the wealth of minority shareholders and low corporate disclosure constitutes a mechanism to facilitate controlling owners to mask their private benefits of control. The negative association between voluntary disclosure and the separation of cash flow rights from control rights is less pronounced for firms with greater external financing needs. This result suggests that for firms with high separation of cash flow rights from control rights, those with greater external financing needs undertake higher firm-level voluntary disclosure to reduce information asymmetry. We also find that the negative association between voluntary disclosure and the separation of cash flow rights from control rights is less pronounced for firms that have a large non-management shareholder. Our result supports the role of large non-management shareholder in mitigating agency problems associated with the separation of ownership and control.

1. Introduction
Public corporations in East Asia typically have low levels of transparency and disclosure quality. Prior research (LaPorta, Lopez and Shleifer (1999), Claessens, Djankov and Lang (2000), and Lins (2003)) find that firms in emerging markets are frequently closely held, often by the founding family, have weak enforcement of shareholders’ legal rights, and need to improve their transparency and disclosure. When ownership is concentrated to a level at which an owner obtains effective control of the firm, the central agency problem that arise from the separation of ownership and control is the conflict of interest between the controlling owner and the minority shareholders. Besides concentrated ownership, Claessens, Djankov and Lang (2000) find that the corporate ownership in East Asian firms is complicated by pyramidal and cross-holding structures. Specifically, these ownership structures allow controlling owners to commit low equity investment while maintaining tight control of the firm, creating a separation of ownership (cash flow rights) and control (voting rights). As the separation of cash flow rights from control rights increases, the controlling owner becomes more entrenched with levels of control, while the low cash-flow (ownership) level provides a low degree of alignment of interest between the controlling owner and minority shareholders. Controlling owners can expropriate the wealth of minority shareholders and low corporate disclosure constitutes a mechanism to facilitate controlling owners to mask their private benefits of control. 
This paper investigates the association between corporate voluntary disclosure and the separation of ownership and control in East Asia. Our primary research questions are : (1) Do firms with high separation of cash flow rights from control rights undertake lower level of voluntary disclosure ? (2) What is the effect of capital market transactions, especially firm-specific external financing needs, on the association between corporate voluntary disclosure and the separation of ownership and control ? (3) Do large external  shareholders play a corporate governance role in affecting the association between corporate voluntary disclosure and the separation of ownership and control ? 
We examine these issues with a sample of 1,654 firm-year observations in eight East Asian economies comprising Hong Kong, Indonesia, Japan, South Korea, Malaysia, Philippines, Singapore and Thailand. We find that corporate voluntary disclosure is negatively associated with the separation of cash flow rights from control rights.  Our finding is consistent with the hypothesis that the greater the separation of cash flow rights from control rights, the greater the incentives of the controlling owner to expropriate the wealth of minority shareholders because the controlling owner receives the entire benefit of private rent extraction, but only bears a fraction of the cost. Thus, controlling owners have greater incentives to reduce firm-level voluntary disclosure to hide their private benefits of control. 
The negative association between voluntary disclosure and the separation of cash flow rights from control rights is less pronounced for firms with greater external financing needs. This result suggests that for firms with high separation of cash flow rights from control rights, those with greater external financing needs undertake higher firm-level voluntary disclosure. This result is consistent with the result in prior studies that firms with greater external financing needs have higher level of voluntary disclosure to reduce information asymmetry (Frankel, McNichols and Wilson (1995), Lang and Lundholm (1997), and Healy, Hutton and Palepu (1999)).  In particular, we extend these studies by demonstrating that greater external financing needs strengthens the incentives of firms with high agency costs to undertake higher firm-level voluntary disclosure. Our finding also complements Claessens, Djankov, Fan and Lang (2002) finding that firms with high separation of cash flow rights from control rights have lower valuation. To the extent investors discount the stock prices of firms with high separation of cash flow rights from control rights, these firms will find external financing to be costly. Thus, expanded voluntary disclosure reduces information asymmetry and facilitates firms with high separation of cash flow rights from control rights and high external financing needs to fund profitable projects. 

Our result also indicates that the negative association between voluntary disclosure and the ratio of voting rights to cash flow rights is less pronounced for firms that have a large non-management shareholder. This result suggests that for firms with high separation of cash flow rights from control rights, those with a large non-management shareholder undertake higher firm-level voluntary disclosure. Our result is consistent with the notion that large non-management shareholder have better resources and incentives to monitor managers. Furthermore, our result supports Lins’ (2003) finding on the role of large non-management shareholder in mitigating agency problems associated with the separation of ownership and control in emerging markets.
Our results contribute to the literature on corporate disclosure in three ways. First, we provide evidence that the separation of cash flow rights from control rights is an important determinant of corporate voluntary disclosure. Our study adds to the literature on the cross-country differences in disclosure and their determinants. For example, Bushman, Piotroski and Smith (2004) find that corporate disclosures aggregated at the country level are positively related to the strength of country-level investor protection. Bushman, Piotroski and Smith suggest that a natural extension of their analysis is to investigate how and why corporate disclosure varies at the firm-level. Our result indicates that the strength of investor protection at the firm-level, measured by the separation of cash flow rights from control rights, affects firm-level corporate voluntary disclosure. Second, we show that despite weak country-level investor protection in East Asia, capital market transactions provide incentives for firms to expand their disclosure. Specifically, our finding that greater external financing needs create incentives for firms with high separation of cash flow rights from control rights to undertake higher voluntary disclosure levels is consistent with the notion that firm-specific dependency on external financing motivates firms with high agency costs to establish efficient corporate disclosure and governance practices. More generally, this result supports the interactions among firm-specific investment opportunities, dependency on external financing and ownership structure in shaping managerial discretion over firm-level disclosures. Third, we demonstrate that large non-management shareholder plays an important role in mitigating the conflict of interest between controlling owner and minority shareholders. Controlling owner may conceal their private benefits of control and their rent-seeking activities by strategically disclosing less information to the public.  Our result suggests that large external shareholders mitigate the incentives and ability of controlling owners to restrict disclosure of information to investors. 
The rest of the paper proceeds as follows. Section 2 develops the hypotheses and places our paper in the context of related research. Section 3 describes the sample. Section 4 presents our results. We conclude the paper in section 5.

2. HYPOTHESES 
2.1 Disclosure and Separation of Cash Flow Rights from Control Rights

The separation of ownership and control creates agency problems between managers and shareholders. When ownership is diffuse, as is the case in United States, agency problems stem from the conflict of interest between outside shareholders and managers who own a small fraction of the firm’s equity (Jensen and Meckling (1976)). In many countries around the world, LaPorta, Lopez and Sheifer (1999) find that most firms are predominantly controlled by a single large shareholder. There are incentive and entrenchment effects associated with large ownership. Under the incentive effects, investors with large ownership stakes have strong incentives to maximize their firms’ value and are able to collect information and monitor managers. Large shareholders can also oust inefficient managers (Shleifer and Vishny (1997)). In contrast, under the entrenchment effects, as ownership increases, large shareholders gain nearly full control of the firm and they may pursue private benefits at the expense of outside shareholders. For example, a large shareholder may expropriate the wealth of minority shareholders by engaging in self-dealing transactions to transfer profits to other companies that he controls. Thus, when ownership is concentrated to a level at which an owner obtains effective control of the firm, the main agency problem is between the controlling owner and minority shareholder (LaPorta et. al (1999)). In essence, the literature indicates that the positive incentive effect relates to the cash-flow rights held by large shareholders and that the negative entrenchment effect relate to the share of control rights held by large shareholders.
Claessens, Djankov and Lang (2000) find that two-thirds of East Asian firms are controlled by a single shareholder.   In most East Asian firms, there is a sharp divergence between cash-flow rights and control rights- that is, the largest shareholder obtains control of a firm with a relatively small direct stake in its cash-flow rights.  Using data for listed firms in East Asian economies, Claessens, Djankov, Fan  and Lang (2002) find that firm value increases with the share of cash-flow rights of the largest shareholder, consistent with the positive incentive effects. However, firm value falls when the control rights of the largest shareholder exceed its cash-flow rights, consistent with an entrenchment effect.
Fan and Wong (2002) examine earnings informativeness of East Asian firms. They argue that when voting rights and cash flow rights diverge, concentrated ownership is associated with lower credibility of earnings reports because of (1) an entrenchment effect, whereby the controlling shareholder has the ability and incentive to report out of self-interest rather than shareholders’ interests; and (2) an information effect, where there are greater incentives (both to controlling and non-controlling shareholders) to publicly disclose as little proprietary information as possible. Fan and Wong (2002) find that earnings informativeness is negatively associated with the separation of cash flow rights from voting rights (consistent with the entrenchment effect) and negatively related to the percentage of votes held by the largest ultimate owner (consistent with the information effect). 

Building on this stream of research, we examine the association between ownership concentration and corporate voluntary disclosure. Under the entrenchment effect of concentrated ownership, we predict that the concentrated ownership leads to lower corporate voluntary disclosure.   Specifically, a controlling shareholder controls the production of accounting information and reduces the level of corporate voluntary disclosure to mask his private benefits of control. Lower corporate disclosure and transparency hampers close monitoring by outside shareholders. In addition, lower corporate disclosure prevents the leakage of proprietary information to competitors and allows firm to avoid unwanted political and social scrutiny. On the other hand, under the incentive effects of concentrated ownership, high levels of ownership may mitigate the entrenchment effect by better aligning controlling shareholders’ interests with those of shareholders. For example, to attract outside investors to buy non-controlling interests, controlling shareholders have incentives to provide higher corporate voluntary disclosure.  To disentangle the entrenchment and incentive effects of ownership concentration on corporate voluntary disclosure, we employ the separation of cash flow rights from control rights as a measure of controlling owner entrenchment. We predict that that an increase in the separation of cash flow rights from control rights to lower corporate voluntary disclosure. This leads to our first hypothesis: 

H1:  Corporate voluntary disclosure is negatively associated with the separation of cash flow rights from control rights.

2.2 The effect of External Financing on the association between Corporate Disclosure and Separation of Cash Flow Rights from Control Rights

As a result of information asymmetry between outside shareholders and managers, firms are likely to find external financing to be more costly than internal financing. Firms may have to forgo positive net present value projects when external financing is too costly. Verrecchia (1983) argues that greater voluntary disclosure can reduce information asymmetry and lower the firms’ cost of external financing. Thus, disclosure improves the firms’ ability to fund profitable projects. For high growth firms with limited internal cash flows, failure to obtain lower cost external financing can force then to forgo potentially profitable projects. Thus, theory predicts that firms with greater external financing needs are more likely to have higher levels of voluntary disclosure.  
In general, the empirical evidence supports the theoretical prediction on the positive association between external financing needs and voluntary disclosure. Lang and Lundholm (1997) find that corporate disclosures are higher for firms issuing securities in the current or future periods.  Lang and Lundholm (2000) analyse disclosures for firms making equity offers and find that there is a significant increase in disclosure beginning six months before the offering.  Similarly, Healy, Hutton and Palepu (1999) find that firms with higher level of disclosures have higher frequency of subsequent public debt offers. Frankel, McNichols and Wilson (1995) find a positive association between firms’ tendencies to access capital markets and disclosure of management earnings forecasts. Using a sample of 34 countries, Francis, Khurana and Pereira (2005) find that firms in industries with a greater external financing needs have higher voluntary disclosure levels.  They also document that these firms benefit from higher voluntary disclosure by having lower cost of both debt and equity capital.  
Claessens, Djankov, Fan  and Lang (2002) find that firms with greater separation of cash flow rights from control rights have lower valuation. This result suggests that the cost of capital is larger for firms with greater separation of cash flow rights from control rights.  Specifically, minority shareholders price-protect themselves when they buy shares in firms in which the controlling owner have high control rights relative to cash flow rights
. We predict that for firms with high separation of cash flow rights from control rights, the cost of external financing is more important for those firms with greater external financing needs. Firms with high separation of cash flow rights from voting rights may face difficulties in raising external capital because investors are concerned that their rights will be expropriated by the controlling owners. Thus, firms with greater external financing needs have incentives to provide higher voluntary disclosure to reduce the information asymmetry problem, thereby reducing the firm’s cost of external financing. This leads to our second hypothesis:
H2: The negative association between disclosure and the separation of cash flow rights from control rights is less pronounced for firms greater external financing needs.

2.3 The effect of Large Non-management Shareholder on the association between Corporate Disclosure and Separation of Cash Flow Rights from Control Rights

Past studies document the role of large shareholders in corporate governance (Shleifer and Vishny (1997)). Lins (2003) finds that firm valuation is lower when a management group’s control rights exceed its cash flow rights in a sample of 1433 firms in 18 emerging markets. These results indicate that investors discount firms with high managerial agency problems resulting from managerial entrenchment. He also finds that large non-management blockholders can mitigate the valuation discount associated with these expected agency problems
.  Lins also provide evidence that the relation between large non-management blockholders and firm valuation is significantly more positive in countries with weak investor protection.  These results suggest that external shareholder protection is a potential mechanism to reduce managerial agency costs and that large non-management blockholders may act as a substitute for weak institutional governance mechanisms. 
Other studies investigate the effect of large shareholders on CEO turnover. To the extent that large shareholders improve monitoring, the relationship between firm performance and CEO turnover should be stronger in firms with a large shareholder. Kang and Shivdasani (1995) find that Japanese banks, with large equity ownership in firms, perform such a monitoring role in the 1980s before financial deregulation reduces their power over the borrowing firms. Similarly, Denis, Denis and Sarin (1997) find that the sensitivity of CEO turnover to performance is higher in firms with a large non-management shareholder.
Accordingly, we predict that a large non-management shareholder have better monitoring incentives and influence than a small shareholder. A large non-management shareholder also has more ability to influence a firm’s decision making including its disclosure policy. We posit that large non-management shareholders are likely to demand more information to monitor management when agency costs arising from the separation of ownership and control increase. Expanded corporate disclosure facilitates greater monitoring by large shareholders and reduces the ability of controlling owners to hide their private rent-seeking activities. Thus, for firms with high separation of cash flow rights from control rights, those with a large non-management shareholder are more likely to have higher voluntary disclosure. Thus, our third hypothesis is:

H3: The negative association between disclosure and the separation of cash flow rights from control rights is less pronounced for firms with a large non-management shareholder. 

3. Data and Method
3.1 Sample Construction
We begin with the Worldscope database to identify listed firms in eight East Asian countries comprising Hong Kong, Indonesia, Japan, South Korea, Malaysia, Philippines, Singapore and Thailand in the fiscal year 2003. We exclude financial institutions because of unique financial structure and regulatory requirements. We eliminated observations with extreme values of control variables such as return-on-assets and leverage (discussed in section 3.2 below). We obtain stock price data from the Datastream database.  We obtain annual reports for fiscal year 2002 and 2003 from the Global Report database. Our final sample consists of 829 firms for 1,654 firm-year observations during the period 2002 to 2003 in eight East Asian countries (Hong Kong, Indonesia, Japan, South Korea, Malaysia, Philippines, Singapore and Thailand).
We use the corporate disclosure measure developed by Standard & Poor to rate the corporate disclosure practices of the sample companies. The Standard & Poor’s disclosure measure counts whether a firm discloses relevant information on 98 possible items that would be of interest to investor. Specifically, the Standard & Poor’s disclosure measure classifies these 98 disclosure items into 3 broad categories:  28 items on ownership structure and investor relations, 35 items on accounting and financial policies, and 35 items on board and management structure and process. We aggregate the scores of the three categories to create an aggregate disclosure score, DISCORE, ranging from 0 to 98, which is equivalent to assigning equal weight to each disclosed item. Appendix A contains the Standard & Poor’s disclosure scorecard.  The disclosure scores are quantitative (presence / absence) in nature rather than qualitative or evaluative. Each firm within a country obtains a score out of 98, with a higher number indicating a greater level of total public disclosure. 

We examine the annual report to trace the ultimate owners of the firms. The procedure of identifying ultimate owners is similar to the one used in La Porta et al. (1999).  In summary, an ultimate owner is defined as the shareholder who has the determining voting rights of the company and who is not controlled by anybody else. If a company does not have an ultimate owner, it is classified as widely held. To economize on the data collection task, the ultimate owner’s voting right level is set at 50% and not traced any further once that level exceeds 50%. Although a company can have more than one ultimate owner, we focus on the largest ultimate owner. We also identify the cash flow rights of the ultimate owners. To facilitate the measurement of the separation of cash flow and voting rights, the maximum cash flow rights level associated with any ultimate owner is also set at 50%. However, there is no minimum cutoff level for cash flow rights.

3.2  Empirical Model

We use the following regression model below to test the association between the corporate voluntary disclosure and the separation of cash flow rights from control rights:
 

DISCLOSURE = β0 + β1*VOTECASH + β2*VOTECASH*FINANCE + β3*VOTECASH*BLOCK  + β4FINANCE  + β5BLOCK + β6*SIZE + β7*MB + β8*LEV + β9*ROA + β10*YR  + Country Controls +  Industry Controls + e                              (1)

where:

DISCLOSURE  =  a metric that captures the total disclosure score of the firm.   There are 2 measures for DISCLOSURE: 
1)  DISC_MIN =  Standard and Poor’s disclosure score minus Country minimum disclosure score.

2)  DISC_PERCENT =  [Standard and Poor’s disclosure score  minus Country minimum disclosure score]  divided by   Country minimum disclosure score 

VOTECASH = voting rights divided by cash flow rights.

FINANCE =   dummy variable that equals one if the firm issues debt or equity securities in the current or following fiscal year and zero otherwise.

BLOCK = percentage of common stock outstanding owned by an external shareholder who owns at least 5% of the common stock outstanding of the firm.

SIZE = natural logarithm of total assets.

MB = market value of equity divided by book value of equity.

LEV = long term debt divided by total assets.

ROA = net profit after tax divided by total assets.

YR= a dummy variable that equals 1 if disclosure scores are from year 2002 and 0 if from year 2003. 
Country Controls = a set of country dummy variables 
Industry Controls = a set of industry dummy variables
e is the error term.

Dependent variable

We measure the total disclosure score with a 98 point disclosure index created by examining the companies’ annual reports on their inclusion or omission of 98 specific items per Standard and Poor’s Transparency and Disclosure Methodology. It is important to note that the Standard and Poor’s disclosure scores represent elements of both mandated disclosures and voluntary disclosures. The mandated disclosures are expected to be systematically associated with a country’s legal system. Following Francis, Khurana and Pereira (2005), to potentially better isolate a measure of voluntary disclosure, we derive two disclosure metrics to remove country-level mandated disclosure. The first disclosure metric is DISC_MIN and is computed as the Standard and Poor’s disclosure score over and above the minimum disclosure score for the country in which the firm is incorporated. Hence, DISC_MIN reflects in an absolute increase in disclosure. The second metric, DISC_PERCENT, is the increase in firm’s disclosure score over the country-minimum score, scaled by the county-minimum score, and represents a relative percentage increase in disclosure over the country-minimum.

Test variables

Hypothesis H1 predicts that firms with higher separation of cash flow rights from control rights have lower corporate voluntary disclosure.  Our test variable (VOTECASH) measures the degree of divergence between cash flow rights from control rights. Specifically, VOTECASH is the control rights divided by the cash flow rights of the controlling owner. Higher values of VOTECASH indicate higher expected agency problems between the controlling owner and minority shareholders. From Hypothesis H1, we expect the coefficient VOTECASH to be negative.
Prior research (Lang and Lundholm (1993), Frankel, McNichols and Wilson (1995) and Francis, Khurana and Pererira (2005)) documents that firms reliant on external financing have higher level of disclosure. We measure a firm’s needs for external financing with a dummy variable (FINANCE) that equals 1 if the firm issues debt or equity securities in the current or following fiscal year and zero otherwise. We expect the coefficient on the variable FINANCE to be positive.

Hypothesis H2 maintains that for firms with higher separation of cash flow rights from control rights, those with greater external financing needs are likely to undertake a higher level of disclosure. To test this hypothesis, we include an interaction term between ratio of voting rights to cash-flow rights and external financing (denoted by VOTECASH*FINANCE). We predict that the coefficient on the interaction term VOTECASH*FINANCE to be positive.
Past studies (Shleifer and Vishny (1997); Lins (2003)) find that large non-management shareholders have better incentives to monitor managerial discretion over corporate resources.  To measure the effect of large non-management shareholder on corporate disclosure, we employ a dummy variable (BLOCK) that equals one if the firm has a large non-management shareholder who owns at least 5% of the firm’s common stock and zero otherwise. We expect the coefficient on the variable BLOCK to be positive.
Hypothesis H3 predicts that for firms with high separation of cash flow rights from control rights, those with a large non-management shareholder are likely to undertake a higher level of disclosure. To test this hypothesis, we include an interaction term between ratio of voting rights to cash-flow rights and a dummy variable on the presence of a  large non-management shareholder in the firm’s ownership structure (denoted by VOTECASH*BLOCK). We predict that the coefficient on the interaction term VOTECASH*BLOCK to be positive.

Control variables
Prior research has documented a positive association between disclosure and firm size (Lang and Lundholm (1993); Bamber and Cheon (1998)).  Larger firms have more analyst following and hence have incentives to distribute firm-specific information through public disclosure. If average cost of disclosure is inversely associated with firm size, it will be less costly for larger firms to disclose more. We measure firm size (denoted as SIZE) as the natural logarithm of total assets.  Nagar, Nanda and Wysocki (2003) argue that firms with high market-to-book ratios have greater information asymmetry and therefore are expected to have higher disclosure levels. To control for market-to-book ratios, we include market value of equity divided by book value of equity (denoted as MB).  Jensen and Meckling (1976) argue that as firms have higher leverage, the agency costs between shareholders and debt-holders are greater. For example, agency costs associated with asset substitution and underinvestment problems are exacerbated when firms have more debt in their capital structure. Thus, as leverage increases, debt-holders will demand for greater monitoring and disclosure. We measure leverage (denoted as LEV) as the ratio of long-term debt to total assets.  Profitable firms are more likely to signal to the market its superior performance by voluntarily disclosing more information. We measure profitability (ROA) as the net income after tax divided by total assets. The sample includes firm-level data for year 2002 and year 2003. To control for any systematic year effect in disclosure scores, we include a dummy variable (YR) that equals 1 if disclosure scores are from year 2002 and 0 if from year 2003. Finally, we control for fixed effects of countries and industries by including dummy variables for the countries and industries in the sample.
4. Results

4.1 Descriptive statistics

Table 1 summarizes the distribution of the disclosure scores (DISCORE) across the 8 countries in the sample. There is considerable variation in the level of disclosure across the countries. In general, firms in Malaysia, Singapore and Thailand exhibit higher level of voluntary disclosure than those in Indonesia, Japan and South Korea. Furthermore, the standard deviation of firm-level disclosure scores for each country is around 20 percent of the country mean, indicating that there is within-country variation in disclosure scores. In addition, the mean disclosure scores are substantially higher than the minimum country-level scores.  These results are consistent with the notion that corporate disclosure has a discretionary component and the Standard and Poor’s disclosure scores convey more information than just the disclosures mandated by accounting standards within a country. 
Table 2 reports descriptive statistics for the variables in the analysis. The mean values of DISC_MIN and DISC_PERCENT of the whole sample are 24.74 and 2.419 respectively. The standard deviation of DISC_MIN and DISC_PERCENT are 11.72 and 1.367 respectively. Thus, there is considerable variation in all disclosure metrics, as represented by their standard deviation. The mean control rights to cash-flow rights ratio (VOTECASH) is 1.818. This result is consistent with Claessens, Djankov, Fan and Lang who find that East Asian firms exhibit a high separation of control rights from cash-flow rights. The mean of FINANCE is 0.637, indicating that more than 63 percent of the firms raise equity or debt financing in the current or next fiscal year. The mean of BLOCK is 0.21, suggesting that 21% of the firms have a large non-management shareholder. On average, the firms are profitable (mean ROA=0.004), relatively large (mean SIZE =  USD 2,969 million)  and have high growth options (mean MB=1.215) and relatively moderate debt-to-asset ratio (mean LEV=  0.131). 
Table 3 presents the Spearman correlations. Consistent with hypothesis H1, our measure the firm-level disclosure over the country minimum disclosure score (DISC_MIN) is negatively correlated with the separation of cash flow rights from control rights (VOTECASH) at the 1% significance level. Similarly, the other disclosure metric (DISC_PERCENT) that measure the relative percentage increase in firm-level disclosure over the country minimum disclosure score is also negatively correlated with the separation of cash flow rights from control rights (p<0.01).  The correlation between the disclosure measures and FINANCE is positive and significant. This suggests firms that have greater financing needs have higher level of voluntary disclosure.  Consistent with prior studies, the correlation results indicate that the level of voluntary disclosure is positively associated with firm size and profitability. 
4.2 Multivariate Results

Table 4 reports the results of regression of corporate voluntary disclosure on the separation of cash-flow rights from control rights. In Table 4 Panel A, the dependent variable is the firm-level disclosure score less the country minimum disclosure score (DISC_MIN). In column (1), the estimated coefficient on the variable VOTECASH is negative and significant at the 1% level.  Consistent with hypothesis H1, this result suggests that firms with high separation of cash-flow rights from control rights have lower level of voluntary disclosure. 
In column (2), we test whether the need for external financing affects the association between corporate voluntary disclosure and separation of cash-flow rights from control rights. Results indicate that the estimated coefficient on the interactive term VOTECASH*FINANCE is positive and significant at the 1% level. Consistent with hypothesis H2, this result suggests that the negative association between voluntary disclosure and divergence of cash flow rights from control rights is less pronounced in firms with greater external financing needs. Specifically, this result suggests that for firms with high divergence of cash flow rights from control rights, those greater external financing needs undertake higher level of voluntary disclosure. More generally, our finding is consistent with prior studies documenting capital market transaction as an important determinant of the level of voluntary disclosure.
In column (3), we examine whether the presence of a large non-management shareholder who owns at least 5% of the firm’s common equity affects the association between corporate voluntary disclosure and separation of cash-flow rights from control rights. Thus, we interact the ratio of voting rights to cash flow rights (VOTECASH) and a dummy variable that equals one if the firm has a large non-management shareholder who owns at least 5% of the firm’s common equity (BLOCK). The estimated coefficient on interaction term (VOTECASH*BLOCK) is positive and significant at the 1% level. This result suggests that the presence of a large non-management shareholder reduces the negative association between corporate voluntary disclosure and the separation of cash flow rights from control rights. Our result is consistent with the hypothesis that large non-management shareholder mitigates the ability of controlling owner to reduce firm-level voluntary disclosure to investors with the aim of concealing their private benefits of control. More generally, our result is consistent with the past studies (Shleifer and Vishny (1997); Lins (2003)) that find that large non-management shareholder play an important monitoring role in mitigating the agency costs arising from the separation of ownership and control. 

In column (4), we present the full model. The results are qualitatively similar. In summary, we continue to find a negative association between corporate voluntary disclosure and the separation of cash flow rights from control rights. This negative association between corporate voluntary disclosure and the separation of cash flow rights from control rights is less pronounced when firms have greater external financing needs. Furthermore, for firms with high separation of cash flow rights from control rights, those with a large non-management shareholder have higher voluntary disclosure. 

In general, the control variables have their predicted signs. The coefficient on FINANCE is positive and significant, consistent with the finding in past studies that firms with greater external financing needs undertake higher voluntary disclosure. In addition, consistent with past studies, the results suggest that profitable firms and large firms tend to have higher disclosure. The variable MB is positive and marginally significant, indicating that high growth firms have higher disclosure to reduce information asymmetry. Although the coefficient on leverage (LEV) has its predicted positive sign, it is not significant. 

In Table 4 Panel B, the dependent variable is DISC_PERCENT, which measures the percentage change of firm-level disclosure score from the country minimum disclosure score. Our results are qualitatively similar.  After controlling for the fixed effects of country, industry and time, the test variable VOTECASH is negative and significant at the 1% level in all four columns. Thus, there is a negative association between corporate voluntary disclosure and the separation of cash flow rights from control rights.  In column (2), the interaction term VOTECASH*FINANCE continues to be positive and significant. This result suggests that for firms with high separation of cash flow rights from control rights, those with greater financing needs have higher firm-level voluntary disclosure. In column (3), the interaction term VOTECASH*BLOCK is still positive and significant. This finding suggests that for firms with high separation of cash flow rights from control rights, those with a large non-management shareholder have higher firm-level voluntary disclosure.  The results of the full model in column (4) are qualitatively similar.
4.3 Robustness Tests

Table 5 reports the results of a set of year-by-year regressions. Panel A presents the regression results for year 2002 and panel B presents the regression results for year 2003.  From the year-by-year results, we find that the effects of separation of cash flow rights from control rights on corporate disclosure are not concentrated in any given year.  Furthermore, in each year, we continue to document that greater external financing needs mitigates the negative association between the separation of cash flow rights from control rights and firm-level voluntary disclosure.  Similarly, the presence of large non-management shareholder mitigates the negative association between the separation of cash flow rights from control rights and firm-level voluntary disclosure. 
As a sensitivity analysis, we re-estimate the models in Table 4 for each country. The results in Table 4 are robust to all these sensitivity analysis, which indicates that the results are not driven by individual countries.   We also perform ranked regressions to test the sensitivity of our results to outliers. Our inferences are similar. We also examine alternative specifications of the test variables.  Following Francis, Khurana and Pereira (2005), we replace our test variable on firm-specific external financing needs with an industry’s external financing dependence (EXTFIN) which is computed as the ratio of capital expenditure financed with external funds for US firms in the same industry averaged for the period 1980-1989
. They then use the industry median of this variable for all firms in the same industry to derive external dependence for industries. Higher values of EXTFIN indicate greater external financing dependence. We interact  EXTFIN with VOTECASH to test whether firms with high external financing dependence and high separation of cash flow rights from control rights have higher corporate voluntary disclosure.  For all specification in Table 4, our results (not tabulated) indicate that the coefficient on the interaction term between EXTFIN and VOTECASH is positive and significant at the 5% level. Thus, our result is not sensitive to this alternative measure of external financing dependence
.
5. Conclusion
Prior studies find that ownership concentration is high in East Asia with more than two-thirds of the firms controlled by a single shareholder. (Claessens, Djankov and Lang (2000)). Besides concentrated ownership, corporate ownership in East Asian firms is complicated by pyramidal and cross-holding structures. Specifically, these ownership structures allow controlling owners to commit low equity investment while maintaining tight control of the firm, creating a separation of ownership (cash flow rights) and control (voting rights). As the separation of cash flow rights from control rights increases, the controlling owner becomes more entrenched with levels of control, while the low cash-flow (ownership) level provides a low degree of alignment of interest between the controlling owner and minority shareholders. Controlling owners can expropriate the wealth of minority shareholders and low corporate disclosure constitutes a mechanism to facilitate controlling owners to mask their private benefits of control. 

Consistent with our hypothesis, we find that firms that corporate voluntary disclosure is negatively associated with the separation of cash flow rights from control rights. This result is consistent with the notion that the greater the separation of cash flow rights from control rights increases, the greater the risk of expropriation by controlling owners. Thus, low corporate disclosure facilitates controlling owners to conceal their private benefits of control. The negative association between voluntary disclosure and the separation of cash flow rights from control rights is less pronounced for firms with greater external financing needs. This result suggests that for firms with high separation of cash flow rights from control rights, those with greater external financing needs undertake higher firm-level voluntary disclosure to reduce informational asymmetry. Finally, we find that the negative association between voluntary disclosure and the separation of cash flow rights from control rights is less pronounced for firms that have a large non-management shareholder. Our result supports the role of large non-management shareholder in mitigating agency problems associated with the separation of ownership and control.

References 

Aboody, D. and R. Kasznik (2000). "CEO stock options awards and the timing of corporate voluntary disclosures." Journal of Accounting and Economics 29: 73-100.

Bamber, L. and Y. Cheon (1998). "Discretionary management earnings forecast disclosure: Antecedents and outcomes associated with forecast venue and forecast specificity choices." Journal of Accounting Research 36: 167-190.

Botosan and A. Christine (1997). "Disclosure Level and the Cost of Equity Capital." The Accounting Review 72(3): 323-349.

Bushman, R., J. Piotroski, A. Smith (2004). What determines corporate transparency ? Journal of Accounting Research 42(2), 207-252.

Claessens, S., S. Djankov, and L. Lang (2000). "The Separation of Ownership and Control in East Asian Corporations." Journal of Financial Economics 58, 81-112.

Claessens, S., S. Djankov, J. Fan,  and L. Lang (2002). “Disentangling the incentive and entrenchment effects of large shareholdings” Journal of Finance 57, 2741-2771.

Darrough, M. (1993). "Disclosure Policy and Competition: Corrupt and Bertrand." The Accounting Review 68(3): 534-561.

Darrough, M. and N. Stoughton (1990). "Financial disclosure policy in an entry game." Journal of Accounting and Economics 12: 219-244.

DeAngelo, L. (1988). "Managerial competition, infrmation costs, and corporate governance: the use of accounting performance measures in proxy contests." Journal of Accounting and Economics 10: 3-37.

Denis, D, K. Denis, A. Sarin (1997). “Ownership structure and top executive turnover” Journal of Financial Economics 45 : 193-221

Diamond, D. and R. Verrecchia (1991). "Disclosure, liquidity, and the cost of capital." The Journal of Finance 66: 1325-1355.

Fama, Eugene and M. Jensen (1983). "Separation of Ownership and Control." Journal of Law and Economics 26(2): 301-325.

Fan, J. P. H. and T. J. Wong (2002). "Corporate ownership structure and the informativeness of accounting earnings in East Asia." Journal of Accounting and Economics 33: 401-425.

Feltham, G. and J. Xie (1992). "Voluntary financial disclosure in an entry game with continua of type." Contemporary Accounting Research 9: 46-80.

Francis, J. R., I. K. Khurana and R. Pereira (2005). "Disclosure Incentives and Effects on Cost of Capital around the World." The Accounting Review 80(4): 1125-1162.

Frankel, R., M. McNichols and P. Wilson (1995). "Discretionary disclosure and external financing." The Accounting Review 70(1): 135-150.

Gigler, F. (1994). "Self-enforcing voluntary disclosures." Journal of Accounting Research 32: 224-241.

Grossman, S. and O. Hart (1980). "The costs and benefits of ownership: a theory of vertical and lateral integration." Bell Journal of Economics 11: 42-64.

Healy, P. and K. Palepu (1993). "The effect of firms' financial disclosure strategies on stock prices." Accounting Horizons 7: 1-11.

Healy, P. and K. Palepu (1995). "The challenges of investor communications: the case of CUC International, Inc." Journal of Finanical Economics 38: 111-141.

Healy, P. M. and K. G. Palepu (2001). "Information Asymmetry, corporate disclosure, and the capital markets: A review of the empirical disclosure literature." Journal of Accounting and Economics(September): 405-440.

Holmstrom, B. (1979). "Moral hazard and observability." The Bell Journal of Economics 10: 74-91.

Holmstrom, B. (1992). Contracts and market for executives: comment in Contract Economics, Blackwell Publishers.

Jensen, M. C. and W. H. Meckling (1976). "Theory of the Firm: Managerial Behaviour, Agency Costs and Ownership Structure." Journal of Financial Economics 3(3): 305-360.

Kang, J., and A. Shivdasani (1995). “Firm performance, corporate governance and top executive turnover in Japan” Journal of Financial Economics 38: 29-58.
La Porta, R., F. Lopez-de-Silanes and A. Shlefier (1999). "Corporate ownership around the world." Journal of Finance 54(2): 471-518.

Lang, L. and R. Lundholm (1997). Voluntary disclosure during equity offerings: reducing information asymettry or hyping the stock?, University of Michigan.

Lang, M. and R. Lundholm (1993). "Cross-sectional determinants of analysts ratings of corporate disclosures." Journal of Accounting Research 31: 246-271.

Leftwich, R. (1981). "Evidence on the impact of mandatory changes in accounting principles on corporate loan agreements." Journal of Accounting and Economics 3: 3-30.

Lins, K. (2003). “Equity ownership and firm value in emerging markets.” Journal of Financial and Quantitative Analysis 38(1): 159-184.

Morck, R., A. Shleifer and R. Vishny (1988). "Management ownership and market valuation: an empirical analysis." Journal of Financial Economics 20: 293-315.

Nagar, V., D. Nanda and P. Wysocki (2003). "Discretionary disclosure and stock based incentives." Journal of Accounting and Economics 34: 283-309.

Newman, P. and R. Sansing (1993). "Disclosure policies with multiple users." Journal of Accounting Research 31: 92-113.

Patel, S. and G. Dallas (2002). "Transparency and Disclosure: Overview of Methodology and Study Results - United States." Standard & Poors.

Sengupta, P. (1998). "Corporate Disclosure Quality and the Cost of Debt." The Accounting Review 73(4): 459-474.

Shleifer, A. and R. Vishny (1986). "Large shareholders and corporate control." Journal of Political Economy 94: 461-488.

Shleifer, A. and R. Vishny (1997). “A survey of corporate governance”. Journal of Finance 52: 737-783.

Singhvi, S. S. and H. B. Desai (1971). "An Empirical Analysis of the Quality of the Corporate Financial Disclosure." The Accounting Review 46(1): 120-138.

Skinner, D. (1994). "Why Firms Voluntarily Disclose Bad News." Journal of Accounting Research 32(1): 38-91.

Trueman, B. (1986). "Why do managers voluntarily release earnings forecasts?" Journal of Accounting and Economics 8: 53-72.

Verrecchia, R. (1983). "Discretionary Disclosure." Journal of Accounting and Economics 5: 179-194.

Verrecchia, R. (2001). "Essays on Disclosures." Journal of Accounting and Economics 32: 97-180.

Table 1 Descriptive statistics of firm-level Standard and Poor’s disclosure scores across countries

	
	N
	Mean
	Median
	Minimum
	Standard deviation

	Hong Kong
	405
	35.93
	37
	25
	6.501

	Indonesia
	79
	26.64
	19
	14
	6.249

	Japan
	298
	19.60
	18
	12
	5.531

	South Korea
	120
	18.30
	17
	10
	8.252

	Malaysia
	309
	47.63
	52
	16
	11.42

	Philippines
	136
	36.53
	37
	21
	4.891

	Singapore
	239
	53.94
	54
	36
	6.433

	Thailand
	68
	48.23
	52
	28
	11.43

	Mean 
	207
	35.85
	35.75
	20.25
	7.588


Standard and Poor’s disclosure score is 98 point disclosure index created by examining the companies annual reports on their inclusion or omission of 98 specific items per Standard and Poor’s Transparency and Disclosure Methodology.  A higher value indicates more disclosure and the figures in this table mean, median, minimum, standard deviation of the Standard and Poor’s disclosure score for the number of firms (N) in each country.
Table 2 Descriptive statistics for full sample
	
	Mean
	25th Percentile
	Median
	75th Percentile
	Standard deviation

	DISC_MIN
	24.74
	16
	26
	32
	11.72

	DISC_PERCENT
	2.419
	1.142
	2.500
	3.333
	1.367

	VOTECASH
	1.818
	1.000
	1.268
	2.000
	1.377

	FINANCE
	0.637
	0
	1
	1
	0.481

	BLOCK
	0.210
	0
	0
	1
	0.431

	YR
	0.498
	0
	1
	1
	0.500

	ROA
	0.004
	-0.012
	0.018
	0.047
	0.116

	SIZE 

(US$ million)
	2,969
	102
	332
	1,543
	8,975

	MB
	1.215
	0.428
	0.799
	1.356
	1.783

	LEV
	0.131
	0.004
	0.085
	0.197
	0.154


DISC_MIN =  Standard and Poor’s disclosure score minus Country minimum disclosure score.

DISC_PERCENT =  [Standard and Poor’s disclosure score  minus Country minimum disclosure score]  divided by  Country minimum disclosure score. 

VOTECASH = the level of voting rights divided by the level cash flow rights.

FINANCE =   dummy variable that equals one if the firm issues debt or equity securities in the current or following fiscal year and zero otherwise.

BLOCK = dummy variable that equals one if an external shareholder owns at least 5% of the common stock outstanding of the firm and zero otherwise.
YR= a dummy variable that equal 1 if disclosure scores are from year 2002 and 0 if from year 2003. 

ROA = net profit after tax divided by total assets.

SIZE (USD million) = total assets in USD million.
MB = market value of equity divided by book value of equity.

LEV = long term debt divided by total assets.

Table 3 – Spearman correlations among the variables

	
	DISC_MIN
	DISC_PERCENT
	VOTECASH
	FINANCE
	BLOCK

	DISC_MIN
	1.000
	
	
	
	

	DISC_PERCENT
	0.751

(<0.001)
	1.000
	
	
	

	VOTECASH
	-0.609

(<0.001)
	-0.535

(<0.001)
	1.000
	
	

	FINANCE
	0.124

(0.021)
	0.074

(0.003)
	0.128

(<0.001)
	1.000
	

	BLOCK
	0.009

(0.696)
	0.066

(0.068)
	-0.093

(<0.001)
	-0.065

(0.007)
	1.000

	YR
	0.001

(0.954)
	-0.001

(0.991)
	0.002

(0.934)
	0.025

(0.031)
	0.033

(0.171)

	ROA
	0.131

(<0.001)
	0.159

(<0.001)
	-0.087

(<0.001)
	-0.052

(0.032)
	0.053

(0.031)

	SIZE
	0.302

(<0.001)
	0.128

(<0.001)
	0.235

(<0.001)
	0.371

(<0.001)
	0.056

(0.022)

	MB
	0.031

(0.201)
	0.007

(0.762)
	0.006

(0.801)
	0.098

(<0.001)
	0.092

(0.002)

	LEV
	-0.121

(<0.001)
	-0.099

(<0.001)
	0.141

(<0.001)
	0.431

(<0.001)
	-0.042

(0.086)


Table 3 (continued)

	
	YR
	ROA
	SIZE
	MB
	LEV

	YR
	1.000
	
	
	
	

	ROA
	-0.061

(0.012)
	1.000
	
	
	

	SIZE
	-0.004

(0.846)
	0.121

(<0.001)
	1.000
	
	

	MB
	-0.073

(0.003)
	0.369

(<0.001)
	0.241

(<0.001)
	1.000
	

	LEV
	-0.002

(0.923)
	-0.154

(<0.001)
	0.361

(<0.001)
	-0.009

(0.685)
	1.000


p-value in parentheses.

DISC_MIN =  Standard and Poor’s disclosure score minus Country minimum disclosure score.

DISC_PERCENT =  [Standard and Poor’s disclosure score  minus Country minimum disclosure score]  divided by   Country minimum disclosure score. 

VOTECASH = the level of voting rights divided by the level cash flow rights.

FINANCE =   dummy variable that equals one if the firm issues debt or equity securities in the current or following fiscal year and zero otherwise.

BLOCK = dummy variable that equals one if an external shareholder owns at least 5% of the common stock outstanding of the firm and zero otherwise.

YR= a dummy variable that equal 1 if disclosure scores are from year 2002 and 0 if from year 2003. 

ROA = net profit after tax divided by total assets.

SIZE = natural logarithm of total assets.

MB = market value of equity divided by book value of equity.

LEV = long term debt divided by total assets.

Table 4 Regressions of disclosure index – Full sample

Panel A : Dependent Variable = DISC_MIN
	
	Sign
	(1)
	(2)
	(3)
	(4)

	Intercept
	
	12.69

(10.33)***
	13.75
(10.66)***
	2.421
(17.15)***
	14.26
(10.99)***

	VOTECASH
	-
	-2.081

(-5.12)***
	-2.726
(-4.73)***
	-2.328
(-5.09)***
	-3.038
(-4.83)***

	VOTECASH *FINANCE
	+
	
	0.849
(2.64)***
	
	0.849
(2.67)***

	VOTECASH *BLOCK
	+
	
	
	0.095

(3.03)***
	0.938
(3.42)***

	FINANCE
	+
	0.255

(1.82)*
	1.101
(2.03)**
	0.033
(1.76)*
	1.032
(2.08)**

	BLOCK
	+
	
	
	0.152
(1.03)
	0.663
(1.01)

	YR
	+/-
	
	0.115
(0.32)
	0.0036
(0.18)
	0.025
(0.07)

	ROA
	+
	0.402

(2.24)**
	0.417
(2.75)***
	0.147
(2.78)***
	0.423
(2.63)***

	SIZE
	+
	0.394

(3.10)***
	0.382
(2.98)***
	0.021
(1.72)*
	0.353
(2.79)***

	MB
	+
	0.113

(1.89)*
	0.094
(1.62)
	0.010
(2.01)**
	0.075
(1.91)*

	LEV
	+
	0.510

(0.40)
	0.344
(0.27)
	0.068
(0.47)
	0.537
(0.42)

	Country Fixed Effects
	
	Yes
	Yes
	Yes
	Yes

	Industry Fixed Effects
	
	Yes
	Yes
	Yes
	Yes

	N
	
	1,654
	1,654
	1,654
	1,654

	Adjusted R-square
	
	0.615
	0.617
	0.618
	0.621


Table 4 (continued)

Panel B : Dependent Variable = DISC_PERCENT
	
	Sign
	(1)
	(2)
	(3)
	(4)

	Intercept
	
	2.363

(16.87)***
	2.425
(16.48)***

	2.421
(17.15)***
	2.489
(16.75)***

	VOTECASH
	-
	-0.297

(-5.19)***
	-0.335
(-4.86)***

	-0.328
(-5.73)***
	-0.371
(-5.38)***

	VOTECASH *FINANCE
	+
	
	0.051
(2.27)**


	
	0.054
(2.24)**

	VOTECASH *BLOCK
	+
	
	
	0.095
(3.02)***


	0.096
(3.09)***

	FINANCE
	+
	0.034

(1.94)**


	0.047
(2.03)**
	0.034
(2.01)**
	0.053
(2.12)**

	BLOCK
	+
	
	
	0.152
(1.17)


	0.159
(1.52)

	YR
	+/-
	0.009

(0.24)


	0.011
(0.27)
	0.003
(0.09)
	0.005
(0.12)

	ROA
	+
	0.134

(1.94)**


	0.135
(2.03)**
	0.147
(2.16)**
	0.149
(2.25)**

	SIZE
	+
	0.021
(1.98)**

	0.021
(2.01)**
	0.021
(2.17)**
	0.019
(2.06)**

	MB
	+
	0.011

(2.01)**

	0.011
(0.89)
	0.010
(1.75)*
	0.009
(1.86)*

	LEV
	+
	0.061
(0.41)


	0.051
(0.34)
	0.0687
(0.47)
	0.057
(0.39)

	Country Fixed Effects
	
	Yes
	Yes
	Yes
	Yes

	Industry Fixed Effects
	
	Yes
	Yes
	Yes
	Yes

	N
	
	1,654
	1,654
	1,654
	1,654

	Adjusted R-square
	
	0.627
	0.632
	0.635
	0.636


Table 4 (continued)

t-statistics are reported in parenthesis.

*, **, *** Significant at 10%, 5%, and 1% (all two-tailed) respectively.

DISC_MIN =  Standard and Poor’s disclosure score minus Country minimum disclosure score.

DISC_PERCENT =  [Standard and Poor’s disclosure score  minus Country minimum disclosure score]  divided by   Country minimum disclosure score. 

VOTECASH = the level of voting rights divided by the level cash flow rights.

FINANCE =   dummy variable that equals one if the firm issues debt or equity securities in the current or following fiscal year and zero otherwise.

BLOCK = dummy variable that equals one if an external shareholder owns at least 5% of the common stock outstanding of the firm and zero otherwise.

YR= a dummy variable that equal 1 if disclosure scores are from year 2002 and 0 if from year 2003. 

ROA = net profit after tax divided by total assets.

SIZE = natural logarithm of total assets.

MB = market value of equity divided by book value of equity.

LEV = long term debt divided by total assets.

Table 5 Regressions of disclosure index by year 

Panel A : Year = 2002 

	
	Sign
	(1)
	(2)

	Dependent variable
	
	DISC_MIN
	DISC_PERCENT



	Intercept
	
	40.41

(12.36)***
	3.142

(15.44)***



	VOTECASH
	-
	-4.233

(-7.01)***
	-0.391

(-5.84)***



	VOTECASH *FINANCE
	+
	0.034

(2.56)***
	0.056

(2.18)**



	VOTECASH *BLOCK
	+
	1.033

(2.04)**
	0.146

(2.25)**



	FINANCE
	+
	0.122

(2.73)***
	0.022

(2.08)**



	BLOCK
	+
	1.653

(1.35)
	0.491

(1.14)



	ROA
	+
	6.363

(2.19)**
	0.613

(1.66)*



	SIZE
	+
	1.376

(3.98)***
	0.009

(2.17)**


	MB
	+
	0.488

(1.89)*
	0.045

(1.38)



	LEV
	+
	4.762

(1.96)**
	0.405

(1.31)



	Country Fixed Effects
	
	Yes
	Yes

	Industry Fixed Effects
	
	Yes
	Yes

	N
	
	825
	825

	Adjusted R-square
	
	0.305
	0.283


Table 5 (continued)

Panel B : Year = 2003 

	
	Sign
	(1)
	(2)

	Dependent variable
	
	DISC_MIN
	DISC_PERCENT



	Intercept
	
	40.79

(11.29)***
	3.274

(12.37)***



	VOTECASH
	-
	-5.126

(-7.02)***
	-0.492

(-6.26)***



	VOTECASH *FINANCE
	+
	1.236

(2.49)***
	0.099

(2.25)**



	VOTECASH *BLOCK
	+
	1.203

(2.15)**
	0.116

(2.38)***



	FINANCE
	+
	1.235

(2.28)**
	0.112

(2.03)**



	BLOCK
	+
	0.961

(0.76)
	0.350

(1.33)



	ROA
	+
	6.402

(1.85)*
	1.052

(2.36)**



	SIZE
	+
	1.282

(3.11)***
	0.014

(1.52)



	MB
	+
	0.211

(1.94)*
	0.024

(1.87)*



	LEV
	+
	3.258

(1.40)
	0.208

(1.18)



	Country Fixed Effects
	
	Yes
	Yes

	Industry Fixed Effects
	
	Yes
	Yes

	N
	
	829
	829

	Adjusted R-square
	
	0.304
	0.282


Table 5 (continued)

t-statistics are reported in parenthesis.

*, **, *** Significant at 0.10, 0.05, and 0.01 (all two-tailed) respectively.

DISC_MIN =  Standard and Poor’s disclosure score minus Country minimum disclosure score.

DISC_PERCENT =  [Standard and Poor’s disclosure score  minus Country minimum disclosure score] divided by  Country minimum disclosure score. 

VOTECASH = the level of voting rights divided by the level cash flow rights.

FINANCE =   dummy variable that equals one if the firm issues debt or equity securities in the current or following fiscal year and zero otherwise.

BLOCK = dummy variable that equals one if an external shareholder owns at least 5% of the common stock outstanding of the firm and zero otherwise.

ROA = net profit after tax divided by total assets.

SIZE = natural logarithm of total assets.

MB = market value of equity divided by book value of equity.

LEV = long term debt divided by total assets.

APPENDIX A 
Standard and Poor’s Disclosure Scores

Board & Management Structure and Process:

	1. A list of board members (names)?

	2. Details about directors (other than name/title)?

	3. Details about current employment/position of directors provided?

	4. Details about previous employment/positions provided?

	5. When each of the directors joined the board?

	6. Classification of directors as an executive or an outside director?

	7. A named chairman listed?

	8. Detail about the chairman (other than name/title)?

	9. Details about role of the board of directors at the company?

	10. A list of matters reserved for the board?

	11. A list of board committees?

	12. The existence of an audit committee?

	13. The names on the audit committee?

	14. The existence of a remuneration/compensation committee?

	15. The names on the remuneration/compensation committee)?

	16. Existence of a nomination committee?

	17. The names on the nomination committee?

	18. The existence of other internal audit functions besides the Audit Committee?

	19. The existence of a strategy/investment/finance committee?

	20. The number of shares in the company held by directors?

	21. A review of the last board meeting? (e.g. minutes)

	22. Whether they provide director training?

	23. The decision-making process of directors' pay?

	24. The specifics of directors' pay (e.g. the salary levels etc.)?

	25. The form of directors' salaries (e.g. cash, shares, etc.)?

	26. The specifics on performance-related pay for directors?

	27. The decision-making of managers' (not Board) pay?

	28. The specifics of managers' (not on Board) pay (e.g. salary levels etc.)?

	29. The form of managers’ (not on Board) pays?

	30. The specifics on performance-related pay for managers?

	31. The list of the senior managers (not on the Board of Directors)?

	32. The backgrounds of senior managers disclosed?

	33. The details of the CEO's contract disclosed?

	34. The number of shares held by the senior managers disclosed?

	35. The number of shares held in other affiliated companies by managers?


Final Transparency and Information Disclosure: 

	36. Its accounting policy?

	37. The accounting standards it uses for its accounts?

	38. Accounts according to the local accounting standards?

	39. Accounts according to an internationally recognized accounting standard (IAS/US GAAP)?

	40. Its balance sheet according to international accounting standard (IAS/US GAAP)?

	41. Its income statement according to international accounting standard (IAS/US GAAP)?

	42. Its cash flow statement according to international accounting standard (IAS/US GAAP)?

	43. A basic earnings forecast of any kind?

	44. A detailed earnings forecast?

	45. Financial information on a quarterly basis?

	46. A segment analysis (broken down by business line)?

	47. The name of its auditing firm?

	48. A reproduction of the auditors' report?

	49. How much it pays in audit fees to the auditor?

	50. Any non-audit fees paid to auditor?

	51. Consolidated financial statements (or only the parent/holding co)?

	52. Methods of asset valuation?

	53. Information on method of fixed assets depreciation?

	54. A list of affiliates in which it holds a minority stake?

	55. A reconciliation of its domestic accounting standards to IAS/US GAAP?

	56. The ownership structure of affiliates?

	57. Details of the kind of business it is in?

	58. Details of the products or services produced/provided?

	59. Output in physical terms? (number of users etc.)

	60. Characteristics of assets employed?

	61. Efficiency indicators (ROA  ROE  etc.)

	62. Any industry-specific ratios?

	63. A discussion of corporate strategy?

	64. Any plans for investment in the coming year(s)?

	65. Detailed information about investment plans in the coming year(s)?

	66. An output forecast of any kind?

	67. An overview of trends in its industry? 

	68. Its market share for any or all of its businesses? 

	69. A list/register of related party transactions?

	70. A list/register of group transactions?


Ownership Structure and Investor Relations:

	71. Number of issued and outstanding ordinary shares disclosed?

	72. Number of issued and outstanding other shares disclosed (preferred, non-voting)?

	73. Par value of each ordinary share disclosed?

	74. Par value of each other shares disclosed (preferred, non-voting)?

	75. Number of authorised but unissued & outstanding ordinary shares disclosed?

	76. Number of authorised but unissued & outstanding other shares disclosed?

	77. Par value of authorised but unissued & outstanding ordinary Shares disclosed?

	78. Par value of authorised but unissued & outstanding other shares disclosed?

	79. Top 1 shareholder?

	80. Top 3 shareholders?

	81. Top 5 shareholders?

	82. Top 10 shareholders?

	83. Description of share classes provided?

	84. Review of shareholders by type? 

	85. Number and identity of shareholders holding more than 3%?

	86. Number and identity of shareholders holding more than 5%?

	87. Number and identity of shareholders holding more than 10%?

	88. Percentage of cross-ownership?

	89. Existence of a Corporate Governance Charter or Code of Best Practice?

	90. Corporate Governance Charter / Code of Best Practice itself?

	91. Details about its Articles of Association. (E.g. changes)?

	92. Voting rights for each voting or non-voting share?

	93. Way that shareholder nominates directors to board?

	94. Way shareholders convene an EGM?

	95. Procedure for putting inquiry rights to the board?

	96. Procedure for putting proposals at shareholders meetings?

	97. Review of last shareholders meeting? (e.g. minutes)

	98. Calendar of important shareholders dates?


Source: Standard and Poor’s Transparency and Disclosure Template.
� In other words, if minority shareholders purchased the shares after the control existed, the stock price should be discounted to reflect the expected expropriation by the controlling owner.


� Specifically, high managerial control is associated with lower firm values when the management group is also the largest blockholder. When a larger non-management blockholder is present, high managerial control does not affect firm value.





� Specifically, Francis, Khurana and Pereira (2005) defined the industry dependence on external finance as:


EXTFIN = Σ ( CAPEXit – CFOit  )


                   ----------------------------


                           Σ CAPEXit


Where CAPEX = capital expenditure for firm i in year t and CFO = cash flow from operations for firm i in year t.








� Francis, Khurana and Pereira (2005) assume that their measure of  US industry dependence on external finance is intrinsic and hold across all countries. For example, if their measure suggests that the US pharmaceutical industry has higher dependence on external finance than that of the US tobacco industry, this relationship hold across all countries.  In contrast, our firm-specific measure of external finance needs  based on actual realizations of external finance (FINANCE) is a more direct measure of the firm-level’s dependence on external finance.
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