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Abstract
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Keywords: disclosure, ownership and control, dual-class stock companies, shareholder identity, Russia

For citation: Muravyev A., Telyatnikov N. (2024) The Wedge between Ownership and Control, Shareholder Identity and
Corporate Disclosure: Evidence from Russia. Journal of Corporate Finance Research. 18(3): 5-25. https://doi.org/10.17323/j.
jcfr.2073-0438.18.3.2024.5-25

The journal is an open access journal which means that everybody can read, download, copy, distribute, print, search, or link to the full texts of these
articles in accordance with CC Licence type: Attribution 4.0 International (CC BY 4.0 http://creativecommons.org/licenses/by/4.0/).

5 Higher School of Economics


mailto:amuravyev@hse.ru
https://orcid.org/0000-0001-8936-2582
mailto:ntelyatnikov@hse.ru
https://orcid.org/0000-0003-3846-118X

Journal of Corporate Finance Research / New Research

Vol. 18 | N2 3 | 2024

Introduction

The implications for corporate disclosure of the separation
of ownership and control, which is a key feature and a ma-
jor governance issue of public companies, have long drawn
a lot of attention in the accounting and corporate govern-
ance literatures [1-3]. There is considerable theoretical
ambiguity on this matter. On the one hand, the separation
of ownership and control may lead the parties controlling
the firm to opt for low disclosure standards, which helps
them conceal their consumption of private benefits (e.g.,
[4-5]). On the other hand, managers and/or controlling
shareholders may use disclosure to reassure investors that
their interests will be protected, especially if the company
requires additional external financing [6-7]. This theoret-
ical ambiguity ultimately makes the impact of the separa-
tion of ownership and control on disclosure an interesting
and important empirical question.

To date, most available empirical evidence on this matter
comes from studies of ownership concentration and share-
holder identity (e.g., [8-10]) In such analyses, ownership
concentration is viewed as a key corporate governance
mechanism that reduces the gap between ownership and
control and the severity of agency conflicts in a widely
held firm [11]. Alternatively, the effects of the separation
of ownership and control are examined from the perspec-
tive of shareholder identity. For example, despite holding
significant ownership stakes in a company, institutional
investors may forgo exercising control, transferring it to
managers [12]. In contrast, families tend to have greater
control over companies [13]. Overall, according to H. Khlif
et al. [14], the results of such studies are mixed and do not
provide a clear picture as ownership concentration and
shareholder identity are only indirect indicators of the sep-
aration of ownership and control and can be confounded
by other factors.

In recent years, additional evidence has started to emerge
from analyses of disclosure practices in dual-class stock
firms, which are characterized by an intrinsic divergence
between voting and cash flow rights. In fact, dual-class
shares are one of the most explicit and visible mechanisms
for separating ownership and control (e.g., [15-16])". It can
therefore be argued that dual-class stock companies pro-
vide a much cleaner setting for examining the effects of the
divergence between ownership and control on corporate
disclosure than the more traditional designs that focus on
ownership concentration or shareholder types. The idea of
considering dual-class stock firms has been explored by
K.W. Lee [17], T. Li and N. Zaiats [18] and R. Palas and D.
Solomon [19], among others.

However, this newer approach faces a number of difficul-
ties. The main obstacle is that dual-class stock companies
tend to emerge endogenously, particularly due to their
founders’ desire to retain control of productive assets while
obtaining external financing, and thus can be very different
from single-class stock firms®. In other words, firms’ deci-
sions to adopt or abandon a dual-class stock structure are
unlikely to be random and are usually determined by cer-
tain observable and unobservable characteristics [16; 21;
22]°. Therefore, relevant empirical studies that emphasize
external validity must contend with the difficult selectivity
problems associated with company decisions to issue dif-
ferent classes of shares. There are only a handful of studies
relying on natural experiments that generate a divergence
between ownership and control where sample selection is
not a problem (e.g., [25]). Others try to explicitly model
the selection process or use propensity score matching
techniques [22; 26; 27]. These strategies have their own
problems and are often not very convincing. Indeed, the
matching strategy cannot handle potential selection on un-
observables while the sample selection models often lack
instruments for identifying the selection process, which
results in a questionable econometric identification based
on the non-linearity of the normal distribution.

Furthermore, the sparse literature linking corporate dis-
closure to the separation of ownership and control in the
dual-class stock setting frequently proxies disproportion-
ate control rights with a single dummy variable [18; 28;
29]. Such a simplified approach ignores the strength of
incentives of the parties controlling the firm. Only a few
studies of corporate disclosure as shown by R. Palas et al.
[30], attempt to quantify the wedge between ownership
and control that arises from the issue of dual-class stock.
The problem here appears to be the lack of detailed data on
ownership and control.

Finally, to our best knowledge, little or no attention is paid
in the literature to the potential variability in the impact of
the wedge on corporate disclosure depending on the identi-
ty of the largest shareholder. In fact, both the incentives and
the abilities to push for greater disclosure may depend not
only on the size of the wedge but also on whether the con-
troller is a founding CEO, a government, a financial institu-
tion, an industrial holding company, etc. This seems to be
a common gap in the study of dual-class stock companies,
as noted by D. Aggarwal et al. [31]. Indeed, these authors
emphasize a general lack of knowledge of “the effects of du-
al-class structures on different outcomes, such as valuation
and innovation” and in particular of whether and how “[t]he
type of controller and wedge between economic and voting
rights may have an effect on various outcomes” [31, p. 150].

! Other mechanisms generating the control-ownership wedge include pyramids and cross-holdings, voting coalitions, proxy votes, and loyalty shares

that confer additional voting rights to long-term shareholders.

2 B. Amoako-Adu et al. [20] show that the issue of dual-class stock is more typical of family companies. For example, 83.2% of companies with dual-
class stock from the S&P 1500 list are family firms (those marked by the dominance of a family in the ownership structure). Among comparable

companies with single-class stock, family firms account for only 29.04%.

? Interestingly, R. Adams and D. Ferreira [23] note that there are few studies of the determinants of ownership proportionality. Some recent papers

address the issue of dual-class IPOs (e.g., [24]), but the evidence remains thin.
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Our paper aims to address the aforementioned gaps in
the accounting and corporate governance literatures. We
examine the impact of the wedge between ownership and
control on corporate disclosure, exploiting an unusually
clean setting that resembles a natural experiment and us-
ing a rich dataset from an emerging economy - Russia of
the first decade of the new century. First, we take advan-
tage of the fact that the overwhelming majority of Russian
dual-class stock companies emerged exogenously due to
the peculiarities of the privatization process of the early
1990s [32-33]%. Therefore, the concern that the choice of
a dual-class share structure is not exogenous and a sample
selection bias exists (e.g., [35]) is of little or no significance
in our analysis. Second, we compile detailed data that not
only identify dual-class stock companies but also provide
us with a direct measure of the size of the wedge between
ownership and control of the largest shareholder. Third, we
collectand process information about the identities of these
largest shareholders. This allows us to study the impact on
corporate disclosure of (a) the separation of ownership
and control, (b) the magnitude of the control-ownership
wedge, and (c) its interactions with the type of controller
(i.e., the moderating effects of shareholder identity). These
are the central research questions in our analysis.

The data for our study are assembled from multiple sourc-
es, the most important being the Standard & Poor’s (S&P)
Transparency and Disclosure Index and the SKRIN data-
base. We have an unbalanced panel of 125 non-financial
companies registered and operating in Russia during the
period 2002-2010, with a total of 559 observations. The
core of our data, the S&P index, is based on more than 90
individual items and measures the disclosure of (a) own-
ership structure and investor relations, (b) financial and
operational information and (c) board and management
structure and process. Therefore, it broadly corresponds to
the disclosure of the G dimension of the currently popular
ESG. As we explain later in the text, the main strengths
of S&P data from Russia are their internationally validat-
ed methodology, high level of detail and wide coverage of
firms.

Although our data are not very recent and, in particular,
do not tell much about the current disclosure practices in
Russian firms, they are very well suited to address the re-
search questions of general interest raised in this article.
Indeed, these questions refer to the general, fundamental
incentives guiding the behavior of individuals and firms
that do not vary much over time and across space. Not sur-
prisingly, but S&P data on Russian companies have been
recently used by S. Banerjee et al. [36], A. Grosman [37], A.
Muravyev [38] and I. Berezinets and A. Muravyev [39] in
their articles that tackle general research questions related
to corporate governance and disclosure.

Using conventional panel data analysis techniques, we
show that disclosure is significantly lower (by approxi-
mately 9%) in companies most affected by the separation
of ownership and control (i.e., dual-class stock compa-
nies) compared to their single-class stock counterparts.
It turns out that the level of disclosure is a decreasing
function of the wedge between the control and own-
ership rights of the largest shareholder. More precisely,
disclosure increases with her ownership rights but de-
creases with her control rights. We also find evidence
that the type of controlling shareholder moderates the
wedge-disclosure relationship. The negative effect of the
wedge is most pronounced when the largest shareholder
is a Russian private person, be it an individual or a le-
gal entity, and is practically absent in the case of foreign
shareholders from non-offshore jurisdictions. The state
and state-affiliated companies as well as foreign compa-
nies from offshore jurisdictions occupy an intermediate
position in this regard. We discuss and interpret these
results at the end of the article.

Our analysis has several caveats. First, it focuses on
total disclosure as defined by S&P in its Transparency
and Disclosure Index, which does not distinguish be-
tween mandatory and voluntary disclosure. The drivers
of the two may be different, as suggested by C. Arena
et al. [40]. Second, our analysis ignores other potential
mechanisms of the separation of ownership and control
that are distinct from the issue of dual-class shares, such
as pyramids and cross-shareholdings. Third, while we
emphasize the exogenous creation of dual-class stock
companies in Russia during the privatization process,
we cannot claim the exogeneity of ownership, including
the identity of the largest shareholders in firms. Fourth,
we recognize that the two types of shares that can be is-
sued by Russian companies are not absolutely identical
in terms of the cash flow rights attached to them. In fact,
Russian companies can issue only one type of common
(voting) shares and several types of preferred shares,
which under normal circumstances do not have voting
rights but are usually entitled to a higher dividend. How-
ever, previous studies have not found these nuances in
cash flow rights to be important, not at least for the vot-
ing premium (e.g., [41]).

Despite these limitations, we believe that our analysis rep-
resents a noteworthy contribution to the current interna-
tional literature on corporate governance and corporate
disclosure, particularly to the strand that focuses on the
effects of the separation of ownership and control and the
identity of controlling owners. Here, too, the main strength
of our analysis is that it answers previously underexplored
questions using an unusually clean setting of exogenously
created dual-class stock companies.

*In Russia, the key driver of the introduction of dual-class stock was the capital intensity of firms offered for privatization in the early 1990s.

Managers and employees of capital-intensive firms were unable to accumulate enough funds to buy 51 percent of shares under Privatization Option
2 and therefore opted for Privatization Option 1 which implied the establishment of a dual-class stock structure with preference (non-voting) shares
amounting to up to 25% of the charter capital. These shares were then distributed among managers and employees for free (see the study by P. Hare

and A. Muravyev [34] for details).
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The rest of the paper is structured as follows. Second sec-
tion provides a brief review of the relevant literature. Third
section describes the data and methods used. Fourth sec-
tion presents the main empirical results. Finally, conclu-
sions are drawn in fifth section.

Literature review and hypothesis
development

In this study, we primarily rely on agency theory, which
represents the dominant framework for analyzing both
corporate governance [11] and corporate disclosure [42-
43]. This theory assumes that the separation of ownership
and control - in particular, through the use of dual-class
shares - involves agency costs associated with the con-
sumption of perks, excessive compensation, related party
transactions, and other private benefits enjoyed by man-
agers and/or controlling owners [11]. This separation can
have two opposing effects on corporate disclosure. On the
one hand, it may encourage company insiders to reduce
the amount and/or quality of disclosure to conceal their
consumption of private benefits [5]. Therefore, disclosure
is predicted to be lower in companies with potentially high
agency costs, such as dual-class stock firms. On the other
hand, managers and/or controlling owners can use disclo-
sure as a bonding tool to signal to investors the protection
of their interests [6; 44]. As a result, the level and/or quality
of disclosure will be higher in companies with potentially
high agency costs, including dual-class stock companies.
Opverall, the connection between corporate disclosure and
the separation of ownership and control becomes an em-
pirical matter.

The relevant empirical literature mostly focuses on own-
ership concentration (typically in the hands of insiders)
and shareholder identity (drawing a distinction between
tamilies, institutional investors, foreign companies, gov-
ernment, etc.). Both are considered valid indicators of the
separation of ownership and control. Indeed, ownership
concentration naturally reduces the gap between the two,
while the identity of shareholders is normally related to
their involvement with the firm (e.g., institutional in-
vestors tend to transfer their control rights to managers,
while families tend to concentrate control in their own
hands). The empirical results based on these proxies are
somewhat mixed. In particular, ownership concentra-
tion is often found to have a negative impact on disclo-
sure (e.g., [9; 45-46]). However, some studies provide a
more nuanced picture. For example, H. Jankensgard [8]
uses data from Sweden to show a concave relationship,
with disclosure first increasing and then decreasing with
ownership concentration. These results could be related
to the two different effects of ownership concentration,
namely incentive alignment and entrenchment, which
are generally difficult to disentangle [47-48]. Another ex-
planation suggests that dominant shareholders may have
alternative channels to obtain information about the firm,
which may result in less information being passed on to
the market [46].

Studies that focus on shareholder identity also provide
mixed evidence [14]. For example, regarding government
ownership, K.O. Alotaibi and K. Hussainey [49] report that
it has a negative effect on disclosure in Saudi Arabia, Y. Lan
et al. [50] find a quadratic convex association in China,
while A. Amran and S.S. Devi [51] observe a positive link
in Malaysia. The difficulty in interpreting these and other
results in terms of the separation of ownership and con-
trol stems from additional confounding effects, such as the
interference of bureaucrats and politicians in state-owned
companies in the case of government ownership. Overall,
the evidence on whether and how the separation of owner-
ship and control affects corporate disclosure remains am-
biguous.

Some researchers attempt to explicitly measure the degree
of the separation of ownership and control and assess its
effect on corporate disclosure. For example, G. Liu and J.
Sun [2] and C. Bona-Sanchez et al. [52] identify the owner-
ship-control wedge for pyramidal structures in China and
Spain, respectively. Some studies use instead the dual-class
stock setting, which generates an easily identifiable wedge
between ownership and control [17; 29; 48; 53].

A common approach in the latter works is to compare dis-
closure practices in single vs. dual-class stock firms. This
is done, e.g., in the studies by T. Li and N. Zaiats [18],
R.M. Irani and D. Oesch [28], D. Solomon et al. [29] and
S. Tinaikar [44]. The findings are quite mixed. For exam-
ple, based on US data, S. Tinaikar [44] studies executive
compensation disclosure and finds that it is lower in du-
al-class stock companies compared to single-class stock
firms. A cross-country study by T. Li and N. Zaiats [18],
based on a sample of 12,672 firms from 19 countries over
the period 1994-2010, finds a poorer information envi-
ronment and increased accrual-based earnings manage-
ment in dual-class stock firms, suggesting that managers
of these firms have incentives to hide the private benefits
of control. However, D. Solomon et al. [29], who use data
from US listed companies to examine the ability of finan-
cial reports of dual vs. single-class stock firms to predict
an increase or decrease in earnings, find that financial re-
ports prepared by dual-class public companies are more
accurate in predicting changes in earnings, meaning that
dual-class companies provide credible and high-quality in-
formation to their investors. Likewise, O. Lobanova et al.
[54], who rely on the US sample used by P.A. Gompers et
al. [16] extended to 2012, find less accruals management
among dual-class companies. Finally, based on US data
from 2012-2017, R. Palas and D. Solomon [19] report that
the earnings of dual-class companies are more persistent
and more informative about future cash flows compared to
those of single-class stock firms.

The variability of the aforementioned findings is often at-
tributed to the fact that dual-class stock companies tend to
emerge endogenously, particularly due to their founders’
desire to retain control of productive assets while obtaining
external financing, and thus can be very different from sin-
gle-class stock firms. This highlights the difficult selectivity
issues associated with company decisions to issue differ-
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ent classes of shares (e.g., [16; 22]), which may invalidate
econometric results or complicate their interpretation.
This fundamental problem emphasizes the importance of
further research, especially in settings that are less sensitive
to such selectivity.

Therefore, drawing on the central prediction of agency
theory that the separation of ownership and control may
incentivize managers and/or controlling owners to opt for
low disclosure standards in order to conceal their con-
sumption of private benefits [5] and taking advantage of
the quasi-experimental setting of exogenously created du-
al-class stock firms in Russia [33], we propose our first and
most general hypothesis:

H1: The separation of ownership and control through the is-
sue of dual-class stock has a negative impact on corporate
disclosure.

Both theoretical and empirical literature furthermore
suggest that the magnitude of the wedge may matter for
corporate outcomes and performance (e.g., [15]). An ex-
treme example is a company with 100 shares that provide
shareholders with equal rights to receive dividends but dif-
ferent voting rights, say 100% of the votes are contained
in just one voting share while the remaining 99 shares
are non-voting. As a result, a person who holds the vot-
ing share and none of the non-voting ones has full (100%)
control of the firm but is entitled to only 1% of its cash flow.
For such a tremendous wedge between ownership and
control, amounting to 99% (control rights minus cash flow
rights), one can expect various manifestations of agency
costs, from the excessive compensation of managers to re-
lated party transactions and asset stripping [11]. Notably,
agency theory suggests that disclosure is negatively associ-
ated with the aforementioned wedge.

The implications of the wedge for corporate disclosure
have been empirically examined by K.W. Lee [17], A.
Forst et al. [48], J. Bangert et al. [53] and R. Palas et al.
[30], among others. For example, using a data set of 829
firms in eight East Asian countries during the period
2002-2003, K.W. Lee [17] shows that a larger wedge re-
duces disclosure as measured by the inclusion of specific
items in annual reports according to Standard & Poor’s
transparency and disclosure methodology. Using a sam-
ple of US dual-class firms from 2000 to 2012, A. Forst et
al. [48] find that disproportionate insider control is nega-
tively associated with financial analysts’ forecast accuracy
and positively associated with forecast dispersion. This
implies that the informativeness of corporate disclosure
is a decreasing function of the wedge between ownership
and control. Finally, employing data on US publicly trad-
ed companies from 2012 to 2019, R. Palas et al. [30] re-
port that a larger wedge is associated with a higher quality
of reporting.

Again, the empirical results are not very conclusive and
call for further research, preferably in settings that are not
plagued by sample selection issues. Therefore, using agency
theory predictions, drawing on the above-cited studies and
taking advantage of the quasi-experiment of the exogenous

establishment of dual-class stock companies in Russia, we
formulate our second hypothesis:

H2: Corporate disclosure is a decreasing function of the
wedge between the control and ownership rights of the larg-
est shareholder.

It has been recently suggested that the diverse and incon-
clusive empirical results summarized above may stem from
the lack of nuances in measuring the ownership-control
wedge. Indeed, the wedge is typically analyzed for insid-
ers, that is managers and board members (e.g., [26; 53]).
In particular, V. Baulkaran [26] distinguishes between
controlling shareholders who are CEOs, directors or chair-
men of the board in a study of US dual-class firms in the
period 2001-2007. However, the motivation, abilities, and
knowledge to exploit the ownership-control wedge may
vary across shareholder types. D. Aggarwal et al. [31] point
out the wide diversity among controlling shareholders,
who may include founders and their heirs, governments,
non-founding directors, and holding companies issuing
shares in a subsidiary, and call for calculating the wedge
based on the difference in voting and cash flow rights of
public shareholders. A few scholars have taken a similar
approach in studying ownership effects on company value.
For example, K.V. Lins [55] analyzes the effect of the wedge
on company value by distinguishing between manage-
ment and non-management blockholder stock ownership,
but his analysis is focused on pyramidal structures in 18
emerging markets. Likewise, C.K. Hoi and A. Robin [56]
examine the effect of controller identity (whether the larg-
est shareholder is a top executive, a board member or an
outsider) on the value of US dual-class firms.

Similar studies of corporate disclosure are virtually ab-
sent. A few papers suggest that the effect of the wedge
on disclosure may be moderated by additional aspects
of the firm’s ownership structure. For example, K.W.
Lee [17] reports that the negative effect of the wedge on
disclosure is less pronounced in companies that have a
large non-management shareholder. Therefore, large
non-management shareholders appear to play a role in
mitigating agency problems due to separation of owner-
ship and control. Employing a sample of S&P 1500 firms
from 1995 through 2015, J. Bangert et al. [53] show that
shareholders’ ability to predict future earnings decreas-
es with the difference between insider voting and cash
flow rights. This relationship is, however, weakened by
the presence of large institutional investors, suggesting
that the latter can mitigate inherent agency conflicts.
K. Cieslak et al. [57] focus on executive compensation
disclosure (ECD) using data from Sweden and find that
disclosure decreases with ownership concentration and
excess voting rights of the largest shareholder. Overpaid
CEOs tend to improve ECD quality, but not in the case
of excess control rights concentrated in the hands of the
controlling owner. This suggests that ECD appears to
be part of the agency problem between controlling and
non-controlling owners when managers have a bond
with controlling shareholders.
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Drawing on a study by D. Aggarwal et al. [31] and taking
into account the lack of evidence concerning the role of
shareholder identity in shaping the relationship between
disclosure and the ownership-control wedge, we advance
our third hypothesis:

H3: The effect of the wedge between ownership and control
on corporate disclosure varies with the type (identity) of the
largest shareholder.

Our analysis of Hypothesis H3 should be viewed as explor-
atory, partly because of the lack of a comprehensive theory
linking the wedge, shareholder identity and disclosure and
partly due to the limited number and specificity of share-
holder identity categories available in our data. We there-
fore do not advance any explicit hypotheses related to par-
ticular types of shareholders, leaving this task for further
research.

Data and methodology

Our data are compiled from the Standard & Poor’s (S&P)
Transparency and Disclosure Index and the SKRIN data-
base. Information from these sources was carefully pro-
cessed and merged into a unique longitudinal database.
The details on the original sources and data aggregation
are provided below.

Data and sample

The main data source for our study is the Transparency and
Disclosure Database collected by S&P for major Russian
companies (e.g., [58]). It was part of the S&P global effort
to evaluate the transparency and disclosure of the world’s
largest publicly traded firms, in particular those included
in the S&P Global 1200 and S&P/IFCI 1200 (Emerging
Markets) indices.

The methodology of the S&P studies is discussed in detail
in the works by S.A. Patel et al. [59], S.A. Patel and G.S. Dal-
las [60], as well as in the S&P survey [58]. The data include
more than 90 distinct disclosure attributes, each coded
with a binary score. They are grouped into an overall score,
which is based on all individual disclosure items, and three
sub-indices characterizing (a) Ownership structure and in-
vestor relations, (b) Financial and operational information
as well as (c) Board and management structure and pro-
cess®. The focus of the S&P data collection effort is thus on
the disclosure of the G dimension of the currently popular
ESG. Notably, the overall index and its three sub-indices
range between 0 and 100, allowing for easy interpretation
in terms of percentages.

The S&P data do not distinguish between mandatory and
voluntary disclosure. This is not necessarily a drawback,
especially in the context of emerging markets, where en-

forcement of mandatory disclosure rules is typically poor.
As a result, firms have considerable discretion in choosing
the type and amount of information to be disclosed, even
among the mandatory items. This motivates some scholars
such as Y. Liu et al. [61] to focus on total disclosure (which
combines voluntary disclosure and compliance with man-
datory rules)S.

The scores for Russian companies are available for nine
years from 2002 to 2010 (the Russian survey was discon-
tinued in 2011). Depending on the wave, the data cover
between 42 and 90 companies (including banks and firms
operating in Russia but registered abroad). Of these, 22
companies are surveyed in all nine waves. Overall, the
main strengths of the S&P survey in Russia are an interna-
tionally validated methodology, a high level of detail and a
good coverage of firms.

The publicly available part of the Russian dataset compiled
by S&P has been exploited in the studies of disclosure and
corporate governance by B.S. Black et al. [62], R. Enikolopov
etal. [63], S. Banerjee et al. [36], A. Grosman [37], I. Berez-
inets and A. Muravyev [39] and A. Muravyev [38], most of
which address research questions of general interest. Unlike
most of these studies, we had access to additional waves
from 2008 to 2010, which were made available to us by the
Moscow office of S&P under conditions of confidentiality.

The original data for our study consisted of all observations
in the S&P database, a total of 641 firm-years. We then im-
posed two key constraints on the original sample. First, we
dropped all financial companies, which is common prac-
tice in the literature. Second, we omitted a handful of com-
panies that were not listed/traded on the Russian stock ex-
change, but were only listed/traded abroad (they have most
of their operations in Russia but are registered abroad). As
a result, our final dataset contains 559 observations on 125
companies.

The distribution of the observations over time is shown in
Figure 1. The increase in the number of observations over
the study period is due to the wider coverage of Russian
companies by S&P in more recent periods. Figure 2 shows
the distribution of the sampled firms by region. Firms lo-
cated in Moscow, the Urals and the Volga region as well
as in St. Petersburg dominate the sample. Relative to the
population of publicly traded companies (studied by A.
Muravyev [64]), the sample is somewhat skewed towards
companies based in Moscow. Finally, Figure 3 shows the
distribution of observations by industry. Power utilities,
telecommunication companies, manufacturing firms, and
mining enterprises constitute the bulk of the sample. This
is largely characteristic of publicly traded companies in
Russia. Overall, the sample appears to be reasonably repre-
sentative of the country’s corporate sector’.

® Here are examples of individual items from each group: (1) “Does the company disclose the way that shareholders nominate directors to board?”; (2)
“Does the company disclose a detailed earnings forecast?”; (3) “Does the company disclose the specifics of directors” pay (e.g., the salary levels, etc.)?”.

¢ Additional details on the S&P data are available in Appendix/Supplementary Material Al.

7Indeed, S. Banerjee et al. [36] formally confirm the external validity of their results, based on the S&P sample over 2003-2007, for the entire

population of publicly traded firms in Russia.

10

Higher School of Economics



Journal of Corporate Finance Research / New Research

Vol. 18 | N2 3 | 2024

Figure 1. The distribution of observations over time
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The S&P data are supplemented by additional firm-level
information obtained from SKRIN, one of the main sourc-
es on Russian enterprises whose retrospective coverage
goes back to the mid-1990s®. It provides a wealth of data on
various aspects of companies’ operations, such as annual
and quarterly financial reports, the distribution of owner-
ship among major shareholders (the reporting threshold in
Russia is 5%), and the composition of corporate boards.
Although the amount of information provided by SKRIN
is huge, only a few variables are available in a ready-to-use

North-Western

North Caucasus

60
5
4
3
2
1

2008

2009 2010

St. Petersburg city

Electricity, gas & water
Wholesale & retail trade

Real estate & other services

format, structured by company and year. Therefore, we
manually processed a large portion of the available data
to create variables that describe corporate boards and the
ownership structure of the companies studied, including
the dual-class stock status, the ownership-control wedge
and the identity of the largest shareholder.

In particular, the data on cash flow and voting rights come
from section 6.5 of the quarterly reports to the regulator
(they are available in SKRIN). This section lists, for each
owner with at least 5% ownership, their shares of both eq-

8 The resource is available at http://www.skrin.com/ as accessed on January 20, 2024.
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uity and common (voting) stock as recorded at the time of
each shareholder meeting. We rely on data from regular
meetings, which usually take place between April and June
each year. We associate the share of equity with cash flow
rights and the share of common stock with voting rights.

The available ownership data allow us to identify three
broad categories of owners, namely the state, domestic pri-
vate shareholders and foreigners. We are also able to dis-
tinguish between direct and indirect state ownership and
identify foreign owners from offshore jurisdictions (for
more details, see Appendix/Supplementary Material A2).
As aresult, there are five broad ownership categories (share-
holder identity variables) in the analysis: direct state owner-
ship, indirect state ownership, domestic private ownership,
foreign non-oftshore ownership, and foreign oftshore own-
ership. A more detailed breakdown is difficult due to the
relatively small number of observations, resulting in thin
categories. For example, the division of domestic private

Table 1. Descriptive statistics of the variables

owners into natural and legal persons shows that only 5%
of observations fall into the category of natural persons.

Descriptive statistics

The descriptive statistics of the key data are presented in
Table 1. The total disclosure index is at the top of the ta-
ble (Total_disclosure) followed by the three sub-indices of
disclosure (Ownership_disclosure, Financial_disclosure and
Board_manag_disclosure) as well as key governance var-
iables that characterize ownership, performance and oth-
er aspects of the firms. The descriptive statistics suggest
a modest level of transparency and disclosure by Russian
companies. The overall index reaches a value of 50, which
corresponds to exactly half of the maximum on the S&P
scale (0 to 100 points). In terms of disclosure dynamics,
there was a clear upward trend until the 2008 financial cri-
sis and stabilization (or even a slight decline) thereafter (see
the averages of disclosure scores over time in Figure 4).

Variable Definition Mean p50 SD Min  Max

Total_disclosure S&P T&D disclosure score, 0-100 50.03 52.42 16.73 6.08 85.50

Ownership_disclosure Ownership structure and investor 51.60 5317 1853 0 92.86
relations disclosure, 0-100

Financial_disclosure Financial and operational information ) (. o 00 1905 89.13
disclosure, 0-100

Board_manag_disclosure  L0aTd and management structureand o5 4500 614 g 86.00
process disclosure, 0-100

DUAL Dummy for a dual-class stock firm 0.37 0.00 0.48 0.00 1.00
The wedge, VOTING_R- CASH_

WEDGE FLOW R 274 000 488  -698  16.33

CASH_FLOW_RIGHTS Cash-flow rights of the largest 4699 4472 1872 952  100.00
shareholder

VOTING_RIGHTS Voting rights of the largest shareholder 49.73  50.67  18.89  6.24 100.00

STATE Dummy for the largest shareholder o\, - 00 049 000 1.00
being the state

STATE_DIRECT Dummy for the largest shareholder o 05500 930 000 1.00
being the state (directly)

STATE_INDIRECT Dummy for the largest shareholder ., 00 047 000 1.00
being the state (indirectly)

DOM_PRIVATE Dummy for the largest shareholder o 00 044 000 1.00
being a domestic person

FOREIGN Dummy for the largest shareholder ;=00 047 000 1.00
being a foreign person

FOR_NONOFFSH Dummy for the largest shareholder 1,00 435 90 100
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Variable Definition Mean p50 SD Min  Max
FOR_OFFSHORE Dummy for the largest shareholder o\ 750 37 000 100
being a foreign person (offshore)
FIRM_SIZE Firm size, log(sales) 11.12 10.84 1.63 1.50 15.24
ROA Return on assets, profit before taxes/ 8.54 621 9.86 1024 34.96
assets, %
LEVERAGE Leverage, long-term debt/ 2226 1802 1873 0 69.63
(equity+long-term debt), %
TWO_TIER Dummy for a two-tier board 0.68 1.00 0.47 0.00 1.00
BOARD_SIZE Size of the board 10.26 11.00 2.16 5.00 17.00
NONEXEC_SHARE Share of non-executive directorson g1 1o gagq yg33 1111 100,00
the board, %
AUDIT _COMM Dummy for an audit committee 0.63 1.00 0.48 0.00 1.00
ADR Dummy for ADR/GDR 0.67 1.00 0.47 0.00 1.00
BIG-4_AUDITOR Dummy for a Big-4 auditor 0.67 1.00 0.47 0.00 1.00
Note: The number of observations is 559 for all variables.
Figure 4. Dynamics of S&P transparency and disclosure scores
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Financial disclosure

Dual-class stock companies account for approximately 37%
of the sample. The average wedge between ownership and
control is 2.74% (calculated for all firms in the sample). Re-
garding ownership and control, the data show a significant
concentration of both, which is consistent with previous
studies (e.g., [65-66]). In particular, the ownership stake
of the largest shareholder averages 47%, while the control
stake is just under 50%. Regarding the identity of the larg-
est owners, state and state-controlled entities are the largest
shareholders in 9% and 32% of the companies sampled, re-
spectively. Domestic private shareholders dominate in 25%
of the companies, and foreign shareholders in 34%. Inter-

13

sclosure

—== Board manag disclosure

estingly, the percentages of offshore and non-offshore for-
eign ownership are very similar, at around 17% each.

The financial data suggest that the sampled companies are,
on average, profitable and moderately levered. A compari-
son of the size of sampled companies with that of the uni-
verse of publicly traded firms in Russia (e.g., [64]) suggests
that the former are slightly larger than the latter. The other
variables in Table 1 indicate whether the firm has issued
ADRs and appointed a BIG-4 auditor as well as character-
izing its corporate board. All these factors have been iden-
tified as important determinants of corporate disclosure in
previous research (see, e.g., [39]).
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Table 2. Means of key variables by company type

Variable SINGLE-CLASS DUAL-CLASS Difference
Total_disclosure 52.48 46.03 6.45%%*
Ownership_disclosure 53.42 48.64 478+
Financial_disclosure 54.63 46.31 8.32%%*
Board_manag_disclosure 46.67 42.82 3.85%%*
DUAL 0.00 1.00 n/a
WEDGE 0.00 7.33 -7.32%%%*
CASH_FLOW_RIGHTS 49.78 42.30 7.48%**
VOTING_RIGHTS 49.79 49.63 0.16
STATE 0.32 0.56 -0.24%%*
STATE_DIRECT 0.11 0.07 0.04
STATE_INDIRECT 0.21 0.50 -0.29%%*
DOM_PRIVATE 0.27 0.23 0.04
FOREIGN 0.41 0.20 0.21%%*
FOR_NONOFFSH 0.18 0.15 0.03
FOR_OFFSHORE 0.24 0.05 0.19%*%*
FIRM_SIZE 11.07 11.19 -0.12
ROA 8.52 8.55 -0.03
LEVERAGE 22.23 22.30 -0.07
TWO_TIER 0.69 0.67 0.02
BOARD_SIZE 9.97 10.73 -0.76***
NONEXEC_SHARE 79.95 82.95 -3.00*
AUDIT_COMM 0.77 0.41 0.364**
ADR 0.67 0.68 -0.01
BIG-4_AUDITOR 0.67 0.67 0.00

Note: Asterisks denote significance levels: " p < 0.10, " p < 0.05, ™ p < 0.01.

Table 2 shows the descriptive statistics by company type,
i.e., separately for single-class and dual-class companies.
The disclosure score for single-class stock companies is
significantly higher than for their dual-class stock coun-
terparts, at 52.48 vs. 46.03, providing initial support for
Hypothesis H1. This also applies to all disclosure sub-in-
dices. The two types of firms are similar in terms of the

14

voting rights of the largest shareholders, but differ in terms
of their ownership rights. The distribution of the wedge
between control and ownership in dual-class stock firms is
shown in Figure 5. It has two modes, at about 2% and 12%.
Interestingly, some companies feature a negative wedge,
when the largest shareholder has more ownership rights
than control rights.
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Figure 5. Distribution of the wedge in dual-class stock firms
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There are notable differences in the distribution of the iden-
tity of the largest shareholder between the two types of firms.
Specifically, the largest shareholder in more than half of the
dual-class stock companies is affiliated with the state, while
the corresponding share in single-class stock companies is
less than a third. However, the data do not suggest dramatic
differences in the variables related to corporate governance
(e.g., the proportion of non-executive directors, the issue of
ADR, and the appointment of a BIG-4 auditor). The only
exceptions are larger boards and a lower propensity to estab-
lish an audit committee in firms issuing dual-class shares.

Methods

Our empirical framework is similar to that used in most
other disclosure studies, for example, those by G. Bueno
et al. [67] and A. Gisbert and B. Navallas [68]. The regres-
sion analysis takes the disclosure score as the dependent
variable and a measure of the separation of ownership and
control and other corporate governance and financial at-
tributes of companies as the explanatory ones. In its most
general form, our econometric model can be written as
follows:

(1)

where Disclosure, stands for the disclosure score of firm i
in year ¢, a, is an intercept (which is firm-specific), GAP,
describes the wedge between ownership and control (which
can be a scalar or a vector), vector X, denotes a set of control
variables used in similar analyses (e.g., industry dummies,
firm size, and leverage), and v, is a time effect. In particular,
consistent with Hypotheses H1 and H2, GAP may be rep-
resented by the binary variable DUAL indicating dual-class
stock companies, the continuous variable WEDGE measur-
ing the control-ownership wedge of the largest shareholder
or, in a more detailed analysis, two continuous variables
characterizing ownership and control of the largest share-
holder, VOTING _RIGHTS vs. CASH _FLOW_RIGHTS. The

Disclosure, = «. + GAP. B+ X @ + v, + ¢,

10.5 12

14 155

aforementioned hypotheses are not rejected when the esti-
mated f is statistically different from zero.

Next, in order to test Hypothesis H3, we use a scalar measure
of the wedge (variable WEDGE) interacted with the share-
holder identity variables (assembled in vector IDENT,)
available in the dataset, e.g.:

Disclosure, = «, + WEDGE, - IDENT 8 +

)

In this setup, Hypothesis H3 finds support in the data

when the estimated components of vector 8 are statistically
different from each other.

+Xp+v +e,

When selecting control variables (vector X,), we primar-
ily rely on previous studies of disclosure conducted by G.
Michelon et al. [69], M.Glaum et al. [70] and D. Vural [71].
Therefore, we include firm size, leverage, profitability, and
industry dummies as key controls’. This results in a rath-
er parsimonious specification that excludes potentially
endogenous variables and reduces multicollinearity. We
also consider an extension of model (2) which incorpo-
rates owner identity variables IDENT as additional con-
trol variables. This extension accounts for possible direct
effects of shareholder identity, especially given its unequal
distribution between single and dual-class stock firms (see
Table 2).

We also perform a number of robustness checks by exam-
ining the effects of the separation of ownership and control
on the three components of Total_disclosure (Ownership_
disclosure, Financial_disclosure, and Board_manag _disclo-
sure) and by adding additional control variables that have
been found important in previous studies of corporate
governance and disclosure, including in Russian firms
(e.g., [71; 73-74]). These variables include board size, the
proportion of non-executive directors (as a measure of
board independence), a dummy for the issue of ADRs and
a dummy for the appointment of a BIG-4 auditor. We ex-

° The selection of the control variables is theoretically grounded. For example, the inclusion of the leverage variable is motivated by the supposition that
more levered firms have a lower need for disclosure as leverage helps control the free cash flow problem [72].
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pect that these modifications of the main model will have
no material effect on our findings.

As regards estimation, we consider pooled OLS, fixed ef-
fects (FE), and random effects (RE) estimators. In all cas-
es, we calculate cluster-robust standard errors to account
for potential heteroskedasticity and within-firm corre-
lation of the error terms. The pooled OLS model is the
most restrictive because it imposes the common intercept
«, = a V i and therefore ignores unobserved heterogene-
ity across firms. The presence of unobserved effects a, is
checked using the Breusch and Pagan test for random ef-
fects (after the RE estimation). When unobserved hetero-
geneity is detected, the RE estimator is theoretically pre-
ferred as the most efficient; however, it is inconsistent if «
are correlated with the regressors of the model. In this case,
one has to rely on the FE estimator, which does not impose
any restrictions on the correlation between «, and the re-
gressors. The main disadvantage of this estimator is that it
solely uses the within variation in the variables, which may
be small or even absent for many corporate governance
attributes. We check the consistency of the RE estimator
(and choose between the FE and RE estimators) using the
robust version of the Hausman test [75].

Table 3. Main regression results, the RE estimator

Empirical results

Main empirical results

The main empirical results are presented in Table 3. They
are organized according to the hypotheses stated in sec-
ond section. Specifically, we start with the simplest mod-
el in which the control-ownership wedge is proxied by a
dummy variable taking the value of 1 for dual-class stock
companies and 0 otherwise (Column 1). This corresponds
to Hypothesis H1. Next, we move on to the continuous
wedge variable (Column 2) and, as is commonly done in
the literature (e.g., [48]), consider its disaggregation into
two variables measuring the ownership and voting rights
of the largest shareholder (Column 3). These models are
intended to verify Hypothesis H2. Finally, in order to test
Hypothesis H3, we consider the interactions of the contin-
uous wedge variable with binary variables for sharehold-
er identity. Here we use either a simple categorization of
shareholder identity based on three categories (Column 4)
or a more nuanced one based on five categories (Columns
5 and 6). The model in Column 6 is similar to that in Col-
umn 5, but includes owner identity variables as additional
regressors.

(1) ) ()] (4) (5) (6)
DUAL ~9.210%*
(2.127)
WEDGE ~0.474**
(0.235)
VOTING_RIGHTS ~0.477°*
(0.239)
CASH_FLOW_RIGHTS 0.456*
(0.235)
WEDGE*STATE -0.307
(0.189)
WEDGE*STATE_DIRECT ~1.410% ~0.465
(0.746) (0.894)
WEDGE*STATE_INDIRECT ~0242  —0.390*
(0.190) (0.196)
WEDGE*DOM_PRIVATE —1.2850% 131100 —1.046%
(0.330) (0.328) (0.359)
WEDGE*FOREIGN 0.412
(0.359)
WEDGE*FOR_NONOFFSH 0.768*+ 0.700*
(0.291) (0.425)
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(1) () 3) 4) (5) (6)
WEDGE*FOR_OFFSHORE -1.017%*  —1.105"**
(0.325) (0.384)
STATE_INDIRECT 5.507*
(3.018)
DOM_PRIVATE 1.330
(2.736)
FOR_NONOFFSH 6.762*
(3.755)
FOR_OFFSHORE 6.313*
(3.565)
FIRM_SIZE 3.488*** 3.242%** 3.258*** 3.356%** 3.289%%% 3.454%*
(0.430) (0.412) (0.415) (0.424) (0.403) (0.410)
ROA —-0.045 —-0.032 -0.032 -0.020 -0.030 —-0.041
(0.077) (0.076) (0.076) (0.074) (0.074) (0.081)
LEVERAGE 0.014 0.018 0.018 0.023 0.019 0.015
(0.035) (0.034) (0.034) (0.034) (0.034) (0.034)
Industry dummies Yes Yes Yes Yes Yes
Time dummies Yes Yes Yes Yes Yes
P-values of stat. tests:
Breusch-Pagan for RE 0.000 0.000 0.000 0.000 0.000 0.000
Hausman test 0.723 0.521 0.731 0.396 0.659 0.527
fe(g.iistzrzf coefficients on WEDGE* 0.000 0.000 0.000
R2_overall 0.544 0.507 0.504 0.550 0.556 0.579
No. obs. 559 559 559 559 559 559

Note: The results are obtained using the RE estimator (supported by the Hausman test). The dependent variable is
Total_disclosure in all models. Cluster-robust standard errors (clustering on firms) are in parentheses. Asterisks denote
significance levels: “p < 0.10, ™ p < 0.05, ™ p < 0.01. The equality of coeflicients tests refer to the test that the coefficients
on the interaction of WEDGE with shareholder identity variables used in a particular specification (e.g., STATE, DOM_

PRIVATE and FOREIGN) are the same.

The table also reports the results of key specification tests -
the Breusch and Pagan test for random effects and a robust
version of the Hausman test. All the regressions we ran
show the presence of unobserved heterogeneity across
firms (the Breusch and Pagan test) as well as the consist-
ency of the random-effects estimator (the Hausman test).
Given the inefliciency of the fixed-effects estimator, we
use the random-effects estimates as our benchmark re-
sults™.

The estimates obtained for the simplest model in Column
1 show that the amount of disclosure is considerably low-
er in dual-class stock firms compared to their single-class
stock counterparts as evidenced by the large and statisti-
cally significant coefficient on the variable DUAL. Quan-
titatively, the difference in the disclosure score between
these two groups is 9.2% (the percentage interpretation is
possible due to the dependent variable ranging from 0 to
100). This result lends strong support to Hypothesis H1.

12 The fixed-effects estimator relies on the within variation in the variables, which is small or even absent for some corporate governance attributes.
In our dataset, the within variance of the disclosure variables is only about half of the between variance; for some other variables, such as DUAL and
Firm_size, it is even smaller. The FE results are available from the authors on request.
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Regarding the control variables, it can be seen that larger
firms tend to disclose more; this result will hold through-
out our analysis. This effect of firm size has been found in
most previous studies on disclosure (e.g., [7]). Industry
effects are also important, as the respective dummies are
jointly statistically significant at the 1% level (not report-
ed). The same is true of the annual dummies. In contrast,
neither leverage nor profitability has a significant impact
on disclosure. This result will also be corroborated by the
subsequent analysis'".

The results in Column 2 suggest that the amount of dis-
closure is a decreasing function of the wedge between the
voting and cash flow rights of the largest shareholder. In-
deed, the negative and statistically significant coefficient
on the variable WEDGE means that a 10-percentage point
increase in the wedge reduces disclosure by approximate-
ly 4.7%. To substantiate this result, we split the wedge
into two variables measuring the ownership and voting
rights of the largest shareholder: CASH_FLOW_RIGHTS
and VOTING_RIGHTS (Column 3). The coefficient on
the former variable turns out to be positive, while the
coefficient on the latter variable is negative. Therefore,
disclosure increases with the ownership rights of the
largest shareholder, but decreases with her control rights.
Importantly, the absolute values of the two coefficients
are similar, which supports the aggregation of variables
CASH_FLOW_RIGHTS and VOTING_RIGHTS into a
single variable WEDGE. The results reported in Columns
2 and 3 are thus fully consistent with Hypothesis H2.

Column 4 shows the results for the model where the ef-
fect of the wedge is allowed to vary with shareholder
identity. The latter is represented by three variables — ag-
gregate state ownership, domestic private ownership and
aggregate foreign ownership (STATE, DOM_PRIVATE
and FOREIGN). In this model, the effect of the wedge
on disclosure is negative and statistically significant for
domestic private ownership only; the coefficients on the
other ownership categories lack statistical significance.
From the perspective of Hypothesis H3, it is important
to know whether or not the three coefficients are statis-
tically different from each other. The null hypothesis that
they are all equal is rejected at the 1% significance level.
The pairwise differences are also statistically significant at
least at the 10% level. These initial results lend support to
Hypothesis H3.

In Column 5, we use a more disaggregated ownership
typology (distinguishing between direct and indirect
state ownership as well as between foreign offshore and
non-offshore ownership) to test Hypotheses H3. The ef-

fect of the wedge on disclosure turns out to be negative
and statistically significant for direct state ownership (at
the 10% level), domestic private ownership (at the 1% lev-
el) and foreign offshore ownership (at the 1% level). It is
insignificant for indirect ownership by the state and posi-
tive and statistically significant (at the 1% level) for foreign
non-offshore ownership. The latter result implies that an
increase in the wedge between ownership and control for
a foreign main shareholder from a non-offshore jurisdic-
tion leads to higher disclosure. This effect is statistically
different from the estimated effects for all other groups of
owners, at least at the 1% level. Most importantly, the null
hypothesis that the five coefficients are equal is rejected at
the 1% significance level. This lends support for Hypoth-
esis H3 that emphasizes the role of shareholder identity.

Finally, in Column 6 we perform an additional test by
adding shareholder identity dummy variables as sepa-
rate controls. As already noted, these new variables ac-
count for possible direct effects of shareholder identity
on corporate disclosure [14]. The key finding here is that
the inclusion of additional controls does not change our
main results except for those related to state ownership.
In the latter case, the new estimates in Column 6 imply
a negative effect of the wedge for firms where the larg-
est shareholder is a state-controlled entity (indirect state
ownership) rather than the state itself, as in Column 5'%

An extra insight is provided by the results reported in
Column 6. The coefficients on the shareholder identity
dummy variables show whether, other things being equal,
companies controlled by various types of large share-
holders disclose more relative to companies directly con-
trolled by the state (base category). Except for the dummy
for domestic private owners, the estimated coefficients
are all positive and statistically significant, suggesting
that companies whose main shareholder is a state-relat-
ed company or a foreign offshore/non-offshore company
disclose more information compared to companies where
the largest shareholder is represented by the state. How-
ever, all companies, except for those directly controlled by
the state, turn out to be sensitive to the ownership-con-
trol wedge. Most interestingly, companies dominated by
domestic private owners do not disclose more compared
to state-owned companies yet are very sensitive to the
wedge. While a similar effect of the wedge is observed
for foreign offshore ownership, this category is associated
with higher disclosure at the baseline. Finally, companies
controlled by the state disclose less than those controlled
by other types of owners. However, their disclosure prac-
tices are not sensitive to the ownership-control wedge.
Overall, the results in Column 6 not only lend support

' The leverage and profitability are statistically insignificant and do not affect our key findings. This is true of both contemporaneous and lagged values
of these variables. However, we keep them in the regressions to ensure the comparability of our models with those used in similar studies of corporate

disclosure.

12 The results reported above are robust to the inclusion of key corporate governance variables in the models, most importantly variables characterizing
corporate boards (e.g., board size, the number of tiers, the share of non-executive directors, and the presence of an audit committee), cross-listing
status and the quality of external audit as additional controls, and to the replacement of the dependent variable Total_disclosure with its three
components, namely Ownership_disclosure, Financial_disclosure and Board_manag_disclosure. These additional results are available from the authors

on request.
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for Hypothesis H3 but also provide interesting nuances
about the effects of various ownership types on corporate
disclosure.

Discussion

This study provides strong evidence that corporate disclo-
sure is related to the separation of ownership and control
and that this relationship is influenced (moderated) by
the identity of the largest shareholder. These results are
broadly consistent with agency theory. Indeed, they are
in line with the view that the separation of ownership and
control induces the parties controlling the firm to opt for
low disclosure standards, which helps them mask their
consumption of private benefits (e.g., [4-5]). Moreover,
the greater the wedge between ownership and control, the
greater the incentive not to disclose information. Still, the
most interesting results of our study relate to shareholder
identity. One of our hypotheses — namely, that the effect
of the ownership-control wedge (or, more broadly, of the
separation of ownership and control) depends on share-
holder identity - finds considerable support in the data,
confirming the supposition by D. Aggarwal et al. [31].

Our analysis offers a number of additional insights. First,
the negative effect of the wedge on disclosure is most
pronounced when the largest shareholder is a domestic
person or a foreign entity registered in an offshore juris-
diction. The former result can be linked to the evidence,
particularly from the early 2000s, that domestic private
ownership was not necessarily associated with better
corporate governance and firm performance in Russia
(e.g., [76]). The questionable legitimacy of the ownership
structures that emerged during the privatization process
may have resulted in high incentives for extracting private
benefits and, correspondingly, low incentives for disclo-
sure by the new private owners (e.g., [77]). The latter re-
sult (for offshore foreign ownership) can be explained by
the fact that it simply masks domestic investors.

Second, the moderating effect of state ownership on the
link between the wedge and disclosure turns out to be
quite small. This result may be explained by more limited
opportunities of both bureaucrats and managers to extract
private benefits in government-owned firms compared to
owners and managers in private firms. Interestingly, our
findings for government ownership are at odds with those
reported by G. Liu and J. Sun [2]. Indeed, they find lower
disclosure quality among firms ultimately controlled by
individuals compared to firms ultimately controlled by
the state in China. Our results indicate a clear difference
in terms of the effect on disclosure of direct and indirect
government ownership, which seems to be in line with
the argument by A. Cuervo-Cazurra and C. Li [78] stating
that companies with indirect government ownership are
more likely to behave as private firms.

Third, there is a clear difference between foreign owners
from offshore and non-offshore jurisdictions. The former
appear to increase the negative effect of the wedge on dis-
closure while the latter do not. This seems to be a new
result in the literature. It may be related to the fact that
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foreign investor ownership is usually viewed as a factor
contributing to better corporate governance in gener-
al and improved disclosure in particular (e.g., [79-80]).
Such a positive effect on disclosure is especially pro-
nounced for companies domiciled in emerging markets
and for foreign investors coming from mature market
economies that have better disclosure standards (foreign
owners from non-offshore jurisdictions). In contrast, off-
shore foreign owners may simply mask domestic inves-
tors, who, as this study suggests, have lower incentives to
disclose information about their companies. Moreover,
there is anecdotal evidence suggesting that companies
with offshore ownership were often involved in capital
flight [81], implying no or low disclosure.

Conclusion

In this article, we studied the effect of the separation of
ownership and control on corporate disclosure using a
unique setting of exogenously created dual-class stock
companies in Russia. We used a rich longitudinal data-
set of Russian publicly traded companies compiled from
the Standard & Poor’s Transparency and Disclosure Index
and the SKRIN database. We applied conventional meth-
ods of regression analysis — the pooled OLS, RE and FE
estimators - to the data collected and used several specifi-
cation tests and robustness checks to confirm the stability
of our empirical results.

We found that the separation of ownership and control
due to the issue of dual-class stock results in lower corpo-
rate disclosure. Disclosure also decreases with the wedge
between the control and ownership rights of the largest
shareholder (specifically, it increases with her owner-
ship rights but decreases with her control rights). There
is strong evidence that the type of controlling sharehold-
er matters. The negative effect of the wedge is most pro-
nounced when the largest shareholder is a domestic pri-
vate person, either natural or legal, and is virtually absent
for foreign shareholders from non-offshore jurisdictions.
The state and state-related companies as well as foreign
entities from offshore jurisdictions occupy an intermedi-
ate position.

Several caveats are due. First, we rely on data that only
measure (a) total disclosure of (b) specific dimensions of
company operations selected for the S&P index. While
focusing on total disclosure is a sensible approach, espe-
cially in the context of emerging markets characterized
by poor enforcement of and imperfect compliance with
regulations, the bigger picture would still require separat-
ing voluntary disclosure from compliance with mandato-
ry regulations. The drivers of the two may be different,
as suggested by C. Arena et al. [40]. Moreover, as noted
by S. Lim et al. [82], different types of disclosure, such as
strategic and forward looking, financial and non-finan-
cial, etc., may be determined by different factors. While
we provide evidence that our results are reasonably robust
for the three components of total disclosure identified by
S&P, we obviously cannot extend them to other types of
disclosure, for example those related to CSR or ESG.
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Second, while the Russian setting is attractive due to the ex-
ogenous creation of dual-class stock firms, there are some
nuances in the rights attached to voting (common) and
non-voting (preferred) shares. In general, they imply a devi-
ation from the clean case where the cash-flow rights are iden-
tical across the two classes of stock while the voting rights
differ. We assume that these nuances are of little importance
and cannot significantly change our results, as suggested by
previous studies of the voting premium in Russia (e.g., [41]).

Third, we do not explicitly address endogeneity concerns.
Although we control for unobserved heterogeneity across
firms using the RE estimator and have sufficient evidence
that time-invariant omitted variables do not destroy our
estimates (i.e., the Hausman test confirms that the unob-
served heterogeneity is not correlated with the regressors
so that the RE estimator is consistent and efficient), there
are still concerns about the endogeneity of the identity of
largest shareholders, which cannot be addressed in the
present study (and, to our best knowledge, has not been
convincingly addressed in previous studies).

Despite these limitations, we believe that our analysis
offers a substantial contribution to the contemporary in-
ternational literature on corporate governance and cor-
porate disclosure, especially the part that focuses on the
separation of ownership and control and the identity of
the controlling owners. We also believe that our findings
may be of interest not only to academics but also to regu-
lators — for example, for tuning disclosure regulations in
dual-class stock companies — as well as to investment pro-
fessionals and other stock market participants for choos-
ing companies for their investments.
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Appendix/Supplementary material

A1.The Standard & Poor’s Transparency
and Disclosure survey in Russia

The Russian transparency and disclosure survey was
launched by Standard & Poor’s in 2002 to supplement the
data on 13 Russian companies that were included in the
S&P/IFCI 1200 (Emerging Markets) index. The survey
used only publicly available information (from annual
reports, corporate websites as well as reports to the reg-
ulator) and, therefore, a company’s transparency score is
different from its corporate governance score and cannot
be interpreted as a measure of governance standards. The
transparency score is just one of the key factors affecting
a firm’s attractiveness to investors and an important ele-
ment of corporate governance.

The survey was run from 2002 to 2010. The number of
firms studied varied from 42 in 2002 to 90 in 2010. These
were mostly Russian blue-chips from the non-financial
sector. The majority of them were traded on the Russian
stock market or simultaneously in Russia and abroad.
Only a handful of firms were only traded abroad (those
registered abroad, but whose operations were predomi-
nantly in Russia).

The main criteria used by S&P to select the firms for the
study were the size and liquidity of stocks. Some compa-
nies with relatively illiquid stocks but fluid markets for
corporate bonds were also included in the early waves of
the study™®.

S&P compiled an overall transparency and disclosure
index as well as three sub-indices based on information
about individual disclosures, whose number fluctuated
somewhat between the waves due to methodological re-
finements!'*. The three sub-indices were:

»  T&D ownership structure and shareholders rights;
«  T&D financial and operational information;
»  T&D board and management structure.

The methods of data collection and processing were simi-
lar across the waves of the study, albeit a minor change in
the methodology occurred in 2004.

Because some of the items were irrelevant for certain com-
panies (for example, single-class stock companies cannot
disclose the rights attached to preferred (non-voting)
shares), these items were excluded from the calculation
of the overall index and its sub-indices for the respective
companies with the appropriate adjustment of the weights
for the remaining items.

" In particular, the 2004 companion book indicates that the survey includes “17 companies in the S&P/IFCG Index, as well as 33 of the other largest
companies in Russia (List 1). We also included 10 companies with illiquid or closely held stocks, which have their ruble-denominated bonds first-tier

listed on the Moscow Interbank Currency Exchange”.

' In particular, the 2004 companion to the S&P data specifies, “As noted above, as a result of methodological adjustments, the direct comparison of

scores from 2003 and 2004 surveys is not robust in the scientific sense”
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A2. Additional information about the
identification of key governance variables

1. Direct vs. indirect government ownership

These are identified in several steps. First, we look for
matches between government structures and agencies
that can have ownership stakes in firms according to Rus-
sian law (e.g., the Ministry of State Property, the Russian
Federal Property Fund, regional governments and their
agencies) and the list of shareholders of the companies
sampled. Adding up the stakes of these entities in a giv-
en firm produces a measure of direct government own-
ership. Second, we look for matches between the main
state-controlled holdings such as RAO UES, Svyazinvest
and Gazprom and the list of shareholders in the compa-
nies sampled. Any matches add to our measure of indirect
government ownership. Finally, we check the remaining
shareholders in the sampled companies for their con-
nection with the state via other firms. A shareholder is
considered state-related (and its stake in the firm is added
to indirect government ownership) if government struc-
tures and agencies have at least a 25% stake in it.

For all intermediate links between the state and the share-
holders of the firms sampled, we keep the 25% threshold.
However, the measure of indirect government ownership
is based on the final link between the shareholder and the
company. For example, if the state owns 45% of company
A, company A owns 30% of company B, which in turn

owns 49% of company C included in our sample, indirect
government ownership in company C is estimated at the
level of 49%.

2. Offshore vs. non-offshore foreign ownership

Foreign ownership is identified from the names of share-
holders and their addresses. In the SKRIN database, the
names and addresses of foreign shareholders are normally
given in Latin letters, as compared to Cyrillic letters for
national shareholders. Foreign legal entities also have
specific abbreviations such as Ltd., GmbH, AS, AB, etc.
For example, the largest shareholder of company Mechel
(MTLR) in 2010 was “Dalewave Limited” registered at
“Themistokli Dervi, 3, Julia House, P.C. 1066, Nicosia,
Cyprus” - all this is written in Latin letters. We take ad-
vantage of this feature of the data to screen foreign share-
holders. We additionally check for the country name in
the address, which allows us to identify the country of
origin for the main shareholders. An interesting fact that
emerges from this exercise is that most foreign sharehold-
ers are legal entities registered in Cyprus (e.g., among the
largest shareholders, 81.3% are Russian legal and physical
persons, 10.2% are shareholders with addresses in Cy-
prus, 1.9% — in the US, 1.7% - in Sweden and 1.3% - in
the Netherlands). We identify offshore jurisdictions based
on the IMF study “Offshore Financial Centers: IMF Back-
ground Paper” (International Monetary Fund. 23 June
2000).
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