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Disclosure Quality and Ownership Structure: Evidence from the 

French Stock Market 

 

 

Abstract: 

This paper aims to examine the effect of ownership structure on a firm’s disclosure quality using the theoretical 

framework of agency theory, which states that investors’ information demand increases with the agency costs of 

the firm. Public ownership increases agency costs and therefore should increase shareholders’ information need 

and enhance disclosure.  

After controlling for size, debt and multi-quotation, our tests indicate significant negative associations between 

disclosure quality and ownership concentration, family control and separation between voting and cash flow 

rights. The results also show that French listed firms providing good disclosure are more likely to offer stock 

option plans for their executives. They are listed on American stock exchange and are included in CAC40 index. 
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1. Introduction  

  Disclosure has been drawing the attention of standard setters, regulators, and 

the financial press since the recent financial scandals. In France, the NRE act
1
 and the LSF

2
 

act translate the intention of the regulators to restore the investor’s confidence by improving 

the transparency of listed firms. The LSF act, which is similar to the Sarbanes-Oxley act in 

the USA, requires firms to present, at a general meeting, the organization of the works of the 

board, the internal control procedures and the delegation of powers. The NRE act reinforced 

the advertising of shareholders' act and the identity of the shareholders. It widened the 

shareholders’ rights for information by removing the requirement of holding of a minimum 

number of shares to attend the shareholders’ general meetings. This practice has been harming 

the information rights of the minority shareholders and raises the problem of the influence of 

ownership structure on corporate disclosure strategy.  

The financial press underlined the institutional investor activism and the will to constrain 

managers to improve transparency and respect corporate governance practices (ABN-AMRO 

(Le temps in 22/02/07), MEDIDEP (Les Echos in 16/09/05), VIVENDI UNIVERSAL (La 

Tribune in 02/05/05), and ALCATEL (Le Figaro in 10/04/03)). Institutional investors do not 

hesitate to contest resolutions in some general meetings. This activism is supported by legal 

measures such as the LSF act, which requires fund managers to vote in the general meetings. 

While prior research has attempted to explain the great variability in the content of the 

information disclosed by firms, few studies have documented the ownership structure’s 

impact on corporate reporting strategy (Labelle et al. 2005; Gelb, 2000). In addition, this 

research has not isolated the identity of these shareholders, nor has it studied the impact of 

institutional investors on the corporate reporting strategy. 

                                                 
1
 Law on the New Economic Regulations called “NRE act”  (2001) 

2
 Law of Financial Safety (2003)  
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 This paper examines the impact of ownership structures on the disclosure quality of 

French firms. In particular, we study the effect of ownership concentration (Gelb, 2000; 

Labelle and Schatt, 2005, Depoers, 2000), family ownership, institutional investors ownership 

(Bushee and Noe (2000)) and executive stock option compensation (Nagar et al., 2003; 

Klassen and Mawani, 2000) on the level of transparency.  

We extend prior studies of voluntary disclosure in three ways. First, we study the 

identity of shareholders. Prior studies (Gelb, 2000; Labelle and Schatt, 2005; Depoers, 2000) 

do not distinguish between family controlled firms, non-family controlled firms and the 

presence of institutional investors. However, the presence of family groups controlling the 

firm is a characteristic of French ownership structure (La Porta et al, 1999; Faccio and Lang, 

2002). These families participate actively in the management and are more reluctant to 

disclose information. Moreover, it is generally admitted that institutional investors mitigate 

the free riding problem and could constrain managers to improve disclosure. 

Second, our paper adds to the growing literature on the conflict of controlling 

shareholders with minority shareholders. Controlling shareholders are in a position to extract 

private benefits from minority investors. They have more incentive to exploit small 

shareholders in an environment of poor investor protection like France (La Porta et al.,2000) 

and have less incentive to encourage transparent disclosure. Agency conflict increases when 

voting rights outweigh cash flow rights through mechanisms that separate voting rights and 

cash flow rights such as dual class shares or pyramidal structure (Shleifer and Vishny,1997). 

However, prior studies of voluntary disclosure do not examine the impact of the separation 

between cash flow and control rights on disclosure. 

Third, few studies have examined the effect of different ownership aspects in a single 

study. Such features deal with ownership concentration, family ownership, presence of 

institutional investors’ ownership and the influence of executive stock option compensation. 
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To the best of our knowledge, this is the first empirical study carried out with reference to 

France, which examines the effect of a set of ownership features on disclosure quality.  

We measure disclosure quality using the annual contest report of AGEFI and 

Euronext. First, we perform a Multiple Correspondences Analysis (MCA) after recoding the 

quantitative variables. The use of the MCA allows charting not only the strong values of the 

variables but also the weak ones. Therefore, it permits a better characterization of both groups 

of firms in the sample, those which have good disclosure quality and those which have poor 

disclosure quality. The result of the MCA shows that firms with poor disclosure quality are 

characterized by greater family ownership, higher stock option grants, lower presence of 

institutional investors, and higher presence of dual class shares. In contrast, we find that firms 

with good disclosure are not controlled by families, are characterized by ownership dispersion 

and have a presence of institutional investors. 

We find a negative relation between ownership concentration and disclosure quality. 

We conclude that under high ownership concentration, controlling shareholders are less 

reliant on minority shareholders and may expropriate benefits from them or exploit private 

benefits, therefore they have less incentive to disclose information. The results show also that 

family control has a negative influence on disclosure quality. This is consistent with the view 

that family controlled firms have little incentive to disclose information to the public. These 

families fill many of the senior positions with family members so the demand for information 

from such companies is relatively weak; as the major providers of financing already have the 

information. Finally, we find significant and negative associations between the existence of 

double voting rights and the quality of disclosure. When controlling shareholders hold 

significant cash flow rights, they have more incentives to exploit minority shareholders since 

they do not support all the consequences of their decisions. Therefore, they also have little 

incentive to disclose information to protect themselves. 
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Our contributions are as follows. Understanding why firms invest in disclosure 

transparency is useful not only for preparers and users of accounting information but also for 

regulators (Meek, Roberts and Gray (1995)). Family controlled firms or firms with high 

capital concentration are less transparent than their counterparts. Should regulatory authorities 

impose more disclosure requirements on them? Second, most of the tests of the relationship 

between ownership structure and disclosure quality have been conducted using US or UK 

firms which may not face the same expected agency problems as French firms. La Porta et al. 

(1998) argue that the lack of strong legal protection and other external governance 

mechanisms in many continental countries (France, Germany, Belgium…) increases the 

severity of agency problems between controlling insiders and outsiders. Using a sample of 

French listed firms, mostly controlled by families or by individuals, our study extends 

previous research by looking at disclosure transparency in a context of lower law enforcement 

and a lack of investor protection.  

The remainder of this paper is organized as follows: section 2 reviews the French institutional 

context; section 3 presents our hypotheses; section 4 describes the empirical analysis; we 

present the results and their interpretations in section 5. Finally, we summarize and conclude 

in section 6. 

2. The French institutional setting on corporate disclosure 

The French institutional environment has seen many changing forces such as the NRE Act 

(Nouvelles Regulations Economiques) in 2001, the LSF Act (Loi sur la Sécurité Financière) 

in 2003 and application of the IFRS/IAS standards in 2005 by French listed firms and those 

closing public offerings. These Acts aim to set up an efficient corporate governance system in 

order to protect investors across based on better corporate disclosure.  
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Corporate disclosure is one of the major accounting issues in France and in the 

international scene due to several changing environmental forces such as the increase of 

“financial capitalism” and the raise of institutional investors. These investors have 

considerable professional experience and are powerful. Hence, they could constrain managers 

to respect corporate governance practices. Institutional investors claim good disclosure quality 

helps them to estimate firm performance. Prior studies underline that poor disclosure weakens 

investors’ ability to discipline managers. Indeed, “corporate disclosure is a low-cost 

mechanism for monitoring firm performance” (Bushee and Noe (2000)). Moreover, France 

counts 7 million individual shareholders in 2004 against only 3.7 million at the end of 1992. 

This trend shows the progress of “financial capitalism” and supports the need for the 

development of effective corporate governance practices. Since individual shareholders do not 

have enough resources and can not pay professional analysts, they rely on public information. 

High quality disclosure is believed to be a cornerstone of well-functioning capital markets.  

Previous studies that tried to explain firms’ disclosure decisions and identify the 

consequences of these decisions can be classified in to two broad categories. The first 

proposes and investigates the determinants of disclosure decisions (Prencipe, 2004; 

Raffournier, 1995; Giner Inchausti, 1997; Meek et al, 1995, Lang and Lundholm, 1993). 

These studies document that disclosure quality is significantly associated with capital 

issuance, competition and litigation risk. The second group of studies examines the capital 

market implications of disclosure quality.  Theses studies shows that by reducing information 

asymmetry, disclosure increases stock liquidity and reduces the cost of capital (Botosan, 

1997), lowers bid-ask spreads (Welker (1995) and lowers the cost of debt (Sengupta, 1998).  

This paper examines the impact of many ownership features on the firm’s disclosure. 

Numerous studies have investigated the relationship between various firm attributes and 

disclosure policies. This study extends the existing literature by examining ownership 
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structure, and its role in mitigating the agency costs of the firm, as a determinant of firms’ 

disclosures. In particular, we study the association of ownership concentration (Gelb, 2000; 

Labelle and Schatt, 2005), presence of institutional investors (Bushee and Noe, 2000), family 

ownership (Chau and Gray, 2002) and the grant of stock options to top managers (Nagar et 

al., 2003) with disclosure quality. 

3. Literature review  

A number of previous studies have already tested hypotheses relating disclosure policies 

to firm-specific characteristics, according to the positive accounting approach initiated by 

Watts and Zimmerman (1986). These studies mainly used the theoretical frameworks of 

signaling theory and agency theory (Raffournier, 1995; Depoers, 2000). Other studies 

considered the impact of proprietary costs (Prencipe, 2004). These studies document that size, 

cross listing, executive stock option compensation, and firm leverage are significantly 

associated with disclosure quality. Few studies examined the relation between disclosure and 

ownership structure in civil law systems, where minority shareholders are less protected (La 

Porta et al., 1998).  

Previous research in finance studies the dispersion of the capital and the agency problem 

resulting from information asymmetry between shareholders and managers (Berle and Means, 

1932). Self-interested managers have incentives to profit from their proximity to operating 

activities and make decisions that expropriate shareholders’ wealth, for example, by paying 

excessive compensation, acquiring perquisites or making investments that conflict with 

outsiders’ interests. Nagar et al. (2003) argue that managers are reluctant to provide extensive 

information because disclosure reduces their private control benefits. This reduced disclosure 

in turn leads to greater information asymmetry in capital markets and the inability of capital 

markets to monitor the performance of managers. 
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Shareholders have incentives to incur agency costs in order to align the manager’s 

interests with theirs. Disclosure reduces the information asymmetry and should therefore 

mitigate agency conflicts between the contacting parties. According to agency theory, 

shareholders incur monitoring costs to protect their wealth from manager expropriation. 

Managers who benefit from stock option plans should have a concern about the economic 

consequences of their actions since their wealth depends on firm value. Moreover, disclosure 

enhances firm liquidity; therefore, stock based compensation causes manager to enhance 

disclosure quality. Nagar et al. (2003) examine the relation between managers' disclosure 

activities and their stock price-based incentives. The results document that stock price-based 

incentives in the form of stock-based compensation mitigate this disclosure problem. Nagar et 

al. (2003) show that firm disclosures, measured both by management earnings forecast 

frequency and analysts' ratings of disclosure, are positively related to the proportion of CEO 

compensation affected by stock price. 

Several studies show that the validity of the image of the modern corporation drawn by 

Berle and Means is limited. Indeed, Shleifer and Vishny (1986) found that even among the 

largest American firms, there is a relative high concentration of shareholding. Moreover 

studies of other developed countries show more significant concentrations of ownership 

(Franks et al., (2005) in Germany; Faccio and Lang, (2002) in France; La Porta et al. (1999) 

in Japan and other developing economies). In these firms, the main agency conflict is between 

controlling shareholders and minority interest holders rather than between shareholders and 

managers. La Porta et al. (1998) argue that in countries where investor protection is low, such 

as France, controlling shareholders may try to expropriate the wealth of minority 

shareholders. 

In France, a survey conducted in 2003 by Marois and Bonpoint confirmed the widespread 

view that the extent of control of listed companies in France by one or a family group of 
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shareholders is significant. Chau and Gray (2002) assert that “the prevalence of family 

companies on a stock exchange may result in less demand for corporate disclosure than found 

in Anglo-American countries because the major providers of financing already have that 

information”. The French context is characterized by the presence of large controlling 

shareholders (La Porta et al., 1999) who usually participate in the firm management. 

Consequently, they have access to relevant information. This may result in less demand for 

corporate disclosure. According to Gelb (2000), the proportion of capital held by insiders 

affects the outsider investors’ information demand and therefore the information disclosed. 

Nagar et al. (2003) assert that the demand for disclosure, and consequently, the incentive to 

disclose, are both absent when insiders own all the shares in the firm. Moreover, controlling 

shareholders could override minority ones and exploit private benefits, so they have no 

incentive to be more forthcoming. 

Principal-agent theory asserts that the principal should monitor the agent in order to 

prevent a potential risk of expropriation. Institutional investors are the major suppliers of 

funds to financial markets. They often hold a large proportion of listed firms’ capital which 

allows them to have a strong position. This strong position added to their long experience in 

finance helps them in monitoring managers; corporate disclosure is a low-cost mechanism for 

monitoring manager performance, therefore, institutional investors have incentives to 

constrain managers to disclose relevant information. Bushee and Noe (2000) find that 

institutions with a large number of portfolio stocks prefer higher quality disclosure as a way to 

offset monitoring costs. Bushee and Noe (2000) suggest that greater institutional ownership is 

positively associated with disclosure quality.  
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4. Hypothesis developments  

Based on agency theory, we intend to examine the association between ownership 

structure and corporate disclosure quality.  

Ownership concentration: 

As the agency costs associated with the separation of ownership and control increase, 

minority shareholders investors have more incentives to monitor the firm’s insiders and will 

therefore demand more information from these firms (Gelb (2000)). In the French context, the 

main agency conflict is between controlling shareholders and minority interest holders. 

Controlling shareholders have incentives and opportunities to expropriate the minority 

shareholders benefits; therefore they are reluctant to be more forthcoming. 

Gelb (2000) used a sample of 3,219 US listed companies from the period 1981-1993 and 

found a negative association between insiders’ ownership and disclosure quality measured by 

the AIMR
3
 analysts’ rating of disclosure. These results are similar to those found by Labelle 

and Schatt (2005) on a sample of 90 French listed companies. These authors show that the 

quality of annual reports increases when the ownership is less concentrated (i.e. the proportion 

of shares owned by the public is high). These findings are consistent with agency theory 

predictions: minority shareholders’ information requirements increase with the agency costs 

of the firm resulting from information asymmetry. Ownership dispersion increases agency 

costs and therefore should improve disclosure quality. This discussion leads to the following 

testable hypotheses: 

H1-1: There is a negative relationship between disclosure quality and capital 

concentration. 

                                                 
3
 Association of Investment Management Research 



 12 

According to Cormier et al. (2005) “firms with closely-held ownership are not expected to 

be responsive to public investors’ information costs since the dominant shareholders typically 

have access to the information they need”. In France, family-owned and controlled companies 

are more in evidence than in Anglo-American stock markets and that “insiders” control a 

significant proportion of listed companies. La Porta et al (1999) show that 50% of French 

firms are controlled by a family group. These families own a large proportion of the shares 

and staff many of the senior positions. As dominant shareholders, these families have less 

incentive to disclose.  

Family controlled firms may have less demand for corporate disclosure than more widely 

held Anglo-American firms because the major providers of financing already have that 

information (Chau and Gray (2002)). Family-controlled firms have little motivation to 

disclose information because the demand for public disclosure is relatively weak in 

comparison with firms that have wider shareholding. Chau and Gray (2002) examine this 

relationship on a sample of 133 companies from Hong Kong and Singapore. They find that 

the family-controlled firm is associated with low levels of disclosure. The discussion here 

suggests the following alternative hypotheses: 

H2: there is a negative association between disclosure quality and family ownership 

La Porta et al. (1998, 2000)) suggest that countries with a civil law system like France 

present low investor protection and higher private benefits of control. In France, firms have 

the possibility of issuing shares with double voting rights when they are registered for at least 

two years. The deviation from one-share, one-vote increases the risk violating the interest of 

minority shareholders and amplifies the agency problem between controlling shareholders and 

minority ones. The separation of cash flows rights and voting rights facilitates the 

expropriation of minority shareholders.  
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When controlling shareholders hold cash flow rights below their control rights, they do 

not incur all the consequences of their vote.  They have more incentive to exploit small 

shareholders and have less incentive for transparent disclosure since they already have that 

information. Controlling shareholders can expropriate minority interest benefits and enrich 

themselves through related party transactions in which profits are transferred to other 

companies they control. Consequently firms adopting dissociation between voting rights and 

cash flow rights are likely to provide poor disclosure quality: 

H3: there is a negative association between disclosure quality and the dissociation 

between voting rights and cash flow rights 

Disclosure quality and institutional investor’s ownership  

Institutional investors are the major suppliers of funds to financial markets. They often 

hold large proportions of capital and have strong professional experience. Their activism 

could protect shareholders’ rights and wealth. They require transparent disclosure presenting 

the firm’s risk and its success factors in order to better estimate future cash flow distributions. 

Healy et al (1999) found a positive association between increases in disclosure quality, 

measured by the AIMR rating, and higher levels of institutional ownership. Bushee and Noe 

(2000) argue that many reasons urge institutional investors to be sensitive to corporate 

disclosure practices. First, institutional investors could be attracted to firms with good 

disclosure quality because such disclosure could reduce the price impact of trades. Second, 

good disclosure may influence the potential for profitable trading opportunities which 

increases the interest of institutional investors. Moreover, institutions that are active in 

corporate governance could prefer firms with informative disclosure if they rely on public 

disclosure or they do not have the resources to acquire private information. Finally, corporate 

disclosure is a low-cost mechanism for monitoring manager performance; therefore, 
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institutional investors have incentives to constrain management to disclose relevant 

information. Bushee and Noe (2000) find that institutions with a large number of portfolio 

stocks prefer higher quality disclosure as a way to decrease other monitoring costs. The 

forgoing discussion suggests the following alternative hypothesis: 

H4: There is a positive relationship between institutional investors percentage of 

ownership and disclosure quality. 

Disclosure quality and executive stock option plans 

The participation of managers in the capital of their firms causes them to have a concern 

about the economic consequences of their actions; therefore they align their interests to those 

of investors and contribute to mitigating agency costs (Jensen and Meckling, 1976). 

Consequently, executives who benefit from stock option plans have incentives to enhance 

their disclosure quality since it increases firm value (Botosan, 1997). Moreover, based on a 

sample of 1,129 firms from 1992 to 1995, Nagar et al. (2003) examine the relationship 

between managers' disclosure activities and their stock price-based incentives and suggest that 

managers do not disclose information that investors demand and are reluctant to publicly 

disseminate it unless provided with appropriate incentives. Nagar et al. (2003) document that 

stock-based compensation mitigates the agency problem and show that firms' disclosures are 

positively related to the proportion of CEO stock based compensation. We then hypothesize 

that firms offering stock option plans to managers provide good quality disclosure: 

H5: A positive association exists between disclosure quality and executive stock option 

compensation. 

The control variables 
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Prior studies including Land and Lundholm (1993) show that analyst following is 

positively related to disclosure quality. Nagar et al. (2003) found a positive relationship 

between analyst following and disclosure level, disclosure tendencies and outside pressure to 

meet analysts’ information demands. Analysts should actively follow firms with good 

disclosure quality because they offer them useful information to better estimate future cash 

flow and risk. They prefer following firms with less information asymmetry between 

outsiders and insiders. Therefore analysts forecasts are more accurate and follow regularly 

firms with good disclosure quality. The CAC40 index is composed of the 40 firms with the 

largest market capitalizations; these firms are followed regularly by analysts. Following 

Labelle and Schatt (2005), we suggest a positive relationship between disclosure quality and 

CAC40 membership; therefore we introduce a control variable. CAC40 is a dummy variable 

which equals one if the firm is part of CAC40 index and zero otherwise.  

Cross listing is also introduced as a control variable. When a firm is listed in many 

markets, it is submitted to several foreign disclosure requirements which are often greater 

then those of French market. Labelle and Schatt (2005) found a significant positive 

association between disclosure quality and cross listing. We predict that cross listed firms 

have better disclosure quality than those listed only in France. 

Size has often been taken into account in SEC and FASB disclosure requirements. Lang 

and Lundholm (1993) contend that the fixed component of proprietary costs decreases with 

firm size; as a result, they suggest a positive relation between disclosure and firm size. We 

believe that large firms are likely to invest in disclosure and provide a better disclosure 

quality. This positive relationship between disclosure quality and size is coherent with the 

transactions cost hypothesis. Indeed, disclosure is positively associated with firm size because 

the incentives to acquire private information are greater for large companies due to the fact 

that profit on trading on private information is higher. Moreover, agency theory predicts that 
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large companies have higher agency costs than small firms ((Watts and Zimmerman , 1986) 

and should have better disclosure. Finally, previous studies found a positive relationship 

between firm size and disclosure quality (Botosan, 1997; Meek et al., 1995; Raffournier, 

1995). We choose the natural logarithm of total assets to control for size and predict a positive 

relationship between disclosure quality and firm size. 

Agency theory predicts that more highly levered firms disclose more information ((Jensen 

and Meckling, 1976) since potential wealth transfers from debt holders to shareholders and 

managers increase with leverage. Thus disclosure quality can be expected to increase with 

leverage. However, Jensen (1986) underlines that debt can be used to align managers and 

shareholders’ interests. High leverage increases pressure on managers and disciplines their 

actions. Managers may voluntarily improve disclosure quality as a form of bonding cost. We 

predict, therefore, a negative relationship between leverage and disclosure quality. 

4. Research design and method 

This section presents the sample, the dependant variable: the disclosure quality, the 

independent variables: ownership concentration, family ownership, institutional ownership, 

executive stock option plans, size, leverage, cross-listing and CAC40 membership. 

4.1 The sample 

The sample was selected from French firms listed on the Paris Stock Exchange and part of 

the SBF 120 index in 2004 (120 in total). The first step was to select only industrial and 

commercial firms. Following Depoers (2000), we eliminate financial and insurance 

companies because of their specific disclosure requirements and financial characteristics. 

Second, 9 companies were excluded from the sample because of a lack of data. Finally, 5 
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outliers were excluded from the sample. The final sample was composed of 86 companies, as 

shown in Table 1. A list of the companies included in the sample is reported in the Appendix. 

We selected the year 2004 because of information availability about disclosure quality. 

The measure is collected from a study made by AGEFFI and Euronext in 2004. This study 

mentions many companies who were short-listed for the disclosure award contest. We use the 

short-listing of the firms in the AGEFFI and Euronext report as the proxy for good disclosure 

quality. 

4.2 Variables and measurement 

The disclosure quality is a very difficult variable to measure in a French context. In USA 

,there are many organizations of disclosure rating such as the AIMR (Association of 

Investment Management Research), and the FAF (Financial Analysts Federation Corporate 

Information Committee). Yet, there is no similar expert rating in France. A recent research 

study published by Labelle and Schatt (2005) used a survey handled by the Nelson Sofres 

Institut for AGEFI and Euronext in 2000. For purposes of this study, we selected the best 

annual report contest conducted by AGEFFI and Euronext . The first step of this contest is to 

develop a shortlist of SBF120 companies that presented good annual report quality. The 

second step consists of electing the best annual report. Our dependant variable DISCL equals 

1 if the firm was on the shortlist and 0 otherwise. 

We include 3 proxies for ownership structure relying on Demstz and Lehn’s (1985) 

measures. We measure capital concentration by the Herfindhal index, calculated by summing 

the squared percentages of capital held by each shareholder. We also measure the percentage 

of voting rights held by the largest and the second largest shareholder. Bebchuck et al. (1999) 

present mechanisms that allow a controlling shareholder to maintain complete control of the 

firm even while he owns a relative low percentage of total shares. Indeed, issuing two 
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categories of shares, shares with voting rights and shares without, results in separating voting 

rights and cash flow rights. We use a second ownership concentration variable denoted VOT1 

and VOT2 which take into consideration control and voting rights. We introduce a dummy 

variable FAM when a firm is controlled by a family, and a continuous variable (INV2) 

measuring the proportion of shares held by institutional investors. Finally, we introduce four 

control variables: LNTA, COTATION, CAC40 and D/A. LNTA measures the size of the 

firm. COTATION is a dummy which equals one if the firm is cross listed and 0 otherwise. 

CAC40 is a dummy which equals one if the firm is included in the CAC40 index and 0 

otherwise.  

{Insert table 2 – about here} 

Table 2 summarizes the definitions and measurement of all variables used in this study. 

Data on ownership structure are taken directly from the firm’s annual reports or from their 

official web sites. Other accounting and financial data were collected from the Compustat 

database. 

4.2 Method 

Two analyses are used to test the hypotheses: an exploratory analysis and a confirmatory 

analysis. First, we conduct a principal component analysis and a multiple correspondence 

analysis to characterize firms with good/poor disclosure. Second, a binary logit model is used 

to examine the effects of the independent variables on the decision to publish a good annual 

report. 

The regression equation is formulated as follows: 

 
USCOTaCACaTAILLEaDETTEa

COTATTIONaSOaINVaDOUBLEaVAaFAMaHERFIaVOTaaDISCL
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5. Results and discussion 

5.1 Exploratory analysis 

5.1.1 Descriptive statistics 

Table 3 shows that 31.4% of our sample firms were short listed for the Best Annual 

Report prize. 50% of our sample consists of family controlled firms. The average proportion 

of voting rights of the largest shareholder is 33% of the sample. Finally, the average value of 

the Herfindhal index is 0.15. These results confirm the findings of La Porta et al. (1999) that 

ownership structure of French firms is concentrated.  

48.84% of the sample are cross listed firms and 24.42% are members of CAC40. Table 3 

reveals that in 53.49% of our sample firms have a dissociation between voting rights and cash 

flow rights and issue double voting right shares. 

{Insert Table 3 – about here} 

5.1.2 Principal component analysis results 

The principal component analysis concerns all the variables that were coded in a 

continuous manner. The first two axes summarize respectively 32.51% and 19.24% of the 

information (Table 4).  

The interpretation of the factorial plan reveals an opposition between two sets of factors. 

Firm size, CAC40 index membership, cross listing, executive stock option plans and 

significant institutional ownership and load on the first factor. In opposition, ownership 

concentration, family control and a high quotient of voting rights/cash flow rights of the 

principal shareholder and load on the second factor. Moreover, the results show a high 
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correlation between the Herfindal index and the voting rights of the first shareholder i.e. a 

high capital concentration. The principal component analysis reveals also a high presence of 

institutional investors in the capital of CAC40 firms which is coherent with the fact that these 

firms are highly followed by analysts since they are the forty firms with the biggest stock 

capitalizations. Finally, we find that cross listed firms including those listed in the American 

stock exchange are bigger and are rarely controlled by families. 

{Insert Table 4 – about here} 

{Insert Figure 1 – about here} 

Figure 1 shows the first factorial design. The first factorial axis contains more than 33% 

the total variance contained in the data. This axis brings together large, cross listed, CAC40 

firms and family controlled firms with a higher ownership concentration. Moreover, the 

Principal Component Analysis results confirm that in firms where the largest shareholder has 

a big proportion of the voting rights, the Herfindhal index is higher. That means that these 

firms also have a concentrated ownership. 

5.1.3 Multiple Correspondence Analysis  

The analysis of the multiple correspondences on our sample required recoding of the 

quantitative variables (recoding in appendix) to transform them into categorical variables. 

Panels A and B of table 5 report the results of the projection in terms of supplementary 

variables in the analysis. The interest of this recoding is to allow us to study and to input 

evidence on the mapping not only of the strong values of the variables but also of the weak 

ones. This leads us to better characterize both groups of firms of the sample, those that have a 

good disclosure quality and those that have poor disclosure quality. 
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{Insert Figure 2 – about here} 

First, figure 2 shows that the factorial axis is the “quality disclosure” axis, which divides 

firms with good disclosure quality and firms with poor disclosure quality. Second, we observe 

for panel B an association between disclosure quality and executive compensation based on 

stock options, while this relation is not observed for sample group A. Indeed, we can suppose 

that for the executives who do not have stock-options, the stock market value of the firm is 

not part of their priorities, thus they do not try to improve the liquidity of the asset or to 

increase the value of the firm via good quality financial communication.  

On the right side of the first factorial axis, we observe that the closest characteristics to 

NOCOM are INV1: little presence of institutional investors in the capital structure, no cross 

listing and no CAC40 membership. We observe also on the right side of the factorial plan: no 

cross listing, and strong family control. A little more remote but always in the same ellipse, 

we find capital concentration measured by a high Herfindhal index, 1VOT1: the importance 

of control of the principal shareholder measured by a high level of his voting rights and the 

existence of double voting right shares which measure the dissociation between by cash flow 

and voting rights. These last results are coherent with our first hypotheses. 

Moreover, on the left side of the factorial plan, the Multiple Correspondence Analysis 

shows that the firms which have good annual report quality are not controlled by families. 

They are cross listed, and are part of CAC40 index. They have also a high percentage of 

institutional ownership and a well dispersed ownership measured by a low proportion of the 

largest shareholders voting rights and a low Herfindhal index. These results are coherent with 

of those found by Labelle and Schatt (2005). 

Table 5 presents the results of the « characterization by categorical of classes ». The 

objective of this analysis is to test if the firms with good disclosure quality present differences 
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from firms with lower disclosure quality. First, firms with good disclosure quality are 

characterized respectively by no family control, cross listing, and higher executive stock 

option plans grant. They are also part of the CAC40 index, are cross listed and have a low 

Herfindhal index and low percentage of largest shareholder voting rights. Second, firms with 

low disclosure are controlled by families and are not cross listed. They have lower executive 

stock options grants and are not included in the CAC40 index. They have lower level of 

voting rights and a high Herfindhal index which indicates that they have a concentrated 

ownership structure. 

{Insert table 4 – about here}  

The following results suggest first that the capital is relatively dispersed in firms with 

good disclosure quality. Second, firms that provide good disclosure quality are part of the 

CAC40 index. These results are consistent with agency theory predictions. 

5.2 Logistic regression results 

Table 6 shows the results of the LOGIT analysis. Coefficients and Z-statistics are 

respectively reported. We can see from the capital concentration variables that French 

companies held by a large controlling shareholder (VOT1) are less likely to provide good 

disclosure quality. Moreover, there is a negative and significant association between share 

ownership concentration, as measured by the Herfindhal index (HERFI), and corporate 

disclosure quality. These results confirm our first hypothesis: managers of controlled firms 

have little incentives to provide good disclosure quality. These results suggest that under high 

ownership concentration, controlling shareholders may expropriate the wealth of minority 

shareholders and exploit private benefits, therefore they retain information. Our result is in 

accordance with Ho and Wong (2001), Chau and Gray (2002) and Eng and Mak (2003). 
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As we conjectured earlier, family control can influence disclosure quality. One 

explanatory variable related to family ownership is introduced in equation 1, 2 and 3. We find 

a significant and negative association between disclosure quality and family control. Firms 

controlled by families have little incentive to disclose information to the public for many 

reasons. First, the demand for information in such companies is relatively weak because the 

major providers of finance already have that information; these families staff many of the 

senior positions themselves. Second, these families are controlling shareholders, they have 

incentives to retain information and expropriate minority shareholders. Our result is similar to 

those found by Chau and Gray (2002) on a sample of 133 Hong Kong and Singapore 

companies. We can conclude that our second hypothesis is corroborated. 

We find a significant and negative association between the existence of double voting 

rights and the quality of disclosure (equations 1, 3, 4, 5). We support that the separation 

between voting and cash flows rights could amplify the conflicts of interest between 

controlling shareholders and minorities shareholders. When controlling shareholders hold 

cash flow rights at a level less than their control rights, they have more incentives to exploit 

non-controlling shareholders since they may not pay for all the consequences of their 

decision. Therefore, they have incentive to hide information in order to protect themselves. 

Nevertheless, we find no significant association between the coefficient of separation between 

voting rights and cash flows rights of the first shareholders (VA) and disclosure quality. One 

possible explanation is that our variable is not a good measure of the intensity of the 

dissociation between voting rights and cash flow.  

Hypothesis 4, which predicts that institutional ownership influences positively disclosure 

quality, is not supported. The coefficient of the variable for the proportion of capital held by 

institutional investor (INV) is not significant. These results are coherent with those found by 

Ginglinger and L’Her (2002). Only foreign institutional investors influence management 
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incentives to provide more information about the firm and consequently enhance their 

disclosure quality. One possible explanation is that French investors held large percentages of 

shares and may act as controlling shareholders; they retain information to expropriate 

minority shareholders and exploit private benefits. 

Hypothesis 5 assumes disclosure quality is positively associated with the existence of 

executive stock option plans. We use a dummy variable to measure the influence of executive 

stock option plans on disclosure quality. The relationship found between DISCL and SO is 

positive and significant at the 1% level. The results corroborate our hypothesis and are similar 

to existing literature. They suggest that managers are motivated to enhance their disclosure in 

order to increase market stock prices and improve their wealth. 

{Insert Table 6 – about here} 

Our models include firm characteristics as control variables. As expected, firms included 

in the CAC40 index are likely to present good disclosure quality. This result seems obvious 

since such firms are largely followed by analysts and institutional investors who are the most 

information demanding stakeholders. Our result is aligned with Labelle and Schatt (2005), 

supporting the influence of analysts and market professionals influence to control managers 

and to ensure high shareholders’ protection through good disclosure quality. Furthermore, we 

find that US listing is positively and strongly associated with firm disclosure quality. Firms 

that are listed on the US Stock Exchange are subject to several information requirements that 

are more comprehensive than the French ones. 

In conclusion, the inference phase confirms part of explanatory phase results. Similar to 

previous studies regarding ownership structure, we find negative association between 

disclosure quality and ownership concentration (Gelb, 2000; Labelle and Schatt, 2005). 

Disclosure reduces conflicts of interest between informed and uninformed parties (controlling 
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versus minority shareholders and mangers versus shareholders); consequently, first, French 

firms held by large controlling shareholders are less likely to provide good disclosure quality, 

and, managers of highly concentrated firms have no incentive to provide relevant information. 

6. Conclusion   

In this paper four new determinants of the level of disclosure quality are identified using 

agency theory: shareholding concentration, family ownership, institutional investors’ 

ownership and executive stock options plans. The study is conducted using a sample of 

French firms, which seems to be a suitable setting to test these hypotheses because of the 

limited academic exploration on the topic and the high level of capital concentration of 

French firms. Consistent with the predictions of agency theory, we find that managers provide 

higher quality disclosures when the capital is less concentrated i.e. the level of public 

ownership is high. In a context of capital concentration, controlling shareholders retain 

information in order to expropriate minority shareholders and exploit private benefits. 

Many studies (Gelb (2000)) show a negative association between disclosure quality and 

ownership concentration in a US context characterized by capital dispersion. The study of 

French firms allows us to examine the topic of corporate disclosures in a different ownership 

context from that of the US. This context is characterized by the presence of large controlling 

shareholders. After controlling for leverage, cross-listing, US listing and size, we find a 

negative association between disclosure quality and ownership concentration, family control, 

and existence of double voting rights. Our results confirm a positive association between the 

existence of executive stock options plans and disclosure quality. 

This study contributes to the disclosure literature by providing evidence on the impact of 

ownership concentration on the corporate disclosure practices. Our findings support prior 
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studies (Labelle and Schatt, 2005, Gelb, 2000) and shows that investor requirements appear to 

be greater for firms with high levels of public ownership.  
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Figure 1: Principal Component Analysis: quantitative variables (dummies and 

continuous)  

 

HERFIND: Herfindhal index, VOT1: % of voting rights held by the largest shareholder, FAM: family 

ownership, DOUBLE: double voting shares, VA1: separation between property and voting rights, INV2:% 

institutional investor’s ownership, CAC40: CAC40 membership, SIZE: size, USCOTATION: US quotation, 

COTATION: multiple quotation. 
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Figure 2: Multiple Correspondence Analysis  

 
YESCOM: good disclosure quality, NOCOM: bad disclosure quality, YESFAM: family controlled firm, NOFAM: 

no family control, YESCAC40: CAC40 membership, NOCAC40: no CAC40 membership, USCOT: US quotation, 

NOUSCOT: no US quotation, HERFIND1: low ownership concentration, HERFIND3: high ownership 

concentration, 1VOT1: low percentage of voting rights of the first large shareholder, 1VOT3: high percentage of 

voting rights of the first large shareholder, YESCOT: cross listing, NOCOT: no cross listing, INV3: high 

percentage of institutional investors, INV1: low percentage of institutional investors, NOSO: no executive stock 

option plan, YESDOUBLE: existence of double voting right shares, VA3: voting rights of the first shareholders 

exceed largely his cash flow rights. 

 

Table 1: Sampling procedure  

            

            

Companies listed on Paris Stock Exchange on  120 

31 December 2004 and part of SBF 120       

Financial companies     20 

Companies with Missing data     9 

Outlier         5 

Final sample       86 

            

            

 

   

 

Panel A 
  Panel B 
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Table 2: Variable definitions  

 

Variable Definition Measurement 

Dependent variable: 

DISCL 

 

 

Independent variables:  

HERFI 

 

VOT1 

 

VOT2 

 

FAM 

 

DOUBLE 

 

VA 

 

INV 

 

SO 

 

SIZE 

COTATION 

 

USCOT 

 

DEBT 

CAC40 

 

Disclosure quality 

 

 

 

Herfindhal index measuring 

ownership concentration 

Large shareholder 

 

Second shareholder 

 

Family ownership 

 

Double voting shares 

 

Separation between property 

and voting rights 

Institutional investor’s 

ownership 

Stocks option plans 

 

Size 

Foreign quotation 

 

US listing 

 

Leverage 

CAC40 membership 

 

Dummy variable coded as 1 if the firm have a 

good disclosure quality and 0 otherwise 

 

 

The  squared sum of shares percentages 

 

Percentage of voting rights held by the largest 

shareholder 

Percentage of voting rights held by the second 

largest shareholder 

Dummy variable coded as 1 if the firm is 

controlled by a family and 0 otherwise 

Dummy variable coded as 1 if there is a double 

voting shares and 0 otherwise 

Voting rights divided by the portion of shares of 

the largest shareholder 

Percentage of shares held by institutional 

investor 

Dummy coded as 1 if executives benefit from 

stock option plans and 0 otherwise 

Log of total assets 

Dummy coded as 1 if the firm is listed on 

foreign market and 0 otherwise 

Dummy coded as 1 if the firm is listed on US 

market and 0 otherwise 

Total liabilities divided by total assets 

Dummy coded as 1 if the firm forms part of the 

CAC40 index and 0 otherwise 
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Table 3: Summary statistics of continuous variables 

 

Summary statistics are based on a sample of 86 French listed firms included in the SBF120 

index. DISC is coded 1 if the firm provide a good disclosure quality and 0 otherwise, FAM 

equals 1 if a large shareholder is a family and 0 otherwise, SO is coded 1 if executives benefit 

from stock option plans and 0 otherwise, COTATION equals 1 if the firm is cross listed and 0 

otherwise, HERFI is concentration index equals to the sum of the squared shares percentages. 

VOT1 is voting rights of the first large shareholder, VA is the voting right of the first 

shareholder divided by his shares portion, INV is the proportion of shares owned by 

institutional investors, DEBT is the ratio of total debt per total assets, SIZE is the log of total 

assets. 

Descriptive statistics of continuous variables  

 

 

 N Mean 

Standard 

deviation Minimum Maximum 

HERFI  86,00  0,15  0,17  0,00  0,73 

VOT1  86,00  0,33  0,25  0,01  0,85 

VOT2  86,00  0,09  0,08  0,00  0,38 

VA  86,00  1,22  0,28  1,00  1,96 

INV  86,00  0,40  0,26  0,00  0,95 

DEBT  86,00  21,13  192,62  0,00 1 797,00 

SIZE  86,00  8,17  1,56  5,55  11,48 
 

 

 

Descriptive statistics of categorical variables 

 
 

Variables   Frequency percentage 

C2=0  59 68,60 
DISCL 

C2=1  27 31,40 

C6=0  43 50,00 
FAM 

C6=1  43 50,00 

C8=0  40 46,51 
DOUBLE 

C8=1  46 53,49 

C10=0  33 38,37 
SO 

C10=1  53 61,63 

C11=0  44 51,16 
COTATION 

C11=1  42 48,84 

C14=0  65 75,58 
CAC40 

C14=1  21 24,42 

C15=0  64 74,42 
USCOT 

C15=1  22 25,58 

Total    86 100,00 
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Table 4: Histogram of the first 11 appropriate values 
 

 

+--------+------------+-------------+-------------+-------------------------------- 

| NUMBER | APPROPRIATE| PERCENTAGE  |ACCUMULATED  |                                                                                  

| 

|        |   VALUE    |             |  PERCENTAGE |                                                     

| 

+--------+------------+-------------+-------------+-------------------------------- 

|    1   |   3.5757   |     32.51   |     32.51   |******************************* 

| 

|    2   |   2.1159   |     19.24   |     51.74   | **************************                                 

| 

|    3   |   1.2900   |     11.73   |     63.47   | **********************                                           

| 

|    4   |   1.0903   |      9.91   |     73.38   | *****************                                                      

| 

|    5   |   0.9266   |      8.42   |     81.81   | *************                                                            

| 

|    6   |   0.6460   |      5.87   |     87.68   | **********                                                               

| 

|    7   |   0.5847   |      5.32   |     92.99   | ******                                                                  

| 

|    8   |   0.2906   |      2.64   |     95.64   | ****                                                                        

| 

|    9   |   0.2458   |      2.23   |     97.87   | ***                                                                          

| 

|   10   |   0.1895   |      1.72   |     99.59   | **                                                                            

| 

|   11   |   0.0448   |      0.41   |    100.00   | *                                                                               

| 

+--------+------------+-------------+-------------+-------------------------------- 
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Table 5 : Recoding continuous variables to categorical variables and characterisation of 

the dependent variable DISCL by the modalities of the classes  

 

 

1- Recoding quantitative variables in categorical variables: 

 

- If DISCL equals 1 then C2=YESCOM else C2 = NOCOM, 

- HERFI is shared in  3 classes, we find in an increasing rank C3=HERFIND1, 

C3=HERFIND2 and C3=HERFIND3, 

- Similarly to HERFI, the variable VOT1 is shared in 3 classes C4=1VOT1, C4=1VOT2 

and C4=1VOT3, 

- If FAM equals 1 then C6=YESFAM else C6 = NOFAM, 

- If CAC40 equals 1 then C15=YESCAC40 else C15 = NOCAC40, 

- INV is shared in 3 classes, we present in increasing rank : C10=INV1, C10=INV2 and 

C10=INV3, 

- Similarly to previous variable INV, SIZE, which measures size, is shared in 3 classes: 

C14=SIZE1, C14=SIZE2 and C14=SIZE3. 

- If COTATION equals 1 then C12=YESCOT else C12=NOCOT 

- Finally, if USCOT equals 1 then C12=USCOT else C12=NOUSCOT 

 

2- Characterisation of the dependent variable DISCL by the modalities of the classes  

          

Variables 

Characteristic 

modalities 

% of the 

modality in 

the class 

% of the 

modality in 

the sample 

% of the 

class in the 

modality V-Test Probability Weight 

Panel A  

DISCL C2=NOCOM 100 68,6 100 9,79 0 59 

VOT1 C4=1VOT3 47,46 32,56 100 4,65 0 28 

HERFI C3=HERFIND3 47,46 32,56 100 4,65 0 28 

FAM C6=YESFAM 62,71 48,84 88,1 3,66 0 42 

USCOTATION C15=NOUSCOT 86,44 74,42 79,69 3,43 0 64 

SO C10=NOSO 49,15 37,21 90,63 3,3 0 32 

CAC 40 C14=NOCAC40 86,44 75,58 78,46 3,12 0,001 65 

COTATION C11=NOCOT 64,41 52,33 84,44 3,12 0,001 45 

 Panel B  

HERFI C3=HERFIND1 23,73 33,72 48,28 -2,62 0,004 29 

VOT1 C4=1VOT1 22,03 33,72 44,83 -3,11 0,001 29 

COTATION C11=YESCOT 35,59 47,67 51,22 -3,12 0,001 41 

CAC 40 C14=YESCAC40 13,56 24,42 38,1 -3,12 0,001 21 

SO C10=YESSO 50,85 62,79 55,56 -3,3 0 54 

USCOTATION C15=USCOT 13,56 25,58 36,36 -3,43 0 22 

FAM C6=NOFAM 37,29 51,16 50 -3,66 0 44 

DISCL C2=YESCOM 0 31,4 0 -9,79 0 27 
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 Table 6: Binary Logistic regression models  
 

These models are based on a sample of 86 French listed firms included in the SBF120 index. 

DISCL is coded 1 if the firm provide a good disclosure quality and 0 otherwise, FAM equals 

1 if a large shareholder is a family and 0 otherwise, SO is coded 1 if executives benefit from 

stock option plans and 0 otherwise, COTATION equals 1 if the firm is multi quoted and 0 

otherwise, HERF is concentration index equals to the sum of the squared shares percentages. 

VOT1 is voting rights of the first large shareholder, VA is the voting right of the first 

shareholder divided by his shares portion, INV is the proportion of shares owned by 

institutional investors, DEBT is the ratio of total debt to total assets, SIZE is the log of total 

assets. 

 

          

  M1 M2 M3 M4 M5 

VOT1       -6,907 -6,681 

        0,017** 0,024** 

HERFI -13,851 -11,66 -11,111     

  0,04** 0,025** 0,047**     

FAM -2,803 -1,859 -2,33     

  0,008*** 0,016** 0,011**     

VA   -1,083       

    0,327       

DOUBLE -1,438   -1,405 -1,371 -1,558 

  0,091*   0,093* 0,071* 0,049** 

INV -1,324     0,998 0,732 

  0,513     0,507 0,64 

SO 2,678 2,272 2,711 2,375 2,307 

  0,006*** 0,007*** 0,005*** 0,007*** 0,008*** 

COTATION   0,845   0,562 0,66 

    0,281   0,501 0,401 

DEBT           

            

SIZE -0,392 0,183   0,157   

  0,304 0,463   0,528   

CAC40 1,957   1,063   1,099 

  0,095*   0,179   0,166 

USCOT 2,817   2,187 1,388 1,491 

  0,011**   0,014** 0,096* 0,08* 

Constante 2,656 -1,385 -1,206 -2,655 -1,552 

  0,423 0,57 0,212 0,251 0,312 

Cox &Snell R Square .515 .446 .509 .446 .456 

Nagelkerke R Square .724 .626 .715 .626 .64 

% of correct Rank 89,50% 87,20% 90,70% 86,00% 86,00% 
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Appendix 

    List of companies included in the sample 

            

1. Accor   33. Euronext     65. Pierre vacances 

2. Air France   34. Eurotunnel   66. Pinault printemps redoute 

3. Air liquide   35. Faurecia     67. Publicis 

4. Alcatel   36. Fimalec     68. Remy cointreau 

5. Alstom   37. France telecom   69. Renault 

6. Altadis   38. Galeries Lafayette   70. Rexel 

7. Alten   39. Gemplus international   71. Rhodia 

8. Arcelor   40. Generale de santé   72. Rodriguez 

9. Areva   41. GFI informatique   73. Sagem (Safran) 

10. Assystem Brime   42. Group Danone   74. Saint Gobain 

11. Atos origin   43. Groupe steria   75. Sanofi Aventis 

12. Zodiac  44. Guyenne et gascogne   76. Schneider Electric 

13. Veolia environnement    45. Havas Advertising   77. Scor 

14. Beneteau   46. Hermès interaternational 78. Seb 

15. Valeo   47. Imerys     79. Snecma 

16. Bonduelle   48. Ingenico     80. Sodexho 

17. Bouygues   49. Ipsos     81. Soitec 

18. Business-objects   50. JC Decaux   82. Sopra group 

19. Cap Gemini   51. Lagardère   83. Spir communication 

20. Carbone Lorraine   52. UBI soft entertainment     84. SR Teleperformance 

21. Carrefour   53. Thomson     85. Thales 

22. Casino Guichard Perrachon 54. M6 Metropole television 86. Suez 

23. Ciments français   55. Marionnaud    

24. Clarins   56. Medidep      

25. Club Méditerranée   57. Michelin     

26. Dassault systemes   58. Neopost     

27. EADS   59. Nexans     

28. Eiffage   60. NRJ Group    

29. Elior   61. Oberthur card systems    

30. Equant   62. Pagesjaunes    

31. Essilor   63. Technip    

32. Euro Disney   64. Peugeot sa    
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