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Disclosure Practices by Family Firms:
Evidence from Swedish Publicly Listed
Firms

DERYA VURAL

Department of Business Studies, Uppsala University, Uppsala, Sweden

ABSTRACT I investigate the effect of family ownership on firms’ disclosure practices in their annual
reports. In specific, I study Swedish publicly listed firms, which are typically characterized by controlling
owners that have a strong influence in the corporate governance decisions of the firm, including corporate
disclosures. To measure disclosure, I construct a comprehensive disclosure index covering information on
(1) corporate governance, (2) strategic and financial targets and (3) notes to the financial statements. The
results reveal that overall, family firms provide less disclosure in annual reports than non-family firms do.
The finding is consistent with the premise that through their management positions, family owners can
directly monitor managers and avoid costly public disclosures. Overall, the results suggest that ownership
structure of firms is important to consider in understanding firms’ disclosure incentives, particularly in
settings where controlling owners play a significant role in the governance of the firm.

Keywords: family firms, disclosure, disclosure index, annual reports, Sweden

JEL Classification: G32, M41

1. Introduction

In recent years, accounting researchers have come to understand that many publicly listed firms
have controlling owners that play an important role in the corporate governance of the firm (e.g.
Burkart, Panunzi, & Shleifer, 2003; Hope, Langli, & Thomas, 2012; La Porta, López-de-Silanes,
& Shleifer, 1999; Prencipe, Bar-Yosef, & Dekker, 2014; Shleifer & Vishny, 1997). A well-
accepted perception is that as the ownership stake of a shareholder increases, so does his willing-
ness to monitor managers’ actions in line with those of the shareholders (Jensen & Meckling,
1976). However, when ownership reaches a certain level, controlling shareholders may get
entrenched and extract private benefits from minority shareholders (Claessens, Djankov, Fan,
& Lang, 2002; Morck, Shleifer, & Vishny, 1988; Shleifer & Vishny, 1997). The existence of con-
trolling owners provides contradictory predictions on agency problems, with the severity of these
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issues being dependent on existing levels of minority shareholder protection (La Porta, López-de-
Silanes, Shleifer, & Vishny, 1998).

In the disclosure literature, it is generally acknowledged that shareholders prefer more disclos-
ure to less, particularly in firms where ownership is dispersed. However, shareholders are not a
homogenous group and have different preferences for accounting information, which is why
the ownership structure may have a considerable effect on firms’ accounting disclosure decisions.
This study adds to a growing body of research on accounting quality and ownership structure (e.g.
Ali, Chen, & Radhakrishnan, 2007; Hope, 2013; Mäki, Somoza-Lopez, & Sundgren, 2016;
Wang, 2006; Weiss, 2014). In particular, I study the question of how ownership structure, specifi-
cally family ownership, impacts disclosure on corporate governance, strategic information and
notes to the financial statements.

A large number of listed firms around the world are controlled and owned by families
(Burkart et al., 2003) and constitute an important group of shareholders to understand. Their
long-term presence in the firm, information advantage, close ties with management and large
involvement in business decisions, make them relevant when studying financial disclosure
practices. Hence, the characteristics of family owners suggest that they may have different pre-
ferences for accounting information than other shareholders do. Moreover, recent studies on
disclosure emphasize owners as more than a homogenous group and take their varying prefer-
ences for accounting information into consideration in their analyses (e.g. Dou, Hope, Thomas,
& Zou, 2016). To date, research on family firms and financial reporting quality provides con-
tradictory findings. On one hand, results suggest that compared to non-family firms, family
firms provide higher financial reporting quality (Ali et al., 2007; Chen, Chen, & Cheng,
2014; Wan-Hussin, 2009; Wang, 2006). On the other hand, studies find that family firms
provide fewer earnings forecasts and conference calls (Chen, Chen, & Cheng, 2008), report
low-quality accounting numbers (Yang, 2010) and disclose less on corporate governance prac-
tices (Ali et al., 2007).

The majority of the mentioned studies employ an Anglo-Saxon setting where minority share-
holders have strong investor protection. Thus, it remains an empirical question how disclosure is
affected by the ownership structure of a firm in a setting where voting rights and cash-flow rights
are commonly separated via the usage of dual-class shares and pyramid structures. In these con-
stellations, family owners can act as controlling minority shareholders and have the control of a
firm’s votes, while only owning a small portion of the cash-flow rights (Cronqvist & Nilsson,
2003). This in turn increases the severity of agency problems, because the incentives to extract
benefits are greater when controlling owners are less sensitive to cash-flow consequences (Claes-
sens et al., 2002).

In this study, I focus on Swedish listed firms and their disclosure practices in annual reports for
several reasons. First, Sweden has the highest proportion of firms with differentiated voting rights
and the second-highest proportion of pyramids of all countries (Faccio & Lang, 2002; Insti-
tutional Shareholder Services, 2007). Second, by tradition, Swedish listed firms have a long
history of long-term controlling owners (e.g. Handelsbanken and the Wallenbergs). Third, the
majority of the members in Swedish boards are non-executives1 and usually appointed by control-
ling shareholders (Swedish Corporate Governance Code, 2016). Whereas in the US the CEO and
executives have a large influence on firm decisions, in Sweden the controlling shareholders have a
central role in the corporate governance of the firm. In other words, this suggests that variations in
corporate disclosure depend on the level of ownership concentration. I extend previous Anglo-
Saxon studies on family firms and disclosure practices (e.g. Ali et al., 2007; Wang, 2006) by
employing a Swedish setting, which is characterized by a moderate level of investor protection
(La Porta et al., 1998). Thus, the prominent agency problem being studied is the one between con-
trolling and non-controlling shareholders.
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This study contributes to academics, policy-makers and investors in several ways. First, in the
attempt to understand the contradicting empirical findings of disclosure practices by family firms,
this study responds to the call of Salvato and Moores (2010) by studying the disclosure practices
of family firms in a different institutional setting and capital market (i.e. Sweden). Second, this
study employs a broad self-constructed index, where disclosures on corporate governance, stra-
tegic information and notes to the financial statements have been hand-collected from companies’
annual reports. Previous studies measure financial reporting quality based on earnings quality
proxies (Jaggi & Leung, 2007; Jaggi, Leung, & Gul, 2009; Wang, 2006; Yang, 2010), manage-
ment earnings forecasts (Ali et al., 2007; Chen et al., 2008) and accounting conservatism (Chen
et al., 2014). Few studies, though, apply disclosure indices and the disclosure categories differ:
corporate governance practices (Ali et al., 2007); strategic, non-financial and financial infor-
mation (Chau & Gray, 2002, 2010); and mandatory disclosure (Chen & Jaggi, 2000). Hence,
this study contributes to the literature on controlling owners and disclosure practices by focusing
on different aspects of disclosure categories. Third, the results of this study are timely with the
International Accounting Standards Board’s (IASB) Disclosure Initiative project, which aims
to improve disclosure in financial reports, as it contributes to a deeper understanding of the
effects of the institutional setting and local governance structures on firms’ disclosure practices.
Fourth, potential and current investors should be interested in these results, as the results of this
study show that family firms are governed differently and are less forthcoming with the disclosure
of accounting information in annual reports. This is important considering that prior disclosure
research shows that firms’ disclosure practices have an incremental impact on capital markets
(e.g. Botosan & Plumlee, 2002; Easley & O’Hara, 2004; Leuz & Verrecchia, 2000).

The remainder of this paper is organized as follows. Sections 2 and 3 provide a review of the
literature and the hypothesis of the study. Section 4 outlines the research methodology, including
measurement of family firms and the dependent variable corporate disclosure. The empirical find-
ings are presented in Section 5. Lastly, in Section 6, conclusions and limitations of the study are
provided.

2. Agency Conflicts in Family Firms

This study focuses on how the presence of controlling owners gives rise to a different type of
agency problem in the publicly listed firm. In particular, it focuses on family ownership, and
how this in turn influences firms’ disclosure practices in annual reports. Based on the contractual
view of the organization, firms can be viewed as being engaged in multiple contracting relation-
ships with various stakeholders, where accounting information is crucial in facilitating efficient
contracts (Armstrong, Guay, & Weber, 2010). Moreover, a well-acknowledged premise in
empirical accounting research is that managers possess firm-specific information, which the con-
tracting party has limited access to, and that the interests between these two parties differ (e.g.
Fama & Jensen, 1983; Jensen & Meckling, 1976). In cases when ownership is dispersed,
owners lack direct communication with management and are more dependent on public account-
ing information for monitoring purposes. Thus, detailed provision of accounting information
becomes an important mechanism to alleviate information asymmetries between the firm and
its various contracting parties (Armstrong et al., 2010). Similarly, prior research shows that a
high quality of disclosure reduces both cost of equity (Botosan, 1997) and cost of debt (Sengupta,
1998), and improves the stock liquidity of the firm (Verrecchia, 2001).

In the publicly listed firm, there are two central equity agency problems. The Type I equity
problem is a result of the separation of ownership and control between managers and shareholders
(Jensen &Meckling, 1976). In lack of substantial managerial ownership, managers may engage in
self-maximizing behaviours that do not necessarily benefit outside shareholders. This agency
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problem is more severe when ownership is widely dispersed and where information asymmetries
between the manager and owners are large. But as the manager’s ownership level increases, so
does his incentive to act in the interest of the shareholders (Jensen & Meckling, 1976). Similarly,
as the ownership level of an individual owner increases so does his willingness to monitor the
managers’ actions in line with those of the outsiders. However, when ownership reaches a
certain level, controlling shareholders may get entrenched and extract private benefits from
non-controlling shareholders (Claessens et al., 2002; Morck et al., 1988; Shleifer & Vishny,
1997). Consequently, the central agency problem is the one between controlling and non-control-
ling owners, which is typically referred to as the Type II equity problem (Shleifer & Vishny,
1997; Villalonga & Amit, 2006).

As noted, the presence of controlling owners, which are typically present in family firms, offers
us two opposing expectations. The goal alignment effect suggests that when equity ownership of
controlling shareholders increases, they have greater incentives to monitor the management
(Anderson & Reeb, 2003; Demsetz & Lehn, 1985). Thus, the interests between managers and
shareholders are more aligned and Type I equity problems decrease (Jensen & Meckling,
1976). The entrenchment effect suggests that high levels of equity ownership entrench controlling
owners, causing information asymmetries between insiders and outsiders of firms (Morck et al.,
1988; Wang, 2006). In such situations controlling owners can maximize their own wealth at the
expense of outside owners (Claessens et al., 2002; Shleifer & Vishny, 1997), consequently con-
tributing to Type II equity problems.

In the following section, I continue the discussion on how Type I and Type II equity agency
problems arise in family and non-family firms. The overall expectation in this study is that differ-
ences in the severity of various agency problems across the two ownership structures affect firms’
disclosure practices in the form of governance information, strategic information and notes to the
financial statements.

3. Prior Research and Hypothesis Development

Around the world, a common ownership structure consists of family members who hold executive
positions and thus have a large influence in the firm (Faccio & Lang, 2002; Isakov & Weisskopf,
2014; La Porta et al., 1999). The distinctive characteristics that separate the governance in family
firms from non-family firms may have an incremental impact on their disclosure practices. In
specific, compared to other controlling owners, founders have a ‘personal’ interest in the firm
and wish to pass on the business to their next generation (Anderson & Reeb, 2004). Thus, foun-
ders may be more concerned about protecting their reputation and avoiding public scrutiny. For
instance, Chen et al. (2008) show that family firms are more likely to disclose earnings warnings
and are less forthcoming with providing earnings forecasts because of litigation and reputation
concerns. Furthermore, Fan and Wong (2002) show that East Asian firms with concentrated own-
ership have low earnings informativeness as these firms avoid disclosure of proprietary infor-
mation about their rent-seeking activities. Lastly, Ali et al. (2007) show that US family firms
are less inclined to provide disclosures about governance matters, which could increase interfer-
ence from outside investors.

However, pressures from capital markets may incentivize managers to provide high financial
reporting quality to lower agency costs. Burgstahler, Hail, and Leuz (2006) show that as a
result of the higher capital market pressures faced by publicly listed firms, these firms are less
likely to manage their earnings than private firms are. Similarly, Botosan (1997) shows that
firms that provide higher levels of disclosure and those that are followed by few analysts are
associated with a lower cost of equity. Because of these financial benefits of disclosure, it
could be argued that firms are also willing to provide additional disclosure. However, in
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family firms, family members’ long-term presence in the firm suggests that they deal with the
same contracting parties (e.g. capital providers and creditors) for longer periods. For instance,
a consequence of founders’ long-term presence is that they enjoy a lower cost of debt compared
to non-family firms (Anderson, Mansi, & Reeb, 2003). This suggests that family firms already
have established relationships with their capital providers and information asymmetries
between their contracting parties are low, which in turn make them less incentivized to engage
in disclosures. Similarly, because of their long-term investment horizon, Chen et al. (2008)
find that among S&P 1500, family firms provide fewer management forecasts than what non-
family firms do.

Another feature of family firms is the high presence of family members at the top management
level and their personal ties to other executives in the firm (Hope et al., 2012). Family members
thus have access to inside corporate information, which enables them to directly monitor the
manager through private channels without being heavily dependent on public information
(Chau & Gray, 2010; Chen et al., 2008). As such, they avoid leakage of costly proprietary infor-
mation to competitors. This consequently reduces Type I equity agency problems between man-
agers and shareholders but causes a surge in Type II equity agency problems between controlling
and non-controlling shareholders.

In sum, family owners are a distinctive type of owners who value their reputation, have long-
term investment horizons and close relationships with firm executives. Because of these features,
there are reasons to expect that family owners may have little preference for high-quality financial
reporting and provision of additional disclosure. Prior research in the field, however, provides
contradicting findings on family firms’ financial reporting quality. On the one hand, evidence
shows that family firms have higher levels of earnings quality (Ali et al., 2007; Cascino, Pugliese,
Mussolino, & Sansone, 2010; Wang, 2006), have more incentives for conservative financial
reporting (Chen et al., 2014), have higher levels of segment disclosure (Wan-Hussin, 2009)
and provide more earnings warnings (Chen et al., 2008). On the other hand, findings show that
family firms have lower levels of overall disclosure (Chau & Gray, 2002; 2010; Chen & Jaggi,
2000; Ho & Shun Wong, 2001) and corporate governance disclosure (Ali et al., 2007), exhibit
higher levels of earnings management (Prencipe & Bar-Yosef, 2011; Yang, 2010), and provide
fewer earnings forecasts and conference calls (Chen et al., 2008). These inconsistent results are
likely due to national differences and varying features in capital markets (Salvato & Moores,
2010).

In contrast to prior research, this study examines a setting in which controlling owners have a
large influence in the governance of firms. Although a high ownership stake may incentivize the
owner to act in the interest of outside owners (i.e. incentive alignment effect), Swedish listed firms
are known for their wide usage of control-enhancing mechanisms, such as dual-class shares and
pyramid structures. These mechanisms allow controlling owners to separate control (voting
rights) from ownership (cash-flow rights) and as such only invest a small portion of their
equity rights while retaining large control of the firm, i.e. acting as controlling minority share-
holder (Cronqvist & Nilsson, 2003). These ownership constellations are likely to increase
Type II equity problems as the controlling owner may get entrenched and act in his own interest
without bearing the financial consequences of this. For instance, Fan andWong (2002) find that as
the deviation between control ownership increases, the less informative earnings are. Their
finding is further explained by two premises: (1) controlling owners are perceived to report
accounting information for self-interested purposes and (2) controlling owners prevent leakage
of proprietary information about the firm’s rent-seeking activities (Fan & Wong, 2002).

Essentially, the characteristics of family firms make Type I equity agency problems less severe
compared to a firm where ownership is diffused. However, in the presence of controlling owners
two opposing effects are noted: the incentive alignment effect and the entrenchment effect. The
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entrenchment effect is expected to be more severe in settings where control is separated from
ownership (via the usage of e.g. dual-class shares). As mentioned, Swedish firms commonly
employ these mechanisms, but at the same time are known for exhibiting low levels of earnings
management in international comparisons (Leuz, Nanda, & Wysocki, 2003). Thus, it remains an
empirical question how family ownership affects Swedish listed firms’ disclosure practices and
therefore, in line with Wang (2006), the hypothesis of this study is formulated as nondirectional:

Hypothesis 1: Disclosure practices by Swedish listed firms are systematically related to
family ownership.

In sum, relying on the principal–agency theory, I expect that disclosure practices differ depending
on the structure of ownership and the degree of agency conflicts present in a firm. Furthermore,
the unique characteristics of family firms and the severity of Type II equity problems are likely to
have different impacts on disclosure practices than those observed in non-family firms.

4. Data and Research Design

4.1. Sample

An overview of the sample selection is presented in Table 1. The empirical analysis is based on
publicly listed firms on the Stockholm Stock Exchange in the years 2001–2010. Before any obser-
vations are excluded, the sample consists of 2671 firm-year observations (375 firms). Consistent
with prior studies (e.g. Wang, 2006), foreign firms, investment firms and financial institutions are
excluded from the sample as these types of firms may follow different disclosure rules. In
addition, firms with revenues of less than SEK 25 million and negative equity are also excluded
from the initial sample. After the aforementioned exclusions, the final sample consists of 2182

Table 1. Sample selection

# Firm-years #Firms

Panel A – Sample selection
Companies listed at the Nasdaq OMX Stockholm 2671 375
Foreign companies 151 21
Financial institution 104 14
Investment company 110 19
Other eliminations 160 42
Final sample 2182 314

of which are family firms 990 163
of which are founding firms 494 87
of which founder/family member is CEO 220 46
of which founder/family member is a board member 293 60
of which founder/family member is chairman 188 42

Panel B – Industry distribution
Manufacturing 1039 48% 146 46%
Wholesale and retail 229 10% 33 10%
Services 675 31% 99 31%
Financialsa 239 11% 39 12%

2182 100% 317 100%

Notes: The initial sample consists of Swedish listed firms at the Stockholm Stock Exchange in the years 2001–2010. Other
eliminations include observations with sales revenue less than SEK 25 million (135 obs), a negative equity at the end of the
year (10 obs), missing disclosure data (11 obs) and missing firm-data (4 obs).
aExcluding financial institutions and investment firms.
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firm-year observations (314 firms), of which 990 (163 firms) are family firms. Further, in 494
firm-year observations (87 firms) the founder is present in the firm (as the largest owner or by
possessing a management position). The industry distributions over the final sample are shown
in Panel B in Table 1. The manufacturing industry with 1039 firm-year observations represents
the largest industry group, whereas the wholesale and retail industry with 229 firm-years com-
poses the smallest industry group.

Accounting and capital market data are collected from data sources, including Thomson Data-
stream, Compustat Global and SixTrust. Ownership data for all Swedish firms are obtainable from
SIS Ägarservice AB’s publications (Fristedt & Sundqvist, 2001–2009; Sundqvist, 2010) and,
when necessary, information on a firm included in the sample has been manually collected
from annual reports. In general, Swedish publicly listed firms disclose detailed ownership stat-
istics in their annual reports. Disclosure index data are manually collected from each firm’s
annual report.

4.2. The Disclosure Index

A disclosure index is constructed to measure the extent of disclosure provided in firms’ annual
reports. Although previous studies on family firms and financial reporting quality mainly
employ metrics on earnings quality, accounting conservatism and frequency of management earn-
ings (e.g. Ali et al., 2007; Chen et al., 2008; Wang, 2006), the purpose of this study is to extend
this avenue of research by examining whether the information content of annual reports differs
between Swedish family firms and non-family firms. The index applied in this study contains
three disclosure categories: corporate governance, strategic information and notes to the financial
statements. More specifically, corporate governance information includes matters that cover pres-
entation of board members, internal control, largest owners and executive compensation prac-
tices.2 Strategic information includes disclosure items on financial targets, strategy, forecasts
and competitors. The third category, notes to the financial statements, concerns the number of
pages devoted to the annual report, notes to the financial statements and the length of the note
concerning accounting policies. Table 2 presents an overview of the scoring procedure and the
disclosure items included in the index.

Each disclosure category includes a number of disclosure items that could potentially be dis-
closed by a firm. Following previous studies in the disclosure literature, all disclosure items are
equally weighted, and no information is regarded as more valuable than any other information
(e.g. Chau & Gray, 2010).3 The scoring procedure is based on a binary basis in which disclosure
of an individual item provides one point andmissing or insufficient disclosed information provides
zero points. Some of the disclosure items listed in Table 2 count the number of pages or the number
of notes used for a certain type of disclosure information (i.e. disclosure items: 1–3 and 34–37),
whereas other disclosure items require a qualitative assessment on the disclosure content by the
data gatherer. For instance, disclosure Item_9 and Item_10 concern variable compensation of
the CEO and require a qualitative assessment of the disclosure content. An example of a firm
that obtains full points on Item_9 and Item_10 is the ball bearing factory SKF, which discloses fol-
lowing information in their 2010 annual report:

The variable salary of a Group Management member runs according to a performance-
based programme. The purpose of the programme is to motivate and compensate value-
creating achievements in order to support operational and financial targets. The perform-
ance-based programme is primarily based on the short-term financial performance of the
SKF Group established according to the SKF management model Total Value Added
(TVA). TVA is a simplified economic value added model. This model promotes improved
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Table 2. The disclosure index

Governance Score Commentary

Item_1 Governance 1 = if the number of pages devoted to
corporate governance matters is
higher than the average sample’s
number of pages, otherwise 0.

The number of pages devoted to
corporate governance matters. This
includes the corporate governance
report and the presentation of board
members.

Item_2 Internal
control

1 = if the number of pages devoted to
internal controls is higher than the
average sample’s number of pages,
otherwise 0.

The number of pages devoted to internal
control. This includes a description of
the firm’s internal controls of
financial reporting and potential risk
assessments.

Item_3 Firm’s
shares

1 = if the number of pages devoted to
the company’s shares is higher than
the average sample’s number of
pages, otherwise 0.

The number of pages devoted to
information concerning the
company’s shares. This includes
information on the company’s
development on the stock market,
dividend pay-out and ownership
structure.

Item_4 Meeting 1 = if the board members’ attendance
on board meeting is disclosed,
otherwise 0.

Board members’ attendance on board
meetings.

Item_5 Experience 1 = if the board members previous
working experiences are disclosed,
otherwise 0.

Board members’ previous working
experience.

Item_6 Owners 1 = if information on more than the 10
largest owners is disclosed,
otherwise 0.

The names and percentage of ownership
possessed by owners.

Item_7 Analysts 1 = If the names of the analysts
following the firm is disclosed,
otherwise 0.

Names of the financial analysts
following the firm.

Item_8 CEOComp 1 = if information on the CEO’s
compensation components is
disclosed, otherwise 0.

Information on a minimum of three
compensation components (fixed,
variable, pension, options and/or
other) is either disclosed in a table
format or discussed in the text.

Item_9 VarComp1 1 = if there is some information
regarding the CEO’s variable pay,
otherwise 0.

Some information that CEO variable
compensation exists.

Item_10 VarComp2 1 = an elaborative discussion regarding
the CEO’s variable pay is disclosed,
otherwise 0.

This discussion may include following:
(a) the extent to which bonus targets
are met, (b) the maximum achievable
level of bonus, and (c) how bonus
targets are evaluated.

Item_11 Retire1 1 = if CEO’s retirement age is
disclosed, otherwise 0.

Retirement age of the CEO.

Item_12 Retire2 1 = if other top executive members’
retirement age is disclosed,
otherwise 0.

Retirement age for other executives.

Item_13 Termin 1 = if the CEO’s termination
conditions are disclosed, otherwise
0.

There is a discussion regarding how the
contract with the CEO can be
terminated.

Item_14 Sever 1 = if CEO’s severance conditions are
disclosed, otherwise 0.

There is a discussion of how much the
CEO gets in severance.

(Continued)
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Table 2. Continued

Governance Score Commentary

Item_15 NonCEO1 1 = information on non-CEO’s
remuneration packages, otherwise 0.

To be awarded 1 point, at least two pay
components about the non-CEO’s
compensation package should be
disclosed.

Item_16 NonCEO2 1 = a discussion on non-CEO’s
remuneration packages is provided,
otherwise 0.

A discussion on the non-CEO’s
compensation package is provided.

Item_17 NonCEO3 1 = non-CEO remuneration package is
provided in a table with adjoining
text, otherwise 0.

The non-CEO’s remuneration
conditions are clearly presented in a
table and discussed in a text.

Strategic
Item_18 Where1 1 = if a heading titled ‘target’ is

disclosed, otherwise 0.
A heading titled ‘targets/financial goals’
is disclosed in the strategy section of
the annual report.

Item_19 Where2 1 = if a heading titled ‘target’ in the
table of contents, otherwise 0.

A heading titled ‘targets/financial goals’
is disclosed in the table of contents on
the annual report.

Item_20 Mis/Vis 1 = if a mission or vision is disclosed,
otherwise 0.

Information on the company’s mission
or vision.

Item_21 Target 1 = if some kind of target is disclosed,
otherwise 0.

‘Some kind of target’ can be both
financial, non-financial or accounting
number-based targets (e.g. sales,
growth, ROA).

Item_22 MeasTarg 1 = if a measurable target is disclosed,
otherwise 0.

A ‘measurable target’ can be any of the
following: sales, sales growth,
earnings growth (earnings per share),
EBIT, EBITDA, EBT ROE, ROCE,
solvency, debt/equity, dividend pay-
out ratio.

Item_23 FinTarg 1 = if a financial target is disclosed,
otherwise 0.

A financial target is a quantitative target
which is not based on accounting
numbers (e.g. related to products,
operations and customer satisfaction).

Item_24 HisTarg1 1 = if targets are evaluated, otherwise
0.

There is a mentioning on whether the
firm has reached its targets in the past
year.

Item_25 HisTarg2 1 = if targets are evaluated for several
years, otherwise 0.

There is a discussion on whether the
firm has reached its targets in the past
year.

Item_26 Strategy 1 = if a corporate strategy is disclosed,
otherwise 0.

Information about the company’s
strategy, which could include how
they aim to obtain their vision/
mission.

Item_27 TargStrat 1 = if strategy on how to reach
financial targets is disclosed,
otherwise 0.

Does the company disclose strategies on
how to reach its financial targets?

Item_28 Forecast1 1 = if a forecast is disclosed, otherwise
0.

A forecast on, e.g. sales expectations is
disclosed.

Item_29 Forecast2 1 = if a forecast on financial targets
and/or EPS is disclosed, otherwise
0.

A forecast on specifically the
company’s financial targets is
disclosed.

Item_30 Compete1 1 = if there is a mentioning of the
competitors, otherwise 0.

The name of the company’s competitors
is disclosed.

(Continued)
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margins, capital reduction and profitable growth. TVA is the operating result, less the
pre-tax cost of capital in the country in which the business is conducted. The TVA result
development for the SKF Group correlates well with the trend of the share price over a
longer period of time. The maximum variable salary according to the programme is
capped at a certain percentage of the fixed annual salary. The percentage is linked to the
position of the individual and varies between 40% and 70% for Group Management
members. If the financial performance of the SKF Group is not in line with the requirements
of the variable salary programme, no variable salary will be paid. The maximum variable
salary will not exceed 70% of the accumulated annual fixed salary of Group Management
members.
[…] Additionally, Tom Johnstone was entitled to short-term variable salary of SEK
2,220,960 related to 2009 performance. The short-term variable salary was, however, not
paid out in cash to Tom Johnstone but converted into additional pension contribution.
Tom Johnstone’s fixed annual salary 2011 will amount to SEK 10,000,000. The variable
salary in 2010 was according to a performance-based programme divided into two parts,
a short-term and a long-term part, both based on the financial performance of the SKF
Group established according to the Group’s management model which is a simplified econ-
omic value-added model called Total Value Added (TVA), see page 22 […]. (SKF Annual
report 2010, pp. 87–88)

The above example explains the conditions for the variable pay component of the CEO’s com-
pensation package and refers clearly to the financial performance model which the variable
pay is based on. Although not presented in the example above, SKF’s 2010 annual report

Table 2. Continued

Governance Score Commentary

Item_31 Compete2 1 = an elaborative discussion on the
competitors is provided, otherwise
0.

There is an elaborative discussion on the
company’s competitors and
information about their market
volume share is disclosed.

Item_32 Market1 1 = their position in product markets is
disclosed, otherwise 0.

There is a discussion on the company’s
position in active product markets.

Item_33 Market2 1 = an elaborative discussion on the
position in product markets is
provided, otherwise 0.

There is an elaborative discussion on the
company’s position in active product
markets.

Notes
Item_34 Pages 1 = if the annual report is longer than

the average sample’s annual report,
otherwise 0.

Total number of pages the annual report
contains.

Item_35 Notes 1 = if the number of notes is higher
than the average sample’s number of
notes, otherwise 0.

The number of notes to the financial
statements in the annual report.

Item_36 PagesNotes 1 = if the number of pages is higher
than the average sample’s number of
pages, otherwise 0.

The number of pages devoted to the
notes to the financial statements.

Item_37 AccPrin 1 = if the number of pages the
‘accounting principle note’ covers is
longer than the average sample’s
number of pages, otherwise 0.

The number of pages the note covering
accounting principles covers.
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discloses the pay components paid to the CEO and the other top executives clearly in a table with
adjoining text (SKF Annual Report 2010, p. 89).
Finally, an aggregated disclosure score is estimated for each firm-year observation by adding up
all scores obtained from each disclosure item listed in Table 2 (hereafter referred as the DScore).
Thus, the total DScore a firm-year observation can possibly obtain is 37 points, which implies that
the higher the DScore, the more informative the annual report is. The following equation rep-
resents the calculation of the aggregated DScore for each firm-year observation:

DScore =
∑ Scorei,t

Max(Scoret)
.

4.2.1. Assessing the validity of the disclosure index
Estimating the Cronbach’s alpha is a common way to assess the validity of the disclosure index
for capturing disclosure (e.g. Botosan, 1997; Gul & Leung, 2004). Cronbach’s alpha measures the
internal consistency of the disclosure index and to what extent all disclosure items measure the
same construct, i.e. disclosure of accounting information in annual reports. Hence, if a firm-
year observation scores high on strategic information, it is expected to score high in the remaining
disclosure categories. The Cronbach’s alpha for the three categories in the index is 0.61,
suggesting a quite poor internal consistency and that random error could decrease the power of
tests in this paper. However, prior disclosure studies also obtain similar low Cronbach’s coeffi-
cient alphas of 0.51 (Gul & Leung, 2004) and 0.64 (Botosan, 1997). Additionally, the Pearson’s
correlation test presented in Table 4 shows that the DSCORE is positively correlated with firm
size (SIZE), leverage (LEV), reputable audit firm (BIG4) and firm performance (ROA), which
is consistent with prior disclosure and firm-level determinant studies (e.g. Ahmed & Courtis,
1999). Therefore, the disclosure index is believed to be a reliable measure of disclosure quality
in this study.

4.3. Defining Family Firms

Initially, the overall question of this study is whether family firms exhibit disclosure practices
different from those of non-family firms? To answer this question, a measure that captures the
distinctive family firm effect on disclosure practices needs to be constructed. Previous studies
generally capture family members’ influence on corporate decisions by examining their owner-
ship, control and management in the firm (e.g. Villalonga & Amit, 2006). A firm is commonly
classified as a family firm depending on whether the founder and/or their descendants hold
positions in the top management, serve on the board of directors or are among the firm’s
largest shareholders (Ali et al., 2007; Anderson & Reeb, 2003; Chen et al., 2008, 2014; Wang,
2006). As detailed disclosure of ownership information is not always mandatory in annual
reports, a majority of previous Anglo-Saxon studies adopt a five per cent ownership cut-off to
identify a family owner. In Sweden, however, publicly listed firms choose to provide detailed
disclosure on their owners and are known for transparent ownership structures (Cronqvist &
Nilsson, 2003). This allows us to identify founders and family members who own less than
five per cent of the voting rights. Moreover, recognizing that Swedish firms frequently use
dual-class shares (Faccio & Lang, 2002), a more stringent family firm definition is needed,
which considers the ownership of voting rights. Studies find that firm value increases with
cash-flow ownership and decreases when the level of control rights of the largest shareholder
exceeds its cash-flow ownership (Claessens et al., 2002; Cronqvist & Nilsson, 2003; Villalonga
& Amit, 2006).
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Similar to prior research (e.g. Ali et al., 2007; Anderson & Reeb, 2003), a firm is defined as a
family firm in this study if the founder or a member of his or her family is the largest owner of the
firm and/or possesses one of the following management positions: CEO, chairman or board
member. However, because of the highly concentrated ownership structure in the studied
setting, I use a higher threshold of ownership to define a family firm, namely the founder or a
family member should own at least 20% of the voting rights. Furthermore, because of the
access to detailed ownership data, I am also able to identify whether the founder is present in
the management of the firm. Thus, in additional analyses, I test the presence of founders in the
management (i.e. CEO, chairman of the board or a board member) on firms’ disclosure practices.
Lastly, family firms are also identified by solely examining the total percentage of voting rights
possessed by the founder or a member of his or her family.

4.4. The Regression Model

To test the hypothesis, the following general model is applied:

DSCOREit = a0 + b1FAMILYi,t + Controls+ Year + Industry+ 1i,t,

where DSCORE is the disclosure score obtained by firm i at time t, where a higher disclosure
score means higher levels of disclosed information. The maximum disclosure score is 37,
which implies that a firm-year observation has scored the highest on each disclosure item included
in the disclosure index; FAMILY is a dummy variable which takes the value of 1 if the firm is
controlled and owned by the founder or a member of his or her family (i.e. owns ≥20% of the
voting rights and/or possesses one of the following management positions: CEO, chairman or
board member) for firm i at time t. In additional tests, two alternative variables on family firms
are employed: (1) a continuous variable, OWNERSH, which captures the total level of voting
rights possessed by the founder or a member of his/her family, (2) a dummy variable
FOUNDER, which takes on the value of 1 when the founder is present in the management of
the firm. Controls include the control variables firm size (SIZE), firm age (AGE), a dummy for
main auditor being employed by one of the four largest audit firms (BIG4), leverage (LEV),
firm performance (ROA), market-to-book (MTB), for firm i at time t. See Table 3 for a description
of the test and control variables.

In accordance with the hypotheses, I expect the coefficient of FAMILY to be related to
DSCORE, but with no prior expectation on its direction. Furthermore, prior disclosure research
suggests that there are several reasons why firm size is positively correlated with disclosure beha-
viours of firms. First, according to agency theory, larger firms have higher agency costs and thus
disclose more information to overcome these costs (Jensen & Meckling, 1976). Second, larger
firms are likely to have more widespread ownership structures (Ahmed & Courtis, 1999).
Third, larger firms have higher political costs (higher media exposure) and are more concerned
about reputational damages and are therefore expected to provide higher levels of disclosures
(Watts & Zimmerman, 1986). Prior disclosure research consistently documents that firm size is
associated with corporate disclosures, but also that traditional proxies of firm size are noisy for
testing political or agency cost hypotheses (Ahmed & Courtis, 1999; Ball & Foster, 1982). For
this reason, the regression analyses in Section 5 are performed in two alternative ways in
which firm size is controlled for. First, I conduct a regression analysis on the total sample
while controlling for firm size (SIZE). Second, I perform the regression analysis on the 25%
largest firms in the sample, excluding the control variable firm size (SIZE) from the model.

Furthermore, AGE is included to control for firms that have been listed on the stock exchange
for several years, as they are expected to provide higher levels of disclosure. Audit literature
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suggests that large audit firms provide higher audit quality because of reputational cost concerns
(DeAngelo, 1981). In line with the finding of Francis, Maydew, and Sparks (1999) that Big 6
auditors are associated with higher earnings quality, I expect that firms that are audited by one
of the Big 4 (BIG4) provide more detailed disclosure. Moreover, I expect that firms that rely
on public debt financing (LEV) provide higher levels of disclosure in order to lower monitoring
costs (e.g. debt financing) and meet the information demands of creditors and credit agencies
(Armstrong et al., 2010; Jensen & Meckling, 1976). I also control for firms’ growth prospects
(MTB) and firm performance (ROA). Firms with growth opportunities may provide more disclos-
ure to minimize information asymmetries with their contracting parties and poorly performing
firms are likely to be less forthcoming with providing additional disclosure that conceals their
bad performance (Chau & Gray, 2010). In addition, performance differs between family and
non-family firms (Ali et al., 2007; Anderson & Reeb, 2003). Lastly, industry and year
dummies are included to control for disclosure variations across industries and over years.

5. Empirical Results

5.1. Descriptive Statistics

Table 4 provides the Pearson’s correlation coefficients between all the test variables. Not surpris-
ingly, all four disclosure variables (DSCORE, GOVERNANCE, STRATEGIC and NOTES) corre-
late highly positively with each other (p-value < .05). Furthermore, there is a significant negative
correlation between family firms (FAMILY) and level of disclosure. This is evident for all the four

Table 3. Definition of test and control variables

Dependent variables

DSCORE The total disclosure score obtained by a firm in year t divided by the maximum
possible disclosure score.

GOVERNANCE The total corporate governance information score obtained by a firm in year t
divided by the maximum possible corporate governance information score.

STRATEGIC The total strategic information score obtained by a firm in year t divided by the
maximum possible strategic information score.

NOTES The total score on notes to the financial statements obtained by a firm in year t
divided by the maximum possible score on notes to the financial statements.

Independent variables
FAMILY A dummy variable, which takes the value of 1 if the founder or a member of his or

her family owns at least 20% of the voting rights and/or possesses one of the
following management positions; CEO, chairman or board member.

OWNERSH The total percentage of voting rights controlled by the family and their heirs.
FOUNDER A dummy variable, which takes the value of 1 if the founder is present in the

management (i.e. possesses one of the following management positions; CEO,
chairman or board member).

Control variables
MTB The end of year market value of equity divided by the end of year book value of

equity. Winsorized at the 1% level.
AGE The natural logarithm of the number of years since the company was founded or

incorporated. Sometimes firms are ‘founded’ when two entities merge.
SIZE The natural logarithm of the total assets.
LEV Total liabilities divided by total equity at the end of the year.
BIG4 A dummy variable taking the value of 1 when one of the signing auditing firms is a

Big4 audit firm (in 2001: Big5).
ROA ROA is net profit divided by average total assets. Winsorized at the 1% level.
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Table 4. Pearson correlation test between the test variables

DSCORE GOVERNANCE STRATEGIC NOTES FAMILY OWNERSH FOUNDER MTB AGE LEV BIG4 ROA SIZE

DSCORE 1
GOVERNANCE 0.827 1
STRATEGIC 0.746 0.282 1
NOTES 0.651 0.589 0.212 1
FAMILY −0.188 −0.203 −0.084 −0.144 1
OWNERSH −0.124 −0.160 −0.036 −0.077 0.703 1
FOUNDER −0.200 −0.204 −0.108 −0.135 0.578 0.531 1
MTB −0.035 −0.021 −0.042 0.000 0.005 −0.008 −0.024 1
AGE 0.197 0.142 0.171 0.120 −0.057 0.112 −0.089 −0.002 1
LEV 0.213 0.078 0.253 0.151 −0.171 −0.140 −0.133 0.077 0.081 1
BIG4 0.202 0.172 0.122 0.191 −0.086 −0.085 −0.155 0.007 −0.021 0.050 1
ROA 0.134 0.109 0.101 0.089 0.001 0.055 0.005 −0.021 0.083 −0.054 0.034 1
SIZE 0.523 0.441 0.325 0.485 −0.170 −0.041 −0.205 −0.081 0.284 0.294 0.159 0.129 1

Notes: The sample consists of Swedish publicly listed firms in the years 2001–2010: 2182 obs. See Table 3 for the definition of variables. Bold values indicate significance at the 5% level.
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disclosure variables (DSCORE, GOVERNANCE, STRATEGIC and NOTES), which show a cor-
relation coefficient of −0.188, −0.203, −0.084 and −0.144 (p-value < .05), respectively. As con-
sistent with prior disclosure studies (e.g. Ahmed & Courtis, 1999) DSCORE, GOVERNANCE,
STRATEGIC and NOTES are positively correlated with firm age (AGE), firm size (SIZE), leverage
(LEV), reputable audit firm (BIG4) and firm performance (ROA). Notable, is that firm size (SIZE)
is highly positively correlated with disclosure levels (coefficient < 0.325).

Table 5 provides descriptive statistics on firm characteristics of the whole sample (Panel A) and
of family and non-family firms (Panel B). Consistent with previous findings, the results indicate
that, on average, family firms rely on external debt funding to a lesser extent than non-family
firms (e.g. Ali et al., 2007). Moreover, family firms are both smaller in size and younger in
age compared to non-family firms. Both SIZE and AGE are significantly different at the one per-
centage level. Furthermore, family firms are more profitable than their counterpart. This is in line
with the findings of Anderson and Reeb (2003) and also holds true when Tobins Q is used as a
performance variable instead (t = 2.55) (untabulated).

Furthermore, the data in Table 5 show that the mean of BIG4 is significantly lower for family
firms than for non-family firms, suggesting that family firms employ one of the four largest audit

Table 5. Descriptive statistics

Panel A: Whole sample

Variable Mean SD 25 Median 75

DSCORE 0.482 0.193 0.351 0.486 0.622
GOVERNANCE 0.509 0.231 0.353 0.529 0.706
STRATEGIC 0.466 0.244 0.313 0.500 0.625
NOTES 0.434 0.379 0.000 0.250 0.750
LEV 0.527 0.185 0.397 0.547 0.667
SIZE 3.207 0.841 2.591 3.095 3.760
AGE 1.434 0.492 1.114 1.362 1.799
ROA 0.011 0.168 −0.009 0.045 0.089
MTB 2.759 2.836 1.150 1.949 3.249
BIG4 0.911 0.284 1 1 1

Panel B: Family firms vs. non-family firms
Family firms (N = 990) Non-family firms (N = 1192)

Variable Mean Median Mean Median

DSCORE 0.442 0.459 0.515*** 0.541***
GOVERNANCE 0.457 0.471 0.551*** 0.588***
STRATEGIC 0.443 0.438 0.485*** 0.500***
NOTES 0.374 0.250 0.483*** 0.500***
LEV 0.492 0.500 0.555*** 0.582***
SIZE 3.051 2.930 3.338*** 3.258***
AGE 1.404 1.342 1.459*** 1.398***
ROA 0.018 0.051 0.006* 0.041***
MTB 2.809 1.984 2.718 1.926
BIG4 0.885 0.934***

Notes: The sample consists of Swedish listed firms in the years 2001–2010: 2182 obs. For a definition of the variables,
please see Table 3.
*Difference between the mean (median) family firms and non-family firms is significant at the .10 level using a t-test of
means (Wilcoxon two-sample test) and median difference test (Mann–Whitney test).
**Difference between the mean (median) family firms and non-family firms is significant at the .05 level using a t-test of
means (Wilcoxon two-sample test) and median difference test (Mann–Whitney test).
***Difference between the mean (median) family firms and non-family firms is significant at the .01 level using a t-test of
means (Wilcoxon two-sample test) and median difference test (Mann–Whitney test).
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firms less frequently. In sum, from the descriptive statistics, we can clearly note that there are sig-
nificant differences between family and non-family firms in their capital structures, size, age, prof-
itability and likelihood of employing a Big4 auditor.

Table 6 presents governance characteristics of the 163 family firms in the sample. From the
table, it is evident that a founder is the largest owner in 27 per cent of the family firms in our
sample. Moreover, Table 6 provides an overview of founders’ possible involvement in different
management positions. A founder or his/her family member possesses a management position, i.
e. is the CEO, chairman of the board or a board member, in 35 per cent of the family firms. More
precisely, the founder is a CEO in 13 per cent of the family firms, a board member in 24 per cent
and the chairman of the board in 11 per cent of the family firms. The data indicate that founders do
play an important role in family firms’ corporate governance, because their significant presence in
influential management positions is hard to overcome.

Furthermore, it is also evident that founders and their heirs own 41 per cent of the total voting
rights in family firms. The presence of voting rights is enabled by the issuance of dual-class
shares, which provide the holder with distinct voting rights and dividend payments. More specifi-
cally, 26 per cent of the family firms in the sample employ dual-class shares.

5.2. Descriptive Statistics for the Disclosure Index

To obtain a better understanding of disclosure differences between family and non-family firms,
Table 7 presents detailed descriptive statistics of each specific disclosure item included in the index.

All corporate governance related disclosure items, except for the termination item, are signifi-
cantly different for family firms than for non-family firms. Specifically, family firms devote fewer
pages on corporate governance matters and internal control than non-family firms (t = 5.09 and
4.92, respectively). Furthermore, on average, family firms also provide less information on
their board members’ attendance level on meetings, previous working experience and information
about financial analysts following the firm, with t-statistics of 3.07, 7.81 and 4.29, respectively.
With regard to information on the CEO’s compensation package (including the variable com-
ponent pay), retirement and severance conditions, family firms provide significantly less infor-
mation than non-family firms do (t = 5.70, 6.55, 6.24, 7.61, 6.12 and 2.73, respectively). This
pattern is also similar for disclosure on other top executives’ compensation packages, where
family firms significantly score lower than non-family firms do (t = 6.74, 8.65 and 10.50, respect-
ively). However, a somewhat interesting result is that family firms are more forthcoming with pre-
senting detailed information about their largest shareholders (t =−3.07) and information
regarding the firm’s shares (t =−1.75) than non-family firms are.

The majority of the disclosure items in the second disclosure category, strategic information, are
significantly different for family and non-family firms. Specifically, the descriptive statistics indicate
that familyfirms aremore reluctant to disclose any kind offinancial target than non-familyfirms are (t

Table 6. Governance characteristics of the 163 family firms

The founder is the largest owner 27%
The founder possesses a management position 35%
The founder is the CEO 13%
The founder is a board member 24%
The founder is the chairman 11%
The total voting rights controlled by the founders and their heirs (mean) 41%
Family firms with dual-class shares 26%

Note: The sample consists of the 163 (990 obs) family firms listed at the Stockholm Stock Exchange in the years 2001–2010.
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Table 7. Descriptive statistics on the disclosure index

Mean and standard deviation All Family Non-family Diff. t-stats

Governance
Governance 0.51 0.45 0.56 5.09***

0.50 0.50 0.50

Internal control 0.37 0.31 0.41 4.92***
0.48 0.46 0.49

Firm’s shares 0.20 0.22 0.19 −1.75*
0.40 0.19 0.39

Meeting 0.44 0.40 0.47 3.07***
0.50 0.49 0.50

Experience 0.25 0.17 0.32 7.81***
0.43 0.38 0.47

Owners 0.30 0.33 0.27 −3.07***
0.46 0.47 0.44

Analysts 0.29 0.24 0.32 4.29***
0.45 0.43 0.47

CEOComp 0.66 0.60 0.71 5.70***
0.47 0.49 0.45

CEOVarComp1 0.72 0.65 0.78 6.55***
0.45 0.48 0.41

CEOVarComp2 0.38 0.32 0.44 6.24***
0.49 0.47 0.50

Retire1 0.71 0.63 0.78 7.61***
0.45 0.48 0.42

Retire2 0.50 0.43 0.56 6.12***
0.50 0.50 0.50

Termination 0.84 0.85 0.83 −0.95
0.37 0.36 0.38

Severance 0.68 0.65 0.71 2.73***
0.47 0.48 0.45

NonCEO1 0.75 0.68 0.81 6.74***
0.43 0.46 0.39

NonCEO2 0.63 0.53 0.71 8.65***
0.48 0.50 0.46

NonCEO3 0.41 0.29 0.51 10.50***
0.49 0.46 0.50

Strategic
Where1 0.74 0.73 0.75 0.85

0.44 0.45 0.44

Where2 0.44 0.39 0.48 4.38***
0.50 0.49 0.50

Mis/Vis 0.69 0.69 0.70 0.45
0.46 0.46 0.50

Target 0.80 0.78 0.82 1.94**
0.40 0.41 0.39

MeasTarget 0.70 0.66 0.74 3.61***
0.46 0.47 0.44

(Continued)
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= 1.94, 3.61 and 5.26, respectively). Further, family firms evaluate their past performance in relation
to their targets to a lesser extent than non-family firms do (t = 4.79). Family firms are also less forth-
coming in providing disclosure regarding their corporate strategies and strategies on how to reach
targets (t = 5.04 and t = 2.87).Moreover, familyfirms appear to be lesswilling to provide information
about their competitors (t = 2.27) and about their position in product markets (t = 4.09), than non-
familyfirms are.However, familyfirms aremore forthcomingwith providing forecasts on theirfinan-
cial targets than what non-family firms are (t =−3.18 and t =−1.72)

The third disclosure category concerns the notes to the financial statements, including the
number of notes provided, the length of the note covering accounting principles and the
number of total pages in the annual report. From the data in Table 7, it is notable that annual

Table 7. Continued

Mean and standard deviation All Family Non-family Diff. t-stats

FinTarget 0.57 0.51 0.62 5.26***
0.50 0.50 0.48

HisTarg1 0.49 0.43 0.54 4.79***
0.50 0.50 0.50

HisTarg2 0.26 0.24 0.27 1.64
0.44 0.43 0.45

Strategy 0.72 0.66 0.76 5.04***
0.45 0.47 0.43

TargStrat 0.17 0.15 0.19 2.87***
0.38 0.35 0.40

Forecast1 0.44 0.48 0.41 −3.18***
0.50 0.50 0.50

Forecast2 0.11 0.12 0.10 −1.72*
0.31 0.32 0.30

Compet1 0.61 0.58 0.63 2.27**
0.49 0.49 0.48

Compet2 0.22 0.22 0.22 −0.04
0.41 0.41 0.41

Market1 0.37 0.33 0.41 4.09***
0.48 0.47 0.49

Market2 0.12 0.11 0.12 0.69
0.32 0.32 0.33

Notes
Pages 0.42 0.36 0.48 5.48***

0.49 0.48 0.50

Notes 0.48 0.42 0.54 5.87***
0.50 0.49 0.50

PagesNotes 0.39 0.34 0.43 4.33***
0.49 0.47 0.50

AccPrinciples 0.44 0.38 0.49 5.03***
0.50 0.49 0.50

Note: The sample consists of Swedish listed firms in the years 2001–2010: 2182 obs. For a definition of the variables,
please see Table 3. Standard deviation values are reported in italics.
***Statistical significance at the 1% level (t-tests are two tailed).
**Statistical significance at the 5% level (t-tests are two tailed).
*Statistical significance at the 10% level (t-tests are two tailed).
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reports of family firms contain fewer pages than annual reports of non-family firms (t = 5.48). In
addition, family firms, on average, also have fewer notes and devote fewer pages to the notes
(including the note describing accounting policies).

Overall, we see a clear pattern from the results provided in Table 7, and that family firms provide
significantly less disclosure on the majority of the disclosure items included in the disclosure index.
However, it is also observable that family firms are more likely to disclose information about their
largest owners, the firm’s shares and about their future prospects than non-family firms are.

The data support the notion that information asymmetries in family firms are less severe than in
non-family firms (i.e. lower Type I equity agency problems), which is why these firms are less
forthcoming in providing disclosures. However, these results do not take additional determinants
of disclosure into consideration, which could have a significant impact on our interpretations.
Therefore, in the following analyses, multiple regression analyses are adopted where well-
known disclosure determinants are controlled for.

5.3. Regression Results

To examine whether family ownership affects the level of disclosure provided by firms, pooled
OLS regression is employed in the analyses. Panel A in Table 8 provides regression results for
the hypothesis on whether family ownership affects the disclosure practices of Swedish listed
firms. Results are reported for the whole disclosure index (DSCORE), but also for each disclosure
category: GOVERNANCE, STRATEGIC and NOTES. Each model includes controls for market-
to-book (MTB), firm age (AGE), leverage (LEV), Big 4 audit firm (BIG4), performance (ROA),
firm size (SIZE), year and industry fixed effects. Furthermore, to avoid serial correlation in the
independent variables and in the residuals, standard errors are clustered at the firm level. The
main variable of interest is the FAMILY variable, which is the indicator for family firms and cap-
tures Type II agency problems, i.e. agency conflicts between family owners and non-controlling
owners. FAMILY takes on the value of 1 if a firm is controlled and owned by the founder or a
member of his or her family (i.e. owns≥ 20% of the voting rights and/or possesses one of the
following management positions: CEO, chairman or board member). Model (1) in Table 8
shows that FAMILY is negatively related to the overall disclosure (DSCORE) provided in
firms’ annual reports, however, the relationship is insignificant.

Continuing with the regression results for the three sub-components of the index: GOVERN-
ANCE, STRATEGIC and NOTES (i.e. Models 2, 3 and 4), we note that family firms are signifi-
cantly less forthcoming with disclosures on specifically corporate governance matters (Model 2).
This is in line with Ali et al. (2007), who show that S&P 500 family firms provide less corporate
governance disclosure than non-family firms do. For the two disclosure categories covering stra-
tegic information (STRATEGIC) and notes to the financial statements (NOTES), no significant
association is documented with the FAMILY variable.

When significant, the control variables exhibit relations that are consistent with expectations,
except for firm performance (ROA) in Model 4. Accordingly, it appears that well-performing
firms provide fewer disclosures in their notes. Further, firm size (SIZE) is, as expected, strongly
significant and positively related to the disclosure in the four models. In addition, from the cor-
relation matrix in Table 4, it is also notable that SIZE is strongly correlated with our disclosure
variables (DSCORE, GOVERNANCE, STRATEGIC and NOTES). As discussed in Section 4.4,
prior disclosure research suggests that there are several reasons why firm size is positively corre-
lated with disclosure behaviours of firms and that traditional proxies of firm size are noisy for
testing political or agency cost hypotheses (Ahmed & Courtis, 1999; Ball & Foster, 1982). In
order to test for a possible mediation effect of firm size (SIZE) on the family firm (FAMILY)
and disclosure (DSCORE) association, I conduct path analysis and follow the mediation test
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logic of Baron and Kenny (1986). From the path analysis illustrated in Figure 1, it is evident that
the significant standardized beta coefficient of FAMILY drops to about half (i.e. from −0.19 with
t-value: −8.94 to −0.10 with t-value: −5.55), when firm size (SIZE) is also included in the model.
Important to mention is that FAMILY remains significant and has the same and negative associ-
ation with disclosure score (DSCORE), even when firms size (SIZE) is included. Thus, from the

Table 8. Regression results

(1) (2) (3) (4)
DSCORE GOVERNANCE STRATEGIC NOTES

Panel A: Family firms and disclosure practices
FAMILY −0.018

(0.179)
−0.042**
(0.005)

0.005
(0.805)

−0.008
(0.752)

MTB 0.001
(0.781)

0.004*
(0.089)

−0.003
(0.406)

−0.001
(0.836)

AGE 0.006
(0.692)

−0.004
(0.809)

0.024
(0.290)

−0.027
(0.233)

LEV 0.124**
(0.002)

−0.032
(0.436)

0.304***
(0.000)

0.069
(0.307)

BIG4 0.035*
(0.079)

0.011
(0.563)

0.058*
(0.071)

0.045
(0.169)

ROA 0.084**
(0.011)

−0.005
(0.890)

0.249***
(0.000)

−0.194***
(0.000)

SIZE 0.091***
(0.000)

0.108***
(0.000)

0.043**
(0.023)

0.210***
(0.000)

Constant −0.070*
(0.072)

−0.101**
(0.021)

0.095
(0.149)

−0.599***
(0.000)

N 2182 2182 2182 2182
Year & Industry FE YES YES YES YES
R2 0.542 0.581 0.206 0.520

Panel B: Disclosure practices among the largest firms
FAMILY −0.060**

(0.022)
−0.090**
(0.009)

−0.069
(0.153)

0.107**
(0.016)

MTB −0.016***
(0.000)

−0.006
(0.162)

−0.030***
(0.000)

−0.002
(0.828)

AGE 0.028
(0.242)

0.023
(0.303)

0.036
(0.431)

0.012
(0.756)

LEV 0.284***
(0.000)

0.092
(0.262)

0.542***
(0.000)

0.066
(0.666)

BIG4 0.054
(0.101)

0.054
(0.166)

0.090*
(0.095)

−0.088
(0.421)

ROA 0.088
(0.393)

0.032
(0.787)

0.319
(0.102)

−0.594**
(0.022)

Constant 0.205**
(0.012)

0.229**
(0.005)

0.146
(0.307)

0.336**
(0.033)

N 542 542 542 542
Year & Industry FE YES YES YES YES
R2 0.569 0.590 0.288 0.499

Notes: The sample in Panel A consists of Swedish listed firms in the years 2001–2010: 2182 firm-year observations. The
sample in Panel B consists of the largest firms in the sample: 542 firm-year observations. The dependent variable in Model
1 is the disclosure score (DSCORE) obtained from the index (see Table 2 for details). The dependent variables in Models
2–4 represent each disclosure category included in the DSCORE, i.e. GOVERNANCE, STRATEGIC and NOTES. The
independent and control variables are defined in Table 3. The analyses are based on pooled OLS regressions with standard
errors clustered at the firm level.
P-values are reported within parentheses, where the significant levels are denoted as follows: *p < .10, **p < .05, ***p < .001.
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path analysis, it is notable that firm size has a partial mediation effect on the family firm and dis-
closure relationship. This explains why FAMILY has a stronger significant relation with DSCORE
when SIZE is left out from the regression analysis (untabulated).

Due to the strong effect of firm size, I conduct a follow-up analysis on the quartile of firms
including the largest firms in the sample. In specific, this quartile includes 542 firm-year obser-
vations and represents the largest firms by total assets in each financial year. Thus, firm size as
a control variable is left out from this test. The regression results from this analysis are presented
in Panel B in Table 8, and it is notable that our variable of interest, FAMILY, is statistically sig-
nificant and negatively related with the overall disclosure in annual reports (DSCORE). Similarly,
consistent with prior tests, family firms are less willing to provide disclosure on corporate govern-
ance matters (GOVERNANCE). Interestingly, FAMILY is significant and positively related to dis-
closures regarding notes (NOTES) to the financial statements. This could be explained by the fact
that the test is performed on the largest group of the firms in the main sample and that larger firms
generally have more complex business structures. Last, no significant association is noted for the
strategic disclosure category (STRATEGIC).

In sum, the regression results reported in Table 8 exhibits that family firms provide less disclos-
ure in their annual reports than their counterparts do. This is particularly evident in the disclosure
category covering corporate governance matters. Because of the strong correlation between the
firm size and the disclosure measures, an additional test on the largest groups of firms in the
sample is performed. The additional tests further strengthen the perception that family firms
are less willing to provide overall disclosure than non-family firms are.

5.4. Additional Tests

As the definition of family firms may be sensitive to the results, I conduct additional tests in which
different family firm variables and definitions are adopted. First, I employ a continuous variable
which indicates the percentage of voting rights controlled by the founder and his/her family
members (OWNERSH). Second, I use a dummy variable, FOUNDER, which takes on the
value of one if the founder is present in the management of the firm (i.e. as the CEO, chairman
or board member).

Figure 1. Path analysis
Note: Reported values are the standardized beta coefficients and t-values within parentheses, where the sig-
nificant levels are denoted as follows: *p < .10, **p < .05, ***p < .001. Following steps are followed in the
path analysis: Step 1: DSCORE = β0 + β1FAMILY1 + e; Step 2: DSCORE = β0 + β1SIZE1 + e, Step 3: SIZE
= β0 + β1FAMILY1 + e and Step 4: DSCORE = β0 + β1FAMILY1 + β1SIZE1 + e.
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The results for the continuous family variable OWNERSH are tabulated in Panel A in Table 9,
where Model (1) presents the results for the overall disclosure measure (DSCORE) and Models
(2–4) exhibit the results per disclosure category: Governance, Strategic and Notes. The same
control variables used in the main analysis, firm and industry fixed effects, are used again

Table 9. Regression results

(1) (2) (3) (4)
DSCORE GOVERNANCE STRATEGIC NOTES

Panel A: Family ownership and disclosure practices
OWNERSH −0.053**

(0.033)
−0.102***
(0.000)

−0.008
(0.835)

−0.021
(0.673)

MTB 0.001
(0.809)

0.004*
(0.100)

−0.003
(0.409)

−0.001
(0.830)

AGE 0.010
(0.470)

0.005
(0.768)

0.025
(0.279)

−0.025
(0.260)

LEV 0.121**
(0.002)

−0.036
(0.371)

0.300***
(0.000)

0.068
(0.309)

BIG4 0.033*
(0.100)

0.008
(0.682)

0.057*
(0.077)

0.044
(0.176)

ROA 0.094**
(0.005)

0.012
(0.740)

0.253***
(0.000)

−0.190***
(0.000)

SIZE 0.091***
(0.000)

0.108***
(0.000)

0.042**
(0.024)

0.210***
(0.000)

Constant −0.072*
(0.052)

−0.111**
(0.006)

0.103
(0.101)

−0.600***
(0.000)

N 2182 2182 2182 2182
Year & Industry FE YES YES YES YES
R2 0.546 0.588 0.206 0.520

Panel B: Founders and disclosure practices
FOUNDER −0.027*

(0.089)
−0.048**
(0.015)

−0.013
(0.602)

0.001
(0.967)

MTB 0.000
(0.884)

0.004
(0.151)

−0.003
(0.390)

−0.001
(0.835)

AGE 0.005
(0.740)

−0.006
(0.725)

0.024
(0.294)

−0.027
(0.235)

LEV 0.127**
(0.002)

−0.023
(0.580)

0.300***
(0.000)

0.072
(0.287)

BIG4 0.032
(0.105)

0.006
(0.745)

0.055*
(0.082)

0.046
(0.162)

ROA 0.087**
(0.009)

−0.003
(0.924)

0.254***
(0.000)

−0.197***
(0.000)

SIZE 0.090***
(0.000)

0.106***
(0.000)

0.041**
(0.026)

0.211***
(0.000)

Constant −0.064*
(0.080)

−0.101**
(0.021)

0.111*
(0.073)

−0.608***
(0.000)

N 2182 2182 2182 2182
Year & Industry FE YES YES YES YES
R2 0.544 0.580 0.207 0.520

Notes: The sample consists of Swedish listed firms in the years 2001–2010: 2182 firm-year observations. The dependent
variable in Model 1 is the disclosure score (DSCORE) obtained from the index (see Table 2 for details). The dependent
variables in Models 2–4 represent each disclosure category included in the DSCORE, i.e. GOVERNANCE, STRATEGIC
and NOTES. The independent and control variables are defined in Table 3. The analyses are based on pooled OLS
regressions with standard errors clustered at the firm level.
P-values are reported within parentheses, where the significant levels are denoted as follows: *p < .10, **p < .05, ***p < .001.
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here. From these results, it is apparent that as family ownership in voting rights increases, lower
levels of overall disclosure are provided (Model 1). Further, a strong significant and negative
association between family ownership (OWNERSH) and corporate governance disclosure (GOV-
ERNANCE) is documented in Model (2). Regarding strategic disclosure (STRATEGIC) and notes
to the financial statements (NOTES), no significant association is found. However, as documented
in the path analysis, firm size (SIZE) has a partial mediation effect on the family and disclosure
relationship. Thus, I also perform the same test on the largest group of the firms in the sample (542
observations) and exclude firm size (SIZE) from the analysis. Untabulated results show that
family ownership (OWNERSH) is strongly significant and negatively related with all of the
four different disclosure categories.

Next, I utilize the access to detailed ownership data, which allows me to examine whether
the presence of a founder in the management team (FOUNDER) has an incremental effect on
disclosure practices of firms. The results for the whole sample are presented in Panel B in
Table 9 and it is noted that the presence of founders in the firm has a negative association
with the level of overall disclosure (DSCORE) provided by firms. Similarly, founding firms
are also less willing to provide information on corporate governance matters (GOVERNANCE).
In line with the main results, founder (FOUNDER) has no significant relation with disclosure
on strategic information (STRATEGIC) and notes to the financial statements (NOTES).

Last, I also perform the same test on the largest group of the firms in the sample and document a
negative association between FOUNDER and overall disclosure (DSCORE), corporate govern-
ance matters (GOVERNANCE) and strategic information (STRATEGIC). However, the founder
is positively related with notes disclosure category (NOTES), which is likely due to the fact
that larger firms are more complex and therefore use more disclosure to explain their accounting
choices (untabulated results).

In sum, the regression analyses show that family firms are less forthcoming with accounting
disclosure in their annual reports after the known disclosure determinants are controlled for.
This is further supported by a number of additional tests. In specific, three different definitions
of family firms are tested: (1) a dummy variable which combines possession of a management
position and a threshold of 20% of the voting rights, (2) a continuous variable capturing the per-
centage of voting rights of founder and their heirs and (3) a dummy variable for founder presence
in the management team. A clear trend is that family firms have a negative association with
overall levels of disclosure and with disclosures concerning the firm’s corporate governance
matters. These findings confirm the expectation that family firms are systematically associated
with the disclosure practices of firms and reluctant with providing additional disclosures. This
is in line with the findings of Chau and Gray (2002), who find for a sample of Hong Kong
and Singaporean firms that family-controlled firms have little motivation for disclosure
because of the weak demand from the stakeholders.

6. Conclusions

Although several studies have explained the determinants of corporate disclosure, few have
explored the effect of ownership structure in a context in which controlling owners have a
large influence in the governance of the firm. In this study, I examine the effect of family
owners on disclosure practices in firms’ annual reports. The Swedish setting being examined is
characterized by a large presence of controlling owners at the board level and wide usage of
dual-class shares and pyramid ownership structures, and the central agency conflict being
studied is the one between controlling and non-controlling owners. Overall, I predict and find
that the specific characteristics of family firms and the occurrence of distinctive agency conflicts
other than those observed in non-family firms affect firms’ disclosure behaviours.
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Multivariate regression analyses on a sample of Swedish listed firms during the years 2001–
2010 suggest that family firms are less forthcoming with providing overall disclosure than
what non-family firms are. Further, examining the sub-components of disclosure categories, i.
e. Governance, Strategic and Notes, the results indicate that family firms are especially less forth-
coming with providing disclosure on corporate governance matters. These results are in line with
the idea that family firms face less severe Type I equity problems (i.e. between the management
and the owners) and with the information effect explanation (Fan & Wong, 2002). Specifically,
because of the characteristics of family firms, information asymmetries with their contracting
parties are lower and thus family firms are able to avoid costly proprietary disclosures.

This study positions the family firm in a different light, as previous US studies on the subject
support the incentive goal alignment hypothesis and the premise that family firm ownership miti-
gates agency conflicts (e.g. Chen et al., 2014). However, this study suggests that family firms do
not necessarily mitigate agency conflicts through disclosure. Rather, the results indicate that either
agency conflicts are mitigated differently or are not as pronounced as in non-family firms. This
could be explained by the Swedish setting in which ownership and control are commonly separ-
ated via the usage of dual-class shares and pyramid structures. Thus, family owners could use this
opportunity to avoid public disclosures of sensitive information and utilize informal communi-
cation channels instead. The findings, however, do not suggest that investors in Swedish listed
firms are ‘worse off’, but rather that family firms are traditionally governed differently.

This study provides several contributions. First, this study contributes to the debate on family
firms and financial reporting quality, which as of yet is inconclusive (e.g. Ali et al., 2007; Cascino
et al., 2010; Chau & Gray, 2002; Chen et al., 2008, 2014; Wang, 2006; Yang, 2010). It does so by
examining a different institutional setting and by employing a self-constructed disclosure index
that captures both quantitative and qualitative aspects of the disclosure in firms’ annual
reports. In a setting with strong controlling owners, I find that ownership structure is an important
determinant of firms’ cost–benefit decision to provide disclosure. Second, this study should be of
interest to international policy-makers whose institutional context is similar. Generally, Sweden is
referred to as a country with low earnings management and high disclosure quality (Leuz et al.,
2003). However, this study shows that at the country level, disclosure variations persist, and own-
ership structure is an important aspect to consider in framing international disclosure regulations.
Given IASB’s disclosure initiative project, these results are particularly timely.

I acknowledge that this study has some limitations which, in turn, suggest opportunities for future
research. First, I employ a self-constructed disclosure index, which contains both quantity and
quality features of the disclosure. Future research could benefit from recent advances in text analy-
sis, and construct measures focusing on the qualitative aspect of disclosure (e.g. Li, 2008). Second,
an important implication of disclosure studies is whether high-disclosing firms are rewarded in the
form of lower cost of equity. This study, however, does not investigate the capital market effect of
family firm ownership. Thus, future studies could investigate whether the information disadvantage
observed in family firms in this study is reflected in their cost of equity or other capital market
effects such as liquidity and bid–ask spread. Third, this study, as other disclosure studies, suffers
from endogeneity issues (Beyer, Cohen, Lys, & Walther, 2010). Although additional tests have
been performed to overcome concerns related to measurement error and partial mediation effects,
this study might not fully account for all potential endogeneity problems.
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