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Abstract 
 
Title: Multiple large shareholders, control contestability and debt maturity - A study on the 

conflict of interest over debt maturity between minority and large shareholders on the Swedish 

stock exchange. 

 

Background: Sweden has a tradition of a concentrated ownership structure where many owners 

use dual asset classes to maintain corporate control by possessing small portions of the dividend 

rights. Financial literature has shown that these controlling owners find more incentives to divert 

corporate resources for private use, at the expense of shareholders. Recent studies also show that 

involvement in extraction of private benefits leads to long maturity debt as controlling owners 

avoid frequent monitoring by lenders. As this causes a conflict over corporate debt maturity 

between controlling and minority shareholders, we investigate if the presence of multiple large 

shareholders (MLS) mitigates this conflict through control contests.  

 

Purpose: The purpose of this thesis is to examine and analyze how different ownership structures 

affect the informative environment within a firm. In addition, the thesis investigates how 

ownership structure affect debt maturity structure and what this mean for large and minority 

shareholders.  

 

Method: The study uses a quantitative approach with panel data of 74 publicly traded non – 

financial Swedish firms over the period of 2006 – 2014. A deductive approach has been applied 

in order to explain empirical results from theory and previous literature.  

 

Results: We find evidence that controlling owners with a separation in control and cash flow 

rights tend to insulate themselves through long term debt, creating a bad informative environment 

with information asymmetry and agency costs. Furthermore, our results show robust evidence 

that MLS mitigates these problems since control contest between large shareholders leads to a 

shorter debt maturity, yielding a better informative environment. In addition, our results imply 

that MLS may be an important factor in facilitating financing as investors associate these firms 

with less risk of extraction of private benefits.   

 

Keywords: Agency costs, control contests, cost of capital, debt maturity, debt structure, multiple 

large shareholders, ownership structure.  
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1 Introduction 

 

In order to give the reader an insight of this study, an introduction will follow below with 

background and discussion of the problem. This study will treat the relation between ownership 

and debt maturity. These two separate areas will at the end be intertwined.  

 

1.1 Problem Background 

It was in 1932 that Adolph Berle and Gardiner Means published their book The Modern 

Corporation and Private Property, starting the debate of separation of ownership and 

control. The authors saw an evolution that controllers of firms in the United States gained 

power along with the increased spread in ownership with more but smaller owners (Berle 

& Means, 1932). The problem that arose through this evolution was that the controllers 

of the firm assumed to have a divergent interest than the shareholder regarding the 

management of the firm (Ibid). In this notion, Bjuggren et al. (2007) argue that when 

ownership dispersion gets too high, there is no large shareholder who can take control of 

the firm, therefore leading to inefficient governance. Furthermore Berger et al. (1997) 

provide evidence that larger shareholders or entities who have a great amount of voting 

rights also have the power or possibility to influence the board if they do not act in the 

firm's best interest. 

 

In contrast to the spread in the ownership of US firms, Sweden has been, and still is, 

characterized by a concentrated ownership structure, where a small number of families 

through direct or indirect voting rights control the firm (Henrekson & Jakobsson, 2011). 

A reason for why Swedish firms have been able to maintain the concentrated ownership 

structure stems from the fact that many Swedish firms have dual class shares, where the 

high voting A-share represent one share - one vote, whilst the other B-share represent 

1/10 of a vote (Holmén, 2011).  Although this was not the case a few years ago when the 

difference could be 1: 1 000, meaning that one A share counted for one vote whilst one 

B share only had one thousandth of a vote (Nasdaq, Utbildning, 2016). This may be 

illustrated through SAAB AB where Investor owns 30 per cent of total capital while their 

voting rights are 39 per cent (SAAB Annual report, 2015). This results, for a large number 
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of listed firms, in a conflict between the principal shareholder’s cash flow and control 

rights, and the incentive of insiders and outsiders are misaligned (Giannetti and Simonov, 

2006).  

 

In this vein, previous research has studied the choice between debt and equity in order to 

find the optimal financial structure leading to the characteristics of debt and its maturity 

(Arslan and Karan, 2006). Moreover, Jensen and Meckling (1976) show how this can be 

related to agency costs and how the choice of short or long-term debt maturity can help 

to mitigate these conflicts of interest (Myers, 1977; Barnea et al., 1980; Fama, 1980).  

 

The last thirty years have been characterized by a large amount of research on the subject 

of maturity structure of corporate debt. Myers (1977), Flannery (1986) and Rajan and 

Zingales (1995) to name a few, provide evidence that firm characteristics such as growth 

opportunities, asset maturity and firm size are valuable determinants of debt maturity. 

However the more recent years of research has treated the importance of corporate 

governance as a determinant of debt maturity (Ben-Nasr et al., 2015; Lin et al., 2013). 

Datta et al. (2005) examine how managerial stock ownership determines corporate debt 

maturity and conclude that managers with higher stock ownership choose a larger 

proportion of short-maturity debt (more frequent monitoring). They also show that 

entrenched managers choose longer maturity debt, and therefore less frequent monitoring 

(Ibid).  

 

A recent study (Ben-Nasr et al., 2015) investigates how contestability of control by 

multiple large shareholders (MLS) affect debt maturity. The subject over control contest 

within a firm consist of a vast body of empirical work (e.g. Attig et al., 2008), however, 

studies of its effect on corporate debt maturity is relatively limited and concentrated to 

specific geographic areas. To our knowledge, the matter has not exclusively been 

explored in Sweden. The question of control contestability and debt maturity brings new 

aspects into corporate financing and governance that could have great importance in 

understanding firm’s specific behavior.    
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1.2 Problem Discussion 

Theoretical and financial literature have established the fact that parties of a firm often 

have heterogeneous interests which affects the informative environment negatively in the 

organization (Myers, 1977; Jensen and Meckling, 1976; Zingales, 1995). This creates an 

uncertainty within the firm and increases firm specific risk (Myers, 1977). Furthermore, 

literature has also concluded that a separation in control and cash flow rights of the 

controlling owner leads to a lower firm value (Boubaker, 2007; Lin et al., 2013; Zingales, 

1995). This is due to increased firm risk since the controlling owner might not have the 

same incentives to achieve firm value maximization as the minority shareholder. Instead, 

the controlling owner might divert corporate resources for private use (Myers, 1977). 

 

Later studies have found that short-term debt is an effective tool in monitoring 

opportunistic behavior, e.g. extraction of private benefits by controlling owners (Lin et 

al., 2013; Ben-Nasr et al., 2015). Evidence from these studies have also proven that short-

term debt works as a tool in mitigating the information asymmetry within a firm (Lin et 

al., 2013). Contrary to this a longer debt maturity allows the controlling owner to avoid 

monitoring by lenders and divert corporate resources at the expense of minority 

shareholders (Ibid). This theoretical conflict of interest over corporate debt maturity 

between the controlling owner and minority shareholders will be the core of the study.  

 

In agency theory, this problem is interesting from several perspectives. From an investor 

point of view, long-term debt maturity might imply a risk that the controlling owner is 

engaged in opportunistic behavior. On the other hand, the controlling owner may have to 

face a higher cost of capital in order to secure corporate control thus resulting in a lower 

firm value (Maury & Pajuste, 2005). Assuming that a shareholder wants to maximize firm 

value, this could mean a governance problem that lowers her performance (Myers, 1977; 

Bennedsen & Wolfenzon, 2000) 

 

The theoretical control issue described above may affect the choice for corporate 

financing. A controlling owner that puts value in the firm staying in her control might 

avoid a risky financing strategy and gain benefits that does not transfer to the minority 

shareholders (Lin et al., 2013). Since debt financing gives creditors monitoring power, 

debt can in theory, work as a control tool for minority shareholders as it gives 
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shareholders, through creditors, continuous insight whenever debt needs to be refinanced 

(Lin et al., 2013; Myers, 1977). In this context, a minority shareholder wants debt maturity 

to be short as it gives insight on firm management more often and gives her a higher 

degree of informative control (Myers, 1977).  

 

The Swedish market is characterized by a concentrated ownership structure, thus making 

the issue over ownership structure's effect on corporate financing, from a corporate 

control perspective, worth looking into.  In fact, among the 281 firms listed on NASDAQ 

OMX Stockholm stock exchange ca 41 per cent have dual asset classes with different 

voting rights. This means that the relationship between cash flow and control rights can 

be skewed. Ben-Nasr et al. (2015) and Attig et al. (2009) provide evidence that firms with 

a greater wedge between cash flow and control rights of the controlling owner are more 

inclined to extract private benefits at the expense of minority shareholders. The conflict 

of interest over debt maturity arises yet again, but empirically, as their study also show 

that firms with a greater wedge between cash flow and control rights are associated with 

longer debt maturity. However, Swedish law (SFS 2005:551) states that one type of asset 

(firm stock) can only outnumber another stock by a maximum of ten to one in voting 

rights. This limits the possibility of entrenchment from the controlling owner.  

 

Although literature has concluded that firms with separation of control rights of the 

controlling owner and long debt maturity are associated with lower firm value (Ben-Nasr 

et al., 2015; Boubaker, 2007), it is still unclear how contestability for control in a firm 

affect these subjects. Do large owners work together or individually? Do large 

shareholders trust each other or is continuous monitoring needed? Does contestability of 

control affect firm value and the informative environment within the firm? The effect of 

contestability on debt maturity may help answer these questions.  

 

A growing body of empirical research suggests that multiple large shareholders (MLS) 

could play an important part in curbing the possibility of extraction of private benefits 

(Ben-Nasr et al., 2015). In this perspective, Attig et al. (2009) and Maury and Pajuste 

(2005) mean that MLS play an important monitoring role which leads to higher firm 

valuation. An attempt to link MLS to debt maturity was done on the French market by 

Ben-Nasr et al. (2015) with the results that MLS may indeed affect debt maturity and 

alleviate the conflict of interest, this article will therefore act as the framework of our 



5 
 

study. Our study continues on a small body of empirical evidence on what governance 

role MLS may play in determining corporate debt maturity.  

1.3 Purpose and Research Question 

The purpose of this study is to examine the link between ownership structure, firm value, 

and corporate debt maturity of Swedish listed firms during the period of 2006-2014.  

 

We will use the following research question in order to answer the purpose of the study:  

 How does the separation of control and cash flow rights affect the firm value of 

Swedish publicly listed firms? 

 How can MLS improve the informative environment between large and minority 

shareholders? 

1.4 Method - Brief Descriptive Version 

This being a quantitative paper, will follow theoretical guidelines for conducting 

quantitative research. The primary tool of analysis will be Panel data regression, a suitable 

method as it applies a multiple linear regression and allows the user to analyze statistical 

connection (Kennedy, 2009). The main dependent variable will be debt maturity. The 

data used consists of 74 publicly traded firms on the NASDAQ OMX Stockholm stock 

exchange and covers ownership structure and financial data for each firm between the 

years 2006 to 2014. Motives and description for collection and choice of data are found 

in chapter 3.  

1.5 Limitations 

We delimit the study to chosen publicly listed firms of NASDAQ OMX Stockholm 

(Large, Mid and Small Cap). The choice to delimit the study to firms on the Swedish 

stock exchange is due to the limited research within this area that has treating this subject. 

The delimitation is done to increase the credibility of the result of this study by reason of 

a wider (less intense delimitation) delimitation of firms for e.g. origination from different 

parts of the world may increase the risks of misinterpretation of data, tax systems etc. 

Further arguments for delimitations will be discussed in section 4.2. 
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1.6 Research Contribution 

The findings in this paper are meant to further explain how the presence of one or multiple 

large shareholders affect financing behavior, firm value and the informative environment 

of the organization. In addition, our study aims to contribute with new empirical research 

on debt maturity as a tool for mitigating information asymmetry. Previous studies (Ben-

Nasr et al., 2015; Lin et al., 2013) have empirically tested whether or not the presence of 

MLS can help alleviate the information asymmetry and the majority of these have been 

on foreign countries. Additionally we seek to fill the knowledge gap of how theories may 

explain these actions and choices. Previous studies like Ben-Nasr et al. (2015) have not 

used theory to explain the actions of shareholders. By using a unique set of sample of 

Swedish publicly traded firms of OMX STO and panel data regression models, we may 

be able to explain how shareholders can mitigate the information asymmetry between 

minority and large shareholders. 

1.7 Disposition 

 Chapter 2 Ownership structure and debt maturity aims to give the reader a deeper 

understanding of the studied area 

 Chapter 3 Previous studies and theory will present previous studies and theories 

relevant to the problem of our study 

 Chapter 4 Method gives a description and evaluation of chosen method and 

approach 

 Chapter 5 Empirical findings describes the collected data and regressions 

 Chapter 6 Analysis and discussion analyses and discuss data with help of 

hypotheses, previous studies and theory 

 Chapter 7 Conclusion presents the conclusions and recommendations for future 

research 
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2 Ownership Structure and Debt Maturity 

 

This chapter seek to give the reader a further understanding of ownership structure, 

debt maturity and the link between them.  A further motive of why Sweden is an 

interesting geographical area of this study will follow. We will also exemplify how 

different structure of debt maturity may look like and how it affects a firm. 

 

2.1 Ownership Structure 

As presented in previous chapter, voting rights in Sweden have for long been separated 

from cash flow rights, this by using dual-class shares and pyramiding. This may be 

exemplified by large Swedish firms in the early 1990’s (Henrekson & Jakobsson, 2012) 

where large dominant groups exploited these tools to control 50 per cent of the market 

cap of the Stockholm Stock Exchange (SSE), although only possessing a fraction more 

than two per cent of the dividend rights (Ibid). In the study of Demsetz and Lehn (1985) 

it is shown that, on average in each firm, the sum of the five largest owners is around 25 

per cent in the US whilst Bjuggren et al. (2007) show that the same calculation in Sweden 

reach 61 per cent of the voting rights. The fact that the sum of the five largest shareholders 

on average own 61 per cent of the voting rights gives an indication that minority 

shareholders have low possibilities to pressure blockholders which could foster agency 

conflicts (La Porta et al., 1999). As Bjuggren et al. (2007) show that the largest 

shareholder controls on average 38 per cent of the votes, possible contest for control 

among blockholders is more likely.  Furthermore Bjuggren et al. (2007) show that the 

largest shareholder only owns around 25 per cent of the capital. This exemplifies the 

separation of control and cash flow rights in Sweden where shareholders through smaller 

fractions of capital are still able to gain strong voting right proportions.   

 

Since large shareholders in the Swedish corporate society tend to control such large 

proportions of the firm, they have the power to influence financing decisions and the 

informative environment such as transparency and information asymmetry (Henrekson & 

Jakobsson, 2012: La Porta et al., 1999; Myers, 1977). For such firms, where ownership 

is concentrated, minority shareholders may fear tunneling and extraction of private 
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benefits by controlling owners (Myers, 1977). In order to protect the minority shareholder 

the Swedish Financial Supervisory Authority (Finansinspektionen) introduced “budplikt” 

in 2006 that states that when an individual or entity becomes owner to 30 per cent or more 

in a public firm, she has to make an offer of the firm. This limits the possibility that one 

owner becomes too powerful. However, Swedish firms usually have old ownership 

structures characterized by concentrated ownership with great separation between control 

and cash flow rights (Henrekson & Jakobsson, 2012).  

 

Recent studies of the implications of multiple large shareholders (MLS) (Attig et al., 

2008; Ben-Nasr et al., 2015; Lin et al., 2013) provide evidence indicating the importance 

of MLS in curbing extraction private benefits, reducing information asymmetry and 

facilitate financing. These benefits transfer to the minority investor and give her a 

perspective over the benefits of block ownership.   

2.2 Debt Maturity  

As much as it is important to understand the ownership structure, it is necessary to 

understand the financials of a firm in order to analyze the role of financial structures. As 

debt and liabilities sometimes mean the same thing (Brealey et al., 2012), this study 

mainly focuses on debt as written financing agreements such as bank loans and bonds 

payable (Ibid).   

 

Brealey et al. (2012) define the maturity date of debt as the date where all debt, covered 

by a certain contract, have to be repaid. If obligations to repay cannot be met the creditor 

could claim collateral assets instead (Ibid). Thus, even if a firm has a great deal of debt 

and liabilities, it can have shorter debt maturity than firms with low ratios of debt since 

the maturity dates may differ (Ibid). To illustrate this, we compare two different firms (A 

and B) with different financing structures and maturities. Firm A and B have the same 

amount of total assets but they differ in capital structure. As can be seen in the Figure 

below, firm A has a higher debt ratio but also shorter debt maturity. From a risk 

perspective, firm A faces much higher liquidity risk than firm B since it is higher 

leveraged but also obliged to repay its debt within a shorter time compared to firm B 

(Brealey et al., 2012). From another point of view, the choice for risky financing (interest 

risk, capital risk and liquidity risk) can work as a signal that the management of firm A is 
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positive for the future whereas firm B is less confident and therefore avoid risk. The usage 

of less debt in relation to total assets and longer debt maturity reduces the risk of financial 

distress, but also gives firm management more room to operate without creditor 

interference which lead to entrenchment (Lin et al., 2013).  

  

Figure 1 Own illustration of capital structures which illustrates 
the importance of debt maturity in determining financial risk 
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3 Previous Studies and Theory 

 

In the following chapter we intend to give the reader a comprehensive review of the most 

prominent theories and studies within the area.  Furthermore the theory review seeks to interpret 

the results achieved through the statistical analysis.  

 

3.1 Previous Studies 

There are a handful of studies within the area of ownership structure and how it affects 

debt maturity. The literature argues that the maturity of corporate debt may work as a 

valuable instrument to monitor corporate insiders (Ben-Nasr et. al, 2015).  

 

Titman and Wessels (1988) perform a study of small firms on the US market and prove 

that their sample of small firms tend to use more short-term debt than larger firms. 

Furthermore, managers need to consider on how to minimize the liquidity risk to avoid 

getting the firm into financial trouble (Friend & Lang 1988). In this vein, Diamond (1991) 

provides evidence that long-term debt helps the firm protect themselves from liquidation 

by imperfectly informed creditors as shorter debt maturity creates a risk of suboptimal 

liquidation without considering the full value of control rents (Arslan & Karan, 2006). In 

this notion, Arslan and Karan (2006) argue that this increase in liquidity risk equals the 

increased expected bankruptcy cost. This liquidity risk can develop a fear of an 

investment that may generate greater return in the future, thus affecting the firm 

performance. The authors claim that firms who are experiencing greater dispersion among 

their shareholders, or firms with no existing large shareholder to control management, are 

getting exposed to these risks as reason of the shorter maturity of debt by lenders (Ibid).  

 

Conversely, Shleifer and Vishny (1997) and Claessens et al. (2002) find that the largest 

controlling owners in concentrated ownership firms uses various tools to hold more 

control rights than cash flow rights, this encouraging them to extract private benefits of 

control. Conflicts may emerge in such firms, this as a result of the fact that controlling 

owners tend to avoid monitoring (Ben-Nasr et al., 2015). Demirgüc-Kunt and 

Maksimovic (1999) examine the debt maturity of 30 countries during the period 1980-
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1991 where short-term debt enables the possibility for lenders to more frequently monitor 

the borrowers through renegotiations of contract terms and refinancing. The short-term 

loans also provides lenders with greater flexibility to more efficiently monitor insiders by 

demanding payment more often (Rajan & Winton, 1995). Supporting this finding, Stulz 

(2001) argues that short-term debt can be used as an effective instrument to monitor 

corporate insiders. It has also been proven that the short-term debt expose managers to 

more frequent monitoring by e.g. rating agencies and underwriters, this resulting in 

mitigation of agency costs between managers and shareholders (Datta et al., 2005). In this 

manner, Ortiz-Molina and Penas (2008), provide strong evidence that shorter debt 

maturities can help in mitigating asymmetric information conflicts that may occur in 

small business lending. 

 

In addition to this, a recent study by Lin et al. (2013) examines the relation between a 

levered firm’s ownership structure and its choice of debt source, using a sample of 9,831 

firms in 20 countries from 2001 to 2010. The authors show that the control-ownership 

wedge in the firm affects other aspects of debt, including debt maturity and security (Ibid). 

Another important finding in this study is that the results indicate that firms whom are 

controlled by large shareholders with excess control rights can choose to finance their 

firm with public debt over bank debt as of reason to avoid auditing and isolate them from 

bank monitoring (Ibid). 

 

In a study of closely held corporations, Bennedsen and  Wolfenzon (2000)  show that the 

founder of a firm may optimally choose the ownership structure, this by forcing MLS to 

form coalitions to obtain control. The authors also argue that “...By grouping member 

cash flows, a coalition internalizes to a larger extent the consequences of its actions and 

hence takes more efficient actions than would any of its individual members”, meaning 

that MLS may improve firm governance (Bennedsen & Wolfenzon, 2000, pp. 113). 

Bennedsen and Wolfenzon (2000) are not alone to have studied the role of MLS in 

corporate governance. For instance, Attig et al. (2008) and Ben-Nasr et al., (2015) show 

that the presence of MLS may alleviate a firm’s agency cost and information asymmetry. 

The authors argue that the MLS structures wields an internal governance role in curbing 

private benefits and reducing information asymmetry.  
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Correspondingly, Maury and Pajuste (2005), use a sample of Finnish listed firms to prove 

that a more balanced distribution of voting rights among the large blockholders has a 

positive effect on firm value. Boubaker (2007) concludes that firms with controlling 

owners that resort to non-trading high voting shares and pyramiding to maintain control, 

leads to value discounts. The author finds that large controlling owners’ shares per se, 

together with ownership control discrepancy, affect firm value. Furthermore, Attig et al. 

(2008) provide evidence that control contestability among large shareholders lowers the 

firm’s implied cost of equity and mitigates agency costs. The study finds that in cases 

where the two largest controlling owners are families, the information risk is high and, 

therefore, also is the cost of equity.  

 

In addition to Attig et al. (2008), Lin et al. (2009) find similar results that divergence 

between control and cash flow rights leads to higher cost of debt. However, the results 

point out that in western European countries with strong creditor and shareholder 

protection the sensitivity is lower. King et al. (2008) exhibit the same conclusion among 

Canadian firms but also note that higher levels of control from the largest shareholders 

lead to higher leverage. This was also the result among firms with dual asset classes, 

something that contradicts theories like pecking order (Ibid).  
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3.2 Theory 

In the following section we provide theories to explain why conflict of interests over debt 

maturity could arise between large and minority shareholders and how this could affect 

firm value. Focus will be on theories that can help understand why separation in control 

and cash flow rights affect firm value and if debt maturity can be used as a tool to improve 

the informative environment within a firm. Furthermore, we hope to explain how 

contestability of control may impact debt maturity.  

3.2.1 Agency Theory 

The principal agent problem (agency theory) arises when an agent has the authority or is 

able to act on the behalf of the principal. A dilemma may occur because of a wide variety 

of reasons. Jensen and Meckling (1976) together with Williamson (1991) determines the 

largest factors for agency costs to be: 

 

 Asymmetric information 

 Hold up threat from the other party 

 Threat of moral hazard 

 Both parties acting under different preferences 

 Poorly defined property rights  

 

La Porta et al., (1999) was among the first to explain dividend payout in a firm from an 

agency cost perspective. They found that minority shareholders that are better covered by 

legal protection could pressure controlling owners into higher payout ratios, thereby limit 

the resources that large shareholders could extract for themselves. Previous literature had 

mostly covered the agency conflict between managers and shareholders as described by 

Jensen and Meckling (1976). They argue that a manager with low share ownership could 

act opportunistic since she does not manage her own money. For example, this could lead 

that the manager take more risk than shareholders prefer (Ibid).  

 

As agency problems largely arise through asymmetric information, financial literature 

(e.g., Myers, 1977; Childs et al., 2005) concludes that debt maturity play a key role in 

reducing information asymmetry within a firm since creditors get insight into firm 

operations whenever debt needs to be refinanced. Datta et al., (2005) show that this affects 
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credit ratings and underwriters and furthermore information is transferred to minority 

shareholders which reduces information asymmetry between small and large 

shareholders.   

 

Following the reasoning of La Porta et al. (1999), more recent studies (Attig et al., 2008; 

Ben-Nasr et al., 2015; Lin et al, 2013) find evidence that a shorter debt maturity give 

minority shareholders, through creditors, monitoring power which help curbing 

extraction of private benefits. The increased monitoring power enable minority 

shareholders to easier detect opportunistic behavior like moral hazard by the controlling 

owner (Ben-Nasr et al., 2015; Lin et al, 2013). However, for a large owner who seek 

maximum control and personal wealth, the shorter debt maturity could prove detrimental 

since there is less room to act opportunistic (La Porta et al., 1999).   

Monitoring  

One of the theoretical tools in reducing information asymmetry between principals and 

agents is monitoring (Tirole, 2006). Monitoring, in this context, means that the principal 

can monitor the actions of the agent and therefore reduce any information uncertainties 

between the two (Ibid). Empirical findings suggest that debt maturity plays an important 

monitoring role between shareholders and creditors (Barclay and Smith, 1995; Guedes 

and Opler, 1996; Teruel and Martinez Solano, 2010). The findings state that shorter debt 

maturity helps creditors in monitoring opportunistic behavior since the borrowing firm 

needs to refinance existing debt more often. This provides creditors with more insight 

through more frequent renegotiations (Ibid).  

3.2.2 Signaling Theory 

Signaling was first described in the “The Market for Lemons” by George Akerlof in 1970 

(revised 1995). The theory assumes that there is an adverse selection, originated from 

information asymmetry (Ibid). Myers (1977) uses signaling theory in order to explain 

firms borrowing decisions, stating that more debt reduces the information asymmetry 

between shareholders and creditors, since shareholders now bear more risk and room for 

opportunistic behavior is smaller. There is however, not much written about the signaling 

role of debt maturity between minority and large shareholders. Ben-Nasr et al. (2015) and 

Lin et al. (2013) provide evidence that firms, governed by a large controlling owner with 

long debt maturity are more prone to engage in opportunistic behavior at the expense of 
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minority shareholders. Suggesting debt maturity to be a signal for extraction of private 

benefits of the controlling owner.  

3.2.3 Pecking Order Theory  

The Pecking order hypothesis (Myers and Majluf, 1984) help explain how firms may use 

certain financing strategies as signals in order to reduce information asymmetry.  Brealey 

et al. (2012) pp. 460 calls corporate financing under asymmetric information “a fancy 

term indicating that managers know more about their firms’ prospects, risk, and values 

than do outside investors”.  

 

The actual “pecking order” in this theory comes from the fact that when internal finance 

is insufficient to fund capital needs, the firm resort to the financing strategy which is least 

affected by asymmetric information (Brealey et al., 2012). As Tirole (2006) argues that 

debt does not suffer from information asymmetry which could cause agency costs since 

it is exposed to less risk of defaulting.  

3.2.4 Moral Hazard Theory 

The moral hazard dimension takes place, from an economic point of view, when one party 

changes behavior at the expense of another, after the transaction has been made (Tirole, 

2006). An interesting theoretical example of moral hazard is described by Tirole (2006). 

In the example, the large shareholder originally serves as a monitor of the manager and 

lowers information asymmetry between the two. In contrast, Tirole (2006) writes about 

how large shareholders might extract private benefits and fails to perform the role as an 

active monitor. Tirole (2006) defines a large shareholder as a holder of a large minority 

stake (10 or 20 per cent). These shareholders can, in a several ways, “control” the firm. 

In widely held firms where interest among shareholders diverge, coalitions must be made 

in order for the board to make a decision. A large shareholder is in these coalitions very 

valuable and may derive private benefits in order to choose a side (Zwiebel, 1995). The 

large shareholder therefore “fails” to serve as an active monitor and the moral hazard 

dilemma arises.  
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The Aghion Bolton Model  

The Aghion Bolton model (1992) can explain, from a moral hazard dimension, how 

defined control rights can facilitate corporate financing (Tirole, 2006). Tirole (2006) p. 

389 summarizes their findings the following way: “the transfer of control rights to 

investors increases the pledgeable income and facilitates financing”. In other words, a 

re-allocation of control rights to investors make investors more willing to finance a project 

or firm since their state of control reduces the risk of moral hazard (Tirole, 2006). As 

financial literature (e.g., Ben-Nasr et al., 2015; Lin et al., 2013) show that creditors and 

investors gain more monitoring power with short debt maturity, the Aghion Bolton model 

argues that this should facilitate financing which makes access to capital easier and 

cheaper (Tirole, 2006).  

 

As short debt maturity facilitates financing it gives investors and creditors a higher state 

of control through monitoring power, a controlling owner may put value in the control 

staying in her control. Aghion Bolton (1992) present a tradeoff situation over external 

financing which could be applied on the choice of debt maturity. Long-term debt could 

secure corporate control to a higher degree but could lead to higher agency cost and 

pressure from shareholders through reduced transparency. Short-term debt could satisfy 

shareholders but increase the risk of control being lost to creditors through financial 

distress (Ben-Nasr et al, 2015; La Porta et al., 1999). 

3.2.5 Modigliani - Miller Theorem 

One implication with information asymmetry within a firm is that it increases firm risk 

which may affect firm value (Myers, 1977). Increasing risk causes investors and creditors 

to demand higher return as compensation, resulting in agency cost (Ibid). For example, 

Attig et al. (2008) show that firms with lower transparency face higher cost of equity as 

investors require compensation for the added risk they take. Since increasing return 

demands from investors and credits have a direct impact on firm cost of capital it also 

have an impact on firm value (Myers, 2001).  

 

As financial literature (Ben-Nasr et al., 2015; Lin et al., 2013) argues that debt maturity 

affect the informative environment of a firm, the revised Modigliani - Miller Theorem 

(1963) may show how the choice of debt maturity can have a direct effect on firm value. 
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Modigliani - Miller (1963) show that firms can maximize firm value by minimizing the 

Weighted Average Cost of Capital after tax (WACC) by mixing debt and equity (Myers, 

2001). They find that firms can take advantage of tax shields to reduce the cost of capital 

(Modigliani & Miller, 1963).  Brealey et al. (2012) explain that a financial manager 

should always strive to maximize firm value, in doing so she mixes debt and equity until 

an optimal mix is reached. A lower WACC means a lower discount rate which yields 

higher firm value (Ibid). 

 

As the weighted cost of capital is a key component in modern day corporate valuation 

models, it depends on the cost of equity and debt (Myers, 2001). Jun and Jen (2003) 

argues that short-term debt has a cost advantage since it is less exposed to agency costs 

and room for opportunistic behavior by the controlling owner,  thus making a shorter 

maturity a more optimal choice for a firm value maximizing manager. The increased risk 

of opportunistic behavior, when debt maturity is long, should also make investors require 

higher return which increases the cost of equity (Lin et al., 2013).  

 

To recap, from a firm valuation perspective, literature show that a firm value maximizing 

manager should issue short-term debt since it mitigates agency costs and yields a lower 

weighted cost of capital (Myers, 2001; Brealey et al., 2012; Jun and Jen, 2003).  

3.2.6 Tradeoff Theory of Capital Structure 

To understand the decision over debt maturity from a control perspective, the reasoning 

behind tradeoff theory may be used. The tradeoff theory of capital structure is the idea 

that a firm may choose to balance the amount of equity finance and debt finance by 

comparing the cost versus the benefits (Kraus and Litzenberger, 1973). This theory 

originates from a discussion over the Modigliani-Miller theorem. As explained in earlier 

paragraphs Modigliani and Miller published a revised version of the irrelevance theorem 

where they chose to include taxes (Modigliani and Miller, 1963), making debt create 

financial benefit since taxes shield earnings through available deductions.   

 

In contrast to earlier studies, the hypotheses of Kraus and Litzenberger (1973) conclude 

the balance between benefits of debt, tax savings, and the deadweight cost of bankruptcy. 

The tradeoff theory thus describes the optimal capital structure (debt-to-equity choice) 
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from the advantages of the tax shield relative the costs of financial distress through 

bankruptcy costs (Ibid). Firms therefore have to consider the added marginal financial 

risk that arises with an increased level of debt and how this might affect firm value.  

 

As Myers (2001) explains, the tradeoff theory stands in contrast to the Modigliani Miller 

theorem that says that a manager should use debt to maximize firm value. Myers (2001) 

p. 89 writes “One cannot accept the Modigliani and Miller and at the same time ignore 

mature corporations’ evident lack of interest in the tax advantages of debt”. Implying 

that the benefits of having moderate debt are greater to the owner than firm value 

maximization.  The same reasoning can be found in work over debt maturity as Jun and 

Jen (2003) present a tradeoff model to debt maturity structure. They find that short-term 

debt has an evident cost advantage but it also is associated with higher risk. Long-term 

debt can here work as a tool for the controlling owner to secure her state of control even 

if it leads to higher cost of debt.  

3.2.7 Expected Utility Theory 

Expected utility theory (EUT) states that a decision maker chooses between risky and 

uncertain prospects by comparing their expected utility values (Hands & Davis 1998). As 

early theory believed the expected value to work as a decision maker, modern knowledge 

argues that individuals act on the basis of expected utility like expected wealth, control, 

consumption etc. (Ibid). 

 

As a rational risk averse individual will refuse to accept a fair gamble versus the safe bet 

it could help explain decisions when the controlling owner of a firm chooses added safety 

of control over financial profit. This because other factors regarding her ownership is 

more important than added wealth (Hands & Davis 1998).  

 

As shorter debt maturity could imply greater financial risk (Attig et al., 2008; Myers, 

1977) it could be more rational for a controlling owner to choose a longer debt maturity 

since it could mean a higher expected value of corporate control rather than expected 

value of financial wealth.  
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3.2.8 Game Theory 

Game theory can be used to explain decision making when considering other players in 

the game (Tirole, 2006). Since this study aim to investigate how debt maturity is affected 

by contestability of multiple large shareholders, game theory may help explain the 

rationality and choice of debt maturity when multiple large shareholders (players) exist.  

 

With the help of Tirole (2006) we illustrate a possible two person game over debt 

maturity. In the game, two large shareholders who both own 20 per cent of the votes 

compete for corporate control. When deciding upon corporate debt maturity, we assume 

that shareholders can affect the board in the choice between long-term debt maturity and 

short-term debt maturity. In an attempt to theoretically explain rational shareholders 

choice for debt maturity when other players are present, we use prisoner’s dilemma 

(Bendor, 1993) to illustrate a theoretic scenario when a game for corporate debt maturity 

could rise. The illustration can be found in the following Figure:  

 

 

Figure 2 Own revised illustration of the theoretical Prisoner's dilemma by Bendor (1993) 

 

In the theoretical game, which should be interpreted carefully since it is simplified, we 

could assume both parties to choose short-term debt in order to eliminate information 

asymmetry and risk of opportunistic behavior as explained by Lin et al. 2013. Similar 

reasoning can also be seen in the prisoner’s dilemma (Bendor, 1993). This may be 

illustrated by Myers (1977) who explains the monitoring role of short-term debt maturity, 

where a player chooses a shorter debt maturity in order to ensure the corporate control 

relative the other large shareholder through monitoring power. 
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However, at the same time, a shorter debt maturity leads to greater financial risk which 

could risk losing control to creditors if debt cannot be repaid before the maturity date 

(Brealey et al, 2012). A theoretic optimal choice (utility maximizing) could be made as 

illustrated in the Figure above where both of the large shareholders choose to entrench 

themselves by deciding on long-term debt. The owners can in this scenario act more freely 

through less monitoring and reduced financial risk. This is illustrated by the utility 

numbers (in parenthesis). Even if the scenario where both chooses long-term debt 

corresponds to the optimal scenario in this case, the highest individual utility is reached 

by choosing short-term debt. However, if both chooses short-term debt, the owners are 

worse off when comparing to the scenario when both chooses long-term debt. This could 

be because of the increased financial risk and lower control. Theoretically, the large 

shareholder hereby suffer from the prisoner's dilemma (Bendor, 1993). 

 

As our interpretation of the theory assumes information asymmetry between the large 

shareholders. Lin et al. (2013) show that there exist situations where large shareholders 

share private information with each other. In such an event, it could be likely that different 

players agree upon a certain type of debt maturity through cooperation. When there is 

trust among players, monitoring power through short-term debt maturity could become 

unnecessary. In such an event, long debt maturity could ensure corporate control for the 

cooperating shareholders (Ibid).  
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4 Method 

 

The following chapter will consist of the approach of which the data was collected and how it has 

been treated and analyzed. A detailed description of how we have pursued the study will facilitate 

for future research who intend to study a similar area.  

 

4.1 Research Approach and Strategy 

To seek an answer to the problem of this study we will use a deductive research approach. 

Bryman and Bell (2011) argues that the deductive approach is suitable when theory guides 

the research, as our study also is driven by e.g. agency theory. The knowledge and 

understanding of us, the authors of the study, shall not affect the results, this aligning with 

the objective scientific approach. An advantage to the objectiveness and the relation to 

the data is that future research of the area may be assured we have not let our valuations 

affect the data. The results from the collected data and regressions will be analyzed using 

previous studies, theory and hypotheses also aligning with the deductive method (Ibid).  

 

Since the purpose of the study is to investigate the relation between ownership structure, 

firm value and corporate debt maturity structure over the period of 2006-2014 through 

panel data regressions, a quantitative method will be used. The quantitative method have 

also been used by previous studies which strengthens the choice of method (Ben-Nasr et 

al., 2015; Lin et al., 2013; Attig et al., 2009; Demirgüc-Kunt & Maksimovic, 1999; Datta 

et al., 2005).  The quantitative method is also effective when the problem aims to test a 

phenomenon and its range (Jacobsen, 2006) and will also act as tool for drawing 

conclusions and analyze the outcome of our hypotheses. This will help us analyze the 

problem through theory and previous studies, on how separation of control and cash flow 

rights affect firm value as well as how MLS may help improve the informative 

environment within the firm. Furthermore, we will use hypotheses developed from theory 

in order to help us analyze the actions and behavior of ownership structure. 
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4.2 Sample Selection 

Our data sample consists of 74 firms on the NASDAQ OMX Stockholm stock exchange 

(OMX STO). The data consists of the nine latest financial years available and ranges from 

2006 to 2014 and covers complete ownership data and relevant financial data (see 

variables section, Appendix A). Our study is limited to public firms because of the easy 

access to financial data and ownership structures, something that was important due to 

limited time. The sample selection has also excluded firms with no debt since the debt 

structure will be our primary research variable. By the end of 2014 there was 57 firms on 

the OMX STO with a debt equity ratio of zero (Thomson Reuters Eikon, 2016). These 

firms have therefore been excluded from the sample. The choice of publicly traded firms 

also stems from the fact that Sweden has a history of concentrated ownerships, thus 

making them interesting as sample for our research 

 

Furthermore, firms that have went public (undergone an initial public offering) under the 

period first of January 2006 to the thirty thirst of December 2014 has also been excluded 

from the sample. The reason for this are based on the limited time and resources. The 

compilation of financial data for firms before going public are not available in Thomson 

Reuters Eikon and these firms are therefore excluded.    

 

Also, in line with previously conducted studies on ownership structure and debt maturity 

(Lin et al., 2013; Ben-Nasr et al., 2013), we exclude financial firms (SIC 6000 - 6999) 

because of their nature of operations (Rajan & Zingales, 1995; Bjuggren et al., 2007). 

Deventer et al. 2013 suggest that financial firms have an ongoing operation in matching 

maturity of assets and liabilities in order to avoid interest and liquidity risk. To avoid the 

risk the fact might have great impact of the study we exclude financial firms and focus 

on non- financial (Ibid). 

 

Since our relevant conflict of interest is between controlling owners and minority owners, 

we further exclude firms with no controlling owner, i.e. absence of an owner with a least 

10 per cent of the voting rights (Tirole, 2006). This also lies in line with theory where the 

agency cost appears between shareholders, where the controlling owner have the power 

to influence the debt maturity of the firm and insulate themselves from monitoring.   
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The sample selection can be summarized in the following steps:  

1. The starting point is the 281 firms traded on the OMX STO 

2. Removal of firms with no debt 

3. Removal of firms with SIC number ranging from 6000 - 6999. 

4. Removal of firms noted on the OMX STO after the first of January 2006. 

5. Removal of firms with no controlling owner (10 per cent voting rights threshold).  

4.3 Data Collection 

Ownership data for the 74 firms in this study during the years 2006 to 2014 have been 

hand collected from firms’ annual reports. Aligned with Claessens et al. (2000) as well 

as Faccio and Lang (2002) we compute the complete ownership chain to get the ultimate 

control and cash flow rights of the largest controlling owner.  We use this data in order to 

calculate the firms’ ultimate ownership - control wedge.  

 

Financial data is imported from Thomson Reuters Eikon. The database makes it possible 

to extract extensive data over the firms’ historical reports. To validate the reliability of 

the data we conduct ten random samples of each imported variable and match them to the 

firm’s annual reports. 

4.4 Operationalization 

In the upcoming chapter we will have a discussion of variables and hypotheses that we 

have developed from theory, in order to analyze our research questions and seek answer 

to the purpose of this study. To investigate the matter on how separation of control and 

cash flow rights affect firm value and if MLS improve the informative environment within 

a firm we operationalize our study with the following hypotheses which will be 

investigated with panel data analysis.   

4.5 Hypotheses Discussion 

From the theory review, supported by previous studies, the following hypotheses have 

been created in order to understand financing behavior of firms with large shareholders. 

To clarify, we have structured the hypotheses ourselves but have used previous studies 

and theories to motivate why we want to test them. In order for us to accept the hypotheses 
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a minimum of 10 per cent statistical significance will be applied, a strong statistical 

significance be 1 per cent (Kennedy, 2009).   

4.5.1 Hypothesis 1 

H1 - Firms with long debt maturity are associated with higher agency cost  

Agency theory (Myers, 1977) argues that firms with lower transparency experience 

higher agency cost between shareholders as a result of information asymmetry. La Porta 

et al. (1999) show that minority shareholders who have better legal protection can 

pressure firm management into higher dividend policies, leaving less assets for the 

manager or controlling owner to extract as private benefit. The legally protected minority 

shareholders therefore have greater possibilities to reduce information asymmetry over 

what the controlling owner do with firm earnings. As previous studies (Lin et al., 2013) 

have shown that controllers of firms with longer debt maturity have more room to act 

opportunistic because creditors have less monitoring power through refinancing, we 

therefore expect firms with long-term debt maturity to face higher agency costs.  

 

To measure agency costs in firms we use Tobin's - q to proxy for firm value. Firms that 

experience higher agency costs should yield a lower firm value (Myers, 1977). Myers 

(1977) argues that firms with lower transparency face higher risk. As a result of this, 

Brealey et al. (2012) show that investors require higher return when risk goes up which 

should yield a lower firm value according to Modigliani Miller Theorem (1958). As 

financial literature has concluded that separation of control rights and cash flow rights by 

the controlling owner lead to agency cost since the controlling owner might not have the 

same incentive to dividend payout as the minority investor (La Porta et al., 1999), the 

impact of this should be greater when debt maturity is long as a result of high information 

asymmetry.   

4.5.2 Hypothesis 2  

H2 - Firms with greater separation of control and cash flow rights tend to use long-term 

debt to a higher degree.  

Jensen and Meckling (1976) show that different parties of a firm have divergent interests 

leading to agency costs. La Porta et al. (1999) show that when minority shareholder have 

greater possibilities to pressure or influence controlling owners, firms tend to have higher 
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dividend payout policies, indicating that more entrenched controllers extract private 

benefits. Since we expect entrenched controllers to behave this way, we expect them to 

issue more long term debt to enhance possibilities to act opportunistic.   

 

Following this reasoning, owners should follow trade off theory (Kraus & Litzenberger, 

1973) over issues of corporate debt maturity. This because controlling  owners with a 

separation in control and cash flow rights expect greater personal utility by securing 

corporate control through long term debt, thereby ignoring firm value maximization. As 

this notion also accepts expected utility theory (Hands and David, 1998), controlling 

owners decide on debt maturity from expected utility of control, it contradicts the pecking 

order theory (Myers & Majluf, 1984). This because pecking order theory argues that 

owners strive to issue claims that are least affected by information asymmetry whereas 

we believe that this could be a reason for issuing longer term debt.  

4.5.3 Hypothesis 3 

H3 - Firms with multiple large shareholders are associated with shorter debt maturity  

Financial literature (e.g., Ben-Nasr, 2015; Lin et al., 2013) argues that debt maturity work 

as a tool to monitor opportunistic behavior of the controlling owner. Contestability of 

control among large shareholders yields shorter debt maturity since they monitor each 

other. Here, we follow game theory and the prisoner's dilemma (Bendor, 1993) that a 

large owner (player) decides upon debt maturity in consideration to the other major 

owner(s). Like prisoner's dilemma, an owner cannot always know incentives of large 

shareholders. To avoid risk that the other owner might be involved in activities that is 

detrimental for the other shareholders a shorter debt maturity could be chosen to gain 

monitoring power as explained in agency theory (Jensen & Meckling, 1976). The 

monitoring power through refinancing reduces information asymmetry within the firm 

and the possibility of extraction of private benefits.   

 

To test this hypothesis, we use a set of corporate governance variables (MLS, VRRATIO 

and DISPERSION) which measure contestability of control within a firm (Ben-Nasr, 

2015; Lin et al., 2013). 



28 
 

4.5.4 Hypothesis 4 

H4 - Firms tend to limit financial risk through longer debt maturity 

Controlling owners of firms who suffer from high financial risk are more exposed to 

creditors than owners of firms with low financial risk (Brealey et al., 2012). A longer debt 

maturity could limit the risk that control could be lost to creditors since firm management 

has more time to pay back the debt (Ibid). As shorter term debt could yield lower cost of 

debt (Jun & Jen, 2003), the reasoning could be explained by Trade- off theory (Kraus and 

Litzenberger, 1973) in the sense that the state of control could be more important than 

firm value maximization.  

 

Contrary to this, Myers (1977) uses agency theory to explain that risky firm face higher 

agency costs between controlling owners and creditors regarding firm management which 

lead to a shorter debt maturity. The same reasoning can be explained in the Aghion Bolton 

Model (1992) where controlling owners may have to give creditors higher control through 

shorter debt maturity in order to acquire required financing.  

 

To fill capital need, firms may signal prospects and management competence through 

shorter debt maturity. The phenomenon can be explained by Pecking order theory (Myers 

& Majluf, 1984) where short debt maturity reduces information asymmetry within the 

firm, which signals investors that firm management work in the firm’s best interest. This 

lowers agency costs in the firm even if financial risk might be affected negatively (Tirole, 

2006). 

 

We use a set of financial control variables that financial literature has concluded to affect 

corporate debt maturity to test this hypothesis.   

4.6 Regression Variables 

We operationalize the testing of our hypothesis with the following regression 

variables.  Some of the general accepted variables within corporate finance are defined in 

different ways over different studies and geographical regions because of contrasting 

theoretical ideologies and other factors. To make our study as comparable to previous 

finding as possible we operationalize our variables as previous studies on debt maturity.  
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4.6.1 Dependent Variables  

 Debt Maturity (DEBT_MATURITY) 

After previous studies by Zheng et al. (2012) and Ben-Nasr et al. (2015) we use the ratio 

of long-term debt (maturity greater than 12 months) to total debt to measure debt maturity. 

This will also be our main variable in our study to investigate how debt maturity may be 

affected by ownership structure. This variables is used to proxy for how exposed a firm 

is to information asymmetry (Lin et al., 2013). 

 

𝐷𝑒𝑏𝑡 𝑚𝑎𝑡𝑢𝑟𝑖𝑡𝑦 =
𝐿𝑜𝑛𝑔 − 𝑡𝑒𝑟𝑚 𝑑𝑒𝑏𝑡

𝑇𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡
 

 

 Firm Value (Tobin’s - q) 

Tobin’s - q is used to measure how agency costs affect firm value. This is a variable used 

to operationalize the test if firms with longer debt maturity are exposed to higher agency 

costs.  The usage of Tobin’s - q to proxy for firm value is in line with a vast range of 

financial literature (e.g., Brealey et al., 2012; Zingales, 1995). Tobin’s – q is calculated 

as the market value of assets to the replacement cost of assets. The replacement costs of 

assets are therefore proxied by the book value of assets (Ben-Nasr et al., 2015). 

 

𝑇𝑜𝑏𝑖𝑛′𝑠 − 𝑞 =
𝑚𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑒𝑞𝑢𝑖𝑡𝑦 + (𝑏𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑎𝑠𝑠𝑒𝑡𝑠 − 𝑏𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑒𝑞𝑢𝑖𝑡𝑦)

𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑎𝑠𝑠𝑒𝑡𝑠
 

4.6.2 Corporate Governance Variables 

We have considered three different variables to proxy for the presence of MLS and the 

extent to which they may contest the power of the largest controlling owner (Ben-Nasr et 

al., 2015; Attig et al., 2008 and Maury & Pajuste, 2005). We use these variables in order 

to investigate if possible control contestability within a firm has an impact on debt 

maturity. This will help us analyze whether agency costs is higher when a single 

controlling owner issues long-term debt as a tool to insulate themselves from monitoring. 

The following corporate governance variables are: 

 

 Multiple Large Shareholders (MLS) 

The first one is a dummy variable, named MLS, set to 1 if the firm has more than one 

large shareholder and 0 if the firm has less than two large shareholders. This will help us 
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distinguish whether the firm has one or multiple large shareholders and if contestability 

of control among large shareholders can be present. This variable is used to operationalize 

how possible contestability of control affect corporate maturity and if large shareholders 

monitor each other through shorter debt (Ben-Nasr et al., 2015)  

 

 Voting Power of Multiple Large Shareholders (VRRATIO) 

This variable proxies for the voting power of MLS and equals the sum of the voting rights 

of the first, second, third and fourth largest shareholder, divided by the voting rights of 

the largest controlling owner. This variable is described to be useful as it “...captures the 

relative weight that a coalition between the second-, third-, and fourth-largest 

shareholders has vis-à-vis the controlling owner” (Ben-Nasr et al., pp. 268, 2015). A 

number of 1 or higher means that the second, third and fourth largest owner have the 

power to overrule the largest owner. (Attig et al., 2008, 2009) 

 

𝑉𝑅𝑅𝐴𝑇𝐼𝑂 =
(𝑉𝑅2 + 𝑉𝑅3 + 𝑉𝑅4)

𝑉𝑅1
 

 

 Dispersion of control rights (DISPERSION) 

Dispersion proxies for the voting power among the largest shareholders. Attig et al. 

(2008) and Ben-Nasr et al. (2015) define this variable as:  

 

𝐷𝑖𝑠𝑝𝑒𝑟𝑠𝑖𝑜𝑛 = (𝑉𝑅1 − 𝑉𝑅2)2 + (𝑉𝑅2 − 𝑉𝑅3)2 + (𝑉𝑅3 − 𝑉𝑅4)2 

 

Where VR1, VR2, VR3 and VR4 corresponds the voting power of the first to the fourth 

largest shareholder. A greater value of dispersion can indicate that the MLS of our sample 

firms has lower contestability power of the controlling owner (Ben-Nasr et al., 2015). 

This could mean that firms with higher dispersion issue more long-term debt as MLS of 

the firm do not have the power to contest the controlling owner (Ibid).  

 

 Ownership - Control Wedge (WEDGE) 

Like Ben-Nasr et al (2015) the main variable used in this study to proxy for the divergence 

of control rights and cash flow rights of the controlling owner is WEDGE. We use this 

variable to operationalize the measurement of controller entrenchment and agency costs 

since literature have concluded that separation of control - cash flow rights are associated 
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with agency costs (e.g. Lin et al, 2013). Following previous work by Claessens et al. 

(2000) and Faccio and Lang (2002) this variable is calculated by the difference between 

ultimate control right and cash flow right, divided by ultimate control right: 

 

𝑊𝑒𝑑𝑔𝑒 =
(𝑉𝑜𝑡𝑖𝑛𝑔 𝑅𝑖𝑔ℎ𝑡𝑠−𝐶𝑎𝑠ℎ 𝑓𝑙𝑜𝑤 𝑟𝑖𝑔ℎ𝑡𝑠)

𝑉𝑜𝑡𝑖𝑛𝑔 𝑅𝑖𝑔ℎ𝑡𝑠
7 

 

This variable requires that we map out the complete ownership chains for each sample 

firm.  

4.6.3 Control Variables  

Following previous studies we will include control variables for several firm 

characteristics variables that literature have proven to affect debt maturity and firm value 

(e.g., Ben-Nasr et al., 2015; Datta et al., 2005; Zheng et al., 2012). This to control for 

other factors which may affect debt maturity. Since some variables are used to estimate 

debt maturity and others to estimate firm value, we structure variables which are in both 

regressions, those only in debt maturity regressions and those only in firm value 

regressions.  

 

Variables used in both DEBT_MATURITY and TOBIN’S - Q regressions:  

 Leverage Ratio (LEVERAGE_RATIO) 

To operationalize this variable we use the ratio of total debt to total assets (Diamond, 

1991). Diamond (1991) argues that firms with higher leverage ratios encounters greater 

liquidity risk. We will therefore test if firms with leverage ratio is positively correlated to 

debt maturity as it can be used as a tool to mitigate liquidity risk (Diamond, 1991). The 

liquidity risk refers to a firm’s risk of being forced into inefficient liquidation, as reason 

of not being able to repay their debt - this may therefore motivate the choice of lengthen 

the maturity of the debt  (Ibid). As opposed to this, firms with less leverage are in a lower 

degree exposed to this liquidity risk, and may therefore not have the same motive to avoid 

shorter maturity of debt, this could therefore help explain why some firms issue short or 

long-term debt (Ibid).  

 

 Size (SIZE) 
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Size; calculated as the natural logarithm of total assets (Ben-Nasr et al., 2015). Diamond 

(1991) argued that larger firms could with more ease issue long-term debt because of their 

higher credit quality. This is not the case of smaller firms who in general have lower credit 

quality because of higher degrees of asymmetric information and agency problems 

between share and debtholders (Ibid). These firms are therefore shut out of the long-term 

debt market (Diamond, 1991; Datta et al., 2005; Ben-Nasr et al., 2015).  

 

 Standard deviation on the firm’s return on assets (STD_ROA) 

STD_ROA is a proxy for firm credit quality (Ben-Nasr, 2015). Calculated as the standard 

deviation of the firm’s return on assets the latest five years. Johnson (2003) argues that 

the market of long-term debt denies risky firms, therefore leading to that risky firms can 

only issue short-term debt. This variable may therefore act as an explanation to why firms 

with greater risk are negatively correlated to debt maturity.  

 

Control variables used only to estimate DEBT_MATURITY 

 Market to book ratio (MTB) 

The market value of equity divided by book value of equity equals the variable MTB. We 

follow Ben-Nasr et al. (2015) who uses this variable to proxy for the firm's growth 

opportunities. Myers (1977) states that firms with high growth possibilities are more 

likely to experience conflicts over business decisions between shareholders and creditors, 

resulting in shorter maturity of debt.   

 

 Abnormal Earnings (ABNE) 

This is a measure for a firm’s abnormal earnings, thus our proxy for firm quality, used in 

earlier studies of Barclay and Smith (1995) and Ben-Nasr et al. (2015). Abnormal earning 

is calculated as the ratio of change in earnings before interest, taxes, depreciation, and 

amortization over the period (t, t + 1) to the calculated market value of equity in year t 

(Ibid). Flannery (1986) argues that high quality firms signal their success to creditors 

through shorter debt maturity whereas low quality firms issue long-term debt in order to 

avoid external pressure from debt markets.  

 

 Asset Maturity (ASSET_MATURITY) 

To operationalize the test if firms tend to hedge financial risk with debt maturity we 

consider asset maturity which is calculated through taking current assets divided by cost 
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of goods sold (Zheng, 2012). In accordance with Ben-Nasr et al. (2015), we will use the 

ratio of gross property, plant and equipment to depreciation and amortization as proxy for 

the maturity of assets. We use this variable to investigate if firms match maturities of debt 

and assets. This is a tool to avoid financial distress when interest rate change which could 

secure corporate control (Stohs & Mauer, 1996). 

 

Control variables only used in TOBIN’S - Q regressions:  

 SALES_GROWTH  

This variables will proxy for the sales growth of our sample firms and is calculated as 

(Sales t - Sales t-1)/ (Sales t-1), the percentage change of sales over the last year (Ben-

Nasr et al., 2015).  

 

 Tangibility  

This variable will proxy for the tangibility of our sample firms, calculated as the ratio of 

a firm’s property, plant and equipment to total assets (Ben-Nasr et al. 2015). Maury and 

Pajuste (2005) argue that firms with lower degree of asset tangibility should indicate that 

these firms also have higher degree of intangible assets, such as human capital, generating 

the cash-flows. The relation between Tobin's - q and tangibility should thus be negative. 

4.7 Panel Data Regression  

We use panel data regressions since the sample consists of repeated observations of the 

same unit. In other words, repeated observations of the same firm over different years 

exist in the data sample (Kennedy, 2009). In our case, we want to investigate how changes 

in ownership variables affect debt maturity. Panel data regression makes it possible to 

estimate causality and trends between the variables ownership and debt maturity which 

help us analyze how contestability for control within a firm affect debt maturity.  

 

Panel data is a combination of time series data and cross section data which gives us the 

possibility to analyze the data over the course of several time periods as well as certain 

points in time (Kennedy, 2009). In contrast to cross section and time series data, a panel 

sample explains the individual differences on unit level exist and thus makes it more 

informative (Ibid). 
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In addition, panel data have several attractive features that are relevant for this study. 

Kennedy (2009) describe some of these being: 

 Panel data can be used to deal with heterogeneity in the micro units. In a cross 

section there are a great number of explanatory variables that affect firm behavior 

being analyzed. When omitting these variables causes risk of a biased estimation. 

Panel data enable correction of this problem.  

 Panel data create more variability since it combines variation across units with 

variation over time, thus alleviating multicollinearity problems.  

 Panel data allow better analysis of dynamic adjustment. Whereas cross section or 

times series data do not or need very long data series to explain dynamics, panel 

data avoid the need for lengthy time series by exploiting information on the 

dynamic reactions of each of several firms. This knowledge can be crucial in 

understanding economic phenomena.     

This study uses a balanced panel which means that number of observations for each firm 

are the same (actual number in this study is nine).  

4.7.1 Regression Model 

In this study we have performed fixed and random effects panel data regressions for each 

of our governance and control variables. The regression have been formed in accordance 

to Verbeek (2012), and his model of multiple linear regression: 

 

𝑌𝑖𝑡 =  𝛼𝑖 + 𝛽1𝑋1𝑡 + 𝛽2𝑋2𝑡 + ⋯ + 𝛽𝑖𝑋𝑖𝑡 + 𝜀𝑖𝑡 

 

4.7.2 Model Specification 

We perform regressions with Tobin’s Q and DEBT_MATURITY as dependent variables. 

The two models will help us investigate how firm value and informative environment is 

affected by corporate governance variables and firm characteristics. Our first model 

estimates the impact of separation of control - cash flow rights along with control 

variables on Tobin’s - q. This has been done to operationalize measurement of agency 

costs within a firm. If WEDGE have a negative effect on Tobin’s - q we can conclude that 

agency costs are present and that controlling owners pursue private benefits of control to 

the detriment of other investors since it result in firm value discounts (Claessens, 2002). 
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The model will be alternated with fixed or random effects following the Hausman test 

condition (Kennedy, 2009) and is operationalized to investigate hypothesis 1.   

 

𝑇𝑜𝑏𝑖𝑛′𝑠 − 𝑞 =  𝛼𝑖 + 𝛽1𝑊𝐸𝐷𝐺𝐸𝑖𝑡 + 𝛽2𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽3𝑇𝐴𝑁𝐺𝐼𝐵𝐼𝐿𝐼𝑇𝑌𝑖𝑡

+ 𝛽4𝑆𝐴𝐿𝐸𝑆_𝐺𝑅𝑂𝑊𝑇𝐻𝑖𝑡 + 𝛽5𝐿𝐸𝑉𝐸𝑅𝐴𝐺𝐸_𝑅𝐴𝑇𝐼𝑂𝑖𝑡 + 𝛽6𝑆𝑇𝐷_𝑅𝑂𝐴𝑖𝑡

+ 𝜀𝑖𝑡 

 

Furthermore, our second regression model is designed to measure how contestability of 

control affect information asymmetry (informative environment) within a firm. The 

model estimates the effect of MLSVARIABLE (consisting of MLS, VRRATIO and 

DISPERSION) on DEBT_MATURITY. As debt maturity proxies the informative 

environment in a firm, the governance variables measure possible contestability of control 

among large shareholders (Ben-Nasr et al., 2015). This model will be alternated with 

fixed or random effects following the Hausman test condition (Kennedy, 2009) and is 

designed to provide evidence to hypothesis 2, 3 and 4.  

 

𝐷𝐸𝐵𝑇_𝑀𝐴𝑇𝑈𝑅𝐼𝑇𝑌

=  𝛼𝑖 + 𝛽1𝑀𝐿𝑆𝑉𝐴𝑅𝐼𝐴𝐵𝐿𝐸𝑖𝑡 + 𝛽2𝑊𝐸𝐷𝐺𝐸𝑖𝑡 + 𝛽3𝐿𝐸𝑉𝐸𝑅𝐴𝐺_𝑅𝐴𝑇𝐼𝑂𝑖𝑡

+ 𝛽4𝐴𝑆𝑆𝐸𝑇_𝑀𝐴𝑇𝑈𝑅𝐼𝑇𝑌𝑖𝑡 + 𝛽5𝑀𝑇𝐵𝑖𝑡 + 𝛽6𝐴𝐵𝑁𝐸𝑖𝑡 + 𝛽7𝑆𝐼𝑍𝐸𝑖𝑡 + 𝜀𝑖𝑡 

4.7.3 Fixed and Random Effects 

When running a regression on cross sectional data, it is likely that heterogeneity exists 

between the cross sections since there are many omitted variables determining y, thus the 

intercept for every individual (firm) might be different. This suggests that an Ordinary 

Least Squares regression is biased unless the omitted variables are uncorrelated to the 

independent variables. Two ways exist in dealing with this problem, these are fixed and 

random effects estimation (Kennedy, 2009). The fixed effects estimation gives each firm 

a dummy and omits an individual intercept. The panel least squares can now better guard 

against the above discussed problem. According to (Kennedy, 2009 and Koop, 2008) the 

fixed effect formula can be estimated as: 

  

Where (Y) is the dependent variable, (i) firm, (t) time period, (ɑ) intercept, (β) coefficient, 

(X) independent variable and (𝜺) as random effect. It should be mentioned that the fixed 
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effect model suffers from two major drawbacks, the first is that when including a X 

number dummy variable for each individual, (X - 1) degrees of freedom are lost. The 

second problem, which is important for this study, is that the transformation involved in 

the fixed effects estimation wipes out all explanatory variables that do not vary within an 

individual. This means that any variable that is time- invariant disappears (Kennedy, 

2009) 

𝑌𝑖𝑡 =  𝛼1𝐷𝑖𝑡
1 + 𝛼2𝐷𝑖𝑡

2 + ⋯ + 𝛼𝑁𝐷𝑁
𝑁 + 𝛽𝑋𝑖𝑡 + 𝜀𝑖𝑡 

 

The random effects model is designed to overcome these drawbacks. It assumes the 

individual intercepts to be random. Koop (2008) describes the formula for the random 

effects model to be:  

 

𝑌𝑖𝑡 =  𝛼𝑖 + 𝛽𝑖𝑡𝑋𝑖𝑡 + 𝑤𝑖𝑡 

 

Where wit is the random term proxies from a bowl of possible outcomes (Koop, 2008). 

To determine whether a fixed effect or random effect model should be used we perform 

a Hausman test. 

4.8 Adjusted Coefficient of Determination  

The adjusted coefficient of determination (r - squared) explain how much of the variation 

that is explained by those variables that affect the dependent variable (Kennedy, 2009). 

This help determine the precision and the validity of the regressions. A high number of r 

- squared (greater than 0, 5) indicates that the predictions are more precise whereas 

regressions with low r - squared could be explained by many omitted variables (Kennedy, 

2009). This causes need to test the validity of the results which could be done through 

robustness tests (Lu & White, 2015).  

4.9 Robustness Tests  

To test the quality of our results we conduct alternative calculations and tests to assure 

the validity of the study. Throughout the study we have been exposed to decisions that 

may or may not affect the validity of their study, e.g. sample selection of firms, time frame 

and the choice of variables for testing causal relationships. Basically decisions which may 
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be dependent of that the study actually measure what aims to be measured (Bryman and 

Bell, 2011). To address these matters, we test the robustness of our results through the 

following ways.  

4.9.1 Multicollinearity  

When two or more of the independent variables are correlated to each other it can affect 

the regression estimation and make it less precise and hard to interpret which independent 

variable that actually explains the dependent one. The phenomenon is called 

“multicollinearity” and can be illustrated by a correlation matrix between the pairs of the 

independent variables (Kennedy, 2009). A high value (about 0.8 or 0.9 in absolute value) 

of correlation coefficient indicated high correlation between the two variables to which it 

refers (Kennedy, 2009). However, this method detects multicollinearity between two 

variables but not in the case where three or more variables are collinear.  

4.9.2 Endogeneity 

Corporate finance literature has concluded that endogeneity is a common problem when 

investigating firm specific behavior (Ben-Nasr et al., 2015; Lin et al., 2013). Kennedy 

(2009) describes the endogeneity problem to be present if the explanatory variable is 

correlated to the error term or if there is a reverse causality between the dependent and 

explanatory variable. Endogeneity can cause a regression to be biased and therefore give 

misleading results (Ibid). In this study, we apply a two stage instrumental variable 

approach to address the endogeneity issue.  

 

When addressing causality with instrumental variables, it is important that the instrument 

is correlated to the endogenous variable but not to the dependent variable in the regression 

(Kennedy, 2009). An instrument in this context is an exogenous variable that specifically 

explains the endogenous variable in the system being investigated. To find out whether 

the instrument do have a significant impact on the endogenous variable a simple 

regression can be made (Ibid). We will also follows this procedure.  

 

The steps of the two stage regression used in this study are simple. When a suiting 

instrument has been estimated, the endogenous variable is regressed against the 

instrument (IV) along with all other exogenous variables in the system. This is done to 
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predict fitted values (estimated values) of the endogenous variable y for every firm 

(Kennedy, 2009). To avoid the risk of weak instruments, we follow Kennedy (2009) who 

argues that an F - value above 10 (when estimating the fitted values) should imply an 

OLS bias of less than ten per cent of the original OLS.  

 

𝑌𝑓𝑖𝑡𝑡𝑒𝑑 =  𝛽𝐼𝑉 +  𝛽 +  𝜀 

 

The fitted values for y are then used in the second stage of the regression along with the 

other exogenous variables in the system to regress the main dependent variable. Since the 

fitted values are now used instead of the endogenous one, the reverse causality should be 

lowered and therefore show unbiased results.  

 

𝑌𝑓𝑖𝑡𝑡𝑒𝑑 =  𝛽𝐼𝑉 +  𝑋1 +  𝜀 

4.9.3 Alternative Proxies for Governance and Dependent Variables 

To test the sensitivity of our findings, we consider alternative proxies for our corporate 

governance and dependent variables and perform our regression model on them. Since 

the impact of ownership structure on debt maturity is unknown, the results could be 

sensitive to alterations of the variables, which could question the validity of the results. 

A robust model should give similar results under altered conditions (Lu & White, 2013). 

We follow previous studies (Ben-Nasr et al., 2015; Claessens et al., 2002) to 

operationalize alternative variables UCO - UCF, WEDGE_HIGH_1, MLSN and VR234 

for corporate governance variables WEDGE, MLS and VRRATIO. The calculation of 

these variables, which can be found in chapter 5, provides alternative ways to measure 

possible contestability of control within a firm.  With help of these variables we can 

examine how the main governance variables’ regression coefficients behave with 

modified proxies. The outcome of the regressions with alternative proxies helps 

determine validity of the study (Lu and White, 2013) which is relevant for investigating 

relevant problem.  

 

Alternative proxies for dependent variable DEBT_MATURITY are DEBT_MATURITY_1 

and DEBT_MATURITY_2. The calculation of these variables, which have been 
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operationalized according to previous studies (Ben-Nasr et al., 2015; Claessens et al., 

2002), can also be found in chapter 5.  

4.10 Method and Reference Criticism  

Throughout the study we have kept a critical approach to data and the choice of method, 

this serves as a purpose of increased reliability. We have treated secondary sources as 

literature, previous studies, articles and financial data carefully, meaning that scrutiny of 

these sources becomes important since they may be biased.  

 

The journals used are mainly “Journal of finance”, “Journal of corporate finance” and 

“Journal of financial economics”. The used articles have been retrieved from well-known 

and legit electronic journals. The articles from theses journals are all reviewed before 

publication, increasing the credibility, e.g. the study of Ben-Nasr et al., (2015) was 

received 22 January 2015, revised 19 September and after this accepted the 2 October 

2015.  

 

We have also taken into account that the use of foreign studies are adjusted to the specific 

market of interest for their study and that they are built on other assumptions which can 

complicate  the possibility to compare foreign studies to the result of this one. 

Furthermore it is discussable whether or not it is reasonable to use older research such as 

Modigliani and Miller from 1958, a study that does not reflect upon today’s economy. On 

the other hand we may use these older theories and foreign studies as complementary 

pieces to wider understanding of the problem.  

 

The question whether or not we were going to have a quantitative or qualitative approach 

was based on the fact that we perform a similar study of the one that Ben Nasr et al., 

(2015) did in France. Alternative or additional ways to address our issue over debt 

maturity could have been the usage of qualitative data. Interviews with relevant people 

have been considered to understand possible reasons behind issuing different debt 

maturities. These possible interviews could also have been supported by the outcomes of 

the hypotheses in this study.  
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The usage of a qualitative approach are associated with several advantages and 

disadvantages. For one, interviews with actual firm may provide aspects that otherwise 

are missed. Secondly, to link hypotheses and theory with actual answers could strengthen 

results and the reliability.  However, since the problem we analyze could be sensitive to 

affected persons, there is a risk of biased answers. Since we also seek a general answer 

for the Swedish market, individual response from single firms could be misleading and 

give responses that does not represent the general Swedish market. The considerable time 

advantages with a quantitative approach makes the method superior to the qualitative 

when seeking a general picture of the market.  

4.10.1 Reliability 

Reliability is to what extent the results of our study would show the same results if the 

study was remade, meaning how reliable the collected data is. Reliability may be defined 

as to what magnitude extraordinary circumstances can affect the results of the study 

(Silverman, 2004). This can be excluded by doing a so called test-retest, testing the 

stability of a measure through doing the study again with the original sample to receive 

the exact same results. There are different ways of testing the reliability of the study. One 

way is to let someone else, e.g. a researcher, retest a part of the study to see if the results 

are the same. If the results are proven to be the same, the study may be seen as reliable 

(Hartman, 2004, pp. 146).  

 

As mentioned in earlier paragraphs, the empirical material is based on the data gathered 

from Thomson Reuters Eikon. Thomson Reuters Eikon is a well-known financial 

database that provides information worldwide (Thomson Reuters, 2016). Although this 

is considered as secondary data and can therefore affect the reliability since we have less 

control over the quality of the data. An important aspect to improve reliability is to ensure 

that the collected data is being managed and used in the right way, so that we do not 

interfere or affect the results. Although it is difficult and almost impossible to be 

completely objective within social science area, this as reason of the lone researcher’s 

understanding for a situation or phenomenon, built on earlier experience, frameworks and 

interests (Holme & Solvang, 1997). 
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4.10.2 Ethical Aspects 

In accordance with the Swedish Research Council (Vetenskapsrådet), we have followed 

the four main requirements of ethical aspects; Information requirement, Consent 

requirement, Confidentiality requirement and the Use requirement (Swedish Research 

Council, 2002). As we have only gathered publicly accessible data and no data from third 

party have been used we follow the information requirement.  The consent requirement 

has also been taken into account as we have public data does not require any consent from 

external parties. As no personal information has been gathered, and all collected data has 

been kept so that no unauthorized have had access to it, we fulfill the confidentiality 

requirement. At last we also believe to have fulfilled the use requirement as all of the 

gathered data has acted as purpose of this study and not in malice against another party 

(Swedish Research Council, 2002). As our results may be of sensitive character for some 

our sample as reason of the conclusion that some firms with entrenched controlling 

owners use their power to extract private benefits.  
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5 Empirical Findings 

 

In this chapter we will present the results of the regressions, endogeneity and robustness 

tests. It will mainly act as a descriptive chapter following the chapter of analysis. 

 

5.1 Summary Descriptive Statistics and Correlation Matrix 

5.1.1 Descriptive Statistics 

In Table 1 we show a summary of the variables used in the analysis. In order to reduce 

the effect of outliers we winsorize all of the variables at the first and 99th per centile (Ben-

Nasr et al., 2015). Furthermore, we divide the variables in Table 1 into two different 

panels. Panel A presents descriptive statistics on the MLS-related variables as well as the 

control-ownership wedge (Ibid). Panel B presents all of the variables related to the firm 

characteristics. The descriptive statistics of our sample differ from previous studies like 

Ben-Nasr et al. (2015). The variable VRRATIO, counting for the voting power of MLS 

relative to the largest controlling owner shows a mean (median) of 0,8835 (0,7930), a 

high average compared to the study of Ben-Nasr et al. (2015). The high average of this 

variables indicate that large shareholders in our sample firms have on average a higher 

possibility to contest the controlling owner. Furthermore we notice that the variable 

WEDGE shows a mean (median) of 0,2798 (0,2374), giving us an indication that 

incentives for expropriation of private benefits by the controlling owner at the expense of 

minority shareholders is likely to exist since the large owner are less entitled to dividends 

(La Porta et al., 1999).   

 

Moreover, we can see in Panel B that on average, 62,95 per cent, of our sample firms’ 

total debt consists of long-term debt, an average that is significantly higher than previous 

studies of Ben-Nasr et al. (2015) with 53,74 per cent and Zheng et al. (2012) with 56,9 

per cent. The rest of the variables of Panel B show to a certain extent that our descriptive 

statistics are in line with earlier studies. In addition to this, we see that our sample firms 

are almost twice as large on average than the recent study of Ben-Nasr et al., (2015) as 

our natural logarithm to proxy firm size show an average number of 22,14.  
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5.1.2 Correlation Matrix 

In order to identify eventual multicollinearity problems within the collected data a 

correlation matrix was made over that control variables. According to Kennedy (2009) a 

high value is 0.8 or 0.9 which is also used in this study to identify eventual 

multicollinearity problems. In Table 2 below, a correlation matrix is presented showing 

the relationship between all of the used control variables. The strongest correlation seem 

to be between VRRATIO and DISPERSION with a correlation value of -, 6477, not all too 

surprising since these two variables use the same data. Important to remember is that these 

variable will not be in the same regressions. Furthermore, the highest significant 

correlation is 0, 2550. This indicates that multicollinearity problems are unlikely and 

strengthens statistical validity.  

Obs. Mean STD 5th Percentile 25th percentile Median 75th percentile 95th percentile

Panel A: Ownership variables

MLS 666 0,5720 0,0000 0,0000 0,0000 1,0000 1,0000 1,0000

VRRATIO 666 0,8835 0,5583 0,1418 0,4390 0,7930 1,2692 1,8894

DISPERSION 666 0,0823 0,1197 0,0046 0,0184 0,0360 0,0947 0,4065

WEDGE IF 666 0,2798 0,3147 -0,0506 0,0010 0,2374 0,5825 0,7843

Panel B: Firm Characteristics

DEBT_MATURITY 666 0,6205 0,2969 0,0145 0,4315 0,6909 0,8598 0,9870

LEVERAGE_RATIO 666 0,2402 0,1420 0,0332 0,1224 0,2345 0,3416 0,4739

ASSET_MATURITY 666 2,4791 3,9541 0,6267 0,9873 1,5464 2,1431 7,8394

MTB 666 5,8633 55,9370 0,4686 1,1331 1,9926 3,3175 12,5620

STD ROA 666 0,0628 0,0792 0,0094 0,0225 0,0374 0,0723 0,1975

SIZE 666 22,1318 2,0238 19,4121 20,5434 21,8336 24,0397 25,2967

ABNE 666 0,0873 7,5136 -0,5069 -0,0058 0,0020 0,0633 1,9600

TANGIABILITY 666 0,4129 0,3629 0,0000 0,1342 0,3100 0,5955 1,1934

Sales Growth 666 0,1124 0,8364 -0,2506 -0,0255 0,0499 0,1440 0,4382

Table 1 shows descriptive statistics of variables used in our regressions. The sample includes 666 firm - year observations and 74 

Swedish listed firms over the period 2006 - 2014. The sample focuses on firms with concentrated ownership, here defined as firms with 

Table 1 - Descriptive statistics 
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VARIABLE VRRATIO DISPERSION WEDGE IF LEVERAGE RATIO ASSET MATURITY MTB STD ROA SIZE ABNE

VRRATIO 1,0000

DISPERSION -0,6477*** 1,0000

WEDGE -0,1534*** 0,2550*** 1,0000

LEVERAGE RATIO -0,0099 0,0704* 0,0240 1,0000

ASSET MATURITY -0,0092 -0,0565 -0,0240 0,2079*** 1,0000

MTB -0,1148*** -0,0420 -0,0149 0,1572*** 0,2145*** 1,0000

STD ROA -0,0383 -0,0070 -0,1329*** 0,0597 0,0333 -0,0647* 1,0000

SIZE -0,2501*** -0,0130 0,3449 0,1253*** -0,0278 -0,0259 0,0234 1,0000

ABNE 0,1130*** -0,0210 -0,1733*** -0,0920** -0,0180 -0,1441*** -0,0490 -0,2605*** 1,0000
Table 2 show the Pearson correlation coefficent for all the used variables in this study. The sample includes 666 firm - year obersvations of 74 public Swedish firms over the 

period 2006 - 2014. The sample includes concentrated ownership firms, here defined as firms with an owner with more than 10% of the votes. *** equals 1 percent 

significance level while ** and * equals 5 and 10 percent respectively. 

Table 2 - Correlation matrix 
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5.2 Separation of Control and Cash Flow Rights and Firm Value 

To test hypothesis 1 we need to measure if agency costs are present among our firms and 

if debt maturity have an impact on how great these are. Like many studies done before 

(e.g., Ben-Nasr et al, 2015; Claessens et al, 2002) we investigate the effect of having a 

controlling owner on firm value in order to provide evidence on agency costs of 

controlling owners. If private benefits do exist, financial theory argues that it should yield 

a lower firm value. However, it should be stated that previous literature argues that private 

benefits are hard to find since they are difficult to measure and that if they were 

measurable, would no longer be private (Zingales, 1994).  

 

Even so, since financial and governance theory (Myers, 1977; Zingales, 1994) argue that 

controlling owners with greater separation of control rights have greater incentives to 

extract benefits at the minority shareholder’s expense, we use this to proxy if firms with 

greater wedge in control and cash flow rights are associated with lower firm value. The 

sample consists of 666 firm- year observations over the period 2006 - 2014 where the 

dependent variable to proxy for firm value is Tobin’s - q.  The usage of Tobin’s - q is in 

line with previous literature (e.g., Ben-Nasr, 2015; Maury and Pajuste, 2005). The results 

of the regressions are found in Table 3.  

 

The results of the panel regressions (Table 3) suggest that separation of control and cash 

flow rights leads to a reduced firm value since WEDGE prove to have negative impact on 

Tobin’s -q. The control variables SIZE, TANGIBILITY, SALES GROWTH, LEVERAGE 

RATIO and STD ROA is a set of firm level control variables that literature has shown to 

affect firm value (e.g., Brealey et al, 2011; Zingales, 1995). The regressions in Table 3 

are of fixed effect character, following the Hausman test condition on fixed or random 

effects (Kennedy, 2009).   

 

In specification (1), which includes 74 cross sections (number of firms) the results show, 

at 1 per cent significance level, that separation in control and cash flow rights of the 

controlling owner leads to a reduction in firm value. This indicates that controlling owners 

are involved in extraction of private benefits (La Porta et al., 1999). More interestingly, 

when looking at specification (2), which consists of firms with long debt maturity (firms 
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with 50 per cent or more long-term debt of total debt), the negative impact of the variable 

wedge becomes greater on firm value. We can therefore confirm hypothesis 1 that firms 

with long debt maturity are associated with higher agency cost. The results supports the 

theory that longer debt maturity leads to more entrenchment by the controlling owner and 

extraction of private benefits at the minority shareholders expense, thus yielding a lower 

firm value. These results are also aligned with previous findings in other markets but we 

expected the impact of the variable WEDGE to be less evident in specification (3) where 

the sample consists of firms with shorter debt maturity. Previous studies (e.g., Ben-Nasr 

et al, 2015; Lin et al, 2013) found that separation of control and cash flow rights to have 

evident less negative impact on firm value. This suggest that reduction in firm value, that 

are found in regression (3), may come from other grounds than just extraction of private 

benefits of the controlling owner since theory argues that controlling owners that operates 

within a firm with short debt maturity have less room to act opportunistic.  

  

-0,3398*** (-2,3399) -0,5035* (-1,6012) -0,3398** (-1,9258)

-0,4991** (-2,1825) -0,4923*** (-4,2291) -0,4633* (-1,6432)

-0,5566 (1,0434) -0,5763 (-1,1762) -0,5527 (-0,6727)

0,3785* (1,6161) 0,3184** (1,9295) 0,2819 (0,9105)

0,1245 (0,4106) -0,0039 (-0,0198) 0,5959 (0,7973)

0,2813 (0,4136) 0,2299 (0,6952) 0,1125 (0,0884)

12,9290*** (2,5562) 13,1978*** (4,9691) 11,6724*** (1,9001)

666 367 299

0,8154 0,8495 0,7387

38,1915 31,7692 14,3762

Variable FULL SAMPLE LONG DEBT MATURITY SHORT DEBT MATURITY

(3)

The table presents the effect of separation between control and cash flow rights of the controlling owner on firm value. In each of 

the three specifications the depending variable in Tobin's - Q which is caluculated as: market value of equity + (book value of assets - 

book value of equity). The sample consists of 74 publicly traded companies over the period 2006 - 2014. The left column of each of 

the three regressions display the coefficient whereas the right column represents each variable's t- statistic. *** equals 1 percent 

significance level while ** and * equals 5 and 10 percent respectively. 

Constant

Observations

Adjusted R- squared

F- value

(1) (2)

WEDGE

SIZE

TANGIABILITY 

SALES GROWTH

LEVERAGE RATIO

STD ROA

Table 3 - The impact of agency cost on Tobin's - q 
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5.3 Multiple Large Shareholders and Debt Maturity 

Table 4 present the impact of corporate governance variables and control variables on 

DEBT_MATURITY. The table present panel data regressions that help confirm both 

hypotheses 2 and 3. The table include four different regressions (specifications) where 

different corporate governance variables have been considered.  Following the Hausman 

condition over fixed or random panel estimation, these regressions are of random effect 

character.  

 

As WEDGE has a significant positive impact in three out of four regressions, it confirms 

our second hypothesis that separation of control and cash flow rights make the largest 

owner isolate herself through longer debt maturity. Furthermore, the results also confirms 

hypothesis 3 since all corporate governance variables (MLS, VRRATIO, DISPERSION) 

indicate that possible contestability of control lead to shorter debt maturity. Like previous 

work (e.g. La Porta et al., 1999; Attig et al., 2008), our results again point to the fact that 

controllers are involved in extraction of private benefits. This may be interpreted as 

controllers with less incentives for dividend payout choose to isolate themselves through 

longer debt maturity. Similar results were also found in recent studies by Ben- Nasr et al. 

(2015) and Lin et al. (2013).  

 

Likewise, the results also give support the monitoring role of multiple large shareholders 

as the results show that firms with possible control competition are associated with shorter 

debt maturity. Indicating that shorter debt is used as a tool to monitor opportunistic 

behavior of other large shareholders. Our results are in accordance with recent studies 

(Ben-Nasr et al., 2015; Lin et al., 2013) and give support to agency theory and game 

theory in determining debt maturity (La Porta et al., 1999).  

 

Moreover, we find that firms with higher leverage ratios are associated with longer debt 

maturity. This indicates that these firms limit financial risk with help of longer debt 

maturity (Diamond, 1991) which confirms hypothesis 4 and supports tradeoff theory. In 

addition to this, larger firms have greater possibilities in issuing long-term debt, indicating 

that their credit quality reduces potential agency conflicts with creditors (Diamond, 

1991). Opposed to this, we find moderate evidence (specification 4) that growth 



49 
 

opportunities do not affect debt maturity in any great way, indicating that these firms are 

not exposed to conflict of interest with creditors (Ibid).   

 

However, we find no empirical evidence regarding the following control variables ABNE, 

STD ROA and ASSET MATURITY which contradicts pecking order theory as well as the 

fact that quality firms signal their success to creditors and that interest risk do not matter 

to controllers (Myers & Majluf, 1984). 

  

Table 4 - The impacts of MLS on debt maturity 

 

  

-0,0911*** (-3,7716) -0,0926*** (-4,2170)

-0,1153*** (6,9557)

0,6414*** (2,9636)

WEDGE 0,0700*** (2,7807) 0,0790*** (4,7848) 0,0374*** (3,3402) 0,0136 (1,1598)

0,5398*** (5,5550) 0,5622*** (6,0343) 0,5114*** (5,3975)

0,0023 (0,3398) 0,0005 (0,0887) 0,0011 (0,1758)

MTB 0,0070 (1,3549) 0,0073 (1,3812) 0,0082* (1,6313)

STD ROA 0,0299 (0,3952) 0,0678 (0,8425) 0,0309 (0,4073)

ABNE -0,0032 (-0,2203) -0,0053 (-0,3887) -0,0074 (-0,5499)

0,0436** (1,8858) 0,0311* (1,6037) 0,0323* (1,8451) 0,0418*** (1,3594)

Constant -0,2235 (-0,4102) -0,0995 (-0,2235) -0,1639 (-0,4238) -0,5073 (-1,3594)

666 666 666 666

0,0418 0,0853 0,0860 0,0816

10,6813 8,7524 8,8270 8,3865

(4)

The table presents different ownership structure variables (MLS, WEDGE, VRRATIO, DISPERSION) impact on debt maturity along with control variables 

established in financial literature to affect debt maturity. The depending variable in each of the four specifications is debt maturity which is calculated as: Long 

Term Debt to Total Debt. The panel data sample consists of 74 publicly traded companies over the period 2006 - 2014. The left column of each of the three 

regressions display the coefficient whereas the right column represents each variable's t- statistic. *** equals 1 percent significance level while ** and * equals 

5 and 10 percent respectively. 

ASSET MATURITY

SIZE

Observations

Adjusted R- squared

F- value

MLS

VRRATIO

DISPERSION

LEVERAGE RATIO

Variable (1) (2) (3)



50 
 

5.4 Robustness Tests 

When comparing the adjusted coefficient of determination of regressions in Table 3 and 

4 one could acknowledge that the model for estimating the dependent variable Tobin’s - 

q is of considerable higher standard in Table 3. To validate the results in Table 4 and the 

impact of ownership structure on debt maturity, we perform an alternative measurement 

method and a sensitivity check (Lu & White, 2013). These tests are presented in Table 5 

below. 

5.4.1 Two Stage Instrumental Variable Approach 

A potential problem when investigating the effect of ownership on debt maturity is the 

endogeneity issue. Besides the fact that ownership might be correlated to the error term 

in several ways, there is a profound risk that a potential problem with reverse causality 

exist. As explained in the method chapter, reverse causality means that the explaining 

variable is affected by the dependent variable, causing the regression results to be biased. 

In order to correct for this risk, we apply a two stage instrumental variable approach. On 

this matter, we follow previous studies (Ben-Nasr et al., 2015; Lin et al., 2013) to find 

suitable instruments. Following financial theory, there is a risk that the ownership 

variables in this study (MLS, VRRATIO, and DISPERSION), may be affected by debt 

maturity. There is however, very unlikely that this would be the case regarding the control 

variables. We therefore aim to find instruments that are highly correlated to the 

troublesome ownership variables but not to debt maturity. The control variables have 

been assumed exogenous. The results of the two stage variable approach are found in 

Table 5. In the two stage instrumental variable approach used in this study, we assume 

the average values for ownership variables MLS, VRRATIO and DISPERSION of all other 

firms operating in the same industry as instruments for MLS, VRRATIO and 

DISPERSION. By doing this, we follow Lin et al. (2013) p. 532 who argues that “the 

usage of industry average is reasonable since it is unlikely that a firm’s current debt 

maturity is affected by its historical industry average ownership structure. Yet it is likely 

that an individual firm’s ownership structure is correlated with its industry average”.  
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These instrumental variables therefore capture the tendency of a certain type of ownership 

structure to be present in firms that are engaged in similar types of activities. To avoid so 

called “weak instruments”, we test the null hypothesis that the slopes of all instruments 

equal zero. This is done by regressing the troublesome variable against the instrument 

following the F - value condition (Kennedy, 2009). Kennedy argues that F - values above 

ten indicates the bias to be less than ten per cent of the OLS bias. The first part of Table 

5 present the first stage in the two stage instrumental variable approach. In each of the 

specifications, the corresponding troublesome ownership variable have been regressed 

against the instruments along with all other exogenous variables in the system. Since it is 

unlikely that there is a reverse causality between debt maturity and the control variables 

in this study, these have been assumed exogenous in the regression. In first part of Table 

5, we only present the coefficient along with corresponding t - statistic of the instrumental 

variable which has been used to calculate fitted (estimated) values for the endogenous 

variables MLS, VRRATIO and DISPERSION. In the second stage (second part of Table 

5) of the two stage instrumental approach we regress the estimated values that was 

calculated from the first stage regression.  

First stage

0,8627*** (7,9894)

0,8885*** (6,5915)

1,2455*** (-3,0358)

Adjusted R- squared 0,1781 0,1174 0,1234

F - Value 21,5929 15,7420 11,3220
Second Stage

-0,2901*** (-2,5896)

-0,1528 (-0,9114)

-0,3202 (0,2970)
0,0356** (2,0913) 0,0315* (1,6868) 0,0253 (0,4133)
0,4745*** (5,2617) 0,5436*** (6,3083) 0,5315*** (5,3811)

0,0875*** (3,0196) 0,0008 (0,1294) 0,0016 (0,1367)

STD ROA -0,0356 (-0,2347) 0,0550 (0,4431) 0,0884 (0,5732)

ABNE -0,0202 (-1,1967) -0,0118 (-0,6697) -0,0231 (0,1689)

0,0153 (0,8540) 0,0270* (1,6101) 0,0371*** (2,5816)
Constant 0,5518 (1,3020) 0,0137 (0,0347) -0,3379 (-0,9506)

666 666 666

0,0688 0,0644 0,0658

9,7327 7,5436 6,8557

Variable (3)

MLS_estimated

IV_MLS

IV_VRRATIO

IV_DISPERSION

(1) (2)

VRRATIO_estimated

DISPERSION_estimated

LEVERAGE RATIO

ASSET MATURITY

Table 6 display second stage regression results using estimated values for ownership variables MLS, VRRATIO and DISPERSION. The 

dependent variable in each of the specifications is Debt Maturity. The left column of each regression present the coefficient whereas 

the right (in parenthesis) show each variable t - statistic. *** equals 1 percent significance level while ** and * equals 5 and 10 

percent respectively. 

SIZE

Observations

Adjusted R- squared

F- value

WEDGE

Table 5 - Two stage instrumental variable regression 
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The results strengthen earlier findings presented in Table 4 that multiple large 

shareholders do have a negative effect on debt maturity but could not determine the 

economic significance of variables VRRATIO and DISPERSION as found previously.   

5.4.2 Alternative Proxies for Corporate Governance Variables 

In Table 6 we proxy alternative corporate governance variables, to control for the 

sensitivity of previous findings (Ben-Nasr et al., 2015). The two alternative variables are 

WEDGE and MLS. The first proxy to replace the WEDGE is the UCO-UCF which is the 

difference between ultimate control rights and ultimate cash-flow rights of the largest 

owner (Claessens, 2002). The second alternative variable is WEDGE_HIGH_1 being 

treated as a dummy if a firm’s largest owner exceeds the median wedge (0, 2374) will 

receive a one and zero otherwise (Ibid). The first MLS proxy variable is MLSN, counting 

for how many large shareholders (at a 10 per cent threshold) other than the controlling 

owner there are in the firm up to the fourth-largest. Our second alternative proxy for MLS 

variable is VR234 counting the sum of the total voting rights of the second-, third- and 

fourth-largest blockholders (Ibid).  

 

Our results of the robustness test are shown in Table 6 specification (1) and (2) where we 

find that both the UCO-UCF and WEDGE_HIGH_1 are statistically significant at 5 per 

cent level with positive coefficients whilst MLS is significant at 1 per cent level showing 

a negative coefficient. Concerning the remaining control variables only 

LEVERAGE_RATIO remains significant at 1 per cent level with a positive coefficient.  
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MLS

(3) (4)

0,1735** (2,1282)

0,0606** (2,3835)

0,0211* (1,8125) 0,0204 (1,3925)

-0,0846*** (-4,0541) -0,0859*** (-4,0977)

MLSN -0,0196* (-1,8031)

VR234 -0,0901 (-0,8116)

LEVERAGE_RATIO 0,5361*** (5,6235) 0,5362*** (5,5863) 0,5315*** (5,8676) 0,5291*** (5,9065)

0,0002 (0,3473) 0,0028 (0,3962) 0,0019 (0,3061) 0,0017 (0,2775)

MTB 0,0071 (1,3740) 0,0067 (1,2910) 0,0077 (1,1441) 0,0079 (1,4448)

STD_ROA 0,0324 (0,4177) 0,0237 (0,3232) 0,0160 (0,2170) 0,0153 (0,2141)

ABNE -0,0028 (-0,1909) -0,0024 (-0,1694) -0,0076 (-0,5413) -0,0084 (-0,5971)

SIZE 0,0320 (0,0320) 0,0303 (1,4687) 0,0391** (2,1239) 0,0389** (2,0218)

-0,1312 (-0,2815) -0,1004 (-0,2168) -0,3889 (-0,9685) -0,3784 (-0,8713)

666 666 666 666

0,0851 0,0868 0,0664 0,0645

8,7322 8,901 6,9146 6,7321

ASSET_MATURITY

(1) (2)

Variable Wedge

UCO-UCF

WEDGE_HIGH_1

WEDGE

MLS

Constant

Observations

Adjusted R- squared

F- value
In table 6 the authors have tested the robustness of previous results by testing alternative proxies for the control-ownership wedge and presence of MLS and voting power (Ben-Nasr et al., 2015). In 

specification (1),(2),(3) and (4), debt maturity is the dependent variable (long-term debt to total debt). The sample includes 666 firm-year observations over the period of 2006 - 2014. The left  

column of each of the three regressions display the coefficient whereas the right column represents each variable's t- statistic. *** equals 1 percent significance level while ** and * equals 5 and 10 

percent respectively. 

Table 6 - Alternative proxies for wedge and MLS 
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Moreover, the results of specification (3) and (4) show that MLSN is statistically 

significant at 10 per cent level with negative coefficient, VR234 shows no statistical 

significance. In both specifications SIZE and LEVERAGE_RATIO are the only control 

variables that show significance at 5 per cent level with a positive coefficient and 1 per 

cent level with positive coefficient respectively. 

5.4.3 Alternative Proxies for the Dependent Variable 

In Table 7 we proxy for the dependent variable DEBT_MATURITY, this to test the 

sensitivity of our previous findings (Ben-Nasr et al., 2015). The first proxy to replace the 

DEBT_MATURITY is the DEBT_MATURITY_1, which will act as a dummy variable that 

equals one if the ratio of long-term debt to total debt is more than 50 per cent and zero 

otherwise (Ibid). The second alternative variable is DEBT_MATURITY_2 calculated as 

the difference between a firm’s total liabilities and current liabilities divided by the total 

liabilities. As specification (1) of Table 7 shows MLS, WEDGE and LEVERAGE_RATIO 

remain statistically significant at 1 per cent and 5 per cent level with negative coefficient 

for MLS and positive for WEDGE and LEVERAGE_RATIO. The variables MTB is also 

significant at 10 per cent level with positive coefficient. The second specification show 

that MLS, WEDGE, ASSET_MATURITY, MTB, SIZE are statistically significant at 1 per 

cent and 5 per cent level. The results of the robustness tests have proven that the corporate 

governance variables have remain unchanged to a certain extent which strengthens our 

results of the main evidence in Table 4. Furthermore we find that some of the variables 

of firm characteristics have changed and show statistical significance, giving an 

indication that the proxies used in the robustness tests might be a better dependent 

variable to model these variables.  
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-0.1584*** (-4.1434) -0.0785*** (-3.6674)

0.1448** (2.2561) 0.1020** (2.5293)

0.5171*** (4.0817) 0.0910 (1.0546)

0.0078 (0.8145) 0.0701*** (4.3183)

MTB 0.0109* (1.6524) 0.0107** (2.1598)

STD_ROA 0.0507 (0.3312) -0.0383 (-0.6339)

ABNE 0.0077 (0.2541) 0.0034 (0.4268)

0.0455 (1.6355) 0.1461*** (3.6125)

-0.2698 (-0.4218) -2.9544*** (-3.3180)

666 666

0,0506 0,6041

5,4364 13,5295

Variable DEP.VAR: DEBT_MATURITY_1 DEP.VAR: DEBT_MATURITY_2

(1) (2)

MLS

WEDGE

LEVERAGE_RATIO

ASSET_MATURITY

SIZE

Constant

Observations

Adjusted R- squared

F- value
In table 8 the authors have tested the robustness of previous results by testing alternative dependent variables. In specification (1) the alternative dependent 

variable DEBT_MATURITY_1  is a dummy variable that equals a one if the firm's long-term debt is more than 50 % and zero otherwise (Ben-Nasr et al., 2015). The 

second alternative proxy for debt maturity is DEBT_MATURITY_2 and is calculated by the difference of each firm's total liabilities minus current liabilities divided by 

the total liabilities (Ibid). The sample includes 666 firm-year observations over the period of 2006-2014. The left column of each of the three regressions display the 

coefficient whereas the right column represents each variable's t- statistic. *** equals 1 percent significance level while ** and * equals 5 and 10 percent 

respectively. 

Table 7 - Alternative proxies for the dependent variable debt maturity 
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6 Analysis and Discussion 

 

In this chapter the reader will find a discussion and analysis concerning the outcome of the 

regressions results found in the previous chapter, this in order to answer the purpose and problem 

question. First of all we will discuss the outcome of the hypotheses and why the results are 

important to this study. Furthermore the analysis chapter will carry on with a discussion founded 

on theories and previous studies. 

 

6.1 Hypothesis Discussion  

H1 - Firms with long debt maturity are associated with higher agency cost  

 
We used the impact of WEDGE on Tobin’s – q to measure the level of agency costs within 

a firm. This was done as there is an evident risk that a controlling owner with separation 

of control and cash flow rights find less incentives to pay dividend since they could 

achieve higher personal utility through extraction of private benefits (La Porta et al., 

1999). As investors seek higher return to compensate for this risk, the cost of equity 

should rise and cause higher agency costs. Consequently, as the cost of equity is a key 

component in WACC, we can see that firms with higher agency costs should be associated 

with lower firm value. 

 

Furthermore, as we found that firms with long debt maturity suffers from this to a greater 

extent than those with short debt maturity, it is possible that investors interpret the risk of 

opportunistic behavior to be higher among firms with long-term debt. As the key 

difference between firms with long-term debt and those with short-term debt is the 

frequency in which they have to negotiate with creditors, thus indicating that this has an 

effect on the intensity of agency costs. This highlights an interesting phenomenon where 

investors use the length of debt maturity to calculate the risk of opportunistic behavior by 

the controlling owner.  

 

Since we interpret the risk of opportunistic behavior to be evidently higher among firms 

with long-term debt, we also understand that the level of uncertainty among these firms 

is higher. As this causes minority investors to require compensation through their required 
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rate of return, which affects the WACC and firm value, the best explanation of this is that 

these firms suffer from higher degree of information asymmetry which translates from 

the lack of creditor insight.  

 

Consequently, as this is a cause of agency costs, we can see that short-term debt mitigates 

this problem. From this, we can draw the conclusion that short-term debt work as a tool 

in reducing information asymmetry and improving the informative environment within a 

firm. Investors do not require the same level of return compensation from the separation 

of control and cash flow rights when debt maturity is short as of better insight. This 

implies that they do not interpret the risk of opportunistic behavior by the controlling 

owner to be as high as of firms with long debt maturity. Following agency theory, we 

observe that the length of the debt maturity determines how strong the monitoring power 

is. Datta et al. (2008) argue that creditor insight transfers to investors through credit rating 

houses, thus pointing to the fact that this is also the case with our sample firms. The reason 

for why investors do not require the same risk compensation of firms with short-term 

debt, is because they have higher possibilities to monitor the actions of the controlling 

owner to a greater extent. With higher monitoring power, the room to act opportunistic at 

the expense of minority shareholders is limited. Something which reduces agency costs 

and shows why firms with longer debt maturity suffer from it to a larger extent. 

  

H2 - Firms with greater separation of control and cash flow rights tend to use long-

term debt to a higher degree. 

 
The results of Table 4 strengthens the theory of Jensen and Meckling (1976) that different 

parties within a firm have divergent interest which can lead to agency costs. Our results 

show that a separation of control and cash flow rights have a positive relation to long-

term debt, indicating that the controlling owners of these firms tend to issue long-term 

debt in order to insulate themselves from monitoring. The long-term debt creates better 

space for opportunistic behavior, such as extraction of corporate resources for private 

benefits at the expense of minority shareholders (Attig, 2008; Lin et al., 2013). 

 

As we saw that the risk of opportunistic behavior may lead to a discount in firm value in 

hypothesis 1, the results of Table 4 indicate that the controlling owner puts more value in 

the added safety of control rather than wealth maximization. We can therefore use the 

expected utility theory (Hand & Davis, 1998) to explain why a controlling owner may 
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resort to long-term debt even if it means accepting a lower firm value. The longer debt 

maturity reduces risk that creditors and investors can influence corporate control, this is 

because the longer debt maturity reduces the monitoring power of creditors and investors 

which gives the controlling owner a higher utility. This gives us an indication that the 

controlling owner issue debt maturity according to the expected utility of control and not 

the expected value of wealth through stock value.  

 

Whereas the pecking order theory (Myers & Majluf, 1984) states that firms strive to issue 

claims which are least affected by information asymmetry, our results contradict this 

notion as we find that controlling owners with a separation in control and cash flow rights 

use debt with higher degree of information asymmetry to protect corporate control. Again, 

this mark the fact that information asymmetry is used to extract private benefits of control. 

One could argue that this is explained by the tradeoff theory (Kraus & Litzenberger, 1973) 

since entrenched controlling owners have an evident lack of interest of firm value 

maximization as the benefits of securing control through less monitoring outweigh wealth 

maximization and possible risk of losing control to creditors. As this reasoning is 

detrimental for the minority shareholder who seek maximum return, an evident conflict 

of interest over corporate debt maturity arises on the Swedish stock market. 

  

H3 - Firms with multiple large shareholders are associated with shorter debt 

maturity 

 
Opposed to the results regarding hypothesis 2 where our analysis points to the fact that 

controlling owners who are involved in extraction of private benefits tend to entrench 

themselves through long-term debt, we find that firms with multiple large shareholder are 

associated with shorter debt maturity. Large shareholders now seek more symmetric 

information as we have established the fact that short debt maturity work as a monitoring 

tool which improve the informative environment. We find that the main reason for why 

large shareholders now issue short-term debt is because they contest each other for 

corporate control. During this contest, our findings indicate that large shareholders use 

short-term debt to monitor the behavior of the competing owner. When debt maturity is 

shorter, large shareholders engage more often in corporate financing decisions since debt 

has to be refinanced at shorter time intervals. From this, we can interpret that a large 

shareholder therefore gains more insight of the other large shareholder’s actions which 
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limits risk that the other large shareholder act opportunistic at the expense of minority 

shareholders. 

 

The contestability of control by MLS shed light on an interesting phenomenon where the 

large shareholder (controlling owner) shift behavior as a contrast to a single large 

shareholder reign. As hypothesis 1 and 2 show that large shareholders tend to isolate 

themselves, our results point to the fact that this behavior changes when the possibility of 

control contestability is more evident. Since the short-term debt could jeopardize that 

corporate control transfers to creditors through increased financial risk, we find it hard to 

use expected utility theory (Hand & Davis, 1998) as we did in hypothesis 2 to explain the 

actions of a large shareholder when control contestability is present.  

 

Whereas expected utility theory (Hand & Davis, 1998) can explain the reasoning behind 

the actions of MLS during a single large shareholder reign,  game theory (Bendor, 1993) 

can to a greater extent explain why the existence of MLS lead to a shorter debt maturity 

when the decision makers consider the competing players. Since we would expect large 

shareholders who trust one another, thus having no incentives to monitor each other as 

they share private information, our results indicate that they do not share this information. 

If this is the case, information asymmetry among large shareholders causes a spy game 

where debt maturity play an important part. A shorter debt maturity allow the large 

shareholders to influence the behavior of the competing owner to a greater extent which 

gives her higher utility of control. The decision of short-term debt has therefore been 

issued in consideration to the other large shareholder as there is a lack of trust, something 

which improves the informative environment. However, from the multiple large 

shareholder’s perspective, game theory suggest that they could possibly be subject of 

prisoner’s dilemma (Bendor, 1993) since their expected utility of control could be 

affected by the actions of the other large shareholders (players).  

 

Consequently, as large shareholders tend to monitor each other with short-term debt, it 

implies that this monitoring power give them the higher utility of control. However, we 

do not know how this utility is affected when the other large shareholder makes the similar 

action. In such case the decision to monitor could prove to be inefficient and instead 

increase risk of losing control to creditors through shorter debt maturity, making the large 

shareholder worse off. Therefore, the situation where all competing shareholders choose 
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to entrench themselves through long-term debt could lead to an optimal situation when 

considering the aggregated utility of large shareholders. 

 

However, the agency model of La Porta et al. (1999) should not be forgotten. As previous 

analysis try to understand as to why MLS lead to shorter debt maturity, the discussion 

follows the agency model which argues that shareholders who have the power to pressure 

management can also curb the extraction of private benefits. Since a large shareholder 

may have a lot to lose from opportunistic behavior of the competing owner, she also has 

incentives to make sure that this does not happen. As the large shareholder have the power 

to influence the board through high degree of voting rights, they have better means to 

pressure firm management into actions which benefit the shareholders (e.g. higher 

dividend payout). To ensure this, a shorter debt maturity is decided upon to oversee the 

corporate actions.    

 

H4 - Firms tend to limit financial risk through longer debt maturity 

 
As we see a recurring potential trade off scenario with short term debt over monitoring 

power and risking control to creditors, the empirical results of Table 4 show that the risk 

of losing control to creditors has not been neglected. Additionally, firms with higher ratios 

of financial leverage use longer debt maturity, indicating that they limit risk of financial 

distress by issuing longer debt. As one motive for this could be to secure the controlling 

owner’s state of control, it also gives perspective on how long term debt could work in 

favor of the minority shareholder. This because the reduced financial uncertainty lowers 

risk of default that could drain shareholder value.  

 

Furthermore, this implies that firms with higher leverage ratios do not face agency 

conflicts with creditors which could limit the ability to issue long term debt. This 

contradicts agency theory (Myers, 1977) which argues that firms suffering from financial 

risk (liquidity, interest and capital risk) experience higher agency conflicts regarding 

business decisions which limit their possibility to issue long-term debt. The reason for 

why this is the case among our sample firms goes beyond this study but mark an 

interesting fact that controlling owners who want to isolate themselves from monitoring 

have good means to do this even if they should be subject to higher agency conflicts with 

creditors. The similar conclusion can be drawn from the other risk variables 
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ASSET_MATURITY and STD_ROA as they show to have no real impact in our model 

although these firms face higher liquidity and interest risk.   

6.2 MLS and Debt Maturity 

From the analysis of our hypotheses we can see that the presence of MLS has an important 

role in corporate finance. We observe that firms with MLS experience a better informative 

environment as a result of less information asymmetry within the organization. Our result 

indicates that more symmetric information help mitigate agency costs within the firm as 

these firms are less exposed by the risk of extraction of private benefits by the controlling 

owner. From previous analysis we saw that MLS reduce information asymmetry as a 

result of the fact that large shareholders spy on each other to maintain corporate control. 

In this spy game, debt maturity play an important monitoring part which is why we can 

see that these firms are associated with shorter debt maturity.    

 

As a result of this, Aghion Bolton model (1992) can be used to describe how MLS also 

facilitates financing. The reduced information asymmetry within the firm, which 

translates directly from control contests of MLS, make investors less afraid of 

opportunistic behavior like moral hazard by the controlling owner. As we saw before that 

investors require less return compensation for the risk of opportunistic behavior by the 

controlling owner when there is less information asymmetry, our results indicate that 

MLS could facilitate financing in the sense that it could make the cost of equity less 

expensive. By using the reasoning of WACC we can observe that this has as positive 

impact on firm value - which is beneficial for the minority shareholder who seek 

maximum return.  

 

As the Aghion Bolton model (1992) states that a transfer of control to investors or 

creditors facilitates financing we find that MLS do just that. Even though there is no actual 

transfer of control rights per se, the presence of MLS gives both investors and creditors 

better informative control in the sense that they can observe ongoing operations to a 

higher degree.  

 

Consequently, like Flannery (1986), we have recognized that short-term debt is less 

affected by information asymmetry between shareholders, indicating that MLS controlled 
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firms tend to follow the reasoning of the pecking order theory (Myers & Majluf, 1984). 

As this stand in stark contrast to a single large shareholder rule which follows the tradeoff 

theory (Kraus & Litzenberger, 1973) to a larger degree, MLS controlled firms could use 

this as a signal for investors that controlling owners work in their best interest and that 

the possibility of extraction of private benefits is limited. Furthermore, the signaling role 

of MLS and short debt maturity could have the power to deal with adverse selection of 

firms with concentrated ownership. If firms with concentrated ownership have the 

reputation to be subject to extraction of private benefits, owners that do not engage in 

these operations could be harmed as well since investors see them as firms with greater 

risk. Our results indicate that short-term debt and MLS could help dealing with adverse 

selection which facilitates financing since there is more symmetric information present.  

 

Finally, the findings point at an interesting phenomenon that the pecking order theory and 

trade off theory both apply but during different ownership structures. Once again we can 

shed light on the importance of MLS in understanding firm specific decisions and to what 

drives value in a firm.   
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7 Conclusion 

 

In the following chapter we will give a short summary of the thesis and recommendation of what 

we believe to be relevant for future research. The purpose of the study was to investigate the link 

between ownership structure, firm value and corporate debt maturity of listed firms. 

 

 

Following the previous analysis we can establish that firms with a separation of control 

and cash flow right are associated with lower firm value. This stems from the fact that 

these firms suffer from higher information asymmetry as controlling owners tend to 

isolate themselves through longer debt maturity. Consequently, longer debt maturity lets 

the controlling owners protect themselves from monitoring, creating an environment 

where extraction of private benefits at the minority shareholders’ expense is possible. 

Therefore, this fosters agency costs since investors associate these firms with higher risk 

which has an effect on the weighted average cost of capital and firm value. These findings 

strengthens previous research which also found that entrenched controlling owners causes 

agency costs, yielding a lower firm value (Ben-Nasr et al., 2015; Lin et al., 2013).  

 

As we find that there is an evident conflict of interest over corporate debt maturity 

between large and minority shareholders, the results indicate that the presence of multiple 

large shareholders (MLS) mitigates this conflict. When large shareholders compete for 

corporate control, they use short-term debt to monitor each other's behavior. This reduces 

information asymmetry within the firm, leading to reduced risk that the controlling owner 

can extract private benefits of control. Here, we show that the presence of MLS may be 

an important factor in facilitating financing since the ongoing contest of corporate control 

through shorter debt maturity translates into a better informative environment. A better 

informative environment means lower levels of information asymmetry, thus leading to 

lower cost of equity and debt since shareholders and creditors see limited risk that the 

controlling owner will act opportunistic at their expense.   

 

In addition to previous studies, we have found evidence that firms consisting of a single 

large shareholder tend to follow the tradeoff theory, more interestingly this notion is 

inconsistent when MLS are present. The monitoring power of MLS limits the controlling 
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owner’s possibility to insulate herself through long-term debt, leading to debt issues with 

lower degree of asymmetric information. We therefore see that the existence of MLS 

makes firms follow the pecking order theory to a higher degree regarding debt structure.  

 

By adopting several estimation techniques and using alternative sample compositions, the 

results are robust to both endogeneity issues and different estimations of alternative 

sample and proxies. Techniques for addressing the endogeneity issue have also given 

similar results which strengthen the results and make them trustworthy. The findings of 

our study have proven the significance of MLS as a determining factor of maturity 

structure of debt in publicly listed firms in Sweden.  

7.1 Recommendations for Future Research 

Previous studies have almost exclusively focused on ownership structure and debt 

maturity separately which led us to further investigate the relationship between them. We 

chose to have a quantitative approach as the purpose of this study was to study the actual 

link between ownership structure and debt maturity. Although we believe that a 

qualitative approach also would be interesting as reason of the fact that you may perform 

interviews or similar data collecting, and therefore have the option to analyze a 

shareholders’ thoughts and actions. Furthermore, it would be interesting to see whether 

or not these results are persistent when using a different sample, comparing a sample of 

firms with at least one large shareholder (threshold 10 per cent) to firms with no large 

shareholder, as well as considering different firm specific variables such as reputation, 

family, tradition and sector.  

 

While this study has a rather narrow approach and focuses on debt maturity, a wider 

research of how ownership structure may affect capital structure can give a broader 

understanding of the actions of large and minority shareholders. This could also include 

investigating if shareholders have a significant impact on the choice of external or internal 

financing.  
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Appendix 

Appendix A: Summary of used variables 

Variables Description Source 

Dependent Variables   

DEBT_MATURITY The ratio of long-term debt (due in greater than 12 

months)to total debt 

Thomson 

Reuters 

DEBT_MATURITY_1 Dummy variable: 1 if 50 per cent of the total debt 

consists of long-term debt and zero otherwise (Ben-

Nasr et al., 2015) 

 

TOBIN’S Q Calculated as the ratio of market value of assets to 

the replacement cost of assets (Ben-Nasr et al., 2015; 

Cheng, 2008) 

 

Corporate Governance 

variables 

  

MLS A dummy variable equaling one if the firm has more 

than one large shareholder (10 per cent threshold) 

(Ben-Nasr et al., 2015) 

Annual 

Reports of 

2006-2014 

VRRATIO Sum of the voting rights of second-, third- and fourth 

largest shareholders divided by the voting rights of 

the firm’s largest owner (Ben-Nasr et al., 2015) 

Annual 

Reports of 

2006-2014 

DISPERSION “The sum of squared differences between the voting 

rights of the four largest shareholders— that is, (VR1 

− VR2)2 + (VR2 − VR3)2 + (VR3 − VR4)2 where 

VR1, VR2, VR3, and VR4 equal the voting rights of 

the first-, second-, third-, and fourth-largest 

shareholders, respectively” (Ben-Nasr et al., 2015, 

pp. 283) 

Annual 

Reports of 

2006-2014 
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MLSN Counting the sum of large shareholders (10 per cent 

threshold) in each firm, exception of the largest 

owner 

Annual 

Reports of 

2006-2014 

VR234 Equals the sum of second-, third- and fourth largest 

shareholder voting rights (Ben-Nasr et al., 2015) 

Annual 

Reports of 

2006-2014 

WEDGE The control-ownership wedge of the ultimate owner 

(10 per cent threshold), calculated as the difference 

between control rights and cash flow rights divided 

by control rights  (Ben-Nasr et al., 2015) 

Annual 

Reports of 

2006-2014 

WEDGE_HIGH_1 Dummy variable that equals a one if the largest 

controlling owner of the firm exceeds the median 

wedge of all sample firms  (Ben-Nasr et al., 2015) 

 

UCO Ultimate control rights of the ultimate owner (Ben-

Nasr et al., 2015) 

Annual 

Reports of 

2006-2014 

UCF Ultimate cash flow rights of the ultimate owner 

(Ben-Nasr et al., 2015) 

Annual 

Reports of 

2006-2014 

Control variables   

LEVERATE_RATIO Total debt divided by total assets Thomson 

Reuters 

ASSET_MARTURITY The weighted average of the maturities of current 

and long-term assets. The maturity of current assets 

is the ratio of currents assets to the cost of goods sold. 

The maturity of long-term assets are calculated as the 

ratio of long-term assets to the gross property, plant 

and equipment etc. (Zheng et al., 2012) 

Thomson 

Reuters 

MTB Calculated as the ratio of market value of equity to 

book value of equity  

Thomson 

Reuters 
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STD_ROA Calculated as the standard deviation of a firm’s 

return on assets over the past five years 

Thomson 

Reuters 

ABNE Abnormal earnings, calculated as the change in 

Earnings before interest tax depreciation and 

amortization from year t +1 divided by the market 

value of equity in year t (Ben-Nasr et al., 2015) 

Thomson 

Reuters 

SIZE Natural logarithm of total assets Thomson 

Reuters 

TANGIBILITY The ratio of property, plant and equipment to total 

assets 

Thomson 

Reuters 

SALES_GROWTH This variables will proxy for the sales growth of our 

sample firms and is calculated through as (Sales t - 

Sales t-1)/ (Sales t-1), the percentage change of sales 

over the last year (Ben-Nasr et al., 2015).  

 

 


