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1 Introduction 

The role of corporate disclosures in today’s business and financial life is enormous. 
Companies that need to refinance their operating activities make efforts to reducing in-
formation asymmetries. For investors, disclosures provide an opportunity to assess po-
tential risk and return connected to investment opportunities. The proper functioning 
of financial markets relies on a balanced situation of information distribution and cor-
porate disclosures can be considered as the instrument that regulates this setting. This 
explains their outstanding role for the capital market mechanism. 
 

The aim of this study is to connect both: corporate disclosures and the financial risk 
assessment of investors. In order to reach this objective, multivariate models are elabo-
rated theoretically and analyzed through the application of statistical procedures. The 
integration of tailor-made scoring models and established scenario techniques as well 
as the quantitative model setting guarantee innovative results from a methodological 
point of view. With regard to contents, this is the first study connecting the quality of 
corporate disclosures, the individual decision making level of investors and the impact 
on overall market data. However, the ambition of this study is not limited to its aca-
demic output. The practical pertinence of the results with reference to publishing com-
panies, investors and regulating state authorities is pointed out. 
 

The following lines provide an outline of the structure of this work. In the second 
chapter, the underlying theories with reference to information asymmetries and corpo-
rate disclosures are introduced chronologically. Additionally, previous research ap-
proaches and the results of corresponding studies with reference to determinants and 
consequences of corporate disclosures are summarized. The conceptual framework of 
corporate disclosures related to voluntary elements is described in the third chapter. As 
a preparation for the following substudies, the research approach of this work is de-
rived in this context. 
 

The following two chapters are very comprehensive and provide the two quantitative 
substudies. The first study focuses on the relationship between the quality of corporate 
disclosures and their impact on overall market data, in particular unlevered beta factors 
as risk related indicators. Additionally, determinants that drive the disclosure quality 
as well as credibility factors are tested empirically. In addition to different statistical 
procedures, scoring models set the basic technical element of this first substudy. 
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In the context of the second substudy, the financial decision processes of investors 
with reference to corporate disclosures are researched more detailed. Through the ap-
plication of scenario techniques and multivariate statistical analyses, the role of corpo-
rate disclosures on the individual level is investigated. In order to simplify the under-
standing, the two substudies are organized identically. The main ideas are summarized 
in the framework section of each study. The tested hypotheses are developed in the 
theoretical development parts. The research design chapter covers technical aspects as 
well as the elaborated quantitative models. The results are presented with reference to 
the hypotheses grouping and are finally discussed concerning their limitations. The 
sixth chapter provides a synthesis of the tested econometrical models of the two 
substudies and summarizes their quantitative results. Finally, this work closes with a 
synopsis.  
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2 Theoretical Foundation and Previous Research Approaches 

2.1 Theoretical Foundations of Corporate Disclosures 

2.1.1 Asymmetric Information and Agency Cost Theory 

Akerlof’s description of „Lemon Markets“ (Akerlof, 1970) is not only the basis for a 
critical reflection of the working mechanisms of markets and their efficiency. His the-
ory also sets the fundamental theoretical basis of corporate reporting. 
 

Akerlof takes the used car market into consideration to explain the problem of quality 
uncertainty. Here, the person who intends to sell a car has extensive knowledge about 
the specific conditions of the car. The quality of a car varies for instance by the fre-
quency of maintenance, the accident history and the owner’s driving style. The poten-
tial buyer of a car cannot verify those features because many mechanical parts are hid-
den from view or in general not provable under normal circumstances. 
 

This concept of asymmetric information can surely not only be observed at the used 
car market. However, the conclusion can be drawn that sellers with above-average-
quality goods will tend to leave such a market. The reason is that buyers’ best guesses 
for a given product under asymmetric information is that it is of average quality and 
accordingly they are only willing to pay the price of a product of known average quali-
ty. 
 

This means from a theoretical point of view that in the worst case the interaction be-
tween quality heterogeneity and asymmetric information can lead to the disappearance 
of a market. Comparable market characteristics are also described by Gresham's Law 
which is one of the most traditional economic principles. (Giffen, 1891) 
 

As there exist many markets with the (initial) tendency of asymmetric information and 
the selling side is surly not willing to accept prices that fall below the quality of the 
product in the long run, approaches were developed to reduce information asymmetry 
and its negative impact on markets. 
 

This objective can be achieved by establishing rules that force market participants to 
exchange information or through voluntary information exchange. In both cases the 
verification of the given information are a critical success factor. 
 

The transfer of the concept of asymmetric information to the field of corporate report-
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ing can be described as followed. In many cases, companies are owned and managed 
by different (groups of) persons. While the managers are responsible for the business 
activities, the owners (or investors) finance the company’s operations. Thanks to their 
activities and position, managers have a deeper knowledge about the situation of the 
company at the market, their own managing skills and potential operating or even fi-
nancial problems of the company. 
 

At the same time, the owners have a lower level of information about these issues. By 
analogy with Akerlof, information asymmetries can be observed. Within this context, 
the described problem is named Principle-Agent dilemma under the condition that 
both parties are maximizing their own benefits (Jensen and Meckling, 1976). This the-
orem is based on Akerlof’s description of “lemon markets”. 
 

The existence of asymmetric information in the context of companies and investors 
causes several problems. The uncertainty of the investors about the situation of the 
company could lead to adverse selection which depends on the level of information 
asymmetries and the investors’ attitudes towards uncertainty. 
 

This ex ante problem of information asymmetry reduces the financing activities or 
could in the worst case lead to a breakdown of the financial supply. Irrespective of the 
exact result, the financial supply would deviate from Pareto efficiency as long as the 
investors are not affine to uncertainty. This is the first part of the so called agency 
costs (Jensen and Meckling, 1976). Generally spoken, for the case, that actions, which 
are useful for the principal yet costly for the agent, occur, these deviations from the 
principal’s interests are called agency costs. 
 

In addition to adverse selection, the second group of problems that arise by the princi-
pal-agent dilemma can be summarized by the term moral hazard. These problems oc-
cur when the management is already established. In general, moral hazard arises when 
a party is willing to take risks or to conduct activities that would not be accepted with-
out knowing that the potential costs or burdens are taken in whole or in part by others. 
While the acting party has the chance to receive (partly) the positive consequences of 
these activities, the responsibility for a negative outcome is mainly taken by the other 
party. 
 

In economic theory, moral hazard is regarded as a special case of information asym-
metry because it can only occur if one party is isolated from risks and has more infor-
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mation about the potential consequences of the activities than the other. A further pre-
condition is that a complete monitoring is impossible. 
 

Applied to the situation of managers and agents on a corporate level, agents may have 
an incentive to decide for activities that are inappropriate from the viewpoint of the 
principal because their risks are limited to losing their jobs, they have a deeper 
knowledge about potential consequences of their acting and usually they cannot be 
completely monitored. 
 

There exist several specifications of these ex post conflicts and approaches to reduce 
their negative impacts for instance by implementing contracts that aim to align the in-
terests of the principal and the agent (Grenadier and Wang, 2005). These approaches 
propose methods like profit sharing to reduce the divergence of interests. 
 

Apart from setting incentives to align the different interests, the reduction of infor-
mation asymmetries between the involved parties leads closer to a perfect market and 
its benefits. Corporate disclosures offer an opportunity to reduce this asymmetry by 
improving the knowledge of the principals. 
 

In order to reach this goal, the agents have to publish reliable information about the 
situation of the company and their activities. These disclosures can be either published 
on a voluntary basis or the agents are obliged to report on a regular basis. As long as 
the agents are interested in improving the market situation into the direction of a per-
fect market, disclosure obligations are not necessary. 
 

Yet the agents may also benefit from information asymmetries and their interests to 
publish information are limited to that degree which makes the investors willing to fi-
nance their activities while the future risks are hidden. Consequently, compulsive re-
porting standards that set a minimum quality level regarding corporate disclosures 
have to be established. 
 

In practice, nothing else is done by regulatory authorities. Nevertheless, voluntary re-
porting does not vanish. There is a large scope of activities that make voluntary report-
ing still relevant due to branch specific features that cannot be respected by regulatory 
authorities or it can be seen even used as an advantage regarding the competition for 
financial supply. These issues will be discussed thoroughly in a further chapter. 
 

Disclosures provide the opportunity for corporate entities to signal superior quality and 
attractiveness compared to competitors at the market. This aspect may vary on the na-
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ture of reporting (voluntary or obligatory), benchmarking aspects and other factors. 
Analogously, the agency costs are supposed to vary on the legislative system (statutory 
vs. common law) or contractual issues (Jensen and Meckling, 1976). 
 

This consideration shows that already the simple relationship between two actors in 
the light of asymmetric information causes demanding challenges and environmental 
issues increase this complexity extraordinary. 
 

The original corporate governance model is just based on the dilemma between princi-
pal and agent as well as the control over the agency costs (Jensen and Meckling, 
1976). Nevertheless, agency costs do also play a role in more situations, companies are 
confronted with. A vast literature on agency-theoretical explanations has been pub-
lished over the last decades. 
 

The financial leverage of a company was identified to reduce agency costs through the 
threat of liquidation that is connected to personal losses to managers like reputation or 
salaries (Williams, 1987). Moreover, the pressure to generate cash flows to make in-
terest payments also enhances this effect (Jensen, 1986). But as already described by 
Jensen and Meckling (1976), the effect of leverage on the agency costs is expected to 
be non-monotonic. 
 

This means that at low levels of leverage, the described positive incentives for manag-
ers reduce the agency costs yet this effect is reduced at high levels of leverage where 
bankruptcy become more likely. This theorem is based on a separate consideration of 
the agency costs that are connected to the debt and the equity. In the last case, the 
agency costs of debt overwhelm the agency costs of equity. Consequently, the total 
agency costs increase. 
 

In addition to effects that arise from the capital structure, even more aspects that have 
an impact on agency costs are known in the area of corporate finance. It is discussed 
and empirically tested that a high dividend yield compared to corporate earnings lower 
agency costs (Rozeff, 1982). This effect is comparable to the effect of interest rate 
payments as described above. However, the raise of transaction costs of external fi-
nancing reduces this positive impact and leads again to the question of the perfect 
capital structure of a company. 
 

Agency cost theory has been used in many different areas like economics, accounting, 
organizational behavior and many more. Of course, this theory is also surrounded by 


