








consider additional corporate governance requirements; a
reasonable proposal in our judgment would be that all
dual-class firms be required to have an independent board
of directors.

ACKNOWLEDGEMENTS

The authors are grateful for helpful comments from work-
shop participants at the University of Macau and the 2005
European FMA Conference at Siena. We are particularly
indebted to the two anonymous referees and the editors for
their guidance. We thank the Saunders College of Business
at Rochester Institute of Technology for summer research
supports, Hoi thank the Saunders College of Business at RIT
for a Zutes Fellowship.

NOTES

1. We define a controller-owner as a person or an entity that holds
the largest voting block in the firm, with voting rights aggre-
gated over all classes of stocks. Therefore, controller-owners can
either be manager-owners or non-management investors. We
chose to not use the term blockholder because it usually refers to
5 per cent investors (e.g., Holderness, 2009): in some firms the
largest shareholder holds less than 5 per cent.

2. According to Helderness (2009), “most research on corporate
ownership addresses only one part of total ownership, namely
inside ownership. Relatively little research addresses ownership
by all large-percentage shareholders, which differs from inside
ownership to the extent that large shareholders are not directors
or officers.”

3. Orbay & Yurtoglu (2006), in a sample of dual-class firms, find a
lower return on investment in firms that deviate from the one-
share one-vote rule implying such behavior may be commeoen to
multiple jurisdictions.

4. Dimitrov and Jain (2006) in their literature review section note a
3 to 8 per cent control premium in the share price of superior
voting stocks.

5. In cases where R&D expenditure or capital expenditure
is missing, we set the ratio equal to zero as in Coles and Hoi
(2003).

6. We check both models in Table 4 for collinearity problem using
variance inflation factors (VIF). In both models, all control vari-
ables have VIF below the critical value of 2. In the second model
focusing solely on dual-class firms, the variables OWNMAN
and ONBRD have VIF of 2.69 and 2.70, respectively. To explore
the impact of multicollinearity, we remove ONBRD and retain
OWNMAN, which is our key proximity variable. Results show
that the coefficient of OWNMAN remains negative and retains
its significance (p-value equals .001). This confirms the validity
of our results on the proximity hypothesis.

7. We check Model 1, Model 2, and Model 3 in Tabkle 5 for collinear-
ity problem. Results show no significant collienearity problems
among independent variables; in all three models, no variable
has a VIF exceeding the critical value.
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