
   

Academia. Revista Latinoamericana de

Administración

ISSN: 1012-8255

esalgado@uniandes.edu.com

Consejo Latinoamericano de Escuelas de

Administración

Organismo Internacional

Silva, Berta; Azúa, Digna; Díaz, Paola; Pizarro, Verónica

The influence of institutional investors on the transparency of the Chilean capital market

Academia. Revista Latinoamericana de Administración, núm. 40, 2008, pp. 54-67

Consejo Latinoamericano de Escuelas de Administración

Bogotá, Organismo Internacional

Available in: http://www.redalyc.org/articulo.oa?id=71612100005

   How to cite

   Complete issue

   More information about this article

   Journal's homepage in redalyc.org

Scientific Information System

Network of Scientific Journals from Latin America, the Caribbean, Spain and Portugal

Non-profit academic project, developed under the open access initiative

http://www.redalyc.org/revista.oa?id=716
http://www.redalyc.org/articulo.oa?id=71612100005
http://www.redalyc.org/comocitar.oa?id=71612100005
http://www.redalyc.org/fasciculo.oa?id=716&numero=12100
http://www.redalyc.org/articulo.oa?id=71612100005
http://www.redalyc.org/revista.oa?id=716
http://www.redalyc.org


54 ACADEMIA, REVISTA LATINOAMERICANA DE ADMINISTRACIÓN, 40, 2008

Academia, Revista Latinoamericana de Administración, 40, 2008, 54-67.
Copyright 2008 de Cladea, http://revistaacademia.cladea.org

Berta Silva
Pontificia Universidad 

Católica de Valparaíso,
Valparaíso, Chile

bsilva@ucv.cl

Digna Azúa
Pontificia Universidad 

Católica de Valparaíso,
Valparaíso, Chile
digna.azua@ucv.cl

Paola Díaz
Pontificia Universidad 

Católica de Valparaíso,
Valparaíso, Chile
paola.diaz@ucv.cl

Verónica Pizarro
Pontificia Universidad 

Católica de Valparaíso,
Valparaíso, Chile

veronica.pizarro@ucv.cl

The influence of institutional 
investors on the transparency 
of the Chilean capital 
market*

Influencia de los 
inversionistas institucionales 
en la transparencia del 
mercado de capitales chileno

ABSTRACT

This paper will analyze the effect of a combination of variables such as sources 
of financing, concentration of ownership, type of members of the board and the 
size of the company, in the transparency index which measures the degree of 
disclosure of the information published by companies, and was adapted from 
Haat, Mahenthiran, Rahman & Hamid, 2006. In this paper the transparency in-
dex is considered a proxy for the goodness or badness of corporate governance 
practices. Theoretically it is reasonable to expect that the participation of a new 
type of investor in the Chilean capital market, namely the Pension Fund Ad-
ministrators (AFPs), would force businesses to disclose more information and as 
such it would positively affect the transparency of capital markets. However, the 
results suggest a different behavior. We analyzed a sample that corresponded to 
the companies listed on the Santiago Stock Exchange of Chile, with financial and 
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non financial information available for the period 1996-2005, which was a set 
of 700 companies data-year. The analysis demonstrated that Chilean companies’ 
average score is 0.52, for an index of transparency with maximum value of 1. The 
presence of institutional investors such the Pension Fund Administrators (AFPs) 
has not affected nor forced the listed companies to make greater transparency 
of information. The AFPs have joined the majority shareholders and it can be 
concluded that they obtain from them the information needed to manage their 
portfolios.

Key words: transparency index, corporate governance, information asymmetry.

RESUMEN

Este trabajo analiza el efecto de una combinación de variables tales como: fuentes 
de financiamiento, concentración de la propiedad, tipo de miembros del direc-
torio y tamaño de la empresa, en el valor del índice de transparencia, que mide 
el grado de revelación de la información publicada por las empresas, y que fue 
adaptado del de Haat, Mahenthiran, Rahman y Hamid (2006). Para efectos de 
este estudio el índice de transparencia ha sido considerado una variable proxy de 
las buenas o las malas prácticas de gobierno corporativo. En teoría es razonable 
esperar que la participación de un nuevo tipo de inversionista en el mercado de 
capitales chileno, las Administradoras de Fondos de Pensiones (AFP), obligaría 
a las empresas a divulgar más información y, como tal, afectaría positivamente 
en la transparencia del mercado de capitales; sin embargo, los resultados sugie-
ren un comportamiento distinto. Se analizó una muestra que correspondió a las 
sociedades que cotizaron en la Bolsa de Comercio de Santiago de Chile, con 
información financiera y no financiera disponible por el período 1996-2005, 
lo que constituyó un conjunto de 700 datos empresas-año. El análisis permitió 
demostrar que las empresas chilenas en promedio no superan una puntuación de 
0,52 para un índice de transparencia con valor máximo de 1, por tanto es posible 
mejorar en cuanto a asimetría en la información, y que los inversionistas institu-
cionales como es el caso de las Administradoras de Fondos de Pensiones (AFP), 
no han afectado ni obligado a las empresas que cotizan en bolsa a realizar una 
mayor transparencia de información. Las AFPs se han sumado a los accionistas 
mayoritarios y se puede concluir que la información necesaria para administrar 
sus portafolios la obtienen de ellos. 

Palabras clave: índice de transparencia, gobierno corporativo, asimetría de in-
formación.
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1. INTRODUCTION

Good corporate governance plays a fundamental role in the development process of an efficient 
capital market. What is more, it raises public confidence in the stock markets, adds liquidity, 
increases the number of operations, reduces uncertainty and decreases the cost of capital. 

Good corporate governance would therefore lead to the improvement of the companies’ 
performance and the efficiency of capital markets, as well as the increase in investment and 
social wellbeing. 

Various studies theoretically maintain these affirmations. Khurana, Pereira & Martin 
(2006) show that the introduction of a higher level of information into the market, due to the 
implementation of good practices of corporate governance, is positively linked to company 
growth and profitability. The authors explain that this link arises because upon receiving more 
information the market reacts positively, less risk is assigned to the company and so a lower 
cost is extracted from the invested funds, this in turn generates an increase in the approval 
and acceptance of any projects the company had in the pipeline due to a lower cost of capital, 
thus increasing the profiability and producing a favourable impact on the level of investment 
in capital markets which in turn affects the growth of the country.

Espinosa (2004) and Cheng, Courtenay & Krishnamurti (2006) conclude that the more 
information a company voluntarily discloses the greater the “bid/ask spread” (the difference 
between the buying and selling price of the same transaction), increasing the volume of 
transactions and the market liquidity. 

The study by Rodríguez (2004) demonstrates that the factors that explain the disclosure 
of intangible assets on annual reports are the size of the business and the sector in which it 
operates (financial or non-financial). With respect to size, the bigger companies disclose more 
information; and within the sectors of which they form a part, non-financial companies disclose 
more information than financial ones. Finally, it shows that “Corporate Governance is the system 
by which the standards that guide the behaviour of all members of a company are established, 
defining the obligations and responsibilities of each member towards the community, the inves-
tors and the providers of funds. When these groups see themselves better protected, access to 
additional financing for businesses is made easier and cheaper” (Wigodski & Zuñiga, 2003).

The findings made by these researchers explain the preoccupation that was shown by 
the Organization for Economic Cooperation and Development, (OECD, 2004), in collaboration 
with the World Bank, to diffuse the necessity for each country to separately define the practices 
of good corporate governance, and even being able to make recommendations to establish 
guidelines that are of assistance to those countries less developed in this field. 

The free market treaties signed by Chile in recent years have imposed new demands 
on the State and on Chilean businesses to, among other things, encourage the practice of good 
corporate governance and to apply the International Financial Reporting Standards (IFRS), in 
such a way as to be able to give guarantees to foreign investors that they will have access to 
information relevant to their investment decisions. The recent efforts of the Chilean government, 
in the matter of corporate governance, can be linked to the promulgation, in 1981, of Act. 18,045 
and Act. 18,046, which regulate the capital market and the function of incorporated companies, 
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respectively. Later, in 2000, Act. 19,705 was published, with reference to the Public Offer of 
Acquisition of Shares and the System of Corporate Governance, and at the time of writing this 
article the act named Capital Markets II is in the process of being published. Nevertheless, it 
remains evident that there is still much to be done in this matter.

Examining the literature illustrates that at a national level this type of research does not 
exist, being that it would be necessary to perform studies and, above all, to define a Transparency 
Index that would permit the assessment of whether or not the level of information disclosed by 
Chilean companies could be considered satisfactory, according to the necessities of minor and 
major shareholders. Consequently, this research has been performed in order to create just such 
an Index; one that measures the level of transparency of information published by businesses 
that conducted stock market transactions in Chile during the period of 1996-2005. This was 
based on the Transparency Index proposed by Haat, Mahenthiran, Rahman & Hamid (2006); 
this research also has the aim of establishing, through a linear regression model, those variables 
which most influence the level to which the Transparency Index can reach.

The study has been structured in the following way: section two presents the review 
of the literature and the hypotheses; in section three the methodology used in the research is 
described; section four presents the results that were obtained; and section five contains the 
conclusions.

2. LITERATURE AND HYPOTHESES

The authors, investigating the variables which show whether a company discloses a significant 
quantity and quality of information to the market, propose an index capable of measuring the 
level of transparency in the disclosure of that information, which is directly proportional to 
that quantity and quality. This index is here denominated the Transparency Index.

The literature shows that researchers have chosen to use either auto-constructed indices 
or indices created by some autonomous entity, as in the case of “Standard and Poor’s”. Faced 
with these two options, the second seems to present an evident disadvantage, given that in 
this case the Index is calculated upon request from the company and as such it is constructed 
on a biased platform, (Cheng et al., 2006). On the other hand, between the definition of an 
auto-constructed Index and one created by an autonomous entity, the number of factors under 
consideration can differ by anything up to 70.

According to the taxonomy defined by Verrecchia (2001), research in the field of 
transparency indices can be divided into three categories. The first category is “association-
based disclosure”, which corresponds to research that studies the existing relationship between 
the level of transparency and the activities of the investors, this implies recording the effects on 
the decisions of investors when information is revealed. The second category is “discretionary-
based disclosure”, which corresponds to that research, the objective of which is to study the 
level of discretion with which the administrators handle information, about which they have 
knowledge. Finally, the third category is “efficiency-based disclosure”, corresponding to 
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research studying cases in which a strategy has been developed to obtain the most convenient 
level of disclosure, in the absence of prior knowledge of the information.

The nature of this study belongs to the second category and it uses as its index one 
generated from 17 items, the same as applied to the Malasian market by Haat et al. (2006). The 
use of this Transparency Index is complimented by the creation of a linear regression model 
that looks to identify the variables which can explain the behaviour of the Transparency Index 
defined as the dependent variable.

With respect to the application of the linear regression model, the study tested the 
following hypotheses: 

H1: The debt resulting from external financial sources affects the Transparency Index.

Given that in Chile, as in other developing countries, the principal source of financing 
for businesses comes from banks and other external sources (Demirguc & Levine, 1999); thus 
it is necessary to determine how this variable affects the transparency of Chilean businesses. 

H2: Investment made by AFPs and the role played by the directors named by them, affect 
the Transparency Index.

In Chile workers’ Pension Funds are administered by private institutions called Pension 
Fund Administrators. As of May 31st 2006 the five main AFPs were handling approximately 
US$83 billion, which represents 70% of the gross national product of the country. Given this 
context, it becomes necessary to observe how the incorporation of the AFPs in the financial 
market has affected the transparency of information. 

3. RESEARCH METHODOLOGY

3.1. Evaluation of the sample1

An analysis was performed of 325 listed companies that carry out transactions on the Chilean 
Stock Market2. Then, from these companies, we selected those which comply simultaneously 
with the following criteria:

• Active companies, those which have made at least one stock quote in December of each 
year of analysis3.

1 Databases used: Bolsa de Valores de Chile, Superintendencia de Valores y Seguros de Chile, 
Worldscope y Mergent. 

2 Databases used: Bolsa de Valores de Chile, Superintendencia de Valores y Seguros de Chile, 
Worldscope y Mergent. 

3 This allows the determination of a market price (cotización bursátil) on said date.
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• Companies with the accounting data required by the model4, and with complete information 
for the period 1995-20055. 

This method produced a sample of 70 companies, from which was generated a database 
containing financial and non-financial information for each one over a period of 10 years, 
implying the analysis of 700 data samples. 

With respect to the evaluation of the Transparency Index, it was decided to work with 
financial and non-financial information published by the 70 selected companies, for the years 
1996, 1999, 2000, 2001, 2002, 2003, 2004 and 2005.

3.2. Specification of the tool used in evaluating the Transparency Index

This section shows the creation of a tool which permits the measurement of the level of trans-
parency of the information provided by the Open Incorporated Companies in Chile, through 
the financial statements available to external users. It has been decided to use the evaluation 
tool developed by Haat et al. (2006), given that the authors here indicate that the same is valid 
according to the mechanism of construction of a type of Likert additive (or ratio) scale, which 
here assures the coherence of that tool.

The tool to be used consists of a questionnaire composed of 17 classified items in four 
categories:

Information about the company

a.1. Disclosure of predictions relating to the principal financial and non-financial business.
a.2. Availability of sources of pertinent information (for example ratio analysis).
a.3. Information about fees paid to non-auditor professionals. 
a.4. The report of concentration of ownership.

Information contained in the notes of the financial statements

b.1.  Notes about deferred taxes.
b.2.  Notes about policies and accounting principles.
b.3.  Notes about interim revisions to the accounting system.
b.4.  Notes about the industry regulations, inter-company as well as intra-company.
b.5. Notes about the assignment of professional independent consultants and of the company’s 

secretariat service.
b.6. Notes about financial information by segment.
b.7. Notes about fines and sanctions for or against the company.

4 Databases used: Bolsa de Valores de Chile, Superintendencia de Valores y Seguros de Chile, 
Worldscope y Mergent. 

5 Period for which all required data was available.
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Information about external auditors

c.1. Disclosure of the object, nature and scope of an external audit.
c.2. Policies about the involvement of external auditors.
c.3. Policies about the relationship with external auditors.

Information about the board of directors

d.1. Company policy with respect to the remuneration of the directors.
d.2. The amount of the directors’ remuneration.
d.3. The board of directors’ own evaluation of the position of the company.

For each item in the questionnaire five point levels are permitted for each answer. A higher 
point score is possible for an answer with more complete information regarding that item.

Analysis of the questionnaire was carried out, with the aim of determining whether the annual 
report memories and the financial statements contained information that would cover responses 
to all 17 items. This analysis demonstrated that for seven items there does not exist available 
information, given that the Chilean accountancy regulations and those of the Superintendencia 
de Valores y Seguros6 do not make it compulsory. The items not included are:

a. Information about fees paid to non-auditor professionals. 
b. Notes about interim revisions to the accounting system.
c. Disclosure of predictions relating to the principal financial and non-financial business.
d. Notes about the assignment of professional independent consultants and of the company´s 

secretariat service.
e. Policies about the involvement of external auditors.
f. Policies about the relationship with external auditors.
g. Company policy with respect to the remuneration of the directors.

With the aim of not altering the tool and of being able to generate results comparable 
with other countries, where the same applies, it was decided to assign the lowest value to the 
above items, corresponding to a.1.

Finally, all selected companies answered the questionnaire for each appropriate year. In 
order that data capture should be homogenous and with it the allocation of points, the criteria 
were predefined for each level and for each item. The points obtained, from the application of 
the questionnaire, were processed in the following way: 

 
 6 Equivalent to Securities and Exchange Commission (SEC).
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IEi = Index obtained from the company for year i.
PEji = Point store obtained from the company E, for the question j, in year i.
Pmax =  Maximum possible point score (85).

3.3. Specification of the model used in the analysis of the Transparency Index

This section presents the regression model, which allows the observation of the effect of variables 
related to the sources of financing, concentration of ownership, percentage of participation on 
the part of AFP and non-AFP institutions (Insurance companies, Mutual Funds), third-party 
creditors, and the participation of the board of directors, on the transparency of information 
in the Chilean capital market.

The model utilized to test the hypotheses is as follows:

TI = Information Transparency Index
PPE = Property, Plant and Equipment as a percentage of total assets.
CPAM = Percentage of concentration of ownership.
AFP = Percentage of ownership of AFPs.
NAFP = Percentage of ownership of other non-AFP institutions.
TD/TA = Total debt to total assets ratio
DAFP = Variable Dummy, 1 if the company has a representative from an AFP on its board
   of directors and 0 if not.
ε = Error

Description of the variables

• Information Transparency Index (TI)
 This variable has been determined with elements such as: General information about the 

company, information contained in the notes to the financial statements, information about 
external auditors and information about the board of directors.

• Property, Plant and Equipment as a percentage of Total Property, Plant and Equipment. 
This variable is considered a proxy for the size of the company.

• Concentration of Ownership (CPAM)
 This variable is associated with the role played by the five major shareholders in the 

proprietary equity of the Chilean companies for each year of analysis, as reported by the 
Chilean Stock Market.
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• Ownership of AFPs and non-AFPs, and the representation of AFPs in the boards of direc-
tors of the Chilean companies

 These variables show the role played by these institutions in the proprietary equity of the 
Chilean companies (AFP, NAFP) and that played by the representatives of AFPs in the very 
same boards of directors (DAFP). This last variable is itself determined by the Dummy 
variable.

• External Source of Financing (TD/TA)
 This variable is related to the level of debt that Chilean companies hold with other financial 

institutions (banks) and various creditors.

4. RESULTS

4.1. With reference to the evaluation of the Transparency Index

The data shown demonstrates that there exists sufficient available information to impose a 
Transparency Index for the Chilean companies in the period studied.

The results shown in Table 1 and Figure 1 show that on average the Index maintained 
a positive and ascending progression in each year of analysis, fluctuating between 0.45 (in 
1996) and 0.52 (in 2005).

This behavior indicates an improvement in information transparency, given that the 
index shows an ascending tendency, improving its value in 13,7% from 1995 to 2005.

Table 1
Statistics.

N Range Minimum Maximum Mean St. Dev Variance
1996 70 0,2824 0,3059 0,5882 0,4543 0,0725 0,0053
1999 70 0,3529 0,2353 0,5882 0,4780 0,0687 0,0047
2000 70 0,3059 0,3176 0,6235 0,4934 0,0638 0,0041
2001 70 0,3059 0,3176 0,6235 0,5087 0,0668 0,0045
2002 70 0,4235 0,2000 0,6235 0,5042 0,0781 0,0061
2003 70 0,3176 0,3059 0,6235 0,5181 0,0659 0,0043
2004 70 0,3294 0,2941 0,6235 0,5146 0,0639 0,0041
2005 70 0,2824 0,3412 0,6235 0,5155 0,0610 0,0037
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Figure 1
Average Transparency Index.

4.2. With reference to the analysis of the model of the Transparency Index

Table 2 shows the univariates correlations between the variables. It demonstrates a positive and 
significant relationship between the dependent variable TI (Information Transparency Index) 
and the Property, Plant and Equipment variable (PPE) and the percentage of ownership of the 

Table 2
Correlation Matrix7.
Correlations (Pearson)

Variables          TI1 PPE                      CPAM’ AFP NAFP TD/TA DAFP
TI 1,000 0,130** 0,115** -0,123** 0,048 -0,153** -0,225**
PPE 0,130** 1,000 0,260** 0,106** 0,078* 0,232** -0,059
CPAM 0,115** 0,260 ** 1,000 -0,164** 0,120** -0,042 0,028
AFP -0,123** 0,106** -0,164** 1,000 0,121** 0,253** 0,055
NAFP 0,048 0,078* 0,120** 0,121 ** 1,000 -0,021 -0,012
TD/TA  -0,153** 0,232** -0,042 0,253** -0,021 1,000 0,081**
DAFP -0,225** -0,059 0,028 0,055 -0,012 0,081** 1,000

** Correlation is significant at the 0.01 level (2-tailed).
* Correlation is significant at the 0.05-level (2-tailed).

7 Databases used: Bolsa de Valores de Chile, Superintendencia de Valores y Seguros de Chile, 
Worldscope y Mergent. 
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five main shareholders (CPAM). On the other hand, in the case of the ownership of Pension 
Fund Administrators (AFP), level of debt (TD/TA) and the role played by AFPs in the com-
panies’ boards of directors (DAFP), there is evidently a significant and negative relationship. 
The table also clearly shows that there exists no significant relationship between the dependent 
variable and the percentage of ownership that lies in the hands of non-AFP institutions (NAFP, 
Insurance companies and mutual funds).

Table 3 shows in general that the most significant variables are:the size of the company 
(PPE), the debt (TD/TA) and representation of AFPs on the board of directors (DAFP). Addition-
ally, in terms of the effect of the variables upon information transparency in Chilean companies, 
it can be stated that: (1) the representation of AFPs in the Chilean companies’ boards of directors 
(DAFP) has a significant negative effect on the levels of transparency8; (2) the levels of owner-
ship of AFPs (CPAM) also negatively affects the transparency of the companies. Therefore, it 
can be concluded that AFPs have a negative effect resulting in low levels of transparency; (3) 
the concentration of ownership (CPAM) has a positive but not significant effect; (4) the size 
variable, represented by the Property, Plant and Equipment

 
numeral (PPE), is significantly 

and positively related to the level of transparency, probably caused by reasons associated with 
the source of financing; (5) the debt variable (TD/TA), within which are included bank loans, 
shows a significant negative relationship, which implies that a higher level of debt causes a 
lower necessity for information transparency.The possible reasoning behind this is linked to the 
fact that banking institutions and other large creditors receive their information directly from 
the techno-structure, leaving them free of the necessity for public information. 

Table 3
Ordinary least square regression.

 Coefficients
 Unstandardized Standardized t Sig.

Modelo B Std. Error Beta
(Constant) 0,4726 0,0119 39,7303 0,0000
PPE 0,0393 0,0107 0,1430 3,6777  0,0003
CPAM 0,0240 0,0158 0,0583 1,5160 0,1300
AFP -0,0922 0,0391 -0,0901 -2,3559 0,0188
NAFP 0,0232 0,0253 0,0336 0,9162 0,3599
TD/TA -0,0680 0,0179 -0,1458 -3,8034 0,0002
DAFP -0,0675 0,0122 -0,2002 -5,5123 0,0000
 Dependent Variable: DIP R square = 0.106

8 On average the transparency index of the companies in which the AFPs have independent direc-
tors was 41%, compared to 49% for companies without AFP representation amongst the directors.
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5. CONCLUSION

The results that were obtained allow the formulation of certain conclusions with respect to the 
merit attained by the Transparency Index as well as to the influence exercised by the analyzed 
variables on the behavior of the same.

In considering the Transparency Index it was observed that in the first year studied it 
reached an average value of 0.45, and it was increased in each subsequent year, reaching 0.52 in 
2005. This tendency could be linked to financial scandals, at a national and international level, 
that generated a climate of greater demand in Chile as well as elsewhere for the disclosure of 
information, with the aim of promoting the transparency of that disclosure.

Nevertheless, it is pertinent to recall that the optimum value of the Transparency Index 
is 1. As shown in these results, Chilean companies do not exceed an average score of 0.52, 
which suggests that there is still room for improvement with regard to information asymmetry, 
in such a way as to favor transparency and with it the decision-making process of investors, 
which should finally permit a greater expansion of the Chilean capital market.

 Returning to those variables which can influence the behavior of the Transparency 
Index, the analysis shows that the Chilean capital market has not received any benefit from the 
participation of important investment institutions, as is the case with the AFPs; it was expected 
that there would have been an obligatorily higher level of transparency, however, the empiri-
cal evidence shows that these institutions have joined with the major shareholders and it can 
be assumed that it is from them that they receive the necessary information to manage their 
portfolios.

The study also demonstrates that companies with a high level of debt show a lower 
transparency index, which explains why banks and financial institutions obtain their information 
directly from the techno-structure.This finding is consistent with other research that has been 
conducted to study the characteristics of capital markets in countries that orient their financial 
system more towards banking than the capital market itself.

The transparency index is greater, with a theoretical maximum of 1, the greater the 
investment in physical equipment; in this research investment in Equipment and Factories has 
been considered as a proxy variable for the size of the company. The conclusion seems to be 
consistent with the accepted idea that larger companies need to obtain part of their financing 
from capital markets outside Chile and also markets that are more demanding in terms of the 
information to be disclosed. A clear example of this situation is those companies who have 
floated ADRs on the New York Stock Exchange and have had to submit themselves to its 
regulations.

This research leaves open various perspectives of possible future study, for example, 
making a comparative analysis between different countries with regard to the development of 
capital markets, or perhaps considering the types of sources of financing to which the companies 
resort, principally financing from banks or from the creation of financial instruments within 
the capital market as an important sources of funds.
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