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		Abstract

		Prior research shows that financial reporting quality (FRQ) is positively related to investment efficiency for large U.S. publicly traded companies. We examine the role of FRQ in private firms from emerging markets, a setting in which extant research suggests that FRQ would be less conducive to the mitigation of investment inefficiencies. Earlier studies show that private firms have lower FRQ, presumably because of lower market demand for public information. Prior research also shows that FRQ is lower in countries with low investor protection, bank-oriented financial systems, and stronger conformity between tax and financial reporting rules. Using firm-level data from the World Bank, our empirical evidence suggests that FRQ positively affects investment efficiency. We further find that the relation between FRQ and investment efficiency is increasing in bank financing and decreasing in incentives to minimize earnings for tax purposes. Such a connection between tax-minimization incentives and the informational role of earnings has often been asserted in the literature. We provide explicit evidence in this regard. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Investment Efficiency, Under- and Over-Investment, Financial Reporting Quality, Private Firms, Emerging Markets, Financing Sources, Tax Incentives

	
	

	
    

    
	

	
	
		JEL Classification: M41, F30, G30, G31, M10

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Chen,  Feng and Hope,  Ole-Kristian and Li,  Qingyuan and Wang,  Xin, Financial Reporting Quality and Investment Efficiency of Private Firms in Emerging Markets (November  2, 2010).  Available at SSRN: https://ssrn.com/abstract=1635425 or http://dx.doi.org/10.2139/ssrn.1635425 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Feng Chen

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Toronto - Rotman School of Management]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Toronto - Rotman School of Management  ( email )

			

			
			
				
				
				
					105 St. George Street
Toronto, Ontario M5S 3E6 M5S1S4
Canada

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Ole-Kristian Hope (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Toronto - Rotman School of Management]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Toronto - Rotman School of Management  ( email )

			

			
			
				
				
				
					105 St. George Street
Toronto, Ontario M5S 3E6 M5S1S4
Canada

				

				
			

			
				
				
					HOME PAGE: http://www.rotman.utoronto.ca/FacultyAndResearch/Faculty/FacultyBios/Hope.aspx
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Qingyuan Li

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Wuhan University - School of Economics and Management  ( email )

			

			
			
				
				
				
					Wu Han, Hu-Bai 430072
China

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Xin Wang

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				The University of Hong Kong   ( email )

			

			
			
				
				
				
					1215 K.K.Leung Building
Hong Kong
Hong Kong

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    2,018

			

		
		
		
			Abstract Views

			   13,311

		

		
		 
		
			Rank

			    5,721

		

		
	


	
		
            
            	        5 Citations
		

	

	
		
			
				       44 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Financial Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Financial Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,566

                                    

                                    
                                        PAPERS

                                           18,574

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ross L. Watts at Massachusetts Institute of Technology (MIT) - Sloan School of Management

                                    

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,899

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Corporate Governance & Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance & Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,605

                                    

                                    
                                        PAPERS

                                            6,617

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                
	
                    International Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,251

                                    

                                    
                                        PAPERS

                                            3,463

                                    

                                

                                
                            

                        

                    

                
	
                    International Corporate Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Corporate Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,029

                                    

                                    
                                        PAPERS

                                            8,595

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    International Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              984

                                    

                                    
                                        PAPERS

                                           24,643

                                    

                                

                                
                            

                        

                    

                
	
                    Microeconomics: Search; Learning; Information Costs & Specific Knowledge; Expectation & Speculation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: Search; Learning; Information Costs & Specific Knowledge; Expectation & Speculation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              797

                                    

                                    
                                        PAPERS

                                            8,027

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Does the Stock Market Harm Investment Incentives?

                        
                            By
                                
                                
                                    
                                    John Asker, 
                                    
                                
                                    
                                    Joan Farre-mensa, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Comparing the Investment Behavior of Public and Private Firms

                        
                            By
                                
                                
                                    
                                    John Asker, 
                                    
                                
                                    
                                    Joan Farre-mensa, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Does Public Ownership of Equity Improve Earnings Quality?

                        
                            By
                                
                                
                                    
                                    Dan Givoly, 
                                    
                                
                                    
                                    Carla Hayn, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Corporate Investment and Stock Market Listing: A Puzzle?

                            
                                By
                                    
                                    
                                        
                                        John Asker, 
                                        
                                    
                                        
                                        Joan Farre-mensa, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Auditor Independence in a Private Firm and Low Litigation Risk Setting

                            
                                By
                                    
                                    
                                        
                                        Ole-kristian Hope
                                         and 
                                    
                                        
                                        John Christian Langli
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Financial Reporting Quality and Investment Efficiency of Private Firms in Emerging Markets

                            
                                By
                                    
                                    
                                        
                                        Feng Chen, 
                                        
                                    
                                        
                                        Ole-kristian Hope, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Financial Credibility, Ownership, and Financing Constraints in Private Firms

                            
                                By
                                    
                                    
                                        
                                        Ole-kristian Hope, 
                                        
                                    
                                        
                                        Wayne B. Thomas, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Demand for Financial Statements in an Unregulated Environment: an Examination of the Production and Use of Financial Statements By Privately-Held Small Businesses

                            
                                By
                                    
                                    
                                        
                                        Kristian D. Allee
                                         and 
                                    
                                        
                                        Teri Lombardi Yohn
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Earnings Quality and Ownership Structure: The Role of Private Equity Sponsors

                            
                                By
                                    
                                    
                                        
                                        Sharon P. Katz
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
			
				
			
			
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.158 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
