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a b s t r a c t

Using a novel data set on corporate ownership and control, we show that the divergence

between the control rights and cash-flow rights of a borrowing firm’s largest ultimate

owner has a significant impact on the concentration and composition of the firm’s loan

syndicate. When the control-ownership divergence is large, lead arrangers form syndicates

with structures that facilitate enhanced due diligence and monitoring efforts. These

syndicates tend to be relatively concentrated and composed of domestic banks that are

geographically close to the borrowing firms and that have lending expertise related to the

industries of the borrowers. We also examine factors that influence the relation between

ownership structure and syndicate structure, including lead arranger reputation, prior

lending relationship, borrowing firm informational opacity, presence of multiple large

owners, laws and institutions, and financial crises.

& 2011 Elsevier B.V. All rights reserved.

1. Introduction

Over the past two decades, the syndicated loan market
has become the most important source of global corporate
financing. International syndicated lending amounted to
$1.8 trillion in 2009, surpassing the $1.5 trillion of corporate

borrowing in international bond markets (Chui, Domanski,
Kugler, and Shek, 2010). Unlike a traditional bank loan,
which typically involves a single creditor, a syndicated loan
unites a group of lenders in which a lead arranger originates
the loan and performs due diligence and monitoring, and
the participant banks fund parts of the loan (Esty, 2001). The
syndication process therefore generates an additional ele-
ment of moral hazard within the syndicate between the
lead arranger and the other syndicate members, besides
the typical agency problems between the borrower and the
lender that exist in a lending relationship (Diamond, 1984;
Holmstrom and Tirole, 1997). Despite the importance of
syndicated loans and the uniqueness of the syndication
process, little is known about how loan syndicates are
structured to address and mitigate moral hazard problems
both at the borrowing firm and within the syndicate.

In this paper, we focus on the divergence between
corporate ownership and control at the borrowing firm to
explore how corporate ownership structure influences the
bank loan syndicate structure. In many publicly listed
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firms around the world, control rights of the dominant
shareholders often exceed their cash-flow rights via the
use of dual-class shares, pyramidal structures, and multiple
control chains (e.g., La Porta, López-de-Silanes, and Shleifer,
1999; Claessens, Djankov, and Lang, 2000; Laeven and
Levine, 2008, 2009; Gompers, Ishii, and Metrick, 2010). In
such firms, the controlling shareholders have the ability to
divert corporate wealth for private benefits without bearing
the full financial consequences and, therefore, have strong
incentives to engage in tunneling and other moral hazard
activities (Shleifer and Vishny, 1997; Johnson, La Porta,
López-de-Silanes, and Shleifer, 2000).1 Many of these activ-
ities increase the default risks, impair collateral values and,
as a consequence, increase the expected costs of financial
distress (Lin, Ma, Malatesta, and Xuan, 2011).2 In anticipation
of the increased credit risk, more intense due diligence and
monitoring efforts are required before lending takes place.
However, as suggested in the framework of Holmstrom and
Tirole (1997), the lead arranger has an incentive to shirk the
monitoring responsibilities, especially when more intense
monitoring is required, because the monitoring efforts are
costly and unobservable, and the lead arranger owns only
part of the loan. The lead arranger bears most of the costs for
the due diligence on the borrower ex ante and the monitor-
ing of the borrower ex post yet retains only a fraction of the
loan. Therefore, the lead arranger could lack the incentive to
provide the optimal level of efforts (Sufi, 2007; Ivashina,
2009). Participant banks should take the lead arranger’s
moral hazard problem into account and demand that a
greater fraction of the loan be held by the lead arranger for
incentive purposes if the borrowing firm requires more due
diligence and monitoring. Moreover, a larger portion of the
loan retained by the lead arranger not only signals a credible
commitment by the lead arranger in due diligence and
monitoring, but also provides a strong signal of borrower
quality (Sufi, 2007; Ivashina, 2009). Therefore, the fraction
held by the lead arranger of a syndicated loan should be
increasing in the divergence between control and cash-flow
rights of the borrowing firm’s dominant shareholders. It
follows that syndicates lending to firms with large control-
ownership deviations should be more concentrated than
those lending to firms with small deviations.

On the other hand, countervailing factors could induce a
diffuse syndicate structure in the face of control-ownership
divergence. Diffuse loan ownership can facilitate diversifica-
tion of risk exposure across lenders (Esty and Megginson,
2003). As the credit risks increase with the corporate control-
ownership divergence, creditor diversification incentives
also increase. In addition, a more diffuse syndicate structure
makes renegotiation more difficult and restructuring more

costly (Gertner and Scharfstein, 1991; Bolton and Scharfstein,
1996; Brunner and Krahnen, 2008). As a consequence, diffuse
loan ownership can be used as a pre-commitment mechan-
ism by lenders to deter strategic defaults (Bolton and
Scharfstein, 1996; Esty and Megginson, 2003). Therefore, if
creditors are concerned with strategic defaults by the bor-
rowing firms when a large divergence exists between
corporate control and cash-flow rights, a diffuse syndicate
ownership might be preferred. In this regard, the creditors’
incentives to form a more diffuse syndicate might be
increasing in the divergence between corporate control and
cash-flow rights. These considerations suggest a negative
relation between corporate control-ownership divergence
and syndicate concentration. The overall effect of corporate
control-ownership divergence on syndicate concentration is
an empirical question that we explore in this study.

The divergence between ownership and control at the
borrowing firm can also affect the composition of the loan
syndicate, including foreign lender participation and the
overall lending expertise of the syndicate members. It is
well documented that greater physical distance between
the lender and the borrower makes the ex-ante screening
and ex-post monitoring more difficult and generates
higher agency costs (Stein, 2002; Esty, 2004). The dis-
tance-driven agency costs are further aggravated by the
agency problems induced by the control-ownership diver-
gence at the borrowing firms. As a result, foreign banks
might be less willing to lend to such firms that require
monitoring-intensive relationship loans. Moreover, as
Esty (2004) suggests, foreign banks are more susceptible
to expropriation risks because they are often treated
unfairly in corporate default situations, especially in
relational functions such as debt restructuring or collat-
eral seizing.3 Therefore, we expect the syndicate partici-
pation rate of foreign lenders to be negatively related to
the divergence between control and cash-flow rights of
the dominant shareholders of the borrower.

The lending expertise of the syndicate also could be
affected by the divergence between ownership and control
at the borrowing firm. Lender loan portfolio concentration
in a particular industry is driven by synergies in information
collection and monitoring (Ivashina, 2009). Banks with
industry-specific expertise are more likely than other banks
to lend to borrowers that require industry-specific knowl-
edge and intense monitoring, such as firms with great
tunneling risks caused by large divergences between own-
ership and control. Furthermore, given the heightened risks
and the potential need for joint monitoring at such firms,
the lead arranger is likely to select participant lenders based
on their familiarity with the borrowing firm’s industry
sector. Syndicates lending to firms with large control-own-
ership divergences, therefore, are likely to be composed of

1 Various forms of such activities by controlling shareholders are

evident in developed countries as well as developing countries. They

include outright theft or fraud, expropriation of corporate opportunities,

and self-serving financial transactions such as transfer pricing, inter-

corporate loans, asset sales at favorable prices to controlling share-

holders, etc. (e.g., Djankov, La Porta, López-de-Silanes, and Shleifer,

2008).
2 For instance, Friedman, Johnson, and Mitton (2003) report that

bankruptcy cases in many countries are associated with complete

looting by controlling shareholders, leaving the creditors practically

nothing when the firms go bankrupt.

3 Esty (2004) reports numerous cases on discrimination against

foreign creditors in various countries including the United States. One

vivid example involves Jasmine International, a Thai telecommunica-

tions company founded by Thailand’s commerce minister and controlled

by his family. After the company went into financial distress during the

Asian financial crisis and had to restructure its debt, it proposed to repay

its local creditors in full while repaying less than 20% of the debt owed to

foreign lenders.
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