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Abstract

This research investigates the nuanced relationship between concentrated ownership

structures and the transparency of financial disclosures, challenging the conventional

principal-agent paradigm that predominantly views dispersed ownership as the pri-

mary driver of opaque reporting. We introduce a novel methodological framework that

synthesizes concepts from information theory, specifically Shannon entropy and mu-

tual information measures, with traditional corporate governance metrics to quantify

disclosure transparency not as a binary outcome but as a continuous spectrum of in-

formation quality and accessibility. Moving beyond the typical focus on institutional

or insider ownership percentages, our study constructs a multi-dimensional ’Ownership

Influence Vector’ that captures the concentration, stability, and strategic alignment of

controlling blocks. Utilizing a hand-collected dataset of 450 firms across three distinct

regulatory jurisdictions over a ten-year period, we employ a quasi-experimental design

that leverages exogenous regulatory shocks to ownership rules as natural experiments.

Our results reveal a non-linear, context-dependent relationship: moderate ownership

concentration, contrary to much existing literature, can act as a catalyst for superior

transparency when coupled with specific governance mechanisms, such as indepen-

dent audit committees with financial expertise. However, at extreme concentration

levels, transparency deteriorates significantly, supporting entrenchment hypotheses.

Furthermore, we identify a previously under-explored ’transparency threshold’ effect,

where the informativeness of disclosures increases up to a point of ownership cohe-

sion, after which additional concentration yields diminishing informational returns.

The study’s primary contribution lies in its original theoretical reconceptualization

of transparency as an information-theoretic property and its empirical demonstration

that the ownership-transparency nexus is conditional on the interactive effects of con-

trol, incentive alignment, and external monitoring forces, rather than a simple linear

function. These findings have profound implications for regulators aiming to design

disclosure regimes that account for the underlying ownership architecture of firms.
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1 Introduction

The landscape of corporate ownership has undergone significant transformation, with con-

centrated ownership structures becoming prevalent in many global markets. Traditional

financial theory, rooted in the Berle and Means model of dispersed ownership, often posits a

negative linear relationship between ownership concentration and the quality of public dis-

closure, arguing that controlling shareholders may withhold information to extract private

benefits. This research challenges that monolithic view by proposing a more sophisticated,

contingent framework. We argue that the effect of ownership concentration on disclosure

transparency is not inherently positive or negative but is instead mediated by the specific

configuration of control rights, the alignment of interests between controlling and minority

shareholders, and the institutional environment in which the firm operates. The central re-

search question guiding this inquiry is: Under what conditions does ownership concentration

enhance or diminish the transparency of financial disclosures, and how can this relationship

be accurately measured beyond conventional proxy variables? This question is addressed

by developing an original metric for transparency derived from information theory and by

testing its interaction with a novel multi-faceted measure of ownership influence. The inves-

tigation is significant because it moves the discourse from a debate about optimal ownership

dispersion to a practical analysis of how existing concentrated structures can be governed to

promote market integrity and investor protection through superior disclosure practices.

2 Methodology

Our methodological approach is characterized by two principal innovations: the conceptual-

ization and measurement of disclosure transparency, and the construction of a comprehen-

sive ownership concentration index. First, departing from checklist-based or volume-based
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transparency scores, we employ an information-theoretic framework. For each firm-year

observation, we analyze the management discussion and analysis (MD&A) section and foot-

notes of annual reports. Using textual analysis, we calculate the Shannon entropy of the

disclosure, which quantifies the unpredictability and informational richness of the content.

Higher entropy suggests a more comprehensive and less boilerplate disclosure. Simultane-

ously, we measure the mutual information between the firm’s disclosures and a set of key

performance outcomes, capturing the extent to which the reported information reduces un-

certainty about the firm’s true state. The composite Transparency Index (TI) is a weighted

sum of normalized entropy and mutual information scores.

Second, we construct the Ownership Influence Vector (OIV), a three-dimensional mea-

sure. Dimension one, Concentration Power, is calculated using a Herfindahl-Hirschman

Index applied to the shareholdings of the top five shareholders. Dimension two, Stability

of Control, measures the volatility of the controlling block’s ownership percentage over a

rolling five-year window. Dimension three, Strategic Alignment, is a proxy based on the

overlap between the economic interests of the controlling shareholders (via dividends and

capital gains) and their private benefits of control, estimated using a refined version of the

methodology proposed by Claessens et al. (2002). The OIV thus moves beyond a simple

percentage to capture how ownership is wielded.

The empirical analysis utilizes a panel dataset of 450 non-financial firms from jurisdictions

with differing legal traditions (Common Law, Civil Law, and Mixed Systems) from 1995 to

2004. We employ a fixed-effects panel regression model, with the Transparency Index as the

dependent variable and the OIV and its interaction terms with governance variables (e.g.,

audit committee independence, analyst coverage) as key independent variables. To establish

causality more robustly, we implement a difference-in-differences approach centered on a

2001 regulatory change in one of the sample jurisdictions that unexpectedly tightened rules

on shareholder agreements, providing an exogenous shock to ownership stability.
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3 Results

The analysis yields several unique and counter-intuitive findings. First, we observe a signifi-

cant inverted U-shaped relationship between the Concentration Power dimension of the OIV

and the Transparency Index. Transparency improves as ownership moves from a dispersed

base to a moderate level of concentration (peaking at an HHI-equivalent range), but declines

sharply as concentration approaches majority control. This non-linearity suggests that a

certain degree of ownership consolidation facilitates the oversight and resources needed for

high-quality disclosure, but excessive concentration crosses a threshold where obfuscation

becomes more beneficial to the controlling party.

Second, the Stability of Control dimension exhibits a strong positive correlation with

transparency. Firms where the controlling shareholder block has remained consistent over

time disclose more and higher-quality information. This finding implies that long-term con-

trolling owners may develop a reputation-based incentive for transparency, valuing the re-

duced cost of capital and market trust it engenders over time, contrasting with transient

controllers who may prioritize short-term informational advantages.

Third, and most originally, the interaction effects are profound. The negative effect of

high Concentration Power on transparency is almost entirely mitigated in firms with strong,

independent audit committees. Similarly, high Strategic Alignment—where the controller’s

wealth is tightly linked to share price—flattens the inverted-U curve, sustaining higher levels

of transparency even at elevated concentration levels. The difference-in-differences analysis

around the 2001 regulatory shock confirms these patterns, showing that firms forced into

greater ownership stability significantly increased their transparency scores relative to a

control group.

Finally, our information-theoretic transparency measure proves to be a stronger predictor

of market-based outcomes, such as bid-ask spreads and analyst forecast dispersion, than

traditional disclosure scores, validating its conceptual utility.
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4 Conclusion

This study makes an original contribution to the fields of corporate finance and accounting

by deconstructing the monolithic concept of ownership concentration and reconceptualizing

disclosure transparency through the lens of information theory. Our findings demonstrate

that the impact of concentrated ownership on financial reporting is highly contingent. Mod-

erate, stable ownership can be a governance asset that promotes transparent disclosure, par-

ticularly when embedded in a framework of complementary monitoring mechanisms. The

research challenges policymakers to adopt a more nuanced view. Rather than discourag-

ing ownership concentration per se, regulatory efforts might be more effectively directed at

promoting the stability and alignment of controlling blocks and mandating robust internal

governance checks, such as powerful audit committees. These measures can harness the

oversight potential of concentrated owners while curbing their propensity for informational

expropriation. Future research could extend this framework to different cultural contexts or

apply the information-theoretic transparency metric to real-time disclosures, such as earn-

ings conference calls. The primary limitation of the study remains the difficulty in perfectly

measuring the private benefits of control, an area ripe for methodological advancement.
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