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Abstract

We study how firms choose to allocate decision powers to shareholders or management in
a historical context where control allocation was not mandated by corporate law but own-
ership structures were constrained by differences in regional wealth distributions. Firms
with numerous small -and plausibly less informed- owners tend to disempower shareholders
and increase managerial authority. Moreover, shareholder empowerment is accompanied
by provisions promoting information acquisition by owners, suggesting that control and
information are complements. Our findings highlight how the debate on shareholder em-
powerment should account for the critical role of ownership structure.
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The modern public corporation is characterized by the separation between ownership and
control (Berle and Means (1932)). This means that owners of a firm wield minimal influence
over business decisions, leaving the company’s managers to operate it according to their dis-
cretion. In the US, some legal scholars have voiced concerns that this agency problem might be
exacerbated by statutory law. They argue that corporate law protects management (i.e., di-
rectors and officers) from shareholder intervention and advocate for the possibility of granting
more control power to shareholders (shareholder empowerment) (Bebchuck (2005)). Others
argue that this governance model, far from being inherently flawed, better serves the objective
of maximizing shareholders’ wealth. In their view, shareholders consent to—and ultimately
benefit from—having professional managers oversee the firm because the advantages derived
from management’s expertise and their superior information outweigh the agency costs (Bain-
bridge (2006)). Moreover, measures that restrict owners’ intervention rights might ultimately
enhance firm value, as shareholders could potentially disrupt management activities due to
personal interests, errors, or reliance on inferior information.

Another aspect that adds to the complexity of the debate is that different legal systems
allocate control over corporate decisions in a heterogeneous fashion. For example, in the
Delaware corporate law, charter amendment can only be initiated by the board of directors
while in the UK, since the early twentieth century, this has been an unwaivable right of the
general shareholder meeting (hereafter GM) (Hill (2019)).2 Table 1 provides an overview
of the heterogeneous allocation of authority over major corporate decisions across three legal
systems: US (Delaware), UK and Germany. This legal heterogeneity begs the question of what
determines the desirability of stronger or weaker empowerment of shareholders or management.

In this paper, we study how ownership structure affects the optimal level of shareholder
empowerment by analyzing the allocation of control rights (authority)® over major corporate
decisions in 85 publicly traded Norwegian industrial firms at the turn of the 20th century. This

historical setting has unique features that allow us to overcome key challenges in identifying

1Such actions could reduce the firm’s value by disincentivizing management or compelling the company to
make choices that diminish its worth (Aghion and Tirole (1997), Burkart, Gromb, and Panunzi (1997), and
Pagano and Roell (1998)).

2Matsusaka and Ozbas (2017) also discuss under which conditions the shareholder power to only ratify
management proposals is preferable to owners having the power to advance their own.

3Throughout this paper, we use the terms authority and control interchangeably.



and interpreting the impact of ownership structure on shareholder empowerment.

Studying this relationship in modern legal systems presents several obstacles. First, statu-
tory law often restricts the free allocation of control rights, regulating critical corporate deci-
sions such as mergers, new share issues, and dividend distributions (Hansmann and Kraakman
(2004)). Second, causality is difficult to establish: does a country’s prevalent ownership struc-
ture shape its corporate legal framework, or does the legal framework determine ownership
structures? For instance, if statutory law promotes shareholder empowerment—potentially in
a suboptimal way—it may encourage the emergence of large, informed investors such as in-
stitutional shareholders, who are better equipped to exercise the control granted by statutory
law than small, uninformed shareholders. Additionally, unobserved factors may simultane-
ously influence both corporate law and ownership structures. Norway’s early 20th-century
corporate and legal landscape provides a unique setting to address these issues. At that time,
the country lacked statutory corporate law, while granting legal personhood to limited liability
firms. This regulatory void allowed firms to allocate control rights freely between the GM and
management, without legal constraints. Moreover, in this historical setting the availability of
large, wealthy investors was exogenously constrained, forcing some firms to issue equity to a
broad base of small shareholders. These factors mitigate concerns about reverse causality and
omitted variable, enabling us to examine how ownership structure shapes the distribution of
control rights between shareholders and management.

Another key advantage of our dataset is that it allows us to contrast and disentangle two
distinct channels through which ownership structure may affect shareholder empowerment. On
the one hand, the allocation of control rights to the GM is primarily motivated by the need to
mitigate managerial agency costs: the greater the interest misalignment between shareholder
and management, the more likely the GM is to be empowered while managerial authority is
restricted. On the other hand, there are two alternative channels that can lead to managerial
empowerment at the expense of the GM.

The first is an information channel: the allocation of authority over corporate decisions
should reflect the information available to the decision-makers. If shareholders lack informa-
tion or face high acquisition costs, and managerial goals are not significantly misaligned with

theirs, delegating authority over corporate decisions to management may be preferable (Aghion



and Tirole (1997), Dessein (2002)). In this context, ownership structure affects GM empow-
erment by influencing the information available to shareholders. Individual shareholders do
not internalize the collective benefits of their informed decisions, leading to an underprovi-
sion of effort in information gathering. This free-rider problem is exacerbated in firms with a
dispersed ownership base, as smaller shareholders have weaker incentives to acquire informa-
tion (Shleifer and Vishny (1986); Admati, Pfleiderer, and Zechner (1994)). As a result, firms
with more dispersed ownership are likely to disempower the GM and grant more authority to
management.

The arguments above underscore the complementary nature of information and control. In
our dataset, we record whether firms implement mechanisms to facilitate shareholder access
to information, such as extended pre-GM access to company books. Hence, if the information
channel is the primary motivation through which ownership structure influences GM empow-
erment, we would expect firms with a more empowered GM to have fewer small owners and
to establish stronger information acquisition mechanisms for shareholders.

An alternative channel leading to shareholder disempowerment is the presence of conflicts
among shareholders. A fragmented general meeting (GM) can be an ineffective decision-
making body, particularly when shareholder interests diverge significantly (Schwartz-Ziv and
Volkova, 2024). In such cases, delegating greater authority to management may represent an
optimal governance response. Firms with a large base of small shareholders are more likely
to exhibit heterogeneous interests, increasing the likelihood of conflict and, in turn, justifying
a less empowered GM. In our historical context, one common mechanism to manage such
conflicts was the imposition of voting caps, which limited the number of votes any individual
shareholder could exercise. These caps reduced the ability of dominant shareholders to pursue
private agendas, thereby serving to mitigate intra-shareholder disputes. As a result, firms with
more stringent voting caps are likely those with a higher potential for shareholder conflict. If
such conflicts are a key determinant of GM disempowerment, we would expect to observe
stronger managerial authority in firms with restrictive voting caps. In addition, boards were
not legally required during this period, and firms could choose whether to establish one.
As shown by Burkart, Miglietta, and Ostergaard (2023), firms with a dispersed ownership

structure and greater potential for conflict were more likely to establish boards to mediate



between competing shareholder interests. To fulfill this role effectively, boards were often
granted formal authority over key corporate decisions—particularly those prone to generating
disagreement within the GM. Accordingly, both stringent voting caps and the presence of a
board serve as proxies for managerial empowerment (and GM disempowerment) arising from
conflict among shareholders.

Our findings indicate that the general meeting (GM) remains the most powerful decision-
making body, retaining authority over the largest number of strategic decisions—consistent
with shareholders’ interest in protecting themselves against managerial opportunism. Never-
theless, managers are granted substantial formal authority over strategic decisions. Specifically,
firms with a predominance of small shareholders are significantly more likely to delegate au-
thority over strategic corporate matters to management, accompanied by a reduction in either
GM authority or the number of decisions left unassigned. This effect is particularly pronounced
for decisions that are less likely to be influenced by shareholder conflict and thus relatively more
likely to be characterized by managerial informational advantages.* Furthermore, firms with
more empowered shareholders tend to adopt stronger mechanisms for facilitating shareholders’
information access prior to GM, reinforcing the view that control and information are comple-
mentary. These patterns persist after controlling for potential conflicts among shareholders,
as proxied by voting caps and the presence of a board.

Taken together, these findings underscore the critical role of ownership structure in shaping
the allocation of authority between shareholders and managers—particularly through its im-
pact on the informational asymmetries between them. Firms should therefore take into account
the composition of their shareholder base—whether dominated by large or small owners—when
designing internal governance. Likewise, policymakers should consider the prevailing owner-

ship structures in their jurisdiction when developing corporate governance regulations.

“In our setting, the dividend decision is characterized by high level of disagreement among shareholders,
while decisions like borrowing and the sale of a firm’s assets are relatively more exposed to information-related
problems.



1 Formal authority and ownership structure

1.1 Shareholder empowerment as formal authority allocation

Shareholder empowerment involves equipping a company’s owners with the tools necessary
to pursue their interests and protect themselves from potential managerial misconduct. In
this context, we focus on empowering shareholders by granting the GM the authority to make
corporate decisions. If we accept that the primary purpose of a firm is to serve its owners’
objectives, then there should be little hesitation in giving them substantial power to intervene
in company affairs, block or reverse management actions, or replace officers and directors as
they see fit. Achieving this requires that corporate law or company statutes grant the GM the
authority to make key decisions. However, even when shareholders are given significant control
rights, how effectively will they use these powers? It is unrealistic to expect shareholders to
make all the decisions they are entitled to, given that they are not fully informed about every
aspect of the company’s operations and typically meet only a few times a year. Consequently,
while shareholders may have formal control over certain corporate decisions, they generally
allow the board and management to handle most decisions, intervening only when necessary
to challenge or block management actions.

The concept of formal authority allocation, introduced by Aghion and Tirole (1997), pro-
vides a theoretical framework that fits well the situation described above. Their model ex-
amines a principal-agent setting where a principal can either retain or delegate to the agent
the formal authority over one or more decisions. The party that has formal authority (either
the principal or the agent) can take the decision without any interference from the other.
Alternatively, who has formal authority, can still choose to allow the other party to make the
decision on his/her behalf. At first glance, it seems there is no significant trade-off: owners
(the principal) should never relinquish formal authority to management (the agent), as man-
agers can handle decision-making while the owners retain the ability to step in if necessary to
block managers’ opportunistic behavior, as management objectives are not perfectly aligned
with those of shareholders. However, retaining authority has its costs. Without formal au-
thority, management has less incentive to gather information (Aghion and Tirole (1997)), or

if they do have information, they may not communicate it precisely (Dessein (2002)). There-



fore, retaining control poses the risk for owners to make poorly informed decisions. In sum,
in this framework, the optimal allocation of authority arises from balancing two competing
forces: exploiting managerial information —which favors management empowerment— versus
mitigating conflicts of interest between shareholders and managers (interest misalignment)
—which favors shareholder empowerment.

Formal authority allocation has been explored in the theoretical governance literature.
Chakraborty and Yilmaz (2017) examine whether the board should be more closely aligned
with executives or shareholders, depending on how decision-making authority is distributed
between the board and executives. Harris and Raviv (2008) explore the allocation of authority
between insiders and outsiders sitting on a board. Particularly relevant to this work is Harris
and Raviv (2010), where the authors analyze the conditions under which shareholders should
be granted greater authority over corporate decisions compared to management, given the
misalignment of preferences between shareholders and management, as well as their respective
informational advantages. Despite the rich theoretical contributions to the study of formal
authority allocation, empirical research on this topic remains limited. Most empirical studies
focus on specific instances where authority allocation has been affected by external shocks.
For instance, Cunat, Lu, and Wu (2021) examine the impact of increased GM authority on
voting standards in director elections. Wagner and Wenk (2022) investigate the effects of
enhancing shareholder control rights through say-on-pay provisions, while Cornelli, Kominek,
and Ljungqvist (2013) study how legal reforms that empower boards to dismiss CEOs influence
firm performance. Our research contributes to this body of literature by examining how
ownership structure affects the allocation of authority between shareholders and management,

with particular attention to the role that information plays in this context.

1.2 Shareholder empowerment and ownership structure

Ownership structure may influence the distribution of formal authority by affecting the relative
information advantage of shareholders compared to management. In fact, when shareholders
acquire information about the firm they do not internalize the benefits of their work on other
shareholders leading to a low provision effort. The prevalence of small shareholders aggravates

this problem (Shleifer and Vishny (1986); Admati et al. (1994)), rendering retention of control



by the GM less desirable, as small owners might be less informed than large shareholders
or, at least, have weak incentives to become informed (Aghion and Tirole (1997); Dessein
(2002)). In addition, as argued by Edmans and Holderness (2017), large percentage and
dollar-value holdings both entail incentives for investors to become informed. Finally, large
owners are more likely wealthier individuals with connections to business communities and
networks. As a result, firms with fragmented ownership structures tend to have shareholders at
a considerable informational disadvantage relative to management. Therefore, given a certain
degree of conflict of interest between owners and managers, we can expect that companies with
a broader base of small shareholders will be less inclined to allocate formal decision-making
authority to the GM and more likely to empower management instead.

However, this is not the only reason why a prevalence of small owners could lead to the dis-
empowerment of the GM. The predominance of small shareholders may correlate with greater
heterogeneity among them, as small shareholders often coexist with larger ones, and their
higher numbers may lead to a more diverse ownership base. The presence of heterogeneous
shareholders can increase the potential for conflict within the GM, making it an ineffective
decision-making body. A conflicted GM might struggle to make decisions effectively, particu-
larly if voting deadlocks occur. Therefore, in the presence of a diverse ownership base, it may
be optimal to allocate formal authority away from the GM. Matsusaka, Ozbas, and Yi (2017)
demonstrate how shareholders might represent specific constituencies, such as labor unions,
while Schwartz-Ziv and Volkova (2024) report that heterogeneous shareholders often disagree
in general meetings.

In what follows, we will test how ownership structure affects the delegation of formal au-
thority to management, via its influence on shareholders’ informational disadvantage relative
to managers. However, the potential for disagreement between shareholders represents an al-
ternative channel through which the prevalence of small shareholders can impact the allocation
of formal authority between the GM and management. Using unique features of our dataset,
we can control for the effect of shareholders’ conflicts on authority delegation to management.
First, many firms implement voting caps, which limit the number of votes a single shareholder
can exercise. By restricting the concentration of voting power, these caps indicate the presence

of conflict among shareholders. Second, Burkart et al. (2023) show that firms more likely to



experience conflicts among owners establish boards. Using these two characteristics, we can
account for the impact of conflicts among shareholders on the allocation of formal authority
over strategic corporate decisions.?

If ownership structure continues to explain the empowerment of management (and the
disempowerment of the GM) even after controlling for shareholder conflicts, it remains to be
determined whether this relationship is driven by informational asymmetries between managers
and owners. To this end, we exploit the variation in the nature of strategic decisions to
assess the relative importance of the two mechanisms—shareholder conflict and managerial
informational advantage—in influencing the formal allocation of decision-making authority.
Certain decisions may be delegated to management due to the potential for disagreement
among shareholders, while others may be delegated because managers possess an informational
advantage. Hence, if ownership structure is found to explains the allocation of the latter, this
would lend support to the hypothesis that information-related concerns drive the observed
patterns in authority allocation. To further explore the role of information, we study how the
GM’s information collection is correlated with its empowerment: If informational concerns
shape the allocation of authority, we would expect firms that grant more power to the GM to

also include statutory provisions aimed at improving shareholder access to information.

2 Data and statutes

2.1 Data collection

Our historical data are hand-collected from Carl Kierulf’s annual Handbook of Norwegian
Bonds and Stocks (Haandbog over Norske Obligationer og Aktier), the Norwegian trade reg-
ister (Bronngysundregistrene), and individual company records kept in various national and
town archives. The Kierulf Handbook, first published in 1900, reports rudimentary financial
information for publicly traded companies, including the value of paid-in equity and the nomi-
nal share value, as well as annual dividend payments and stock prices dating back three to five
years. The 1900 handbook also contains company statutes. We collect additional company

statutes and financial statements from regional Norwegian archives to the extent historical

®These aspects will be discussed in greater detail below.



records still exist. Since firms were not required to disclose their financial statements, ac-
counting variables are not available in all years for many firms and are completely missing for
several firms.

Overall, our sample comprises company statutes for 85 industrial corporations and firm-
level financial data covering the period 1886-1920. For all but three firms, the company statutes
are those in effect in 1900 (one firm was incorporated in 1905, and the oldest statutes available
for the two other firms are from 1907 and 1908, respectively). For reasons of comparability,
our sample consists entirely of industrial firms. The shares of these companies were traded on
the curb in Oslo by multiple brokers, and the brokers’ association published bi-weekly lists of
transaction prices.

We map firms’ statutes into a codable set of categorical and numeric governance variables,
which we describe below. Table 2 lists some of these variables and provides descriptive statistics

on their cross-sectional distributions.

2.2 Company statutes

The statute of a firm is a list of paragraphs that sets the rules for its governance. We discuss
the governance provisions that are relevant for our analysis below. A detailed discussion of
the statutes can be found in Burkart et al. (2023). As documented there, the statutes display
significant heterogeneity which provide us with a high degree of variation in the sample, despite
its only 85 observations.

Governance provisions broadly fall into three groups: First, they define the corporate bodies
that govern the firm. All of the firms in our sample formally establish a group of executives,
typically referred to as the board of directors, and a general meeting of shareholders (GM). In
our sample, 22 firms also establish a governance body that lies in between the executive group
and the GM. This body, which is referred to as a board of representatives, has many similarities
with the modern day board of directors, wherefore we refer to it as the “board”. In contrast,
despite the similarity in name, boards of directors in our sample have a more operational focus

than modern boards of directors, wherefore we refer to them as the “officers”.® Officer groups

5The operational focus of the officer groups is exemplified by the statutes of Union mineral water producer
(§10): “The board of directors meets at least once every two weeks. Negotiations and decisions must be
protocolled. The board of directors must 1) carry out the necessary investigations and suggest building sites,



range in size from two to, in one case, nine members, with a median size of three members. A
third of the statutes stipulate a minimum meeting frequency for the officers ranging from four
to 52 times a year, most frequently weekly (46%), with additional meetings when considered
necessary by the chairman. Board sizes range from five to 24 members, most frequently 12
and 15 members. In firms with a board, 68% of the statutes stipulate a minimum meeting
frequency, ranging from two to four times a year, with additional meetings when deemed
necessary by the chairman or requested by officers. Overall, thus, our sample consists of firms
(26%) that operate with three governance bodies consisting of an officer group, a GM, and a
board between them, and firms (64%) that operate with two governance bodies consisting of
officers and the GM.” In what follows we will collect officers and board members in a single
group and refer to them as ”management” or "managers”. This allows us to study under what
conditions shareholders retain or relinquish control over strategic decisions in the hands of
their agents.

Second, the governance provisions allocate decision control across governance bodies. That
is, they spell out which decisions fall under each governance body’s authority. Six decisions
which are of strategic corporate nature occur repeatedly across the statutes, and the allocation
of authority over these six decisions constitute the focus of the present paper. They concern (1)
the sale of company assets, (2) borrowing against company assets/real estate, (3) the issuance
of new equity, (4) liquidation of the firm, (5) the payment of dividends, and (6) amendments
to the statutes. These decisions largely coincide with those significant corporate decisions that
modern-day corporate law reserves for special regulations, such as mergers and consolidations,
voluntary dissolutions, new share issues, and distributions of capital (Hansmann and Kraak-
man (2004)). The statutes confer authority to a governance body in different ways. They
may either directly state that a corporate decision is to be taken by a particular body, or that
two bodies jointly take the decision. In the latter case of joint authority, a decision is shared

between officers and the board, or between officers and the GM. (The board and the GM never

determine the building plan, choose the master builder, and must carry these plans as determined together with
the board; 2) decide and carry out everything deemed necessary for the management of the business, use the
company’s credit to raise additional working capital, if such is needed, decide the price of the products, and in
general manage the company and its operations.”

"The analysis in Burkart et al. (2023) focuses on when firms find it desirable to set up an intermediary
governance body akin to the modern day board.
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share authority.) Alternatively, the statutes may confer authority indirectly by stating that
all decisions not mentioned directly are allocated to a particular body. Christiania Handle
and Lock Factory is such an example: “Officers hold any authority that is not reserved to the
GM.” We refer to such authority allocation as “residual authority”. Two bodies may jointly
hold residual authority, although this is not common. In addition to the six strategic corpo-
rate decisions, many statutes also assign authority over more operational decisions, such as
inventory management, negotiations with third parties, and the pricing of products, as well as
decisions concerning the hiring of a treasurer, accountant, and a daily manager.

The third group of governance provisions pertain to the execution of the annual GM.
They specify voting rules and quorum rules, set rules for how extraordinary GM may be
called, outline how meetings are announced and how information should be made available
to shareholders prior to meetings. In our historical context, shareholders’ voting powers are
restricted in the majority of firms by voting caps that limit the total number of votes which can
be exercised by a single owner and through graduated voting schemes where the exercisable

votes increase less than proportionally with the number of shares.®

3 Ownership structure, GM and management

3.1 Ownership structure

Our analysis relies on the premise that the ownership structure of a subset of firms is in-
fluenced by exogenous constraints. During this period, firms typically raised equity locally
(Franks, Mayer, and Rossi (2009)), making their ownership structure dependent on the avail-
ability of investors in the surrounding region. Thus, a firm located in an area with few wealthy
individuals would be driven to issue equity to smaller investors. Burkart et al. (2023) demon-
strate that to make shares accessible to these investors, firms in our sample split their equity
into a larger number of shares, lowering the share price to accommodate individuals with lim-

ited financial resources. Consequently, firms with fractionated equity and lower share prices

8For example, Akers Mechanical Workshop, a shipbuilder and iron works company, implements the following
voting scheme: one to two shares have one vote, three to five shares have two votes, six to 10 shares three votes,
11 to 15 shares four votes, and 16 to 20 shares five votes. Thereafter, any additional 10 shares provide one more
vote but no shareholder can have more than 10 votes.
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are more likely to emerge in regions with a scarcity of wealthy individuals (potential large
owners) and a larger supply of moderately wealthy individuals (potential small owners).

Since we lack share price data for a portion of the firms in our sample, we instead use nom-
inal share values—referred to as share denominations—as a proxy, given the strong correlation
between prices and denominations at the time. This likely reflects a historical tendency to
treat shares similarly to bonds, where nominal values were adjusted up or down in response to
changes in market value.” The denominations in our sample vary significantly, ranging from
100 NOK to 10,000 NOK, which is equivalent to 687 USD to 68,750 USD in 2015.1° For our
analysis, we categorize firms into three groups based on share denomination tertiles: small,
mid, and large denominations. The small denomination group consists of 40 firms with nominal
values between 100 NOK and 500 NOK. The large denomination group includes 40 firms with
values from 1,000 NOK to 10,000 NOK. The mid denomination group contains the remaining
five firms, with nominal values ranging from 501 NOK to 999 NOK. The uneven distribution
across groups is due to tied observations at the 500 NOK and 1,000 NOK thresholds.

We argue that firms with small-denomination shares are more likely to have been forced
to issue shares to small investors due to a limited supply of wealthy individuals. Two key
aspects show this is the case. First we need evidence that small denomination firms indeed
have a larger number of small shareholders. It’s possible, after all, that these firms could be
owned by a few large investors holding many shares each. Second, it needs to be determined
how the fact that small denomination firms have more small shareholders, is due to exogenous
constraints and is not simply an unconstrained firms’ choice.

To address the first aspect, we note that a single share in a large-denomination firm requires
a significantly larger investment than a share in a small denomination firm, regardless of
whether we measure in terms of percentage ownership or monetary value. In our dataset, one
share of a large denomination firm represents, on average, 0.51% of the firm’s equity, compared
to just 0.18% for a share in a small-denomination firm—a threefold difference. Additionally,

the monetary investment needed to acquire a large-denomination share is higher, as nominal

9We have documented instances of equity write-ups carefully designed to prevent shares from trading below
par value.

0These values are adjusted for inflation and converted to US dollars using the December 31, 2015 exchange
rate of 8.8 NOK/USD. Inflation adjustments are based on the Norwegian wholesale price index from 1900 to
1920 and the Consumer Price Index for later years, as reported by the Bank of Norway.
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values and market values are closely correlated in our sample.!! Furthermore, Table 3 provides
evidence from a subsample of 17 firms for which ownership data is available. In this subsample,
53% of the equity of small-denomination firms is held by small shareholders (those with stakes
smaller than 2.50%). In contrast, only 30% of the equity in non-small-denomination firms is
owned by small shareholders.'? This supports the notion that small denomination firms indeed
have a broader base of small shareholders compared to firms with larger share denominations.

The next aspect to consider is whether this ownership pattern reflects a constrained deci-
sion driven by exogenous factors or an unconstrained choice by the firm. During this period,
the emerging middle class was the primary source of small investors in the absence of wealthier
individuals. Thus, regions with a higher concentration of middle class individuals should see
a greater prevalence of small denomination firms. Burkart et al. (2023) show that areas with
a larger proportion of potential middle class investors are indeed more likely to have small
denomination firms. A potential objection to this result is that the availability of moder-
ately wealthy investors might be influenced by the economic activity of small denomination
firms themselves, raising concerns about reverse causality. To address this, the authors use
the share of civil servants in the population as an explanatory variable. Civil servants had
sufficient income and wealth to be small shareholders, and their presence was driven by public
administrative needs rather than by the existence of small denomination firms. The results
indicate that the (exogenous) presence of a higher number of civil servants is associated with
a greater prevalence of small denomination firms.

In conclusion, the above results show how small-denomination firms are primarily owned
by small shareholders, and their ownership structure is shaped by the exogenous availabil-
ity of individuals with moderate wealth, rather than by an unrestricted choice by the firms

themselves.

H¥or context, large-denomination shares were affordable only to wealthy individuals. In 1900, the annual
gross salary of a well-paid government official ranged from 1,100 NOK to 6,000 NOK (Grytten (2007)), making
these shares inaccessible to many in society.

12Gjven the small sample size, we perform a nonparametric rank-sum test (not reported) which confirms that
the difference in means is statistically significant.
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3.2 Authority allocation

From the statutes we record the allocation of formal authority over the six strategic corporate
decisions described in Section 2.2 (sales of company assets, secured borrowing, equity issuance,
liquidation, dividends, and statute amendments). In most statutes a body is assigned control
over a given decision explicitly, but statutes can also assign control indirectly, through a
general control statement conferring all authority to a particular body.'? If a statute does
not specifically allocate authority over one of the five strategic decisions to a particular body
but contains a general delegation statement, the authority index assigns authority over that
decision to the body to which it is indirectly conferred. This is consistent with an incomplete
contracting setting, allocating the residual control to a given party. We code separately this
occurrences as allocation of residual authority to either the management or the GM.

To measure the degree of control allocated to a corporate body (GM or management), we
construct an authority index that counts the number of strategic decisions over which a body
holds control either directly or indirectly /residually. As the GM always controls decisions on
statute amendments, given the lack of variation, we omit that decision from the index. The
index hence attains values between zero and five. Since higher values of the index imply a
larger scope of the authority wielded by either management or the GM, they also indicate
stronger empowerment of a governance body.

In some instances the firms the control over one ore more strategic decisions is left unas-
signed. This is a striking result given the high importance of the decisions considered, and
given such relevance it must be a deliberate choice made when drafting the statutes. Theory
suggests that when the cost of the GM to obtain information is really high (Aghion and Tirole
(1997)) or when the management information is more relevant than the information held by
the shareholders (Harris and Raviv (2010)), control allocation is irrelevant, in particular if the
interest of shareholders and managers are aligned. In those cases owners may dispense with

costly contracting and leave control over a decision unallocated.

13Christiania Handle and Lock Factory is such an example: ’Management holds any authority that is not
reserved to the general meeting’.
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3.3 Vote capping and boards

An alternative explanation of the need to delegate authority to management stems from the
potential conflicts between shareholders -who might be more pronounced in small denomination
firms- rather than from an informational advantage held by the management. If the likelihood
of conflicts between owners is significant, shareholders might be willing to relinquish control.
In fact, disagreement among owners can impede efficient decision making, for example, via
the formation gridlocks between coalitions of shareholders. Burkart et al. (2023) show that
conflicting preferences are more likely to arise when the shareholder base is more heterogeneous
and more numerous. Sources of heterogeneity arise from, for example, social classes, income,
and wealth. A major conflict of interest can exist between large and small shareholders. When
the shareholder base also comprises large, informed shareholders, leaving authority with the
GM helps prevent managerial misconduct but does not necessarily protect the interests of small
shareholders. The authors argue that one way to limit the dominance of a single shareholder
over others is by imposing voting restrictions. Strict voting caps are present in both firms
with small and large share denominations, though they tend to be more stringent in the
former group. Only 10 firms (11.7% of the sample) follow a one-share, one-vote rule, while
75 firms (88% of the sample) implement some form of voting cap. Also, most firms adopt
a graduated voting system, where the number of exercisable votes increases at a less than
proportional rate relative to share ownership. As vote capping re-designs the power balance
among shareholders, by avoiding that one or more shareholders become too powerful relative
to the others, we interpret voting caps as an indication of potential for conflict of interests
among shareholders.

Additionally, Burkart et al. (2023) show that firms are more likely to establish boards in
contexts where conflicts among shareholders are likely to arise. Boards serve as institutional
mechanisms for mediating divergent interests among owners. A divided general meeting (GM)
tends to be an inefficient decision-making body; hence, shareholders may choose to delegate
authority over strategic decisions to a board better equipped to reconcile conflicting objec-
tives. Since the potential for disagreement increases with the number of shareholders, the

establishment and empowerment of boards are more prevalent in firms with a broad base of
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small shareholders. Consequently, small-denomination firms are more likely both to institute
a board and to delegate formal authority to it and, therefore, to the management group as a
whole.

The results presented above suggest that both stringent voting caps and the presence of
a board serve as proxies for underlying conflicts among shareholders and may be positively
associated with greater managerial empowerment. To account for the impact of a conflictual
GM on the delegation of authority to management in firms with a dispersed ownership struc-
ture, we employ two alternative control variables. The first is a dummy variable indicating the
presence of a voting cap set at 2.5% or less'* and the second is a dummy variable capturing

whether the firm established a board.

4 Empirical analysis

4.1 Empowerment of corporate bodies

If the only interest of shareholders was to protect themselves against managerial expropriation,
then we would expect GM to be assigned formal authority over all strategic decisions. Figure 1
shows how authority is allocated between GM and management. The GM is the most powerful
body and controls any one of the five strategic decisions in almost all of firms. Although
shareholders control the bulk of the decisions, management (that is the officers and the board)
have nonetheless considerable authority. Management controls one or more strategic decision
in almost 50% of the sample firms. Figure 2 shows that the GM controls on average almost
three strategic decisions of the five considered, while management control on average one.
So, while the GM is the most powerful governance body, it does not retain authority over
all decisions: on average it relinquishes authority over one of the five strategic decisions in
the hands of its agents. Interestingly, on average, one of the five strategic decisions is left
unassigned in the statutes, that is, firms are almost as likely to delegate strategic decisions
to managers as they are to leave them unassigned. This is a striking result given the high

importance of the decisions considered, and given such relevance it must be a deliberate choice

14 A 2.5% voting cap threshold (our calculation) means that the upper limit on votes kicks in at a point at
which a shareholder owns a number of shares corresponding to 2.5% of outstanding shares.
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made when drafting the statutes.

If some strategic decisions are more likely to be delegated to management than others, they
should have characteristics that make them less likely to be retained by the general meeting
(GM). Figure 3 illustrates that not all strategic decisions are delegated—or left unassigned—by
the GM in the same way. For instance, liquidation remains under the authority of the GM in
nearly all firms, suggesting that concerns over conflicts of interest between shareholders and
managers play a significant role in this decision. By contrast, decisions such as asset sales are
allocated more variably across firms.

Overall, the GM is the most powerful body holding formal authority over the largest
number of strategic decisions, consistently with shareholders safeguarding against managerial
opportunism. However, a substantial share of decisions are either left unassigned or explicitly

delegated to management, thereby granting managers formal authority over those matters.

4.2 Ownership structure and GM authority

Our main objective is to study how ownership structure influences the delegation of formal
authority by the GM in the hands of its agents (officers and board). Shareholders need to be
informed about the firm’s business to exercise in a meaningful way any authority allocated
to them. Since each shareholder does not internalize the positive effect of his or her moni-
toring efforts on other shareholders, there is underprovision of information collection, leaving
shareholders at an informational disadvantage relative to management.

As discussed above, differences in share denomination proxy for differences in ownership
structures as mall denomination firms are predominantly owned by small owners. Hence share-
holders of large denomination firms do not only have stronger incentives to become informed
but are also bound to be in a better position to do so. Conversely, small denomination firms
have a prevalence of unconnected small owners who are likely uninformed and that, in any
case, have little incentive to exert effort to become informed. As authority allocation should
go hand in hand with information, we can expect small denomination firms to be more likely
to have a relatively disempowered GM and a relatively empowered management.

Our setting presents the advantage of having firms’ ownership structures influenced by

exogenous factors. Moving from this result, we study how ownership structure, and in partic-
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ular the prevalence of small owners -proxied by the small denomination of a company’s shares-
affects the level of shareholders empowerment. Figure 4 shows that indeed small denomination
firms have less powerful GMs than the rest of the firms. In small denomination firms the GM
on average controls 2.6 strategic decisions while in the others the GMs retain on average 3.3
strategic decisions, and Panel A of Table 4 shows that the difference is significant at 5% level.
Conversely, management is empowered the most in small denomination firms where it controls
on average 1.7 strategic decisions as opposed to the management of non-small denomination
firms that control on average 0.6 strategic decisions, Panel A of Table 4 confirms that this
difference is significant at a 1% level. Finally the average number of unallocated strategic de-
cisions in small denomination firms is 0.7 while in non-small denomination the number raises
to 1. This difference, though, is not significant. Overall, we find support to the notion that
firms owned by small owners are more likely to have disempowered GMs, and to relinquish

more control in the hands of management.

4.3 GM vs. management authority

Table 5 studies the empowerment of GM and management, by regressing the number of strate-
gic decisions controlled by the GM, management or left unassigned, on a number of variables.'®
Larger firms delegate the control of a higher number strategic decisions to management, this
is not surprising as larger firms might be more complex to run. Also firms’ age significantly
impacts the delegation of decisions’ control to management, but its economic significance is
limited.'® Importantly, ownership structure is a strong determinant of the empowerment of
shareholders and management. In firms with a predominance of small shareholder ownership,
that is those firms in lowest tertile of share denomination, the management is significantly
more empowered while the GM is disempowered, albeit slightly less significantly.

These results support the hypothesis that firms with a broad base of small shareholders

are more likely to delegate formal authority to management. Importantly, this finding holds

15 A5 the regressions have dependent variables that are correlated with one another and they share the same
independent variables, we adopt a Seemingly Unrelated Regressions (SUR) model as errors across regressions
are correlated.

16Given the small size of the sample, we limit the number of controls to three (size, age and industry-level
fixed assets ratio) in order not to lose too many degrees of freedom. The fixed asset ratio is the average ratio
at an industry level.
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even after controlling for the potential for shareholder conflict. As discussed above, we use two
proxies for such conflict: a dummy variable indicating the presence of a voting cap at 2.5% or
lower, and a dummy variable for the establishment of a board. While the voting cap is not
statistically significant (Panel A), the presence of a board is strongly associated with greater
managerial empowerment and reduced authority for the general meeting (GM), both effects
being highly significant.

Crucially, even after accounting for the presence of a board—which itself reflects the po-
tential for conflict among owners—firms with small-denomination shareholders continue to
exhibit significantly greater managerial empowerment and, albeit less significantly, reduced
GM authority. These findings suggest that ownership structure influences the delegation of
authority to management for reasons that go beyond shareholder disagreement, potentially
pointing to mechanisms such as informational asymmetries.

As discussed above, a firm may trade off the informational disadvantage of dispersed own-
ers against the interest misalignment between shareholders and management, when allocating
authority over a decision. For this reason, we need to control for how the interest of share-
holders and managers are aligned: The more the interest of owners and managers are aligned,
the lower the benefit of control retention by the GM. Some of the statutes stipulate that the
officers of a firm have to be shareholders.!” This requirement appears aimed at increasing the
congruence between the objectives of the owners and the firm officers, possibly at the cost of
reducing the talent pool from which officers can be drawn. Table 3 shows that the requirement
for officers to be firm’s shareholders indeed translates into officers owning a higher percentage
of the equity. Both Panel A and Panel B of Table 5 show that if a firm’s statute requires
its officers to be shareholders, then the GM holds control over fewer strategic decisions. This
result is in line with the notion that with a more aligned management shareholders will be
disempowered. On the other hand, though, when officers are required to be shareholders, less
empowered GM is not mirrored by more empowered management, but by a higher number
of strategic decisions left unallocated. Although this relationship involves two endogenously

determined variables, it suggests that, if owners and management are more aligned, the alloca-

"We are just considering the requirement for officers since, when a board is established, its members are
always required to be shareholders of the firm.
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tion of control seems to become less relevant, consequently the parties appear to avoid costly
contracting ( see Harris and Raviv (2010)).

Firms with a board may have unobserved characteristics, other than a conflictual GM,
that jointly determine board establishment and management empowerment.'® To address
this concern, we restrict the attention to firms without a board. Panel B of Table 4 shows
that the difference in the average number of strategic decisions delegated to management is
significantly higher in small-denomination firms: in these firms, on average, officers control 0.54
strategic decisions more. However, share denomination does not have a statistically significant
impact on GM empowerment in this subsample. Table 6 reports the same regressions as
in Panel A of Table 5 on the subsample of firms without a board. Again, management is
significantly more empowered in small denomination firms while the GM is not significantly
disempowered. Voting caps at 2.5% seem not to play any role in determining the empowerment
level, suggesting that authority delegation to management is not driven by conflicts among
owners.

Firm statutes, like all incomplete contracts, cannot contemplate all possible decisions that
the firm, or its agent(s), might have to take in the future. For this reason, some statutes openly
allocate to either management or the GM the authority on any decision that is not otherwise
assigned. This residual authority allocation confers considerable control and remove any con-
cern about the arbitrary choice of which corporate decision should be deemed more relevant
in the life of a firm.!"® Table 7 shows that when small owners are prevalent, management is
significantly more empowered. A symmetric result for the GM cannot be detected. In fact, a
residual authority allocation to the GM is an infrequent choice for the firms: Only 6 firms out
of 85 choose to allocate residual authority to the GM. In contrast, almost four times as many
(23) allocate the residual authority to management. Once again, an ownership structure with

a significant presence of small owners leads to a stronger empowerment of management.

8For example, the board function might be to monitor firm’s officers on behalf of the owners, in this case
it should be endowed authority over corporate decisions in order to have power over officers and control their
activity. Even in this case, though, the establishment of the board is motivated by its superior capability to
gather information (compared to shareholders’), which still lends support to the positive association between
informational advantages and formal authority allocation.

19Some of the strategic decisions considered in the previous section are allocated to a party via a residual
authority statement. So one should expect a positive correlation between the two measures of empowerment.
Indeed, the correlation between the number of strategic decisions and the indicator variable of residual authority
allocated to the GM is 0.25. The same correlation increases to 0.46 in the case of management.
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Overall, firms with a broader base of small shareholders are more likely to delegate formal

authority to management, even after controlling for proxies of shareholder conflicts.

4.4 Empowered GM and information

The results above indicate that a higher prevalence of small-shareholder ownership is associated
with greater managerial empowerment, as more formal authority over corporate decisions is
delegated to management, even after controlling for potential shareholder conflicts. However,
it remains to be established whether this pattern is driven by the trade-off between managers’
informational advantages and shareholder-management misalignment, as previously discussed.
To address this question, we undertake two complementary analyses.

The first set of tests is based on the notion that shareholder conflicts and managerial infor-
mation advantages do not affect all decisions to the same extent. Burkart et al. (2023) argue
that the dividend decision is often contentious among shareholders. Some shareholders, such
as widows and unmarried daughters, may rely on dividend income as a crucial source of earn-
ings, leading them to prefer higher dividends. In contrast, wealthier business owners might
be willing to forgo dividends to enhance the company’s capacity for investment and growth.
Moreover, the authors document instances where dividend decisions triggered disputes within
the GM. These observations suggest that the allocation of authority over dividends to manage-
ment is driven primarily by conflicts among shareholders rather than by the trade-off between
management superior information and manager—shareholder interest misalignment. For the
remaining 4 strategic decisions, conflicts among owners are less likely to play a significant role.
Consequently, for these decisions, the allocation of authority is plausibly driven to a greater
extent by the trade off between managerial opportunism and manager’s superior information.
Out of these four decisions, we exclude firm liquidation. This decision is overwhelmingly allo-
cated to the GM (91% of cases), suggesting that, in this context, shareholder-manager interest
misalignment is the dominant determinant, leading shareholders to rarely delegate formal au-
thority. After this exclusion, we are left with three strategic decisions: the purchase or sale of
company assets, borrowing secured by company assets or real estate, and equity issuance.

Table 8 reports the results from regressions of the GM’s retention of authority over each

of the four strategic decisions considered above (the set of five decisions described earlier,
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excluding liquidation) on three explanatory variables: a dummy indicating whether officers
hold authority over one or more strategic decisions, a dummy indicating whether boards hold
such authority, and a dummy for the number of decisions not allocated to any governance
body. The estimates show that both empowered boards and empowered officers are negatively
associated with the GM retaining authority over each of the four decisions. This pattern
suggests that boards and officers act, to some extent, as substitutes in absorbing authority
from the GM. Importantly, boards appear far more likely to assume authority from the GM
over dividend decisions (coefficient of empowered boards equal to —0.816) than over other
strategic decisions (coefficients ranging from —0.123 to —0.536), with Wald tests confirming
that these differences are statistically significant. This finding is consistent with the view that
boards play a mediating role in decisions—such as dividend policy—that are inherently more
prone to shareholder conflict.

Focusing on dividend decisions, Table 9 shows that both voting caps at 2.5% or less and the
establishment of a board -our proxies for shareholder conflict- are significantly associated with
management holding authority over dividends and the GM not retaining such authority. No-
tably, when controlling for board presence, the dummy variable for small-denomination firms
loses statistical significance. By contrast, Table 10 demonstrates that in firms with a larger
base of small shareholders, a significantly greater number of the three strategic decisions less
likely to be affected by shareholder conflict -thus relatively more likely to be affected by infor-
mation problems- are delegated to management even after controlling for voting caps or board
presence. Symmetrically, the number of these decisions retained by the GM declines as small
shareholder ownership increases, although this relationship becomes statistically insignificant
once board presence is accounted for. Finally, consistent with our earlier findings, greater
alignment of interests between shareholders and management—proxied by a requirement that
officers also be shareholders—significantly reduces GM authority while increasing the number
of decisions left unallocated.

Overall, these results confirm that the prevalence of small shareholders in a firm ownership
structure promotes managerial empowerment and (less significantly) GM disempowerment,
when restricting the analysis to those strategic decisions where authority allocation is more

likely to be influenced by informational asymmetries between shareholders and management.
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Our second analysis studies the relevance of information in allocating authority more di-
rectly. If formal authority and access to information are complements, we would expect that,
when statutes empower shareholders, they should also include provisions that help owners
become better informed. We identify three such provisions. The first is the number of days a
firm’s books are accessible to shareholders before the GM; the greater the number of days, the
easier it is for shareholders to access information about the company. The second measure is
the minimum notice period required before a GM; a longer notice period provides shareholders
with more time to gather information. Finally, we consider the number of newspapers in which
the call for a GM must be published; a higher number of newspapers increases the likelihood
that shareholders will be aware of the upcoming GM, thereby enhancing their incentive to
gather information beforehand.

Although these provisions are fully endogenous, if information is crucial for exercising
decision-making authority, we would expect a positive correlation between the number of
strategic decisions assigned to the GM and the level of information access provided by these
provisions. Table 11 demonstrates that the number of decisions controlled by the GM is
significantly positively correlated with both the availability of the firm’s books and the GM
notice period. However, the number of newspapers in which the GM is advertised falls short
of being significant.

To further explore how ownership structure influences the allocation of authority due to
information-related issues, we conduct regressions for each of the three information provisions
described above on a dummy variable for small denomination firms and another for firms
that cap voting rights at 2.5% or below, along with the usual control variables. If share
denomination, serving as a proxy for ownership structure, influences the allocation of formal
authority to the GM, it should also affect the presence of provisions that enhance shareholders’
ability to acquire information. Specifically, we would expect that small denomination firms,
which delegate less control power to shareholders, are less likely to have robust information
provisions in place.

As shown in Table 12, the number of days that accounting books are available to sharehold-
ers is significantly lower in small denomination firms and in firms with stringent voting caps.

The notice period before a GM also has the expected sign but is not statistically significant,
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similar to the number of newspapers in which the GM is advertised.
In summary, our findings support the hypothesis that ownership structure affects share-
holder versus managerial empowerment by shaping the information advantage that managers

may hold over owners.

4.5 GM access to authority

When a statute allocates to GM formal authority over a number of decisions, it does not
automatically mean that the GM is strongly empowered. In fact, it might be the case that
statutes contain a number of provisions that make it difficult for shareholders to access the
authority they are allocated. For example, to make a determination on an issue over which
they hold authority, shareholders must be able to easily convene an extraordinary GM. If the
statutes provide for a very high percentage of equity to agree on calling for an extraordinary
GM, then it might become virtually impossible for shareholders to timely use the authority they
have been awarded. In our sample, 64 firms set a rule for the minimum equity percentage (60
firms) or the minimum number of shareholders (4 firms) needed to call for an extraordinary
GM. In our analysis, we consider the 60 firms that set the requirement in terms of equity
percentage. On average, they require 24% of the equity to agree on calling an extraordinary
GM. The most frequent choice is 25%, while two firms require that shareholders holding 50%
or more of the firm’s equity agree to call an extraordinary GM. The lowest required percentage
is 4.2%. Table 13 shows that firms that give the GM authority over more strategic decisions,
also make it harder to access it by increasing the required equity percentage necessary to call
for an extraordinary GM. On the other hand, when firms empower management, they seem to
balance this power transfer by requiring lower equity percentages to convene an extraordinary
GM. Overall, statutes seem to somehow counterbalance the authority allocated to both the
GM and management by regulating the access of shareholder to extraordinary GM.

Another fundamental power that all statutes reserve to the GM is the authority to amend
the statutes. Nevertheless, the statutes themselves can make it harder or easier for shareholders
to exercise this fundamental right. In fact, statutes can provide for a quorum necessary to
hold the GM for a statute amendment. The higher the quorum requirement, the most difficult

for shareholders to modify the statute. Also in this case, most firms (61) set the quorum in
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terms of equity held by owners. Again, we will limit our analysis to these firms. Most firms
(28) set the quorum at 50% of the equity. The second most chosen quorum (chosen by 11
firms) is 33%. Table 14 shows that vote capping seems to correlate with the quorum required
to change the statutes, but only above a certain threshold. In fact, voting caps at 2.5% or
below do not significantly correlate with the required quorum, while voting caps at 5%, 7% and
10% or below do. As discussed above, voting caps are indicative of potential conflicts among
shareholders but in this case the higher cap threshold signals that firms may be concerned
about conflicts among relatively larger owners and, when these are more likely, statutes seem

to facilitate the amendment process.

5 Conclusion

We study shareholder empowerment by analyzing how firms allocate control over corporate
decisions between shareholders and management in the absence of corporate law. Specifically,
we explore how an exogenously constrained ownership structure affects the extent to which
the GM or management are empowered.

Our findings indicate that in firms with a prevalence of small shareholders, the GM is dis-
empowered, controlling fewer strategic decisions, while management is empowered with greater
decision-making authority. We explore the mechanism by which a high proportion of small
shareholders influences the optimal allocation of control. We find that ownership structure
influences shareholder empowerment due to informational challenges. As theory suggests, au-
thority and information seem complementary, as firms that grant stronger control to the GM
also adopt statutory provisions that facilitate information acquisition by shareholders.

Another interesting finding is that firms requiring their officers to hold shares are more likely
to leave control over strategic decisions unallocated. This suggests that when management and
shareholders have a stronger alignment of interests, the need to allocate control between them,
via costly contracting, is reduced.

Finally, while the allocation of authority is a necessary condition to empower the GM it
is not sufficient, as statutes can limit the exercise of these powers. We find that shareholders’

access to the authority granted is affected by provisions such as the minimum equity percentage
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required to call an extraordinary GM or the quorum needed for the GM to amend the statutes.

Overall, our results suggest that ownership structure is a key determinant of the optimal
balance of power between shareholders and management. Specifically, firms predominantly
owned by small shareholders tend to disempower the GM and, more significantly, empower
management, whereas firms with larger owners typically restrict management authority more.
These findings illustrate how the prevailing ownership patterns should be taken into con-
sideration when corporations draft their statutes and when lawmakers formulate corporate

governance laws and regulations.
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Figure 1: Frequency Distribution of Decision Control
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This figure shows the frequency distribution of the number of strategic decisions controlled by the GM, by the
management (officers and board) or not controlled by either. The strategic decisions are acquisitions/sales of
assets, borrowing against the firm’s assets, equity issuance, firm liquidation and dividend payments.

30



Figure 2: Power of GM vs Management
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This figure shows the average number of strategic decisions controlled by the GM, by the management (officers
and board) or not controlled by either. The strategic decisions are acquisitions/sales of assets, borrowing against
the firm’s assets, equity issuance, firm liquidation and dividend payments.
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Figure 3: Authority Allocation Across Decisions
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This figure shows the frequency with which each strategic decision is controlled by the GM, the management
(officers and board) or left unallocated. The strategic decisions are acquisitions/sales of assets, borrowing
against the firm’s assets, equity issuance, firm liquidation and dividend payments.
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Figure 4: Power of GM vs. Management by Share Denomination
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This figure shows the average number of strategic decisions controlled by the GM, by the management (officers
and board) or not controlled by either, separately for small and non-small denomination firms. The strategic
decisions are acquisitions/sales of assets, borrowing against the firm’s assets, equity issuance, firm liquidation
and dividend payments.
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Table 1: Statutory Authority Allocation Across Jurisdictions

Decision Allocation Description Source
US: GM The dissolution must be initiated by the board | DGCL §275.
e and then approved by the GM. Nevertheless a GM
Liquidation .
resolution can bypass board proposal.
UK: GM The board must make a statement of solvency but | Insolvency act
the decision is allocated to the GM: At least 75% | 1986 §84.
of the equity has to vote for it.
GER: GM The statute can provide for different majorities or | GmbHG  §60
other procedural aspects. But no other body can | and AktG
have this right. §262.
US: Board The GM may give consent, but the ultimate deci- | DGCL §271.
Asset sale sion power is held by the board.
UK: GM For public companies, large asset sales require GM | FCA Listing
approval. Rules §10.2.
GER: GM Power given to GM. AktG §179a.
US: Board+GM Board can issue equity, within charter limits. If | DGCL §152,
Equity i N there is a requirement to increase the number of | §242.
quity 1ssuance shares that can be issued, then charter amend-
ment rules apply.
UK: Contractible The board needs a resolution from GM to issue | Companies

additional shares. But this authority can be also
enshrined in the articles of association.

act 2006 §551.

GER: Contractible | The GM can pre-approve equity issuance to be | AktG
subsequently decided by the board. Also this | §182,§192,
power to the board can be given via amendment | §202-206.
in the charter.
US: Board the board retains the ultimate authority on divi- | DGCL §170.
Dividend dend declaration.
UK: Contractible The Companies act does not provide with any in- | Companies

dication of who can declare the dividend.

act 2006 §830,
§836

GER: GM The statute can provide for some rules on dividend | AktG §174
determination, but ultimate authority rests with
the GM.

US: Board+GM The amendment needs to be initiated by the | DGCL §242

Statute amendment board only. Then approved by GM.

UK: GM The resolutions to amend can be proposed by ei- | Companies
ther directors or shareholders, but must be ap- | act 2006 §283
proved by GM.

GER: GM GM can initiate and has to approve the amend- | AktG §179.

ments.

This table presents the allocation of control rights over 5 decisions (liquidation of the firm, sale of a large portion
of the firm’s assets, equity issuance, dividends and statute amendments) between the board and the GM, in
three different jurisdictions (USA, UK and Germany). The table reports a concise description of the statutory
provisions (Description) and the legal sources (Sourcelq The legal sources reported are the Delaware General
Corporate Law (DGCL) for the US, the Companies Act of 2006, the Insolvency Act and the FCA Listing Rules
for the UK, the Stock Corporation Act (AktG) and the Act on Limited Liability Companies (GmbHG) for

Germany.




Table 2: Summary Statistics

Obs. Mean Median Std Dev. Min Max
Share denomination (NOK) 85 1445 800 1,784 100 10,000
Number of shares 85 1,058 600 1,373 27 10,000
Paid-in equity (’000,000 NOK) 85 0.704 0.557 0.634 0.008 4
Paid-in equity (000,000 USD)* 85 0.197 0.156 0.209 0.002 1.60

Total assets (000,000 NOK) 44 1.707 1.225 1.608 0.034  8.28
Leverage 43 0.355 0.375 0.197 0.023  0.772
Debt-equity ratio 45 0.958 0.776 1.043 0.034  5.883
Fixed assets ratio 85 0.501 0.469 0.181 0.130  0.818
Firm age in 1900 (estbl.) 85 20.4 12 19.5 1 85
Firm age in 1900 (inc.) 85 12.6 8 13.0 -5 49
Founder in management 85 0.21 0 0.41 0 1
Board existence dummy 85 0.26 0 0.44 0 1

The table presents summary statistics for the sample firms. Paid-in equity in 1900 Norwegian kroner (NOK) is
translated into 1900 US dollars using an average 1900 exchange rate of 3.74 NOK per US dollar, obtained from
Norges Bank’s historical monetary statistics (www.norges-bank.no).
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Table 6: Empowerment of GM and Management in Firms Without Boards

Decisions Decisions
allocated to  allocated to Decisions
management GM unallocated
Small-Denomination Dummy 0.871"** -0.0292 -0.786™"*
(0.001) (0.931) (0.009)
Managers Must be Shareholders 0.0396 -0.719** 0.739**
(0.887) (0.041) (0.018)
Vote Capping at 2.5% -0.597 -0.590 0.8627"
(0.255) (0.370) (0.141)
Size (log) 0.310** -0.0761 -0.311**
(0.012) (0.624) (0.024)
Firm age in 1900 -0.00775 -0.00135 0.0132**
(0.169) (0.848) (0.036)
Fixed Assets Ratio -0.453 -0.0811 0.755
(0.487) (0.921) (0.299)
Obs. 63
R-squared 0.21

This table presents coefficients of Seemingly Unrelated Regressions of the number of strategic decisions allocated
to the management, those allocated to the GM, and those left unallocated, on the following variables: a dummy
variable for firms in the lowest 33% of share denomination, a dummy variable for firms requiring officers to be
shareholders, a dummy variable for firms capping shareholders’ vote at 2.5% or less, firm size (log), firm age
in 1900 by founding year, and the industry average ratio of fixed-to-total assets. Regressions are run on the
subset of firms that do not establish a board. The p-Values are reported in parentheses. Statistical significance
is reported at the 15% (), 10% (*), 5% (**), and 1% (***) levels.
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Table 8: GM Empowerment over Separate Strategic Decisions

GM has authority
over acquisition and
sale of assets

GM has authority
over secured

GM has authority
over equity

GM has authority

borrowing issuance over dividends
Empowered officers -0.343** -0.444*** -0.444** -0.210**
(0.002) (0.000) (0.000) (0.030)
Empowered board -0.495*** -0.536™** -0.123 -0.816™**
(0.000) (0.000) (0.288) (0.000)
Unallocated decisions -0.206™*" -0.253*** -0.229™*~ 0.0340
(0.000) (0.000) (0.000) (0.361)
0.897"** 0.925"** 0.770"** 0.802"**
(0.000) (0.000) (0.000) (0.000)
85
0.31

41

This table presents coefficients of Seemingly Unrelated Regressions of dummy variables for GM having authority
over the acquisition and sale of assets, borrowing against the firm’s assets, issuance of equity and dividends,
on the following variables: a dummy variable for firms where officers have authority over one or more strategic
decisions (empowered officers), a dummy variable for firms where the board has authority over one or more
strategic decisions (empowered board) and the number of unallocated strategic decisions. The p-Values are
reported in parentheses. Statistical significance is reported at the 15% (*), 10% (*), 5% (**), and 1% (***)



Table 9: Allocation of Dividend Authority

Panel A Panel B
Dividend Dividend Dividend Dividend
allocated to  allocated to allocated to  allocated to
management GM management GM
Small-Denomination Dummy 0.311*** -0.279** 0.107 -0.0933
(0.002) (0.015) (0.229) (0.386)
Officers Must be Shareholders 0.0675 -0.0157 -0.0497 0.0886
(0.549) (0.900) (0.593) (0.431)
Vote Capping at 2.5% 0.293* -0.368"*
(0.032) (0.015)
Board 0.680*** -0.652***
(0.000) (0.000)
Size (log) 0.115* -0.131**~ 0.0213 -0.0438
(0.011) (0.010) (0.587) (0.357)
Firm age in 1900 -0.00202 0.00224 0.000222 0.0000740
(0.373) (0.376) (0.905) (0.974)
Fixed Assets Ratio 0.298 0.0216 0.163 0.108
(0.260) (0.942) (0.442) (0.672)
Obs. 85 85
R-squared 0.29 0.53

This table presents coefficients of two sets of Seemingly Unrelated Regressions reported in Panel A and Panel
B, respectively. Panel A reports the regressions of a dummy variable for firms allocating the dividend decision
to management and a dummy variable for firms allocating the dividend decision to the GM, on the following
variables:: a dummy variable for firms in the lowest 33% of share denomination, a dummy variable for firms
requiring officers to be shareholders, a dummy variable for firms capping shareholders’ vote at 2.5% or less,
firm size (log), firm age in 1900 by founding year, and the industry average ratio of fixed-to-total assets. Panel
B reports the regressions of a dummy variable for firms allocating the dividend decision to management and
a dummy variable for firms allocating the dividend decision to the GM, on the following variables: a dummy
variable for firms in the lowest 33% of share denomination, a dummy variable for firms requiring officers to be
shareholders, a dummy variable for the existence of a board, firm size (log), firm age in 1900 by founding year,
and the industry average ratio of fixed-to-total assets. The p-Values are reported in parentheses. Statistical
significance is reported at the 15% (1), 10% (*), 5% (**), and 1% (***) levels.
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Table 11: Shareholder Empowerment and Information

Number of
decisions allocated

to GM
Book availability 0.0914***
(0.009)
GM shortest notice 0.0302***
(0.001)
Newspapers 0.0329
(0.846)
Size (log) -0.457* -0.221 -0.0980
(0.051) (0.200) (0.550)
Firm age in 1900 0.00416  0.000144 0.0166™
(0.679) (0.985) (0.108)
Fixed Assets Ratio 0.789 -0.617 -0.693
(0.442) (0.452) (0.477)
Obs. 57 82 60
R-squared 0.14 0.05 0.05

This table presents coefficients of OLS regressions of the number of strategic decisions allocated to the GM on
the following variables: the number of days the accounting books need to be available to shareholders before
the GM (Book availability), the shortest notice the company have to give when calling the GM (GM shortest
notice), the number of newspaper on which the call for the GM should be published (Newspaper), firm size
(log), firm age in 1900 by founding year, and the industry average ratio of fixed-to-total assets. The p-Values
are reported in parentheses. Statistical significance is reported at the 15% (1), 10% (*), 5% (**), and 1% (***)
levels.
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Table 12: Share Denomination and Information

Book availability =~ GM shortest notice =~ Newspapers

Small-Denomination Dummy -2.785" -1.008 0.518
(0.052) (0.266) (0.195)
Vote Capping at 2.5% -5.193*** -1.792 -0.322
(0.001) (0.252) (0.410)
Size (log) 1.0707" 2.597 0.122
(0.100) (0.155) (0.443)
Firm age in 1900 -0.0150 0.00734 -0.0109
(0.690) (0.848) (0.211)
Fixed Assets Ratio -2.222 -0.0739 -0.357
(0.366) (0.978) (0.687)
Obs. 57 82 60
R-squared 0.27 0.11 0.06

This table presents coefficients of OLS regressions of three distinct dependent variables - the number of days the
accounting books need to be available to shareholders before the GM (Book availability), the shortest notice
the company have to give when calling the GM (GM shortest notice), the number of newspaper on which the
call for the GM should be published (Newspaper) - on the following variables: a dummy variable for firms in
the lowest 33% of share denomination, a dummy variable for firms capping shareholders’ vote at 2.5% or less,
firm size (log), firm age in 1900 by founding year, and the industry average ratio of fixed-to-total assets. The
p-Values are reported in parentheses. Statistical significance is reported at the 15% (), 10% (*), 5% (**), and
1% (**) levels.
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Table 14: Quorum Required to Amend Statutes

Small-Denomination Dummy 0.0131 0.0298 0.0224 0.0171 0.0193
(0.762) (0.508) (0.601) (0.691) (0.680)

Vote Capping at 2.5% -0.0671
(0.217)
Vote Capping at 5% -0.0814*
(0.069)
Vote Capping at 7.5% -0.0775*
(0.052)
Vote Capping at 10% -0.0591%
(0.132)
Board -0.0391

(0.444)

Officers Must be Shareholders  -0.0376 -0.0351 -0.0389 -0.0364 -0.0342
(0.573) (0.600) (0.549) (0.581) (0.629)

Size (log) -0.0192 -0.0241 -0.0221 -0.0198 -0.0169
(0.352)  (0.200)  (0.251)  (0.324)  (0.464)
Firm age in 1900 0.00146  0.00175* 0.00158* 0.00140 0.00149™
(0.160)  (0.066)  (0.098)  (0.165)  (0.149)
Fixed Assets Ratio -0.285*"  -0.272*"  -0.274*"  -0.279""  -0.294**
(0.038)  (0.045)  (0.039)  (0.042)  (0.040)
Obs. 61 61 61 61 61
R-squared 0.19 0.23 0.24 0.21 0.19

This table presents coefficients of OLS regressions of the quorum required to amend the statute, on the following
variables: a dummy variable for firms in the low 33% of share denomination, a dummy variable for firms capping
shareholders’ vote at 2.5% or less, 5% or less, 7.5% or less, 10% or less, a dummy variable for the existence of
a board, a dummy variable for firms requiring officers to be shareholders, firm size (log), firm age in 1900 by
founding year, and the industry average ratio of fixed-to-total assets. The p-Values are reported in parentheses.
Statistical significance is reported at the 15% (), 10% (*), 5% (**), and 1% (***) levels.
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