
Conclusion

All suggestions for corporate governance development in Russia shall be based upon understanding of the existing social and economic processes. The model of corporate governance is to a very high degree being formed outside the framework of the law. At the same time in Russia at present there exist components of all traditional models: comparatively dispersed property (while the market being non-liquid and institutional investors weak), an explicit and stable trend towards more concentrated property and control (while adequate financing and effective monitoring are being absent), elements of interownership and formation of complicated corporate structures of different types (but in the absence of inclination to any certain type). Before one starts changing anything one should clearly realize who, from whom, what for and to which degree should be protected within the framework of a national model of corporate governance.

In the context of particular features’ analysis of legal control of the corporative sector in regions the following conclusions can be drawn.

The highest emphasis in regions is placed on different aspects of governmental participation in economic companies, legal norms related to questions of protection of shareholders’ rights and the bankruptcy proceedings are less developed, and problems of antimonopoly control are practically not attended to. The priority of questions of government participation in economic companies is confirmed not only by a great number of corresponding legal normative documents and the variety of their topics, but also by the fact that legislative authorities have played a rather active part in their making. Meanwhile, other groups of documents were prepared almost exclusively by executive authorities.

Corporate legislation is developed to a varied degree in different regions. Among the subjects of the Federation that focus their attention on these issues one should name, first of all, the Republic of Tatarstan, the Republic of Bashkortostan, the Altay Republic, Moscow, Moscow oblast, St. Petersburg. One can make a supposition that it is in these regions that authorities aim at establishing the highest possible control of enterprises and business activities.

On the other hand in the republics of Northern Caucasia as well as in a number of oblasts of Central Russia (including Belgorod, Oryol, Kursk, and other oblasts) corporative legislation is totally undeveloped, which can only testify to the effect that regional authorities leave these issues unattended.

Moreover, there is an evident relation between the degree of development of corporative legislations in a certain region and that of its municipalities. As examples of this one can name Bashkortostan and the city of Ufa, Rostov oblast and the city of Rostov-on-Don, Yakutiya and the city of Yakutsk, Buryatiya and its Ulan-Ude. The only exceptions here are Tatarstan and the Altay Republic. As for the first one, one can assume that authorities of this subject of the Federation strive for the highest possible control of all spheres of the corporative law, including those that are usually under the jurisdiction of municipal officials. As for Altay, it is as simple as that: the number of economic companies working on its territory is negligible and there is no need in a developed municipal legislation.

Making an analysis of regions’ legislations we didn’t find any direct contradictions to the federal corporative legislation. Nevertheless, the analysis gives the impression that authorities of subjects of the Federation easily evade its provisions when it’s needed, just by reacting too slowly to new federal laws. Approximately the same situation is being observed with respect to legal normative documents related to protection of shareholders’ and investor’s rights. The Federal Law “On Protection of Rights and Legitimate Interests of Investors at the Equity Market” was passed in March of 1999, while the majority of regional legal normative documents related to this aspect of corporate legislation was adopted in 1998, which means that their adoption was a response to the presidential Decree “On Measures to Ensure Shareholders’ Rights” signed as far back as in 1993. In a certain sense one can speak of inactivity in regional lawmaking.

In the same context one can view the policy currently pursued by the federal centre to unify regional legislations (as a matter of fact, to bring them to conformity with the Constitution of the Russian Federation and federal legislation). Regions’ response to this aspect of the federal centre’s policy undoubtedly varies, though the tendency to demonstrate their loyalty to the federal government is present. Let us have a look at just two examples.

On the one hand many regional officials were bound to give an adequate response to the requirement of the federal centre about unification of federal and local laws. On the other hand regional authorities (as well as a number of big private groups, which is often the same) were quite negative to the property expansion of the federal centre and its aspiration for establishing control of key financial flows. 

It is quite possible that a more detailed analysis of documents relating to concrete enterprises and companies (including decisionы by arbitration tribunals) would uncover a considerable number of violations of federal legislation. This thought is indirectly supported by reports of authorities and arbitration tribunals filed in regional legislative archives that registered a great number of violations of Russian laws and by-laws. 

One can make a supposition that law-making activities of regional authorities directly depend on the activity of territorial departments of federal ministries on their respective territories. This is testified by the fact that among reviewed legal normative documents there were not found documents worked out by territorial departments of the Ministry for Antimonopoly Policy (in contrast to documents prepared, for example, by tax administrations or the Federal Securities Commission bodies), while it’s namely these aspects of corporative law that are the least developed in regions. 

Namely because of this federal authorities should place a higher emphasis on corporative legislation in regions (in addition to their requirements for unification), which, no doubt, needs a serious revision.

Within the framework of the empirical study there were made following conclusions.

First, in contrast to analogous researches done in countries of Eastern Europe there were not detected any significant differences in values of rates of growth of total factor productivity for different privatised groups. Moreover, the change trend in growth rates of total factor productivity in 1998 when going over from enterprises that were privatised earliest to the group of the latest privatised enterprises is directly opposite to the estimated one: the earlier an enterprise was privatised the greater decline in total factor productivity was registered. 

Neither in 1999 values of growth rates of total factor productivity for privatised groups were significantly different, though the trend of inter-group changes is reversed: as was expected, enterprises privatised in 1992, 1993 and earlier proved in 1999 to be more effective with respect to the growth rate of total factor productivity, than enterprises, which were privatised later.

Second, the econometric analysis showed that the fact of an earlier privatisation in itself does not necessarily influence the efficiency of enterprise’s activities. In such cities as Ekaterinburg, Novosibirsk, Nizhni Novgorod, as well as in the sample as a whole there were not detected a relation of dummy variables that control the effect of privatisation and efficiency. Moreover, even in cases when influence of the effect of privatisation on efficiency of enterprises’ activities was detected, this influence not always had a positive character. For example, in Moscow oblast, St. Petersburg and Perm the effect of an earlier privatisation was negative.

It was only in Moscow and Krasnoyarsk that the fact of an earlier privatisation played a positive role in development of enterprises in there cities. Hence, one can say that the hypothesis about a higher efficiency of activities of companies that were privatised earlier, than others (probably connected with regional specific features of privatisation processes and institutional specific features of development of different regions’ economies) has rather a local, than a common character. 

Third, there were registered visible regional differences when the analysis of the problem of a possible influence of share capital on efficiency of enterprise’s activities was done .

As in the case of privatisation effect, one cannot speak of a common character of the above hypotheses. To give some examples, in Moscow, Nizhni Novgorod, Novosibirsk, Samara, Perm, as well as in the whole of the sample there was not detected any influence on enterprises’ activities efficiency on the part of insiders. In St. Petersburg, contrary to generally accepted hypotheses, there was revealed a positive dependence, and only in cases of enterprises in Moscow oblast, Ekaterinburg and Krasnoyarsk such a dependence, as it had been hypothesized, turned out to be negative: the larger the number of shares concentrated in the hands of insiders, the less effective is the performance of the enterprise. 

As for influence of outsiders’ shares in the capital stock of companies on their activities, in all cases, except for Novosibirsk (where the expected positive dependence was detected), the corresponding variable turned out to be nonsignificant, i.e. one can speak about absence of such influence. Nevertheless, it should be noted, that for some of the cities (namely, for St. Petersburg, Perm, Samara), as well for the sample as a whole a relation between distribution of companies’ capital stocks among other Russian enterprises and efficiency (real value added per employee) was registered, this relation being positive in all cases contradictory to generally accepted hypotheses. This fact is also notable because among outsiders the largest share holdings belonged exactly to other Russian enterprises. 

Fourth, when testing the hypothesis about relation between the Board of Directors’ pattern at an enterprises and its efficiency the collected data testified to the effect that in many cases (in Moscow, St. Petersburg, Krasnoyarsk, Samara and in the sample as a whole) none of parameters that characterise special features of enterprise governance exerted any influence on enterprise’s efficiency. Influence of insiders at the Board of Directors on the efficiency of company’s activities turned out to be positive for enterprises in Moscow oblast and negative for companies in Nizhni Novgorog. In a still smaller number of cases there was registered a relation between the rest of features of Board of Directors’ patterns and companies’ efficiency: in Perm there was registered a positive influence of outsiders, in Novosibirsk and Ekaterinburg also a positive influence of representatives of other Russian industrial enterprises and foreign representatives correspondingly, and in Novosibirsk there was registered a negative dependence of companies’ efficiency on the share of regional governments in the Board of Directors.

As it follows from the above described results, on cannot speak of a homogeneity of data for different regions, as well as for the sample as a whole. Most interesting from our point of view are the results of estimates for Novosibirsk, Moscow oblast and Krasnoyarsk.

Novosibirsk differs from the rest of the cities in the sample by the fact that for its enterprises there exists a significant influence of such factors as the share of outsides in capital stocks of enterprises, the share of representatives of Russian enterprise in the Board of Directors and the share of representatives of regional governments in the Board of Directors. This is actually the only city in the sample, where influence of these factors is at all registered. It should be noted that the character of influence on efficiency of enterprises’ activities on the part of outsiders and regional governments completely agrees with the assumptions: there are observed both positive and negative influences, correspondingly. As for influence of the share of representatives of Russian enterprises in capital stocks on companies’ activities, one can in principle suppose that its character can be both positive and negative. In this case the influence is positive.

The model that was developed for Moscow oblast is notable for the fact that on the one hand is shows a negative influence of the effect of an early privatisation on subsequent activities of enterprises, and on the other hand the same negative influence of a big share of insiders in enterprises’ stock capitals. Hence, in this case one can speak of a negative role of privatisation performed in the interests of insiders. On the other hand, it’s noteworthy that the presence of a large number of insiders at the Board of Director has a positive influence on the efficiency of enterprise’s activities. 

Calculations made for Krasnoyarsk show the presence of a positive effect of an early privatisation and a negative dependence of enterprises’ activities efficiency on the large share of insiders in the stock capital. Influence of insiders’ share in the Board of Directors, on the one hand, is insignificant, on the other hand exclusion of this variable from the regression rather seriously degrades its quality with respect to the value of the adjusted 
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On the whole with respect to general recommendations in the sphere of corporate governance one can formulate following suggestions:

Basic suggestions to improve corporate governance

	Problem
	Current legislation
	Measure to improve the situation

	Guarantees for registration of investors’ proprietary rights in companies’ registers 
	The Law “On Equity Market”, legal normative documents by the Federal Securities Commission of the Russian Federation
	Work out standard terms and conditions for contracts with registers’ holders 

Choose a register holder, terms and conditions of the contract shall be approved by the annual shareholders meeting

Liability of register holders for frauds and register manipulations on the part of the register’s owners (the owner or issuer)

	“Dispersion” of shares by issuing new stocks
	The Law “On Joint-Stock Companies” 

The Law “On Protection of Investors’ Rights and Legitimate Interests”

Standards by the Federal Securities Commission
	Control the procedure of issue of convertible bonds 

Detailed elaboration of fractional shares, especially in cases of preemptive rights application 

	Violation of shareholders meetings procedures
	The Law “On Joint-Stock Companies” 
	- legal settlement of unclear question (for example, posting ballots in the way that they are received after the meeting, shall be interpreted as a material infringement of rights that allows a subsequent (taking the case into court) exit from the joint-stock company receiving a compensation

- regular checkups of general meetings convening and resolution release procedures  (including the terms and procedures adopted in 2001)

	Assignation of votes to company’s managers in cases of ADR or GDR
	Legal normative documents by the Federal Securities Commission
	veto issue of ADRs and GDRs if they envisage assignation of votes to company’s managers

	Violations in companies’ reorganisation and consolidation 
	The Law “On Joint-Stock Companies”
	- to expand reorganisation types, making corresponding amendments to the Civil Code of the Russian Federation, the Law “On Joint-Stock Companies”, and other.

- in addition to the fulfilled requirement of preserving the property pattern when the company is reorganises, there is a need for a system of measures to protect creditors’ rights

- introduction of the requirement to invite an independent appraiser

- improve information disclosure

	Violation of the information disclosure requirement
	The Law “On Joint-Stock Companies”, the Law “On Equity market”, the Law “On Protection of Rights and Legitimate Interests of investors”, Standards by the Federal Securities Commission
	- improve legislation on information disclosure

- prohibit the practice of asymmetric information disclosure to some privileged parties and use of considerably important and confidential information in self-interest

- introduce international accounting standards

- establish criminal liability for nondisclosure of information

	Nontransparent property and control patterns (exposing the property and control patterns is required to solve the problem of possible misuses related to deals with interested parties, including use of offshore and trust companies that are controlled by the management and controlling shareholders.)
	A considerable number of legal normative documents containing contradictory requirements (Some of these documents proceed from percentage of shares in registered capital, other deal with percentage of voices. Some legal documents also take in account the indirect control exerted through nominal owners. Finally, in accordance with current regulations, there are no requirements prescribing to disclose even official agreements between shareholders).


	- a consistent and logical legislative basis to establish procedures and distribution of responsibility among all parties (shareholders, issuers, register holders, asset managers and the Federal Securities Commission);

- establishing a legal norm prescribing that disclosure of information about changes in company’s property to the stock exchange and the public as a whole is shareholders’ responsibility, both domestic and foreign ones’;

- legislative norms related to information disclosure shall unambiguously view cases of concerted action by parties and cases of participation of parties which are “de facto” or “de jure” are under interested parties’ control. Sanctions for failure of information disclosure shall also be envisaged for such cases.
- shareholders in open-type companies are obliged to inform the issuer, the stock market and mass media about their properties to the degree prescribed by the law. This responsibility to disclose one’s own participation in property shall also be applied to property registered through nominal owners. Financial institutes that were granted the right to keep such counts of nominal owners and register holders shall also be accountable for violation of information disclosure requirements.

- the Law shall also envisage adequate and understandable criminal and civil sanctions for failures to disclose information about considerable changes in property. These sanctions shall also apply to shareholders, issuers, register holders and organizations in charge of register keeping.



	“Withdrawal” of assets 
	The Law “On Joint-Stock Companies”, the Criminal Code of the Russian Federation (art. 165, 201, 204) 
	- reform of labour legislation (simplification of the procedure of dismissal from the office of director general)

- improvement of financial accounts forms

- more stringent and precise requirements to procedures in big deals and deals with interested parties

- qualification of deals with affiliated persons, a wider notion of “affiliated persons”

- working out of “a group of legally independent but economically connected persons” concept



	Transfer price formation 
	The Law “On Joint-Stock Companies”, the Criminal Code of the Russian Federation (art. 165, 201, 204) 
	- improvement of tax legislation and its enforcement

- improvement of financial accounts forms

	Deliberate (fictitious) bankruptcy with a subsequent buying up of assets 
	The Law “On Insolvency (bankruptcy), the Criminal Code of the Russian Federation 
	- introduce liability limits for arbitrage managers for actions (assets deals) in the interests of some of creditors

- work out legislation on disqualification of managers, whose actions caused damages to organisations they are heads of or their creditors

- take extra measures (criteria of starting up of bankruptcy procedure) to prevent unfair redistribution of property and legal proceedings against virtually solvent enterprises

- more extensive use of the nonsuit practice by courts in cases when the bankruptcy procedure is used as a common means of acquittance (as abuse of rights in accordance with art. 10 of the Civil Code of the Russian Federation)

- precise the role of governmental bodies (as creditors and representatives of state interests) and the procedure of their participation in bankruptcy processes



	Unfounded suits against (blackmailing of) issuers (principal shareholders) 
	Court practice only 
	- introduce the procedure of alternative resolution of cases: administrative or arbitration hearings by a state regulative body,

- develop the system of courts of arbitration within the framework of self-regulated organisations (SRO),

- work out provisions aimed at protection of boards of directors (managers) of companies against abuse by small shareholders through (a) verification of validity of action, (b) use of the so called “safe harbours” (such means of legal assistance as the rule of “discretion case” or renunciation of ungrounded claims of information disclosure), (c) solving the problem of actions at law on the part of a shareholder – “owner of a single share” (introduction of quotas or elaboration of requirements to group suits.)

	Enforcement (including the problem of insurance of shareholder’s opportunity go to the law) 
	A complex of legal norms and procedural rules
	- continuously create judicial precedents  (for example, according to the Law “On Joint-Stock Companies” a shareholder is entitled to claim damages in favour or the company caused to it trough the management’s fault. A description of such damages in legislation is in fact impossible, that is why concrete court decisions are important)

- reform the judicial system as a whole

- provide a complex of anticorruption measures 

- improve the commercial law, in particular legislation on companies, the law on securities and the bankruptcy law

- teach judges the basic concepts of business intercourse, as far as the lack of a previous business experience leads to an excessively literal use of laws; 

- stydy the possibility of an intensified specialization of judges in the sphere of commercial law (establish specialized units in arbitration tribunals that will deal with corporate suits and actions for securities)

- publish openly and distribute written court opinions and decisions with the aim to enhance the responsibility of the judicial system

- develop the mechanism of private settlement of disputes and professional independent arbitration proceedings (the system of extrajudicial procedure of settlement of disputes: administrative hearings or independent arbitration proceedings).





� Also used are materials of the Institute for Corporate Law and Control, recommendations of the OECD Round Table on questions of corporate governance in Russia (meetings in 1999-2001) and the White Book project on issues of corporate governance in Russia.
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