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Abstract 

 

 

This paper presents a cross-country comparative study of corporate governance forma-

tion in four transition countries that differ significantly in the reform design, implementation, 

and outcome. The analysis showed that corporate governance formation in these countries is 

characterized by both similarities and differences. Similarities originate first of all from the 

common features of the historical background of these countries, the features of centrally 

planned economy; from the similarities of the principles of the reform programs; and from 

similarities of certain basic, objective regularities of the post-Communist transition. Such 

common features include, e.g., highly insiderized initial ownership patterns, high role of man-

agers, high ownership concentration, dual trends of ownership structures’ evolution towards 

concentration and outsiderization, and many others. The differences originate, among others, 

from the specific features of the countries’ historical, cultural, and institutional heritage, the 

soundness of the reform design and implementation, the main characteristics of the enter-

prise sector, the quality of the legal base and enforcement mechanisms. Countries that had 

more favorable “background” (traditions of private entrepreneurship, capacities of the elites) 

and during the transition period managed to create good legal background for private sector 
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and appropriate institutions are more likely to enjoy formation of more efficient corporate 

governance mechanisms and patterns. 

1. Introduction 

 
This paper presents a cross-country comparative study of corporate governance forma-

tion in four transition countries: Poland, Kyrgyzstan, Russian Federation, and Ukraine. These 

countries were chosen because, apart from the fact that all them originated from the centrally 

planned Soviet type economy and since the beginning of the 1990s implement reform pro-

grams aimed at building of market economy, they differ significantly both in the ways this 

goal have to be achieved (i.e., patterns of the reform process), and in reform outcome. The 

main task is to find out what are the main peculiarities of corporate governance regimes that 

have formed in these countries and to try to find the most important factors that contributed 

to the present state of corporate governance and major differences between them. 

The task of analyzing successes and failures of corporate governance in transition 

economies is of crucial importance because the quality of corporate governance is one of the 

key factors determining the microeconomic efficiency of the enterprise sector and quality of 

investment climate of the country. Consequently, this pre-determines perspectives for catch-

ing-up economic growth of the national economies. 

We use the term “corporate governance” in a broad sense as the system of legal and 

economic institutions that create formal and informal regulatory system that determines be-

havior of enterprises. The central place is attributed to mechanisms of investors’ and other 

stakeholders’ impact on enterprises’ functioning. This understanding of corporate govern-

ance is in line with the OECD 1994 definition: “Corporate governance is the system by which 

business corporations are directed and controlled. The corporate governance structure 

specifies the distribution of rights and responsibilities among different participants in the cor-

poration, such as, the board, managers, shareholders and other stakeholders, and spells out 

the rules and procedures for making decisions on corporate affairs. By doing this, it also pro-

vides the structure through which the company objectives are set, and the means of attaining 

those objectives and monitoring performance.”1 

In the paper, an interdisciplinary approach involving microeconomic, social, institu-

tional, and historical analyses was used. The study is of a mostly qualitative character; quan-

titative analysis was used only where direct country data comparison is possible. The paper 

                                                 
1 Http://www.encycogov.com/WhatIsGorpGov.asp. 
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is based on the findings on the INTAS “Corporate Governance Practices and Prospects in 

Transition Countries: The Case of Russia, Ukraine, and Kyrgyzstan” project,2 various pro-

jects on corporate governance in Poland and other countries carried out by CASE – Center 

for Social and Economic research, and well as raw data and findings of other researchers 

and institutions.  

The paper is divided into six sections. The second section is devoted to historical over-

view of post-Communist reforms that created conditions for corporate governance formation. 

The third section deals with formation of ownership structure of private sector and the main 

trends of its evolution. In the fourth section, the main goals, problems and practices of corpo-

rate governance are discussed. The fifth section is devoted to the analysis of the main actors 

of corporate governance at an enterprise level. The sixth section contains some general con-

clusions. 

2. Post-Communist reforms 

2.1. Conditions for the start of the reforms 

Generally speaking, conditions for the start of the reforms in all post-Communist coun-

tries had a lot in common – economically, politically, culturally, etc. At the same time, there 

were significant differences between single countries and groups of countries that influenced 

the course of transformation, including corporate governance formation.  

The countries of the Communist block were characterized by different depth of pre-

transformation reforms of the command system. 

Poland was one of the first Communist countries that started to try to resolve the prob-

lem of low efficiency of the command economy not through administrative strengthening of 

the mobilization role of the state, but by introducing some elements of decentralization of 

economy, including governance of the enterprise sector. As in some other Communist coun-

tries (first of all Yugoslavia), these changes were aimed at increase of microeconomic effec-

tivity of economy through introducing motivation mechanisms based on employee self-

management. As early as in 1956, the Act on Workers Self-Management was passed which 

granted state-owned enterprises (SOEs) a limited autonomy allowing insiders (directors and 

                                                 
2 The project was realized by the consortium that consisted of Stockholm Institute of Transition Economics 

(Sweden), CEFIR – Centre for Economic and Financial Research (Russia), CASE – Center for Social and Eco-
nomic Research (Poland), CASE-Kyrgyzstan, Center for Social and Economic Research (Kyrgyzstan), Institute 
for the Economy in Transition (IET) (Russia), and Research Institute of Statistics (Ukraine). Within the framework 
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employees) to make decisions in some areas of SOEs’ operations. These changes in corpo-

rate governance of SOEs were of superficial nature and in fact did not work, as they contra-

dicted the model of central planning that has been adopted in Poland. Only in 1981 political 

(emergence of the Solidarity trade union, mass protest actions) and economic conditions 

(deep economic crisis) made possible a deeper reform of the enterprise sector, with em-

ployee self-management being part of a new set of decentralized principles of SOE opera-

tion, known as “The Three S’s” (self-management, self-financing and self-dependence). The 

new law (which is still in force for SOEs) has introduced a corporate governance system that 

to a certain extent imitated the two-tier “Continental” system with three bodies: director (as a 

managing body), employee council with supervisory functions, and general assembly of em-

ployees whose competences resembled those of general meeting of shareholders. In fact it 

made incomplete property rights, which were immanent feature of the command economy 

based on state property, even more non-transparent because the law gave employees some 

features of owners – but without real owners’ financial responsibilities.  

Enterprise reform was a part of a wider program of building quasi-market economy in 

Poland (of Yugoslavian and Hungarian type). Central plans were changed for the system of 

government-guaranteed orders, there was limited price, wages, and foreign trade liberaliza-

tion, and more liberal conditions for small private businesses were created. As a result, by 

the time the Communist system collapsed, Poland, along with Yugoslavia and Hungary, was 

one of the most reformed economies of the Communist block. It should be added that the 

share of private sector in Polish economy was the highest among the Communist countries 

(about 30% of GDP), especially in agriculture (about 70% of GDP). Thus, at the verge of the 

transition, Poland already had some (although predominantly distorted) market institutions – 

both created in the course of the attempts to reform the centrally-planned economy, and that 

had survived during the much shorter, than in the case of the USSR, period of the Commu-

nist rule.  

Besides, Poland had educated elites, who through almost the whole period of Commu-

nist rule in Poland, held serious discussions on improving the efficiency of Polish enterprise 

sector. Unlike in most other countries of the Soviet bloc, those discussions went far beyond 

ideas of how to improve the central planning system. The most popular approach was that of 

participation of employees in the management of state-owned firms. Even if some of the dis-

cussion participants had doubts as to whether state-owned enterprises with employee par-

ticipation were the most effective form of enterprise (especially compared to privately owned 

companies), they believed that in the given circumstances, this was the most radical and ef-

                                                                                                                                                         
of the project, two rounds of surveys were conducted in 2005 and 2006 which included 978 and 981 enterprises 
respectively in Russia, 1232 and 1103 enterprises in Ukraine, and 299 and 306 enterprises in Kyrgyzstan. 
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fective solution. However, there was an influential circle (Leszek Balcerowicz belonging to it) 

that believed that only consistent liberal market reforms would be able to ensure sustainable 

development of the Polish economy. 

Soviet republics, including those being the subject of the research, at the verge of tran-

sition found themselves in much more difficult situation. The USSR was the last Communist 

country that undertook serious attempts to reform the planned economy (although there were 

countries that hadn’t made even such an attempt: Albania, Bulgaria, Czechoslovakia, GDR, 

and Romania). Until mid-80s, the Soviet economy was one of the most “unreformed” cen-

trally planned economies (there were two failed attempts of economy decentralization in 

1957 and 1965). Depletion of capacities for extensive growth aggravated by the crisis on the 

world fuel markets forced Mikhail Gorbachev to start reforms – first being an attempt to un-

dertake new forced industrialization (policy of “acceleration”). Only two years later, in 1987, 

the perestroika policy has been proclaimed to a large extent patterned after Yugoslavian, 

Hungarian and Polish solutions. A package of laws have been adopted that increased auton-

omy of SOEs, introduced elements of employee self-management, allowed for creation of 

non-state firms and individual businesses (as a “pure” private ownership had still not been 

legalized). Elements of ownership changes have also been introduced in the form of the right 

of employees to lease assets of SOEs. The same as in other reforming Communist coun-

tries, these measures were intended to keep the economy within the boundaries of the sys-

tem of “real socialism.” These laws opened the process of spontaneous de-etatization of the 

Soviet economy, mostly through profit and asset stripping from the existing SOEs to new 

quasi-private entities. Later on, deepening economic crisis that put the country at the verge 

of real collapse, forced the Soviet leaders to look for more radical solutions, even if they 

would mean resignation from basic Communist economic dogmas. In 1990, the most radical 

ever in the Communist block program of reforms “500 Days” was prepared by a team headed 

by Grigoriy Yavlinskiy. It assumed far-reaching privatization, de-monopolization and building 

market structures as the first step, followed by macroeconomic stabilization and price/trade 

liberalization as the final step (Yasin 2003). The program was formally accepted by President 

Gorbachev but never implemented by the Soviet government which undertook the last at-

tempt of Soviet-conservative “stabilization” at the beginning of 1991, involving a nonequiva-

lent exchange of old banknotes and administrative price adjustment (Dabrowski et al. 2004). 

Unlike in Poland and other Central and East European Communist countries, in the 

Soviet republics (with the exception of the Baltic states) there were no formal institutions that 

would facilitate development of market economy. Instead, a number of informal institutions 

existed (horizontal network links etc.). There were only traces of private property (mainly in 

agricultural sector) and co-operatives had been de facto etatized. Strong traditions of pater-
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nalistic state combined with lack of clear rules that all members of the society must obey, 

promoted passiveness, “legal nihilism,” and negative attitude towards private entrepreneur-

ship (especially not related to production). However, the USSR was not fully homogenous in 

this respect. For example, in Central Asian republics (including Kyrgyzstan) and Caucasus 

region strong informal family and clan relationships existed, which resulted in situation, when 

the formal social and state structures did not reflect the real structure of social, political and 

economic linkages which substantially impeded rebuilding of theses structures in the course 

of transition (Kozarzewski 2006a: 37-40).  

Intellectual potential of reformers in the Soviet republics was generally much weaker 

than in Central European countries, mostly due to very severe repressions against inde-

pendent activities of Soviet intellectuals and very strong Communist indoctrination of the lar-

ger part of the Soviet intellectual elite. Only at the times of perestroika systematic studies of 

crisis of Communism and possible remedies began. It should be also noted, that after the 

dissolution of the USSR, it turned out that the major part of pro-reform intellectual resources 

remained in Russia and, to much lesser extent, in Ukraine. Weak domestic intellectual re-

sources in Kyrgyzstan and most other Soviet republics seriously impeded the processes of 

design and implementation of market reforms.  

Lack of local knowledge and other capacities (not only in FSU countries, but in most of 

other post-Communist countries) was to some extent compensated with foreign technical as-

sistance programs, which, due to various reasons, proved to be only of limited efficiency 

(World Bank 2004; Papawa and Beridze 2005; Kozarzewski 2006a: section 6.3.4). The same 

goes for (often informal) knowledge transfer between the FSU countries, especially from 

Russia to other countries (for example many laws were patterned after the Russian ones). 

2.2. Reform policies 

After the collapse of the Communist rule, all the four countries (as well as virtually all 

other countries of the region) embarked upon the market reforms that consisted of four main 

elements: stabilization, liberalization, privatization, and institutional reforms. The main differ-

ence laid in the importance attributed to each element by the governments, the speed and 

sequence of their implementation. The sequence dilemma had two main solutions.  

The first one assumed that macroeconomic stabilization should be achieved as fast as 

possible, together with imposing regulation and institutional constraints (in order to create a 

framework for actors’ behavior and prevent tunneling) (Murrell and Wang 1993). The second 

one assumed that stabilization and liberalization efforts would fail as long as the majority of 

the equity stayed in the state hands (which is by definition was an inefficient owner), thus 
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ownership rights still being incomplete. Besides, privatization would create demand for fur-

ther reforms (Frydman and Rapaczynski 1994; Boycko et al. 1995).  

The “stabilization and liberalization first” approach was characteristic first of all for Po-

land, Hungary, and Estonia; other countries implemented (with various degree of conse-

quence) policies with delayed stabilization and liberalization measures. The speed dilemma 

meant the choice between a “big bang” policy (so-called shock therapy) and gradualist ap-

proach that in theory, among others, should have “softened” the transformation shock for a 

large part of population and economic agents by allowing them more time for adaptation. 

There were only a few countries that decided to implement shock therapy at least in some 

areas of the reforms: first of all these were Poland (mainly in the field of stabilization and lib-

eralization), Hungary, and Estonia. As in the case of the choice of the transformation model, 

real reform policies very often depended not only on the elaborated concept, but were the 

result of political interactions between main actors and interest groups. 

In the next sections we will analyze policies in two areas of the reform directly relevant 

to the corporate governance formation, i.e. privatization and creation of legal background for 

corporate governance formation. 

 
Privatization 

 

In privatization policies, several patterns can be found. A lot depended on officially pro-

claimed and/or unofficially pursued goals of privatization. These goals might be the following: 

– systemic (to contribute to the change of the economic system through making private 

property the dominant form);  

– economic (to solve the problem of microeconomic inefficiency of state-owned enter-

prises and boost the performance of the enterprises sector);  

– political (making the whole reform process smooth, stable and irreversible through 

creation of powerful pro-reform lobby of actors, involved in privatization process and using its 

results);  

– fiscal (to obtain budget revenues from selling state property and to cut-off subsidies);  

– social (attaining a kind of social justice through shares distribution schemes via distri-

bution of part of the privatized stock among the whole population and resolving social prob-

lems in concrete enterprises with the help of investors); 

– hidden, when the government drew public attention to one goal while the real, most 

important goals were not advertised because they were less attractive to the broad public. 

The hidden agenda could be “honest” (aimed at acceleration of the reforms and avoiding 
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some obstacles, e.g., related to public opinion) and “dishonest” (aimed at meeting interests 

of rent-seeking groups). 

When boosting performance of enterprises by finding them an efficient owner was 

among the main goals, privatization policy was rather friendly towards investors, including 

foreign ones, with few sectors excluded from privatization. Only a small number of countries 

decided to that (mainly among the Central and East European and Baltic states). In other 

countries, where privatization de facto served many other political, social and fiscal goals, 

privatization policy was more restrictive both in terms of sectors designated for privatization, 

and type of investors that were allowed to take part in privatization processes. Here, the poli-

cies were usually restrictive first of all against foreign investors. Several countries of the sec-

ond group, however, started to manifest a kind of “pragmatization” of privatization policy, its 

reorientation towards meeting the economic goals. It led to lifting of most restrictions on pri-

vatization (regarding both objects and subjects of privatization). Some countries, including 

Russia, still conduct restrictive policy that combines numerous exclusions of branches and 

enterprises from privatization with limiting the access for foreign investors. 

All the four analyzed countries differed significantly in design and implementation of 

privatization programs. 

Polish approach towards privatization was probably the most diversified, if not to say 

eclectic. It can be characterized by the two main features: 

– diversity of privatization goals, most of them never being explicitly formulated. In fact, 

Polish government to greater or lesser extent tried pursue all the goals mentioned above with 

limited use of hidden agenda, especially “dishonest one” (in that country, rent-seeking groups 

were looking for profits not in privatization, but rather in retaining the state control over enter-

prises); 

– gradualist, highly consensual character of privatization processes. The reform au-

thors were aware of a trade-off between the speed and quality of transformation processes. 

They believed that lower speed resulting from careful preparation of privatization deals (both 

in the technical and social dimensions) was much more important than massive and rapid 

formal change of owners, because the reformed market environment would exert strong 

pressure on state-owned enterprises and force them to adapt and restructure, thus making 

their privatization less urgent, although still necessary. 

The main features of Polish privatization were reflected in the privatization law, which 

envisaged a wide range of possible methods and paths of ownership transformation: sale 

both to strategic investors and via the stock market, management-employee buyouts and 

even a unique kind of mass privatization that had been designed not only to transfer a sig-

nificant (albeit limited in comparison with other post-Communist countries) part of the state’s 
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sectors assets to Polish citizens, but also to create a mechanism of active restructuring of  

the companies participating in mass privatization (the National Investment Funds program).  

In Russia, initially the main idea was to quickly create demand for the institutions of pri-

vate property. According to the reform authors, it was not crucial how to distribute assets ini-

tially – they believed that eventually, in the course of market supply and demand interplay, 

the property would be re-distributed efficiently. Therefore, during the first years of transition, 

mass, non-equivalent forms of property distribution prevailed. It led to emergence of insider-

dominated ownership structures, with a significant managerial control as the managers had 

normally been able to force employees either to vote with the management, or to sell them 

their shares (CEFIR 2006). The next, case-by-case stage of privatization that started in 1995, 

was highly influenced by the political need of the government and the president to build a 

powerful social base that would make possible for them to keep power in the situation of very 

strong anti-reform attitude of population and very low ratings of president and the govern-

ment just before the presidential elections of 1996. A non-transparent mechanism “loans for 

shares” was introduced that made possible transfer of a significant amount of state property 

in hands of limited number of persons (so-called oligarchs). Both groups of owners (insiders 

and oligarchs) were more oriented at rent seeking than value creation and thus failed to play 

a significant role in creating demand for market institutions that would promote competition, 

investor protection, property redistribution towards efficient owners, etc. 

Characteristic features of Ukrainian privatization were a slow start and several concept 

changes that involved a wide range of privatization methods. At the first stage of privatization 

(1992-1995), a consensual model was adopted when enterprises decided themselves 

whether to privatize or not. Due to lack of reliable valuation procedures and qualified auditing 

firms, a significant number of companies was sold to their managers and employees at a 

very low cost. At the same time, despite the possibility to buy “cheaply,” insiders generally 

expressed very limited interest to privatization, mainly because of lack of understanding what 

privatization is for and shortage of financial resources of potential buyers (Kostyuk 2005). At 

the second stage (1995-1999), mass privatization was a prevailing method, quite similar to 

Russian program of voucher privatization. And, like in Russia, it led to mass enfranchisement 

of insiders which proved to be owners more inclined to asset stripping and wealth creation 

through salaries than through the raise of productivity. The third stage (2000-2004) was 

characterized by prevalence of case-by-case deals and attempts to attract strategic outside 

owners. Unlike the “wholesale” methods, case-by-case privatization assumed high role of the 

government in undertaking concrete decisions on privatization deals which created condi-

tions for voluntary actions and corruption thus contributing to creation of powerful rent-

seeking oligarchic groups. The privatization process lost its transparency and many privatiza-
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tion deals were conducted with serious violations of the law. At the beginning of 2005, priva-

tization process was halted by the parliament and a campaign for wide-scale re-privatization 

began. After several months, the government dropped the idea of mass re-privatization, but 

didn’t revert to privatization, which since then has a very slow pace (Paskhaver and Verkho-

vodova 2006). 

In Kyrgyzstan, privatization policy can be clearly divided into several stages. At the first 

stage (1991-1993), the main accent was made on the “small” privatization of trade objects, 

catering and consumer services, and management-employee buyouts (MEBOs). On the 

second stage (1994-1997), the mass privatization had been implemented. As in the case of 

Russia and Ukraine, it led to enfranchisement of insiders. At the third stage started in 1998, 

mainly case-by-case deals were realized. After the March Revolution of 2005, the privatiza-

tion process was de facto put on hold. The efficiency of the privatization policy on all the 

stages was not very high. The process of privatization was characterized by high level of 

politicization and low level of public support that created the opportunity for populist calls – 

sometimes successful – for slowing down privatization, its stoppage or even for reviewing its 

results (the latter even became one of the slogans of the March revolution). There are many 

influential special interest groups in the country that are not interested in privatization: offi-

cials, enterprises getting various rents, misguided population. Too many goals were set for 

privatization, especially on the initial stages, when privatization was regarded as a panacea 

or a means for solving various social problems. Some restrictions on the privatization were 

excessive – there are still many sectors where privatization is restricted or forbidden due to 

some political, ideological, group, bureaucratic and other reasons. The quality of the legal 

regulations was also very doubtful – privatization programs and legal acts were in some re-

spects too ideological and very frequently contradicted each other and other laws (Dabrowski 

et al. 2005; Kozarzewski et al. 2006). 

 
Corporate governance 

 

An important aspect of environment creation in transition countries was elaboration of 

the legal base for corporate government formation, including formal choice of corporate gov-

ernance model that should be implemented by private entities. In the most developed 

marked economies, two main corporate models exist: Anglo-Saxon (mostly developed in the 

UK and USA) and Continental (to be found in most European countries). The main differ-

ences lay in interrelations of a company with its owners and business environment (see Ta-

ble 1). 
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It seems that, pragmatically speaking, the Continental model was more suitable for 

post-Communist countries, at least at the first stages of transition, due to following of rea-

sons: 

– the influence of external control (in the form of commodity, financial, take-over and 

other markets) did not exist or was not sufficiently effective. In such conditions, the efficient 

functioning of internal supervision was of fundamental importance; 

– the investment potential of population was weak; therefore the main sources of capi-

tal had to be looked for elsewhere. The Continental model assumed the significant role of a 

strategic investor, in many post-Communist countries circumstances – most likely foreign 

(and, later, also domestic industrial and institutional); 

– both the managerial skills and technical assets of existing enterprises were archaic 

and not adapted to the new challenges of the emerging market environment. Strategic inves-

tors, especially foreign ones, might be expected to bring to a company not only capital, but 

also a new culture of management, of company behavior towards its environment, new tech-

nology etc. 

Second, the corporate governance model was expected not only to meet enterprises’ 

needs (i.e., improve their competitiveness), but also to serve the transition in general, being a 

part of the new political, social and economic model. Therefore, the choice of a model de-

pended on social and political considerations as well. Here, the choice between Anglo-Saxon 

and Continental model was not so obvious, because the Anglo-Saxon idea of shareholder 

value suited the ideas of mass enfranchisement of population. On the other hand, the Conti-

nental model was of a more participatory character, which suited the advocates of employee 

self-management and participation (Kozarzewski 2006b). 

Third, unlike green-field companies, privatized enterprises did not emerge out of the 

blue. They represented a continuation (in economic, organizational, social and other ways) of 

former SOEs. The “legacy” of SOEs had several aspects, including the following: 

– a state-owned enterprise had its own organizational structure, with each body having 

its own competencies to which all actors had become accustomed; 

– in most state-owned enterprises, stable structures of power and influence had been 

established, and many insider actors were afraid of losing them after privatization; 

– mentality and behavior of the main insider actors were to a great extent determined 

by their previous experience in the state-owned enterprise. 

Table 1 
Basic characteristics of the Anglo-Saxon and Continental models of corporate 
governance 

Components Corporate governance model 
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Anglo-Saxon Continental 
Organization perceived as: instrument joint undertaking 
Objectives of the organization:   to serve the owners to serve all the groups engaged 
Measures of success: company value (price of shares, divi-

dends) 
meeting the needs of stakeholders 

Perspective of operations: short-term rather medium-term 
Ownership structure: dispersed concentrated 
Shareholders’ identity: – private persons 

– financial institutions 
industrial investors 
institutional investors 
private persons 

Shareholders’ influence: low significant 
Capital market: highly developed, great diversity of 

capital suppliers, large set of financial 
instruments 

much smaller diversity of financial 
instruments 

Main source of raising capital: – securities market 
– stock exchange 

institutional sources 

Main forms of disciplining the 
managing staff: 

– active enterprise control market  
– main instrument: “high cost” take-
over transactions 

– emphasize on internal supervision 
mechanisms, 
– “low cost” direct monitoring 
– weak enterprise control market 

System of the boards: one-tier (board of directors) two-tier (managing board and super-
visory board) 

Structure of the supervising 
board/board of directors: 

– board of directors composed of ex-
ecutive (insider) and non-executive 
(outsider) directors 
– CEO sits on the board 
– rare presence of large shareholders 
– rare presence of bank representa-
tives 

– supervisory board members elected 
by shareholders and by employees, 
– the CEO can not sit on the supervi-
sory board 
– large shareholders are always pre-
sent 
– bank representative often present 

Sources: De Wit and Meyer (1998); Prowse (1994); Koładkiewicz (2000); Kozarzewski (2000). 
 
Here, a real threat was that entrenched insiders would resist any attempt to change the 

internal status quo. Therefore, there was a popular view that strong owner control must be 

imposed, while taking insiders’ concerns into account. Under such circumstances, the Conti-

nental model seemed to be a good solution (Jarosz and Kozarzewski 2002; Kozarzewski 

2006a). 

In their legislation, almost all the transition countries have introduced at least some ba-

sic elements of Continental corporate governance model, among others, through introducing 

the two-tier structure of the boards (usually above some threshold of number of shareholders 

or fixed assets value). However, the quality of the legal base was often problematic, both at 

conceptual and implementation level. From the point of view of corporate governance forma-

tion, apart from leaving legal gaps and contradictions with other laws, in many countries the 

legislation was devised under intellectual pressure of Anglo–Saxon model with its character-

istic dispersed ownership and related to it protection of minority shareholders. It gave prefer-

ences to minority owners and insiders and restricted the opportunities of large external 

shareholders to purchase shares. But the reality of post-Communist economy causes that 

minor owners are and in foreseeable future will be rather small category of investors. More-
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over, experience of many countries in the region shows that minority shareholders can be 

used by certain financial–industrial interest groups for a hostile take-over of a company. An-

other drawback of legal systems in most post-Communist countries lies in that the strictest 

provisions concerning protection of property rights, especially in the field of disclosure re-

quirements, apply only to listed companies, which, due to underdeveloped securities markets 

in these countries, represent a small part of the enterprise sector. Other companies enjoy 

more relaxed requirements. 

Besides, the analyzed countries had their own specific legislative problems. 

In Ukraine, there is still no Corporate Law and corporate governance in Ukrainian com-

panies is regulated by a number of acts, including the Civil Code, Economic Activity Code, 

Act on Companies, privatization programs, etc. But still, many aspects of corporate govern-

ance are not covered by legal regulations and, according to international surveys, Ukraine’s 

laws are among the less compliant with international standards of corporate governance 

regulation (Pugachova 2006).  

In Kyrgyzstan, the adoption in 2003 of the new Act on Joint-stock Companies was the 

significant improvement in the legal base of corporate governance. First of all, we should 

mark out its detailed elaboration – the law became not only a set of norms but also a kind of 

a manual for companies. However, some contradictions with other laws remained, and the 

level of property rights protection at a company level is still not optimal (e.g., over-protection 

of minority shareholders). Besides, there are ill designed provisions that, e.g., do not require 

to increase the authorized capital after a new issue of shares; the role and functions of the 

board of directors is not clearly defined (see more Dabrowski et al. 2005; Kozarzewski et al. 

2006). 

By today Russia has entered the group of leaders among transitional economies in 

terms of level of comprehensiveness of economic law. At the same time, the country still 

demonstrates a far greater backwardness, as far as “efficiency” of its application (the court 

system etc.) is concerned. Enforcement now constitutes one of the weakest components in 

the system of property rights and honoring contract obligations. Complexities associated with 

the application of law in the corporate governance area arise due to both “flaws” in, and in-

consistency of the procedural law and imperfection of the material law. As the judicial and 

arbitration practices have just begun taking shape, they do not always form the base suffi-

cient to draw conclusions on judicial interpretation of complex or even disputable provisions 

of the law on joint-stock companies (especially in the field of ownership rights protection and 

abusive behavior of managers) (Hashi et al. 2004). Besides, law enforcement suffers from 

widespread corruption in courts, regulatory bodies, and law enforcement agencies (CEFIR 

2006). 
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Poland also found itself among transition countries with most elaborated economic and 

corporate law. The latter represents a “classical” Continental approach, although defining 

only the broad framework for the companies’ organizational structure and companies bodies’ 

activities, which makes possible for firms to create structures and rules that suit most their 

needs. However, the legal base is not free from faults. The first one is the dark side of the 

advantage mentioned above: the law proved to be not instructive enough in the situation 

when main actors, many of whom originated from the centrally-planned economy, lacked 

adequate knowledge on a modern private company structure and functioning. Second, the 

system of rights and safeguards that regulates corporate governance relations within com-

panies is not very efficient. For example, minority interests can be (and sometimes are) 

abused with the help of anti-collusion provisions. Disclosure requirements are often regarded 

as very complicated and there is a widespread opinion among managers, that some of them 

are impracticable. Managers have some legal possibilities of profits stripping and tunneling, 

etc. Third, legal acts sometimes contradict each other and overlap. Fourth, the peculiarity of 

the Polish legal system is that the main vehicle for representation of stakeholder interests is 

privatization legislation, rather than regulations affecting the enterprise sector in general. 

Thus, there are fundamental differences in the corporate governance regime depending on 

whether an enterprise originated in the state sector or the de novo private sector – a situation 

which is, to our knowledge, not found in any other European country. Besides, Poland ex-

periences serious enforcement problems, mainly due to inadequate capacities and skills of 

prosecutors and courts (Tamowicz and Dzierżanowski 2002; Kozarzewski 2003a). 

In recent years, in many transition countries attempts have been made to strengthen 

corporate governance by elaborating and introducing best practices of corporate govern-

ance. The main idea behind this approach was that because legal regulations themselves 

were incapable of dealing with all the problems of corporate governance, a set of principles 

should be prepared which would both serve as instruction on how to behave correctly and as 

a form of moral pressure on companies to introduce these principles. These initiatives – in 

the form of codes of corporate conduct or some other recommendations – took place in all 

four analyzed countries. Conceptually, they were to a large extent based on principles of 

good corporate governance proposed by the OECD and Cadbury Committee (OECD 2004; 

Cadbury 1992). In Russia (in 2002), Ukraine (2003) and Poland (2002) these codes were 

introduced by securities market regulators and apply only to listed companies and are of 

“comply or explain” type. In 1997 in Kyrgyzstan, the government has elaborated the Manual 

on Corporate Governance in Kyrgyz Republic as an annex to the model charter of a JSC. 

There are also other areas of the reform policy that affect corporate governance forma-

tion through creation friendly business environment for private sector development. Here, 
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more decisive and comprehensive reform policy has been implemented by the states where 

fast and radical “liberal” reform approach has been chosen (mainly the Central and East 

European and Baltic states). Governments of these countries concentrated their efforts at 

creation of favorable conditions for functioning of private enterprises: their registration, prop-

erty rights protection, contracts enforcement, well-elaborated and stable legal base, efficient 

tax incentives, insolvency procedures, equal treatment of domestic and foreign entities, de-

monopolization and better supervision of natural monopolies, etc. Besides, governments of 

these countries were concentrated on creation of well-functioning financial market institutions 

which were to function in accordance with highest standards of quality. Such a policy also 

was aimed at creation conditions for foreign capital attraction. Whereas South European 

states and CIS member states usually conducted more restrictive and at the same time less 

coherent (inconsistent and stop-and-go) policy of creation of business environment. 

2.3. Reform outcome 

High diversity of reform programs implemented led to very mixed results across coun-

tries and regions. From this perspective, three groups of countries can be singled out:  

– successive reformers, who in many aspects came close to the most developed mar-

ket economies (countries of Central and Eastern Europe and Baltic states – CEEB); 

– catching-up reformers (South-Eastern European states – SEE) that at the beginning 

were slow reformers, but managed eventually to accelerate them; 

– moderate reformers (most of the CIS countries) which conducted inconsistent stop-

and-go reform policy prone to political struggle between various interest groups, but which 

nevertheless managed to build moderately successful market economy, although in many 

aspects significantly lagging behind the first group;  

– market reform outsiders: Belarus and Turkmenistan being the countries that effec-

tively do not conduct market reforms. 

It should be noted, that many countries were characterized by inconsistent reform pace 

– lagging behind in some areas, they could outrun other countries in another areas. 

Analyzed four countries belong to the first and the third group. After initially high reform 

pace, in these groups of countries reforms significantly slowed down after approximately 5 

years after they had started. As a result, even the most reformed countries haven’t achieved 

yet the level of the developed market economies The main reason for this is emergence of a 

powerful coalition of special interest groups that extract rent from the transitive state of the 

economy in these countries and therefore are not interested in further reforms. This coalition 

strongly affects the economic policy of almost all governments of transition countries (see 
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more Kozarzewski and Woodward 2006). The same processes can be witnessed in all the 

four analyzed countries (Figure 1). 
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Figure 1 

Overall dynamics of the reform progress 
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Reform progress index is developed on the basis of the EBRD indexes which depict progress in main ar-

eas of the economic reform (EBRD 2004: 199-201). It ranges from 1 (lack of reforms) to 4.3 (reforms are com-
pleted). 

Source: EBRD data; own calculations. 
 
In every country that had started market reforms, the role of private sector in economy 

increased, albeit unevenly across the region – depending on the scope, consistency and 

depth of the reforms implemented. According to the EBRD estimates, on average, the share 

of private sector in the GDP of transition countries increased from about 10% in 1989 to 65% 

in 2006. Progress of privatization of economy is a good illustration of above-mentioned in-

consistency of the reform pace with Poland lagging behind other CEEB states and Kyr-

gyzstan outrunning CIS states. 

In 2006 the share of private sector in GDP was about 75% in Poland in Kyrgyzstan, 

and approximately 65% in Russia and Ukraine. It should be noted that Russia was the only 

post-Communist country, where, due to recent centralistic trends in governmental policy, the 

share of private sector in the GDP decreased (Figure 3). Another remark: the process of pri-

vatization in broad sense (measured by the share of private sector in economy) is far from 

completed even in the most successful transition countries: about 80% of private sector in 

GDP in Czech Republic, Slovakia, Estonia, and Hungary is still significantly lower than in the 

most developed market economies where it is usually far beyond 90% or even 95% (CEEP 

2000). 
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Figure 2 

Dynamics of privatization 
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Synthetic index that takes into account progress in large and small privatization, and share of private sec-

tor in GDP. Ranges from 0 (no progress) to 10 (completion of privatization; all the GDP is produced by private 
sector). 

Source: EBRD data; own calculations. 
 

Figure 3 
Private sector share in GDP (in %) 
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Source: EBRD data. 
 
It is not clear, what proportion of GDP is created by former state-owned enterprises 

and de novo private sector. Unfortunately there is no official statistical data, and all the esti-

mates are very rough. According to the World Bank, de novo private sector is more devel-

oped in CEEB and SEE states than in the CIS countries. Estimations show that it constitutes 

significantly more than 50% of employed in the whole private sector in Central and South 
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European countries, and much less than 50% in CIS countries (World Bank 2002). The im-

portance of this subject comes from the fact that privatized enterprises have to be reformed 

in order to get rid of the above-mentioned “legacy” after a SOE, while private companies cre-

ated from a scratch do not have that intermediate period.3 

Turning to privatization in the narrow sense (i.e., transfer of state property to non-state 

hands), we should mention that not only in the analyzed countries, but in most other transi-

tion countries so-called small privatization (of small objects in retail trade, catering, and ser-

vice) has ended or is close to the end, while so-called large privatization was not finished in 

any country (mainly largest objects of infrastructure and extracting industries still remaining in 

the state hands). 

Figure 4 
Progress in governance and enterprise restructuring 
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1 – Soft budget constraints (lax credit and subsidy policies weakening financial discipline at the enterprise 

level); few other reforms to promote corporate governance. 
2 – Moderately tight credit and subsidy policy, but weak enforcement of bankruptcy legislation and little ac-

tion taken to strengthen competition and corporate governance.  
3 – Significant and sustained actions to harden budget constraints and to promote corporate governance 

effectively.  
4 – Substantial improvement in corporate governance and significant new investment at the enterprise 

level. 
4+ – Standards and performance typical of advanced industrial economies: effective corporate control ex-

ercised through domestic financial institutions and markets, fostering market-driven restructuring.  
Source: EBRD data. 
 
General progress in governance and enterprise restructuring shows the growing dis-

tance between the CEEB countries where steady improvements are seen (although these 

countries still conduct enterprise policy somewhat relaxed comparing to the most developed 

market economies), and CIS member states where, after significant improvements in 1993-

                                                 
3 In Poland this period usually lasts for 2-5 years (Bałtowski 2002: 307). 
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1996, the last 10 years were marked with stagnation. The latter group of countries is charac-

terized now by moderately tight credit and subsidy policy, but weak enforcement of bank-

ruptcy legislation and little action taken to strengthen competition and corporate governance. 

Poland, on the one hand, and Russia, Ukraine, and Kyrgyzstan on the other, seem to be 

typical representatives of the respective groups of countries (see Figure 4). 

Securities markets and institutions remain underdeveloped in all the transition coun-

tries. However, most of the CEEB countries quite early have reached the highest among all 

the post-Communist countries level of their development (Poland being unquestionable 

leader in this process), while other countries have lost impetus and now stagnate, or, like 

Russia, have ups and downs in development of the sector (presently we witness the swift 

catching-up dynamics in this country) (Figure 5). 

 
Figure 5 

Securities markets and non-bank financial institutions development 
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1 – Little progress. 
2 – Formation of securities exchanges, market-makers and brokers; some trading in government paper 

and/or securities; rudimentary legal and regulatory framework for the issuance and trading of securities. 
3 – Substantial issuance of securities by private enterprises; establishment of independent share regis-

tries, secure clearance and settlement procedures, and some protection of minority shareholders; emergence of 
non-bank financial institutions (for example, investment funds, private insurance and pension funds, leasing com-
panies) and associated regulatory framework. 

4 – Securities laws and regulations approaching IOSCO standards; substantial market liquidity and capi-
talization; well-functioning non-bank financial institutions and effective regulation. 

4+ – Standards and performance norms of advanced industrial economies: full convergence of securities 
laws and regulations with IOSCO standards; fully developed non-bank intermediation. 

Source: EBRD data. 
 
Business environment for corporate governance development is gradually improving, 

but the scope and pace of this improvement remains uneven, which is clearly visible, e.g., in 

annual World Bank “Doing Business” reports. Besides, apart from positive changes, some 
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negative factors emerge and strengthen in many countries of the region, such as deviated 

patterns of economic behavior that have formed due to adaptation of economic agents to dis-

torted environment of not fully reformed economy. It leads to creation of so-called institutional 

traps – petrifaction of inefficient patterns of behavior adopted in the past (for example, oppo-

sition of insider owners to outsider investors, reluctance in issuing new shares because of 

fear of losing control over a company, artificial delinquency, barter trade, etc.) (Kozarzewski 

2006: 241-244). Basically, the business environment is more favorable in CEEB countries, 

SEE countries are now coming close to that group, and CIS countries are characterized by 

relatively less favorable business environment. 

Finally, foreign direct investments should be mentioned as at the beginning of transi-

tion, post-Communist countries faced the problem of inadequate financial resources for de-

velopment, and inadequate capacities for creation of efficient corporate governance mecha-

nisms. National reform policies manifested a significant variety of approaches towards for-

eign investments from “open doors” policy to severe restrictions imposed due to economic 

(fear of competition) and political (fear of “selling-off national treasuries to foreigners”) rea-

sons. Regardless formally proclaimed policies, these countries varied in the quality of in-

vestment climate and attractiveness of objects to invest to in the course of privatization. All 

these factors were mutually reinforcing which resulted in huge differences in the level of for-

eign direct investments (FDI) across the region, especially calculated on per capita basis: in 

CEEB countries, the cumulative net FDI is 3.5 times higher than in SEE countries, and from 

7 to 17 times higher than in Central Asian and Western CIS countries. Russia especially is 

worth noting, with extremely low cumulative FDI inflow per capita. Besides, the “quality” of 

FDI differs across the region. Generally speaking, better investment climate contributes to 

attracting investors with long-term plans for investments made in this country, who, apart 

from financial resources, ensure transfer of knowledge, new technologies, know-how, gov-

ernance culture, etc. – all that is so needed in a transition country. Countries with worse in-

vestment climate are risking not only lower financial inflow (they may still enjoy FDI inflow, 

e.g., due to the size of the market or rich mineral resources – see Bevan and Estrin 2000), 

but also worse “quality” of foreign investors – more oriented at tunneling, less innovative, and 

very often in fact not being “true” foreign investors (representing the capital that had previ-

ously fled from the country to one of the tax heavens) (Papava and Beridze 2005; Kozar-

zewski 2006a: 166-169, 212-213). 

The faults of business environment in transition countries come from uncompleted 

and/or suboptimal reform design and implementation. Liberalization and enterprise sector 

reform successes vary not only across the region, but across sectors of national economies 

as well. As it was mentioned above, the state still controls a fair part of equity; demonopoliza-
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tion of economy is far from being completed, and regulation of natural monopolies needs se-

rious improvement. Investment climate in most countries is still far below the level of the 

most developed market economies: 

– the quality and stability of legal base is inadequate. In most countries, the standard 

set of regulations has been adopted quite quickly, but usually: (1) it not fully took into account 

real needs and conditions of a country; (2) the process of law creation was poorly coordi-

nated which resulted in inconsistent legal base; (3) laws were often poorly designed, full of 

gaps and contradictions; (4) law-making was prone to political pressure of rent-seeking 

groups and electoral cycles; 

– administrative barriers for business activity are still high in most countries of the re-

gion in the field of starting and closing business, administrative interference, etc.; 

– enforcement is one of the biggest problems: for most countries, poor protection of 

property rights, creditors’ rights, and contract enforcement is characteristic. Enforcement in-

stitutions are still usually weak and incompetent; there are no efficient bankruptcy proce-

dures; 

– the level of corruption in economic life is still much higher than in the most developed 

market economies even among the reform leaders. And some countries not successful in the 

reforms are placed among the most corrupt countries on the globe; 

– access to financial resources (getting credit) is improving but companies still have in-

adequately big problems in this respect, which is caused by underdeveloped financial sector 

in post-Communist countries. 

 
Table 2 

Basic data on conditions for corporate governance development 
Country Index/data Kyrgyzstan Poland Russia Ukraine 

EBRD:     
Reform progress indexa, b

 3 4- 3 3 
Privatizationc

 8.2 8.2 7.2 7.2 
Small-scale privatizationa

 4 4+ 4 4 
Large-scale privatizationa

 4- 3+ 3 3 
Private sector share in GDP estimate (%) 75 75 65 65 
Governance and enterprise restructuringa

 2 4- 2+ 2 
Competition policya

 2 3 2+ 2+ 
Banking reform and interest rate liberalizationa

 2+ 4- 3- 3 
Securities markets and non-bank financial institutionsa

 2 4- 3 2+ 
Cumulative FDI net inflow per capita 2004 (US$) 100 1,486 38 155 
World Bank:     
Ease of doing business (place) 90 75 96 128 
Investor protection indexd

 6 6 5.3 3.7 
Getting credit (place) 65 65 159 65 
Informal economy estimate (% of GDP) 2003-2005 39.8 27.6 46.1 52.2 
Freedom House Corruption ratinge

 6 3.3 6 5.8 
Heritage Foundation Index of economic freedomf

 62.8 61.6 54.3 55.5 
a  Ranges from 1 (lack of reforms) to 4+ (reforms are completed). 
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b Index is developed on the basis of the EBRD indexes which depict progress in main areas of the eco-
nomic reform (EBRD 2004: 199-201). 

c Synthetic index that takes into account progress in large and small privatization, and share of private sec-
tor in GDP. Ranges from 0 (no progress) to 10 (completion of privatization; all the GDP is produced by private 
sector). 

d Ranges from 0 to 10, with higher values indicating better investor protection. 
e Ranges from 1 to 7, with higher values indicating lower corruption. 
f Ranges from 0 to 100 with higher values indicating higher level of economic freedom. 
Source: EBRD, the World Bank, Freedom House, and Heritage Foundation data; own calculations. 
 

3. Evolution of ownership structure 

 

Formation of ownership structures in transition countries was influenced by the dual 

character of privatization processes which included, as it was mentioned above, privatization 

of state-owned enterprises and setting-up of de novo private firms. In the case of the latter 

type of companies, initial ownership structures from the very start reflected investors’ needs, 

whereas in the case of privatized SOEs, privatization methods and schemes often pre-

determined initial ownership structures. First of all, these were mass privatization schemes 

that led to creation of predominantly dispersed ownership structures or concentrated in the 

hands of special investment funds, and various forms of MEBOs, that created very “insider-

ized” ownership structures, sometimes dispersed and sometimes with shares concentrated in 

the hands of managers. These ownership structures very often did not reflect the specific 

needs of a company and interests of major insider and outsider actors – both stakeholders 

and actual and potential investors. In such circumstances, significant after-privatization own-

ership changes were inevitable. Maybe a little exaggerated, a term “secondary privatization” 

was coined for this type of processes (Błaszczyk et al. 2003). It should be noted, that proc-

esses of secondary privatization could be a part of privatization policy design (as, e.g., in 

Russia, where the government counted on swift redistribution of shares) or rather unex-

pected side effect of government’s attempt to create ownership structure that suited some 

model visions, but did not take into account the strength of market forces (e.g., all the ideo-

logically motivated MEBO schemes, including Polish employee privatization, restrictions im-

posed on participation of foreign investors in privatization deals, etc.). 

Despite all the variety of post-privatization ownership changes, some general patterns 

and trends can be seen. If we describe ownership structure with the help of two parameters: 

the level of ownership concentration and the level of its “outsiderization,” i.e., which part be-

longs to insiders and which to outsiders, we can draw the ownership types matrix (see Fig-

ure 6). 
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Figure 6 

Ownership types matrix 
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Three of the four types are strongly present in transition economies (both insider types 

and outsider concentrated). At the same time, the role of outsider dispersed investors is very 

weak which is determined by the weak and shallow capital markets, especially of their organ-

ized part. This also hinders certain kinds of financial investors (such as investment and pen-

sion funds and insurance companies) from expanding their role as portfolio owners. 

The general trend of secondary privatization processes is concentration of property on 

the one hand, and its “outsiderization,” on the other. Most often, one can see shifts of shares 

from employees to managers and, especially recently, from employees to outside strategic 

investors. These trends were so strong, that were seen even in countries, where severe re-

strictions on post-privatization ownership redistribution were imposed – as, e.g., in Belarus 

(Kozarzewski 2001a).  

There are usually three stages of post-privatization ownership redistribution (Figure 7). 

At the first stage, insiders are the main beneficiaries of privatization, so their share in prop-

erty increases as the state share decreases. Non-managerial employees usually acquire 

more shares than managers. Outsider shareholders emerge slowly, especially small dis-

persed ones. At the second stage, the pace of de-etatization slows down, and the secondary 

privatization starts – with its above-mentioned processes of concentration and “outsideriza-

tion” of shares. The role of outsider investors is growing, especially strategic ones. By the 

end of this stage, mass property redistribution is mostly over. At the present, third stage, re-

distribution is going on mainly within the analyzed categories of owners, especially external 
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strategic investors. Such redistribution can have a form of “civilized” acquisitions on capital 

market, but may also assume more cruel and illegal forms. 

 
Figure 7  

Changes in ownership structure of privatized enterprises 
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Non-managerial
employees

Managers

Outside small
investors

Outside strategic
investors

The state

1st stage 2nd stage 3rd stage

 
Values are tentative. 
Source: Own calculations. 
 
Common trends in post-privatization ownership structures evolution do not mean their 

homogenization. At some moment, a structure reaches its point of equilibrium that depends 

on characteristics of the company and its environment (size, performance, branch, level of 

property rights protection, development of financial institutions, interplay of main actors of the 

company, etc.). That’s why in every country one can find companies with different patterns of 

ownership structure. 

In all the three countries analyzed in the INTAS project (Russia, Ukraine, and Kyr-

gyzstan), two major categories of dominant shareholders exist – managers and domestic 

outside investors. Foreign investors control companies rather seldom – which is a reflection 

of the low level of FDI in these countries. In Russia and Kyrgyzstan, more than half of the 

companies are already under control of domestic outside investors, while in Kyrgyzstan 

manager-controlled firms are the most widespread form of ownership structure – which may 

originate not from the slower pace of ownership changes (the differences between the 

rounds of the survey were not important), but rather much smaller size of Kyrgyz companies 

which allowed them to reach “outsiderization” equilibrium at a higher level of insider control. 

This is rather typical for transition countries (Kozarzewski 2006a: 164) and is also seen in all 

the three countries in the presented surveys. At the same time foreign investors usually con-

trol the largest companies, and domestic outsider owners control firms that are larger than 

managers’, but smaller than foreign-owned. 
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 Concentration levels are rather high – average C14 ranging from 59% in Russia to 

71% in Kyrgyzstan. Only in about 10% of companies in each country small shareholders 

(which possess below 5% of shares) own more than a half of companies’ assets. Average 

block of shares possessed by the largest shareholder gives him very high voting power. 

Rather low C1 in the case of Russian companies where managers are the largest sharehold-

ers should be noted – it may be explained by the typical for Russia situation, when managers 

can control employees-shareholders with administrative methods, without the necessity to 

buy-out their shares (CEFIR 2006). 

 
Table 3 

Ownership structure and level of ownership concentration at companies in 
Russia, Ukraine, and Kyrgyzstan in 2006 (in %) 

Russia Ukraine Kyrgyzstan 

Largest owner Percentage 
of compa-

nies 
C1 

Percentage 
of compa-

nies 
C1 

Percentage 
of compa-

nies 
C1 

Managers 28.2 43.8 20.9 60.2 44.9 71.3 
Domestic outsiders 58.1 62.6 57.9 62.6 25.9 69.9 
Foreign outsiders 3.6 72.6 14.4 76.8 10.7 67.5 
State 10.1 61.5 6.8 67.9 18.5 71.1 
Total/average 100.0 58.9 100.0 64.5 100.0 70.6 

Source: Survey data (from the 2006 round) obtained in the “Corporate Governance Practices and Pros-
pects in Transition Countries: The Case of Russia, Ukraine, and Kyrgyzstan” project (see footnote 2); own calcu-
lations. 

 
Dynamics of ownership changes in the three countries clearly show that in majority of 

companies post-privatization processes of concentration and outsiderization are over and 

now the “third stage” evolution is the main form of ownership change. The differences be-

tween two rounds of the survey in terms of level of ownership concentration and identity of 

the largest shareholders are not significant; at the same time, in a fair number of companies 

new largest investors emerged. As a rule, these were friendly takeovers, although they often 

(especially in Kyrgyzstan) led to changes of a CEO. Most of the companies apparently do not 

perceive hostile takeovers as a serious threat: only 12% respondents in Russia and 4% in 

Kyrgyzstan are afraid of being a victim of them in the nearest future; 16% of companies in 

Russia and 5% in Kyrgyzstan managed to defend themselves against hostile takeovers in 

the course of the last 2 years (Table 4). 

                                                 
4 In fact, a quasi-C1 index has been calculated, because in the case of managers we didn’t have the data 

on individual shareholdings. It still gives adequate picture, at least from the perspective of control over a com-
pany, because managers are the only shareholder category which is usually characterized by strong common 
interests which result in coordinated behavior. 
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Table 4 

Takeovers (in %) 
Percentage of “yes” answers  

Russia Ukraine Kyrgyzstan
Change of the largest shareholder or appearance of a new large 
shareholder took place in 2004-2005 22 15 14 

Only the companies where the change took place:    
The appearance of the new largest shareholder was a result of:    

hostile takeover 13 4 – 
friendly takeover 87 96 100 

Appearance of the new largest shareholder entailed involvement 
of a court 10 7 15 

The CEO was replaced as a result of a change of the largest 
shareholder 34 43 69 

During the last 2 years, there were failed attempt(s) of hostile take-
over of the company 16 n/a 5 

Company feels the threat of a hostile takeover in the nearest future 12 n/a 4 
N/a – data not available. 
Source: Survey data (from the 2006 round) obtained in the “Corporate Governance Practices and Prospects in 
Transition Countries: The Case of Russia, Ukraine, and Kyrgyzstan” project (see footnote 2); own calculations. 

 
Companies in Russia and Kyrgyzstan controlled by foreign investors appeared to be 

the most prone for takeovers (in 2004-2005 almost half of them had changed an owner); op-

posite pole is represented by insider-dominated firms, where such changes were only spo-

radic. Interestingly enough, there are no such clearly visible links between ownership struc-

ture and takeovers among Ukrainian companies. 

Certain conditions for development of ownership structure in Poland significantly dif-

fered from that of CIS, including Russia, Ukraine, and Kyrgyzstan. Heterogeneous and con-

sensual character of privatization, together with limited use of mass privatization schemes, 

on the one hand, led to heterogeneity of emerging types of ownership structure, and on the 

other hand, made initial ownership structure less “schematic” and more suitable to the needs 

of an enterprise and its actors. This made secondary privatization processes less urgent and 

created stronger path dependency effects.  

So-called indirect privatization (through commercialization) included mostly large 

SOEs, in sectors whose privatization was politically uncontroversial. In the “mainstream” indi-

rect privatization, strategic investors were preferred; minority blocks of shares were distrib-

uted among employees and other small shareholders. So-called direct privatization (selling 

assets of SOEs as ongoing concern to a private entity) as a whole included mostly small and 

medium-sized enterprises, most of the buyers were insiders, especially provided that a half 

of direct privatization deals were employee leasing schemes, and in other cases majority of 

buyers were managers of these enterprises. The mass privatization program (limited to only 

512 companies out of the total number of more than 8 thousand SOEs at the beginning of 

transition) included mostly medium-sized companies; the main blocks of shares were distrib-
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uted among 15 investment funds, the Treasury was the second largest shareholder that kept 

25%, and employees who received 15%. 

Specificity of privatization “background” and post-privatization ownership changes led 

to emergence of two basic patterns of ownership structure: “outsiderized” concentrated and 

more dispersed and “insiderized.” 

The first pattern is represented mainly by the largest companies which went through 

capital privatization and have highly concentrated ownership structures, often dominated by 

foreign investors. By the way, in the sector of former SOEs, they are unquestionable leaders 

in post-privatization restructuring and creation of highly efficient corporate governance struc-

tures and behavior. Insiders’ participation is very limited, unlike in privatized SMEs and in 

spite of pro-insider provisions of Polish privatization law. Within that pattern, two main groups 

of dominant owners exist: foreign investors and domestic institutional shareholders. 

The second pattern is found predominantly in companies privatized through “direct” 

methods, especially management-employee buyouts. There were two main trends of owner-

ship transformation in insider-owned companies: towards concentration of shares and toward 

their “outsiderization.” These processes had varying intensity in different groups of compa-

nies, and two main sub-patterns of ownership structure have emerged: management-

employee pattern (large blocks of shares in the hands of managers, the rest dispersed 

among non-managerial employees) and dispersed insider ownership. In a significant number 

of companies, ownership has eventually concentrated in the hands of an outside investor 

and now they represent the first ownership structure pattern (Kozarzewski 2007a). It is worth 

noting that the most important factor which influenced the direction and dynamics of owner-

ship changes in insider-dominated companies was economic performance, which favored 

concentration and “outsiderization” of ownership when performance was very poor or very 

good. In the former case, this can be seen as a trade-off between the power of insiders and 

the firm’s chances for continued existence. In the latter case, it reflected the opportunity of 

insiders to reap significant gains by selling their shares to outside investors (Kozarzewski 

and Woodward 2003). 

Poland significantly lags behind other CEEB countries in quantitative progress of priva-

tization with still large state-controlled sector which produces about 1/4 of the country’s GDP. 

During the 17 years of transition, Polish government failed to privatize almost 1/4 of state-

owned entities: in 2006, there were still 965 SOEs (only about 1/4 of them functioning, 

though; the rest was subject to rehabilitation and liquidation procedures) and 985 companies 

controlled by the state, including 407 companies where privatization had started, but was 

halted at the stage of commercialization (Błaszczyk and Nawrot 2007). At the beginning, the 

main cause for this were problems with entering the next stage of privatization: technical dif-
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ficulties related to restructuring and preparing a privatization deal, lack of appropriate buyers, 

etc. Later on, however, strong lobbies emerged which were interested in keeping enterprises 

in this intermediate stage. At the enterprise and branch levels, these included trade unions 

and other organized groups of employees who were not interested in privatization because it 

would lead to deep restructuring followed by shutdowns of loss-making enterprises, lay-offs, 

and liquidation of branch privileges.  

On the other hand, there are two features that positively distinguish Poland comparing 

to analyzed CIS countries: higher role of foreign investments and de novo private enter-

prises. Exact statistical data for the whole enterprise sector are absent, but there is informa-

tion on 1300 largest (in terms of sales) Polish enterprises which together constitute 67% of 

the total sales of the enterprise sector. In this sample, 84% of companies are private. In the 

private part of the sample, de novo private firms dominate in every respect: number of com-

panies, total sales, and employment. It can be regarded as a success, given limited devel-

opment capabilities of the former state-owned sector. Foreign capital controls exactly one 

half of private enterprises, but its role in Polish private sector is significantly higher: foreign-

owned companies obtain almost 2/3 of sales and employ nearly 2/3 of the workforce (Ta-

ble 5). There are no quantitative differences between engagement of foreign capital in privat-

ized and de novo private sector. 

Table 5 
Private sector structure 

Number of companies Sales Employment Type of enterprise N % bln zlotys % thousand % 
Privatized 336 30.7 207.0 40.7 392.9 46.9 
De novo private 759 69.3 300.9 59.3 444.8 53.1 
Controlled by domestic investors 547 50.0 180.4 35.5 309.5 36.9 
Controlled by foreign investors 548 50.0 327.5 64.5 528.2 63.1 
TOTAL 1095  507.9  837.6  

Source: Bałtowski and Miszewski (2007: 251). 
 

4. Corporate governance goals, problems, and practices 

 
A condition sine qua non of introduction of corporate governance mechanisms in transi-

tion economies is understanding of the main actors what are the goals of corporate govern-

ance, what can be achieved with introducing corporate governance principles, and what are 

the most sensitive corporate governance problems in national economies. 

Managers’ replies in all the three surveyed countries were quite similar and showed the 

widespread understanding of the importance of corporate governance in successful running 
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of a company (Table 6). Only 8% of respondents in Russia and Ukraine and 11% in Kyr-

gyzstan were of the opinion that corporate governance is irrelevant for their companies. The 

most important goal, mentioned by about 2/3 of the respondents, was raising the effective-

ness of the decision-making process. In Russian and Kyrgyz companies, the second goal 

was raising the company’s reputation. The third most often mentioned reason was law obe-

dience, but deeper analysis showed that it was very seldom the sole reason for introduction 

of corporate governance practices, so it rather did not mean just a necessity that would be 

avoided if not required by law. So, a significant number of companies perceived corporate 

governance goals as complex ones that combine improvements in internal functioning of 

companies, their image for outsiders, and the need to comply with the legal requirements. At 

the same time, the role of corporate governance in resolving corporate conflicts seems to be 

undervalued. It is hard to say, what is the reason for this – whether corporate conflicts are 

not so numerous to be a serious problem for many companies, or many corporate conflicts 

are resolved without the use of corporate governance mechanisms. One should also pay at-

tention to the fact, that the need of introducing corporate governance practices for prestigious 

reasons is important for only 1/4 of the Ukrainian enterprises comparing to 44% of Russian 

and 51% of Kyrgyz companies. 

 
Table 6 

The goals corporate governance serves in companies according to managers’ 
opinions (in %) 

Country Goal Russia Ukraine Kyrgyzstan
Raising the effectiveness of the decision making process 66 66 62 
Facilitating access to domestic and international capital markets 10 10 32 
Raising company’s reputation 44 25 51 
Prevention and (or) resolution of corporate conflicts 14 11 16 
Conducting business in compliance with the law 41 42 38 
Other 2 1 2 
Corporate governance does not serve achieving any goals in our 
company 8 8 11 

The sum of percents is more than 100 because a respondent could choose up to three goals. 
Source: Survey data (from the 2006 round) obtained in the “Corporate Governance Practices and Pros-

pects in Transition Countries: The Case of Russia, Ukraine, and Kyrgyzstan” project (see footnote 2); own calcu-
lations. 

 
The most sensitive corporate governance problem for managers in all the three sur-

veyed countries is inadequate current legislation (laws on companies, on bankruptcy, etc.). 

This problem is most often mentioned by the Ukrainian respondents which corroborates the 

widespread in the literature poor assessment of corporate legislation in this country. Kyrgyz 

and especially Russian legislation is usually assessed as more adequate, and this is also 

reflected in the respondents’ answers. Weak small shareholders’ protection and inadequate 

judicial system are the second and the third most important problems mentioned by the re-
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spondents. Cross-country analysis showed two peculiarities. First, for the Ukrainian compa-

nies only two problems really count: inadequate legislation and weak protection of small 

shareholders, most other problems mentioned only sporadically. Second, more than 2/3 of 

Russian and Ukrainian managers are of the opinion that the main problems of their national 

industries go beyond corporate governance, comparing to a mere 9% of Kyrgyz managers 

(Table 7). This question needs further analysis, because we can only guess what these 

other, most important problems are. Terms of trade? Geopolitical position? Richness in natu-

ral resources? Something else? At this moment, we don’t know.  

 
Table 7 

The most sensitive corporate governance problems in national industry accord-
ing to managers’ opinions (in %) 

Country Problem Russia Ukraine Kyrgyzstan
Weak protection of small shareholders 37 30 41 
Weak protection of large shareholders 10 4 17 
Insufficient control over managers’ operation 19 4 16 
Failure by companies to meet information disclosure requirements 9 2 9 
Inadequate competence of the members of the board of directors 14 3 15 
Inadequate protection of creditor rights 8 6 10 
Inadequacy of current legislation (laws on companies, on bankrupt-
cies, etc.) 39 58 48 

Weakness of the judicial system in settling corporate disputes 25 14 26 
Other corporate governance problems 6 9 8 
Main problems go beyond corporate governance 39 35 9 

The sum of percents is more than 100 because a respondent could choose more than one problem. 
Source: Survey data (from the 2006 round) obtained in the “Corporate Governance Practices and Pros-

pects in Transition Countries: The Case of Russia, Ukraine, and Kyrgyzstan” project (see footnote 2); own calcu-
lations. 

 
As best practice codes in Russia and Ukraine are not compulsory and generally apply 

only to listed companies, and the Kyrgyz Manual on Corporate Governance has a status of a 

recommendation, for the majority of the surveyed companies (93% of the surveyed compa-

nies in Russia and 86% in Ukraine are not listed) introducing efficient practices of corporate 

governance is a question of a good will and understanding of the role of good corporate gov-

ernance mechanisms in the company’s success. 

What is acceptable and what is not acceptable for managers from the basic principles 

of good corporate governance? It should be noted that this proved to be the most difficult 

question for the respondents, because up to 45% of them were not able to express their 

opinions on some corporate governance rules. Strangely enough, the most difficult in this 

respect was the question on insider information control. If we assume that the managers un-

derstood the question correctly, it may reflect broad use of insider information by the main 

companies’ actors.   
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Among the 7 rules listed, the vast majority of respondents accepted information disclo-

sure to all the shareholders of the company. Additionally, the use of independent evaluators 

and auditors was equally popular in Russia. With the notable exception of Kyrgyz managers, 

more respondents were in favor of each rule than against it. The Russian managers seem to 

be the most supportive for their companies’ openness. The opposite pole is represented by 

the Kyrgyz companies, where the majority of managers are against information disclosure for 

broad public, election of independent directors on the board, and introduction of insider in-

formation control (Table 8). Maybe it can be explained with the fact that the majority of Kyr-

gyz enterprises are rather small with insider-dominated ownership structure and the main 

actors do not see the need for more openness, or even may regard it as a threat for their po-

sitions. 

However, the picture becomes somewhat different when we turn to the reality, i.e., in-

vestigate what corporate governance rules have been introduced in practice. Formally, the 

Ukrainian companies become the most transparent and compliant to good corporate govern-

ance practices (table 9). It should be noted that the level of openness and compliance de-

pends not only on a good will of companies, but also on legal requirements, and that may at 

least partially explain some of the major differences between countries. At the same time, 

there are two rules, neglected by the majority of companies in all the three countries: formal 

committees on the board of directors and shareholders departments. 

 
Table 8  

Acceptability for a company of selected corporate governance rules in the opin-
ion of managers (in %) 

Country 
Russia Ukraine Kyrgyzstan 
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Full, equal and timely information disclosure on the 
company for all its shareholders 71 10 17 76 6 17 71 17 12 

Information disclosure for broad public 48 24 26 47 23 25 30 51 19 
Insider information control, refraining from use of in-

sider information for personal benefit 38 16 44 30 13 45 25 43 32 
Election of independent directors on the Board 38 32 28 44 23 25 33 49 17 
Special minority shareholders rights (e.g., preemptive 

right) 38 26 34 36 28 28 42 38 20 
Use of independent evaluator and independent auditor 72 8 18 59 14 20 51 34 15 
Strict procedure of dividend payments 65 13 20 58 7 26 60 28 11 

Source: Survey data (from the 2006 round) obtained in the “Corporate Governance Practices and Pros-
pects in Transition Countries: The Case of Russia, Ukraine, and Kyrgyzstan” project (see footnote 2); own calcu-
lations. 
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Table 9 

Corporate governance practices in the surveyed companies (in %) 
Country Practice Russia Ukraine Kyrgyzstan

Company has a shareholders department 35 33 23 
Agenda of general meetings of shareholders is supplied to all of 

shareholders 81 96 77 
Shareholders’ register maintained by an independent registrar 74 90 63 
There are independent directors on the board of directors of your 

company 43 55 25 
There are representatives of minority shareholders on the board of 

directors 24 60 43 
There are formal committees (audit, remuneration, nomination) on 

the board of directors 7 18 6 
Company uses international accounting standards (US GAAP/ IAS) 9 30 61 
Annual reports are audited by an independent auditor 91 99 75 

Source: Survey data (from the 2006 round) obtained in the “Corporate Governance Practices and Pros-
pects in Transition Countries: The Case of Russia, Ukraine, and Kyrgyzstan” project (see footnote 2); own calcu-
lations. 

 
Inspired by Guriev et al. (2003), we created a Corporate Governance Index (CGI) 

which gives a stylized picture of corporate governance practices in surveyed companies.5 It 

takes into account 6 rules: (1) use of international accounting standards, (2) existence of 

shareholders department, (3) agenda of general meetings of shareholders should be sup-

plied to all of shareholders, (4) shareholders’ register should be maintained by an independ-

ent registrar, (5) there should be independent directors on the board, and (6) there should be 

representatives of minority shareholders on the board of directors. An introduced rule was 

scored as 1; the CGI was calculated as a sum of scores received by a company. In order to 

make the index comparable between various groups of companies, it was calculated only for 

firms where a board of directors had been created.  

The difference in legal requirements makes direct cross-country comparison difficult. 

Nevertheless one should appreciate the score for Kyrgyz companies which is much higher 

than could be expected after the analysis of managers’ opinions and introduced rules of cor-

porate governance (Table 10). It means that the level of corporate governance development 

in this country to a large extent depends on whether a company has a board of directors or 

not. 

Table 10 
Corporate Governance Index (CGI) in the surveyed companies (which have 
board of directors) 

Country Groups of companies Russia Ukraine Kyrgyzstan 
The largest shareholder    

Managers 2.8 3.7 3.3 
Domestic outsiders 2.8 3.6 3.8 

                                                 
5 The role of Sergey Stepanov from CEFIR in experiments with the CGI is should be also appreciated. 
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Country Groups of companies Russia Ukraine Kyrgyzstan 
Foreign outsiders 3.3 3.6 3.8 
State 3.1 3.5 3.0 

Profitability    
Profits 2.8 3.6 3.7 
No profits, no losses 2.6 3.7 3.2 
Losses 2.8 3.6 3.3 

Employment    
1-200 2.5 3.4 3.4 
201-1000 2.7 3.6 3.3 
1000+ 3.2 4.0 3.7 

Total 2.8 3.6 3.5 
Source: Survey data (from the 2006 round) obtained in the “Corporate Governance Practices and Pros-

pects in Transition Countries: The Case of Russia, Ukraine, and Kyrgyzstan” project (see footnote 2); own calcu-
lations. 

 
Formally, Ukrainian companies are characterized by the best average CGI, Kyrgyz 

ones are only slightly lagging behind, and Russian companies have relatively the worst 

score. In all the three countries, large firms are more likely to adopt the norms of good corpo-

rate governance than the smaller ones, the largest Ukrainian companies having the highest 

CGI in the whole sample. Among Russian companies, the best CGI score, apart from the 

largest firms, have companies controlled by foreign investors. In Kyrgyzstan, the best are the 

companies that belong to outsiders – both domestic and foreign. Additionally, in this country 

profitable companies gain higher CGI scores than those bearing losses. All this shows a 

complex nature of adoption of best corporate governance practices which needs further re-

search. 

As it was mentioned above, in Poland too best practices code is compulsory (according 

to the “comply or explain” principle) only for listed companies. Unfortunately, during the last 

years no research on adopting these practices in non-listed companies has been conducted. 

The Warsaw Stock Exchange, however, publishes detailed statistical data on best practices 

compliance of all the listed companies6. By 2006, all these companies agreed to follow the 

code, and only 2% of them haven’t introduced any of the 53 best practices principles. An av-

erage company has introduced 44 principles. Good practices of supervisory boards function-

ing proved to be the most difficult to follow: average compliance level equals 86%. Two prin-

ciples appeared to be extremely difficult: introduction of independent board members (only 

29% of companies did that) and elaboration of the publicly available supervisory board stat-

ute that creates two committees: on audit and remunerations (32%). The third difficult to im-

plement principle (51% of compliant companies) stated that an auditor should be chosen by 

the auditing committee of the supervisory board. All other principles have been adopted by 

the vast majority of the companies; 38 of them by more than 90% of firms and 4 by all the 

                                                 
6 Available at http://www.gpw.pl. 
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firms (dealing with goals of the company, independent evaluations, accessibility of general 

meetings of shareholders, and mentioning compliance with the best practices code in a com-

pany’s annual statement). 

5. Actors of corporate governance 

 

One of the factors that affect the quality of corporate governance in companies is the 

system of roles that various actors play in decision-making processes due to different formal 

competencies and informal place in the company’s hierarchy of influence. Unfortunately, 

here we have little opportunity of making use of hard data. Instead, we have to rely on opin-

ions of people who are directly involved in the decision-making, which naturally brings into 

question the objectiveness of the information obtained this way. Nevertheless, it seems that 

despite the use of non-precise, subjective tools of assessing objective facts and processes, 

we still are able to identify certain most important features, especially being aware of the 

character of bias which may have been introduced by respondents’ answers. 

Table 11 
Influence on decision-making (average from 1 = very weak to 5 = very strong) 

Actors 

Decisions CEO, manag-
ing board 

Board of di-
rectors       

(if exists) 

General meet-
ing of share-

holders 

Largest 
shareholders 

Russia 
Main directions of development 4.3 3.9 2.3 4.1 
Production, day-to-day management 4.8 2.8 1.5 2.7 
Finances, investments 4.4 3.9 2.1 3.9 
Hiring managers 4.6 3.4 1.7 3.6 
Observance of shareholders' interests 3.9 4.0 3.2 4.0 
Average 4.4 3.6 2.1 3.4 

Kyrgyzstan 
Main directions of development 4.5 3.9 3.4 3.4 
Production, day-to-day management 4.7 3.6 2.6 2.8 
Finances, investments 4.5 3.7 3.0 3.2 
Hiring managers 4.6 3.8 2.8 2.8 
Observance of shareholders' interests 4.2 4.0 3.8 3.2 
Average 4.5 3.9 3.3 3.2 

Source: Survey data (from the 2005 round) obtained in the “Corporate Governance Practices and Pros-
pects in Transition Countries: The Case of Russia, Ukraine, and Kyrgyzstan” project (see footnote 2); own calcu-
lations. 

 
Table 11 shows rather typical picture for transition countries which can be described as 

“managers rule in the company.” To some extent, it may be the result of the above-

mentioned bias, but in fact it rather shows that corporate governance in the analyzed com-
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panies basically stays within the Continental corporate governance model, where all the de-

cisions, including strategic ones, are taken (or at least prepared) by the executive branch, 

while board of directors rather play the role of a “classical” supervisory board with its pre-

dominantly control and permissive functions. In Kyrgyz companies, boards of directors are 

also significantly engaged in day-to-day management of companies and hiring of managers 

which is rather outside the scope of their typical responsibilities. In turn, in Russian compa-

nies, we see high role of largest shareholders, especially in the field of defining main direc-

tions of development; they seem to some extent to “bypass” the existing bodies, exerting di-

rect influence on running the company. This is especially seen in the very weak role of gen-

eral meeting of shareholders whose almost sole function is looking after shareholders’ inter-

ests. Unfortunately, we do not have data for Ukrainian companies. 

A question arises how existence or absence of a board of directors influences the divi-

sion of powers in a company. We were able to check it only on Kyrgyzstan data, because 

only in this sample there were enough companies without a board of directors. A general pat-

tern was found according to which in the latter group of firms, board of directors’ functions 

were taken over by a CEO/managing board and the largest shareholders. It is worth noting 

that the role of general meeting remains almost intact, even in the question of looking after 

shareholders interests – this function is mainly taken over by top managers. This could hap-

pen due mainly to highly insiderized ownership pattern of companies without board of direc-

tors, where managers are at the same time the core owners. 

Table 12 
Influence on decision-making in groups of companies with different 
characteristics (average from 1 = very weak to 5 = very strong) 

Actors 
Groups of companies CEO, managing 

board 
Board of direc-
tors (if exists) 

General meeting 
of shareholders 

Largest share-
holders 

Russia 
Largest shareholder     

Managers 4.6 3.5 2.2 3.6 
Domestic outside 4.3 3.6 2.1 3.8 
Foreign 4.4 3.7 2.0 3.9 
State 4.4 3.5 2.0 3.2 

Profitability     
Profits 4.4 3.7 2.2 3.7 
No profits, no losses 4.4 3.6 2.3 3.7 
Losses 4.3 3.5 2.0 3.5 

Employment     
1-200 4.5 3.5 2.1 3.5 
201-1000 4.4 3.6 2.1 3.6 
1000+ 4.4 3.7 2.2 3.8 

Kyrgyzstan 
Largest shareholder     

Managers 4.6 3.8 3.2 2.9 
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Actors 
Groups of companies CEO, managing 

board 
Board of direc-
tors (if exists) 

General meeting 
of shareholders 

Largest share-
holders 

Domestic outside 4.4 4.1 3.5 3.7 
Foreign 4.0 3.7 3.0 3.8 
State 4.3 3.7 3.3 2.6 

Profitability     
Profits 4.6 3.9 3.3 3.2 
No profits, no losses 4.5 4.0 3.1 3.2 
Losses 4.4 3.7 3.1 3.1 

Employment     
1-50 4.6 3.6 3.4 3.3 
51-200 4.6 4.0 3.2 3.1 
200+ 4.3 3.9 3.1 3.1 

Source: Survey data (from the 2005 round) obtained in the “Corporate Governance Practices and Pros-
pects in Transition Countries: The Case of Russia, Ukraine, and Kyrgyzstan” project (see footnote 2); own calcu-
lations. 

 
One can expect that influence of corporate governance actors may depend on some 

companies’ characteristics. In other studies, such most influential characteristics usually are 

a company’s ownership structure, economic performance, and size. Table 12 once again 

corroborates numerous observations that managers have the strongest positions in compa-

nies where they are the largest shareholders. Their positions are relatively the weakest in 

Russian companies controlled by domestic outsiders and Kyrgyz companies controlled by 

foreign investors. In both countries, both domestic outside and foreign investors have rela-

tively the highest direct impact on decision-making in companies which they control. Apart 

from that, in both Russian and Kyrgyz companies the state is perceived as the weakest 

owner, which at a first sight seems to contradict the fact, that in Russia the interference of the 

state in companies’ functioning is very high. Apparently in the case of the analyzed compa-

nies, which are state-controlled, we deal with the perceived weak role of the state as an 

owner of this concrete enterprise, and not with the perceived role of the state in the econ-

omy. Weak role of the state as an owner is typical for transition countries which is corrobo-

rated not only by respondents’ opinions, but also by in-depth analysis of the real role of the 

state in governance of enterprises, e.g. in Poland (Kozarzewski 2007b). 

Profitability do not differentiate relative positions of the main actors vis-à-vis each other. 

Instead, we see that all of them are perceived as exerting less influence on decision-making 

in loss-making companies, than in profitable ones, contrary to observed in other countries, 

e.g., Poland and Belarus, situation when bad economic condition of an enterprise forces its 

actors to act (Kozarzewski 2000, 2001b). 

Interdependence between actors’ influence and size of companies is not clear enough. 

In the Russian sample, larger companies are characterized by higher role of board of direc-

tors and largest shareholders; in Kyrgyz larger companies, higher role of board of directors is 

accompanied by weaker role of all the other actors: managers, general meeting, and largest 
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shareholders. Apparently here we deal with some variations of corporate governance 

mechanisms that are determined by specificity of industrial relations in these countries, es-

pecially identity of largest shareholders and established patterns of corporate behavior. 

Some similarities and differences between decision-making patterns in the companies 

in analyzed countries and in Polish firms have already been mentioned above. In Poland, 

too, managers see themselves as the most important chain in the decision-making process. 

According to their opinions, the second place in MEBO and state-controlled companies is 

occupied by supervisory boards, and by the largest owners in firms which belong to foreign 

investors. Weak role of the state as a corporate governance player and omnipotence of 

managers in state-controlled companies is also worth noting (Table 13). 

Table 13 
Percentage of Polish companies where the mentioned actors participate in 
making the most important, strategic decisions (in %) 

Group of companies 

Actors Controlled by 
foreign        

investors 

Controlled by 
the state MEBOs 

Executive board 94 100 85 
Supervisory board 69 74 80 
General meeting of shareholders 50 47 49 
Largest shareholders 75 10 24 
Trade unions – 21 – 

Source: Kozarzewski (2003a). 
 
The scope managers’ independence and responsibility is different across the owner-

ship groups of companies. In the sample of the largest Polish private companies, on the 

whole, managers in foreign-dominated companies have the lowest level of independence, 

especially in the field of R&D and investment. The relatively most independent are managers 

in the companies, where the largest group of shareholders are private persons, especially 

insiders. Companies dominated by domestic institutional shareholders represent the average 

level of these indices (see Table 14). 

Table 14.  
The subjective level of independence which the management team has in 
decision-making process in largest Polish enterprises (average from 1 = 
decided by the owners to 7 = decided by the executive team) 

The largest shareholder category 

Decisions Foreign in-
vestors 

Domestic 
institutional 
shareholders

Domestic 
outsider in-

dividuals 
Insiders Total 

Product mix 4.9 5.9 6.3 6.4 5.7 
Selection of customers 5.4 5.8 6.3 6.0 5.8 
Selection of suppliers 5.0 6.0 5.9 6.4 5.7 
Investment 3.9 4.6 5.3 5.2 4.6 
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The largest shareholder category 

Decisions Foreign in-
vestors 

Domestic 
institutional 
shareholders

Domestic 
outsider in-

dividuals 
Insiders Total 

Research and development 3.6 5.4 6.0 6.3 5.1 
Finances 4.8 4.9 6.0 6.3 5.2 
Employment 5.5 5.6 6.2 6.4 5.8 
Wages 5.6 5.7 6.0 6.7 5.8 
Patterns of management and 

organisation 5.3 5.6 5.9 6.1 5.6 
Price policy and marketing 5.0 6.0 6.0 5.4 5.6 
Choice of trade partners 5.1 5.9 6.3 6.7 5.8 
Average independence level 4.9 5.6 6.3 6.4 5.6 

Source: Kozarzewski (2002). 
 
It is very important that independence of managers is linked with ownership concentra-

tion: in the companies with lower ownership concentration managers are more independent 

than in companies with high ownership concentration. The average managers’ independence 

level is strongly negatively correlated with both C1 and C5 on a significance level better than 

0.01. After comparing the findings on executive boards powers with the data on patterns of 

ownership structure and on the structure of supervisory boards, the following hypothesis was 

formulated: in the companies, where a majority of shares belongs to private individuals, and 

first of all to insiders, this majority is often rather formal and does not ensure a real control 

over the company. In some cases, minor shareholder groups could exert real influence on 

companies; in other cases, there could be some stakeholder groups that rule in companies 

(Kozarzewski 2002). 

6. Conclusions 

 
Corporate governance formation in post-Communist countries is characterized by both 

similarities and differences.  

Similarities originate first of all from the common features of the historical background 

of these countries, the features of centrally planned economy; from the similarities of the 

principles of the reform programs; and from similarities of certain basic, objective regularities 

of the post-Communist transition. Such common features include, e.g., highly insiderized ini-

tial ownership patterns, high role of managers, high ownership concentration, dual trends of 

ownership structures’ evolution towards concentration and outsiderization, and many others.  

The differences originate, among others, from the specific features of the countries’ his-

torical, cultural, and institutional heritage, the soundness of the reform design and implemen-

tation, the main characteristics of the enterprise sector, the quality of the legal base and en-
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forcement mechanisms. Countries that had more favorable “background” (traditions of pri-

vate entrepreneurship, capacities of the elites) and during the transition period managed to 

create good legal background for private sector and appropriate institutions are more likely to 

enjoy formation of more efficient corporate governance mechanisms and patterns. 

In the analyzed countries, corporate governance practice is still closer to the Continen-

tal, than the Anglo-Saxon model. At the beginning of the transition, the Continental model 

seems to be the only feasible solution for the post-Communist economies, and presently the 

conditions of the transition countries still do not allow for widespread development of corpo-

rate governance based on shareholder value and developed and highly liquid capital, labor 

and other markets. 

The analysis once again corroborated earlier observation, that for corporate govern-

ance functioning, and, more widely, for companies’ functioning matters not only the level of 

ownership concentration, but also the identity of core shareholders. There are differences 

between corporate governance characteristics in companies controlled by managers, domes-

tic outsiders, foreign investors, and the state. State again and again proves to be one of the 

most inefficient owners; managers-owners are usually also not very efficient in introducing 

good practices of corporate governance7. Outside investors, especially foreign, are more 

likely to introduce more effective corporate governance in companies controlled by them, 

than any other type of an owner. 

                                                 
7 Explaining the reasons for this is beyond the scope of the paper. It should be noted however, that in 

some circumstances managers may perform the role of the most efficient owners – when there are no foreign 
investors, and possible domestic external investors are more likely want to reap the assets of the company than 
to create conditions for its long-term development. In such circumstances, managers become the only force really 
interested in the company’s long-term existence, and are one of the few bearers of market mentality. Such a 
situation was characteristic for some slow-reforming post-communist countries at early stages of transition (Ko-
zarzewski 2001b; Kozarzewski et al. 2002). 
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