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TOWARD A SPECIFIC EASTERN EUROPEAN MODEL 

OF CORPORATE GOVERNANCE: A TRADE-OFF FOR RUSSIA?

Wladimir Andreff

Fifteen years after the dawn of post-socialist economic transformation, corporate governance structures are extremely different across Central Eastern European countries (CEECs) and CIS members. The observed differentiation is basically due to the variety of methods that have been used to privatise former state-owned enterprises (SOEs). The growth of the de novo private sector and its mushrooming start-ups as well as residual state property also had an unevenly important impact on governance structures from one post-socialist economy in transition (PET) to the other. More than one decade after privatisation has begun, the different corporate governance structures in CEECs can be sketched as four stylised facts: foreign capital controlling stake, managerial control (sometimes with the co-operation of banks), an outsider-insider coalition governing the enterprise, and a peculiar ‘employee and start-up’ governance. In the past recent years, some converging tendencies toward an ‘average’ Central Eastern European model of corporate governance have shown up; its two major pillars are a strong foreign investor control over big corporations combined with a strong governance by its single owner over genuine small and medium sized private enterprises (SMEs). Compared to this converging trend, it seems that Russia stands out as an exception. A trade-off is open to Russian economic decision-makers between an economic policy which favours joining the ‘average’ Central Eastern European model of corporate governance and another one which would reinforcing a typical insider-outsider alliance with simply moving the border between public and private ownership (and control).

1. The impact of privatisation on corporate governance structures
In the early years of post-socialist transition, privatising State-owned enterprises (SOEs) was envisaged as the major tool for changing not only ownership, but also management and governance in order to improve economic efficiency through asset restructuring and labour shedding. However, even before a privatisation law had been passed, a significant development of so-called spontaneous or nomenklatura privatisation sprang up in all PETs. It means that the director and managers immediately used their supervision and cash flow rights in such a way as to take over all the enterprise residual revenue, tunnel it into private companies they had just set up on purpose, and strip the most interesting assets from the SOE to their own newly settled private firms. Spontaneous privatisation strengthened the fans of the Washington consensus in their firm belief that the privatisation drive should proceed at the fastest speed, whatever the price to be paid for, so that communist managers and politicians could not transform their former political power into economic ownership. The long run consequences for corporate governance of such an accelerated privatisation process remained unheeded, at least in the mainstream economic literature, for several years (for our own more sceptical assessment, see Andreff, 2003a & b, 2004, 2005 a & b). Nevertheless, some time was required to elaborate on and adopt privatisation laws and, usually, they were not passed early enough to avoid or prevent spontaneous privatisation from occurring. 

On the other hand, some economists have advocated since the very beginning a (slower) development of the private sector based on new enterprises created from scratch (Kornaï, 1990) or a privatisation drive exclusively implemented by means of asset sales, the only way not to generate serious corporate governance problems (Andreff, 1991 & 1992). Their recommendations were ignored or criticised by the mainstream and rejected by international economic organisations until the late 1990s
. In their survey of the literature, Shleifer and Vishny (1997) conclude that an efficient and strong corporate governance structure (that triggers restructuring and turning a loss-making SOE around) requires a ‘hard core’ of controlling block-holders. The latter can only be the outcome of firm privatisation through direct asset sales to strategic investors or initial public offerings followed with a market acquisition of the newly issued shares by those investors who wish to take over a majority or minority block-holding position. At odds with the previous conclusion, most international experts privileged criteria such as the speed of privatisation and the number of firms’ privatised and assumed them to be guaranteeing the political objective of an irreversible change in ownership. 

Albeit he demonstrated that initial economic conditions in PETs made it impossible to efficiently privatise SOEs through asset sales, Jeffrey Sachs (1991) nevertheless recommended resorting to non-standard methods of privatisation, supposedly enabling a rapid transfer of SOE ownership to new private proprietors. The so-called non-standard methods are mass privatisation, management and employee buy-out (MEBO) at preferential prices, and restitution (to former owners, before communism, or their heirs). The problem is that MEBO transfers those property rights (usus and usus fructus) previously acquired by SOE managers … to the same incumbent managers while adding the abusus to their former rights. As to mass privatisation, it generates a widespread capital scattering since vouchers (then redeemed into shares) are allocated for free to the whole population. When the vouchers are redeemed into shares, managers are used to take benefit from their insider information in such a way as to acquire significant blocks of shares. If they succeed, mass privatisation then comes out with the same result as MEBO, i.e. a transfer of property rights from incumbent managers … to managers. Current corporate governance structures in PETs are strongly determined by those privatisation methods (Table 1) that have been adopted in each country. 

Insert Table 1

In the heath of the privatisation battle, by mid-1990s, the distribution of privatised assets according to privatisation methods in PETS was as follows (Andreff, 1999a): only 13% had been privatised through asset sales, 43% through MEBOs, 24% through mass privatisation and 20% by means of other methods such as restitution, heirs’ (financial) compensation and municipalisation of assets. Since then, the distribution has more than slightly evolved toward a higher share of asset sales due, in particular, to an increased participation of foreign investors. However, mass privatisation is still the primary method, which has been used so far in eight PETs and MEBO in thirteen of them. Asset sales, including to foreign investors, has really been privileged only in Hungary and Estonia, even though it has become a significant privatisation method in Bulgaria and Poland in the past recent years; it is also going to outstrip all other methods in the Czech Republic with bank privatisation, very much open to foreign capital since 1999. Corporate governance structures have been diversified further in PETs by the skyrocketing growth, though uneven from one country to the other, of start-ups in the de novo private sector (Duchêne & Rusin, 2003; Dallago & McIntyre, 2003). On the other hand, some SOEs appear to be so much ‘unprivatisable’ that the state has kept, willy-nilly, a significant share in their capital stock (residual state property) whereas some other SOEs will remain in a state of ongoing privatisation for a rather long time, and a last group of SOEs is still skip out from the area of privatisation simply because the state has given up the idea of (or does not wish) transferring their assets so far. The overall result is diversity in corporate governance structures, both in each PET and across all PETs.

2. Diversified corporate governance structures

Corporate governance structures are now complex and diversified in all PETs. An overview of these structures is exhibited in Table 2. The economic analysis of corporate governance in PETs is in the limbo so far because there is no device that compares neither to the 20-F form in the USA which encompasses one section about control (governance) to be filled by the informant nor the European Directive 88/627/EEC on big holdings (Becht & Mayer, 2002). Therefore, a precise quantitative or qualitative analysis is out of reach now. 
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The first configuration is one in which a private owner holds the entire enterprise stock and exerts all the prerogatives of a (owning) boss, that is as chief executive officer (usus), as residual claimant (usus fructus) and as possible seller of his/her enterprise (abusus). It is so in private enterprises created from scratch (start-ups). It is a strong governance structure, which very well foreshadows the emergence in PETs of a governance structure similar to the one of small-medium enterprises (SMEs) in Western market economies. Where do the assets come from in such small enterprises? Their origin can be legal or not, the assets provided to the start-up can result from a primary accumulation of capital by the new entrepreneur, usually exploiting his/her rent seeking situation in PET newly emerging markets, or from asset stripping and tunnelling from a SOE in which he/she was previously (or still is) employed. The major problem with these new private SMEs is that their access to banking and other finance is hindered by their tiny or non existing collateral for loans. Nevertheless, the creation of start-ups has been of tremendous magnitude, mainly in Poland, the Czech Republic, Hungary, Slovenia, Bulgaria, Romania and Slovakia. A variant of small private enterprises is the one owned by a single or a few associated owners coming out from the process of small privatisation. The latter refers to the state releasing retail shops, hotels, restaurants, cars, lorries, buses, and small craft production or the physical assets of beforehand-dismantled SOEs through public auction sales. Small privatisation have brought about millions of mushrooming SMEs in all PETs taken together. 

Strong corporate governance, with a strict shareholder monitoring of managers, is rarer in privatised firms. When it comes to restitution to a former owner or his/her heirs, the outcome is open-ended. In a number of cases, the former owner or heir has flown away from the communist regime long ago and stays abroad; he/she may only be interested in closing down the factory and making all workers redundant. He/she may intend to restructure or change the nature of the business. He/she may simply resale the assets he has got in the restitution process. Whatever his/her decision, this exhibits that, when benefiting from restitution, the owner enjoys non-alleviated property rights. The problem lies elsewhere. In case of restitution, the owner’s decision is not necessarily beneficial to the home country (factory close down, labour shedding) so that few PETs, except the Czech Republic, engaged into ambitious restitution programmes. 

Privatisation based on initial public offering eventually was rather rare in PETs since, when the privatisation drive was launched, the stock exchange was not yet existing (except in Hungary). Afterwards, the newly emerging stock market was tiny in terms of (not even daily) transactions. All the more so since, at the very beginning, institutional investors were few, apart from state banks, state insurance companies and state financial institutions. Gathering a hard core of monitoring block-holders remained, in most cases, an unresolved issue because this hard core could not rally non-state shareholders and foreign investors (whose acquisitions were restricted or forbidden in most privatisation programmes, except in Hungary and Estonia). Moreover, domestic or local capitalist tycoons, capable to buy a substantial block of shares, were very few or non-existing in the first hours of transition. The most efficient corporate governance structure coming out from privatisation has revealed to be the acquisition or take-over by foreign investors. The take-over has nearly always resulted from a direct asset sale negotiated by the state with a foreign firm and practically never from the latter’s raid by means of swiftly buying shares of the targeted domestic firm at the stock exchange. 

A number of assets have been directly sold by the state to domestic or local investors, i.e. to domestic outsiders. However, at the dawn of the privatisation process, sales to domestic outsiders were rather few and undesirable because they boiled down to transferring assets to incumbent nomenklatura leaders and managers or, even worse, to those who had previously been capable to illegally enrich themselves and to accumulate enough wealth in the second (underground) economy. In some PETs, the privatisation law was forbidding the sale of SOEs’ assets to incumbent communist leaders and rulers. After some time, since the mid-1990s, the circumstances have changed and privatised corporations have been acquired or taken over by domestic outsiders. The number of ‘new riches’ has substantially increased thanks to legal, illegal or borderline transactions in formal or informal emerging markets; their capacity of investing in the property of privatised corporations has improved. After the initial MEBO and mass privatisation programmes, share resale transactions expanded, sometimes in the stock market, more often off the market 
. Share re-sales have opened up an opportunity for domestic outsiders such as new riches, but also for insiders using their own private ‘screen companies’ and oligarchs heading prosperous banks and new financial-industrial groups (FIGs), to acquire substantial – often controlling – blocks of shares in privatised enterprises. All these share purchasers were looking for a sizeable block-holding which, with some alliances, can enable them to take over all strategic decisions in the targeted privatised enterprise – i.e. to exert a strong corporate governance – in spite of the wishes, hopes and intents of both incumbent managers and minority shareholders. 
The trickiest issue with corporate governance in privatised firms has surged after MEBO and mass privatisation. In PETS with a self-management tradition (former Yugoslavia, Poland), MEBO was the tool for transferring most firms to their personnel. Then, those who govern the enterprise are easily identified – i.e. employees and managers. Of course, employees become private owners of their enterprise but their main objectives are different from those of a capitalist owner. In acquiring ownership, and corresponding property rights, employees look for maintaining jobs, securing current wage rates, and safeguarding working conditions. Assessed from the viewpoint of the principal-agent model, such a corporate governance structure is weak or inefficient, not likely to pave the way for high firm profitability. Most studies realised on enterprise samples in PETs show that employee-owned firms on average under-perform other enterprises, even SOEs, as regards to productivity and profitability, except a few noticeable exceptions in Poland (Djankov & Murrell, 2002; Megginson & Netter, 2001). On the other hand, employee ownership has triggered an interesting effect: it has markedly reduced, in particular in Poland, asset stripping by incumbent managers before, during and after privatisation (Nellis, 2002a). In their quality of owners, employees have submitted managers to a strict supervision in such a way as to prevent their attempts to loot the firm’s assets. 

Anyway, a more frequent way out of MEBO is managerial governance over privatised enterprises in all PETs. In the most frequent scheme, former communist enterprise managers have transformed their political power into economic capital 
. Either altogether the managers hold a significant share in the privatised firm’s stock or they acquire it in purchasing shares to employees, after the stock has been scattered across all the employees (by MEBO). Often, managers have simply utilised their authority over employees to take over all governing decisions or acquire employees’ shares at low prices. Sample studies have exhibited that manager-controlled firms on average outperform employee-owned enterprises and SOEs as far as productivity and profitability are concerned, although they under-perform outsider-owned firms and do markedly worse than enterprises taken over by foreign investors (Andreff, 2003a).

In all those PETs which have privileged mass privatisation, today the results are disappointing, standing very far from what has been expected ten or fifteen years ago. The objective was to offer for free, or nearly for free, to the whole population, privatisation vouchers redeemable into shares that would materialise the right for anyone 
 to participate into the acquisition of state-owned assets. An initial and egalitarian distribution of property rights was supposed to evolve, in accordance with the Coase theorem, through share re-sales in the stock market, in such a way as to favour the emergence of block-holders. The latter were assumed to be willing to invest in privatised enterprises and purchase the shares of those citizens not interested or unfitted for business. Contrary to these expectations, in all PETs, mass privatisation has paved the way, directly or not, for corporate governance dominated by managers in privatised firms. 

For instance, in Russia, three options were open in the framework of mass privatisation. According to option 1, 40% of corporate stock was offered to the personnel at a preferential price. In option 2, employees could immediately get 51% of the stock at a higher (than the book value) price, and option 3 preserved 30% of the stock to a managerial group committing itself to turn the enterprise around and avoid its bankruptcy. In each case, the remaining part of the stock was to be sold against privatisation vouchers until June 1994 and for money ‘cash’ privatisation afterwards. Option 2 was chosen by over 73% of the roughly 15,000 enterprises involved in the mass privatisation programme while option 1 was adopted by 25% of privatised firms, leaving only less than 2% in option 3 (Blasi et al., 1997). In nearly all circumstances, managers have kept a firm hand over corporate governance since the remaining stock was so much scattered. Moreover, they have proceeded to a capital concentration into their hands by acquiring the shares held by the personnel (under threat, see above). Thus, strong managerial entrenchment was the key result of mass privatisation (Filatochev et al. 1999). It was strengthened by the opportunistic and strategic behaviour of managers. In Russian privatised firms, managers exerted strict supervision over who buys their enterprise shares; most enterprises did not use independent shareholder registers; and most managers said they oppose financial disclosure and majority ownership by an outside investor with enough capital to turn the firm around. Inadequate legal and regulatory framework and poor protection of minority shareholders' rights may increase managerial benefit to be gained from holding a controlling stakes. When legal rules fail to constrain the actions of controlling managers, the latter are used to engage in self-serving activity such as the transfer of assets at arbitrary prices to manager-owned private firms. Incumbent managers have also circumvented the law: we have listed (Andreff et al., 1996; Blasi et al., 1997) more than twenty varieties of violations of the corporate law in Russian privatised enterprises, from not convening the shareholder meeting to votes by show of hands 
. The weakness and unpredictability of the Russian court system was not able to put a brake on these violations.

In other PETs, corporate governance was taken over by managers as an indirect result of mass privatisation. In the Czech Republic, about three-quarters of all privatisation vouchers have been purchased to the citizens by Privatisation Investment Funds (PIFs) which thereafter have redeemed them into shares. At first sight, becoming major shareholders, these newly created institutional investors (i.e. the PIFs) seemed to have taken over most privatised firms. Therefore, PIF’s managers were in position to monitor the decisions made by the managers running the firms belonging to the PIF’s portfolio but, as Stiglitz (2000) stressed it, the problem then became ‘who monitors the monitors?’ (i.e. who monitors the PIFs’ managers?). In the context of the Czech Republic, the response was quite clear since most PIFs had a major (often only one) shareholder, which was a state bank or a state insurance company. Thus, a Czech Minister for the Economy (Mertlik, 1996) once said that mass privatisation is the fastest track to transfer state property … to the state. As regards to corporate governance, it was transferred from former (now privatised) SOEs’ managers to PIFs’ managers and eventually to state banks’ managers, in other words from incumbent nomenklatura to nomenklatura.

Finally, Russia has experimented the wrong, most disavowed and criticised privatisation method, that is the so-called ‘loans for shares’ scheme, even though it ended up with a strong corporate governance structure. Such a scheme consisted in that the Russian State would deposit in Russian banks significant blocks of shares from the stocks of the most valuable Russian SOEs (oil companies, other energy and raw materials producers). Banks would consider the stock they held as collateral for the loans that they offered to provide in order to bail out a serious fiscal deficit. For each company involved in this device, an auction was opened and the winning bank got a block of shares, remitted the price as a loan to the state, and was holding the shares until September 1996. If, on this date, the state had not reimbursed the loan, the bank would be allowed to sell or definitively keep the shares (and the ownership in an oil trust, etc.). Since the state obviously was not capable to repay its debt, banks gained through this scheme the ownership of the ‘crown jewels’ of the Russian industry, for a nominal sum 
, insofar as auctions were rigged and not exempt of collusion. All the winning banks were owned by a small group of financial oligarchs well acquainted with the President of the Russian Federation (Nellis, 2002b). Some of these transactions were so much fraudulent that the Moscow arbitrage court invalidated them. Nevertheless, a small group of oligarchs appropriated the finest jewels of the Russian industry. The ‘loans for shares’ scheme definitely discredited the Russian privatisation drive which was both disapproved by the World Bank and became infamous to the Russian population and outside Russia 
. Absolutely questionable from a moral or business ethics point of view, the discussed scheme has brought about the integration of valuable firms into oligarchic FIGs with a strong corporate governance structure (privatised enterprises are then monitored by the core bank of the FIG or by an oligarch – major shareholder – himself). It has contributed to increasing the outsiders’ share in the overall control over Russian enterprises (Table 3) and to the emergence of a new economic and financial ‘elite’, although it is with the help of the most dubious, rigged and amoral device, at the extreme opposite of the Coase theorem! (Andreff, 2005b). 

Insert Table 3

Until now, a number of enterprises remain in mixed ownership in PETs, with both private owners and the state sharing their stock. First, there are those firms whose privatisation have been launched and is still going on, but some part of the stock is still at state hands. Second, there is state residual property. In several privatised enterprises, the state has kept a share in the stock ownership for one or another reason: the state may be willing to avoid an undesirable take-over of the enterprise by foreign stakes and then it keeps a golden share or a minority block-holding; the state has not been able so far to find enough purchasers to sell them the whole stockholding; some of those entitled to benefit from MEBOs or from redeeming their vouchers into shares have not acquired the shares they have right to, and their shares remain at state hands. Therefore, we find some state representatives seating in the board of directors of such firms, in proportion with the stockholding share still in state ownership. A serious issue of corporate governance derives from this situation. Either incumbent managers govern the firm or state representatives in the board of directors do adopt a strategic behaviour which dissuades private owners to invest further in this firm (or even incites them to sell their shares). Moreover, as soon as appointed, state representatives make up a group of stakeholders with its own interests in the board of directors. This group’s interests often conflict with the ones of private owners, since the former are leaned to put a halt on the privatisation process of the firm (of course a comprehensive privatisation of the stock would entail the phasing out of their participation to the board of directors, and a loss of influence and directors’ fees). Besides, the sustained relationships between these state representatives seating in the boards and the state administration they are coming from may harm independent corporate governance in partially privatised firms. 

The last subset of firms in PETs encompasses public enterprises; they still represent about 20% of GDP in Hungary and up to over 80% in Belarus and Turkmenistan. Their survival traces back to various stories. First, in successor states of former Yugoslavia, self-managed enterprises were in ‘social ownership’ so that the first step before privatisation was to nationalise them in order, for the state, to have full ownership at its disposal and then corporatise the newly state-owned enterprises. However, since privatisation has taken some time, meanwhile the board of directors comprised only of state representatives in charge of running the corporation according to state command. On the other hand, in all PETs, primarily in Belarus, Turkmenistan and Uzbekistan, a number of SOEs have not even been corporatised. In this case, state-appointed managers as before, dominate corporate governance. From the standpoint of the property rights theory and the principal-agent model, such a governance structure is assumed to be weak and inefficient, since managers are not monitored, and cannot be monitored, by too many shareholders. However, if we regard SOEs as having a single unique shareowner – the state – it is then in a strong position to lay down governance guidelines on to the managers, i.e. a strong governance structure. In China (Djankov & Murrell, 2002), the state is used to provide SOEs’ managers with very strong incentives to behave in such a way as to maintain the enterprise in the black while threatening them of heavy disciplinary and financial penalties if it is in the red; sanctions can go as far as death penalty in case of abuse of power! A contrario, sanctions are less stringent and often deferred, sometimes non existent, vis-à-vis SOEs’ managers in CEECs and CIS countries.

In the same vein, we have recommended to privatise the management in public enterprises (Andreff, 1992 & 1995) when privatisation of assets is not immediately feasible or is not desirable. What does it mean? Privatisation of management consists in managing a public enterprise in such a way as to put a full stop to current deficit, and then make profit in order to invest it into restructuring the assets and eventually into foreign subsidiaries abroad; in other words, it means managing public enterprises according to exactly the same criteria as a private firm. Privatisation of management is only feasible if the state, as the single shareholder, adopts an efficient corporate governance structure by providing appropriate incentives to SOEs’ managers, that is those incentives which drive them to ‘manage as in the private sector’, and firing them overnight otherwise. Once profitable and efficiently managed, privatisation of SOEs’ assets happens to become only a question of political opportunity and no longer one of economic efficiency, since the latter has been restored meanwhile. A World Bank (2002) report acknowledges that, often, it would have been preferable to leave assets in state hands – instead of swiftly launching mass privatisation and MEBOs – long enough to identify reliable strategic investors and, only then, to sell SOEs to them. Unfortunately, the World Bank was not open to accept such a suggestion when it was suggested ten years ago (see among others Andreff, 1991 & 1992). 

3. Three current models of corporate governance in Eastern Europe and the Russian exception

Since the dawn of transition, the debate in PETs was about the system of corporate governance and the model of capitalism that should emerge from privatisation. Most reformers in touch with Washington international organisations were supporting rather the Anglo-American model of governance while some political leaders were openly revealing a preference for the German (‘Rhinish’) model. In the former, corporate shareholding is scattered; the role of capital markets is very much significant; corporate governance is more geared towards short term profitability and serves first outsider interests, in particular pension funds, insurance companies and other financial institutions (although all these institutional investors are passive minority shareholders); legal protection of (minority) shareholders is better than everywhere else; the frequency of raids, take-overs and even proxy fights is higher than in other models so that managers are on average more disciplined 
. Here, just one single objective is assigned to managers, which is to increase the shareholder value. As to the German model, it is characterised by more cross-ownership relationships between firms (and banks), forming FIGs, a higher capital concentration and a passive behaviour of institutional investors; it better takes into account wage earners’ and stakeholders’ interests by means of decision sharing between them and controlling block-holders; the very existence of these block-holdings and hard cores of monitoring shareholders reduces the opportunity of hostile raids in the stock exchange and, by the same token, the financial market discipline (compared to the Anglo-American model) ; on the other hand, it maintains long-term oriented relationships among all the participants to the enterprise ; these characteristics make insiders and managers more influential and increase their entrenchment capacity despite the participation of institutional investors to the stockholding. Thus, the shareholder value is not the only one objective of corporate governance.

However, opposing an outsider system of external monitoring to an insider system of inner control is too sharp when it comes to analysing the heterogeneous corporate governance structures that we have observed in PETs. Sometimes, governing coalitions in a firm gather both outsiders and insiders in PET privatised firms so that the delineation between outsider and insider control is blurred, just like it appears to be now in Western capitalism (Becht & Mayer, 2002). The borderline between an outsider-dominated and an insider-controlled corporate governance structure is disrupted by the power positions acquired together by block-holders and managers (Boutillier et al., 2002) or, in PETs, by alliances between oligarchs and incumbent managers. From this point of view, some similarities emerge between the prevailing corporate governance structure in Western and Eastern Europe. Crowding out minority shareholders from decision making is another common feature. However, this is not enough to conclude that all corporate governance structures are converging towards a single European model, since such a conclusion is not even valid across Western European countries (Boutillier et al., 2002; Plihon et al., 2001). During the last decade, corporate governance structures have markedly differentiated in PETs. It seems that the privatisation drive has generated, in a context of tiny financial markets, three corporate governance models corresponding to following stylised facts:

A/ A model of foreign corporate control (FCC) – or the ‘Hungarian’ model: about 150 out of the biggest 200 corporations in Hungary exhibit an influential foreign participation into their stockholding (and a majority block-holding in 50 out of the biggest 100 corporations). Today, foreigners own about 47% of the overall stock of all corporations based in Hungary. Besides, foreign owners wholly own 61% of those firms showing a foreign participation to their stock. Still in Hungary, foreigners (62% in Estonia) hold 72% of the overall stock exchange capitalisation value as against 34% in Poland and even less in all other PETs. Hungary and Estonia are the two PETs where shareholders have the strongest supervision of managers (Vagliasindi, 2003) and where monitoring shareholders are mainly foreign. The precondition for building up the FCC model is the important magnitude of inward foreign direct investment (FDI) compared with GDP or per capita; its emergence is facilitated when there is no regulation that prevents foreign firms from buying assets in local firms in the process of privatisation (as in Hungary and Estonia from the very beginning, and contrary to all other PETs). Therefore, the great bulk of Hungarian and Estonian firms are governed by mighty foreign outsiders which are famous transnational corporations and banks, and not by institutional investors. Such a corporate governance structure is typically strong and capitalist, and fully immersed in current economic globalisation.

Insert Table 4
B/ A mixed model based on an ‘employee and start up’ control (ESUC) – or the ‘Polish’ model: changeovers of political power between parties, followed by a stop and go economic policy (Andreff, 1999b) and a postponed mass privatisation programme until 1996 have created a vacuum which has soon been filled by small privatisation and MEBOs in the form of ‘capital privatisation’ and ‘liquidation privatisation’; both capital and liquidation privatisation have enabled creating new start ups and an inner supervision of the firm by its employees (and not basically by managers as in Russia). The outcome is a widespread dispersion of ownership among employees who are both shareholders and stakeholders. They attempt, often successfully, at locking in the existing stockholding and corporate governance and they participate to current management; their success is evidenced by few social conflicts registered at the level of enterprises in Poland. On the other hand, a rather efficient institutional framework (the 1934 commercial and bankruptcy laws has come into force again, an anti-trust law has been passed in 1990) facilitates starting up de novo private enterprises. New SMEs have mushroomed, mainly from 1990 to 1993; in 1993, all these start-ups were concentrating 18.4% of overall employment in Poland. Afterwards, the momentum of the new private sector relied on both the emergence of new start ups and the increasing size of those which survived to the harshness of competition; in 1996, the SME sector reached 31.7% of overall employment (three times more employment than in privatised firms). In 1997, the number of Polish SMEs was 1.398 million. The ESUC model paradoxically combines the supposedly weakest governance structure (employee self-supervision) and the supposedly strongest, i.e. the SME monitored by its own boss(es). 

Insert Table 5
C/ A model of banking and managerial control (BMC) – or the ‘Czech’ model: privatised firms are monitored by their managers who are supervised by the privatisation funds’ (now holdings) managers, these holdings being a proxy or a substitute to non-existing genuine institutional investors. The managers of those banks, which have set up the former privatisation funds, supervise holdings’ managers, in turn. Since most of these state banks have been privatised since the late 1990s through take-overs and acquisitions by foreign banks, the BMC model partly overlaps in the long run with the previous FCC model (see, for instance, the significance of inward FDI in the Czech Republic, Table 4). On the other hand, private ownership by individual owners is not widespread, but managers in privatised firms do resist to the supervision by the funds (holdings) in utilising their privileged insider information and knowledge. Collusion between firm’s’ managers and banks’ managers is all but exception. Holdings re-concentrate a property that has been scattered by mass privatisation and organise it into FIGs. Cross-ownership, off the market trade of shares, managerial entrenchment and a corporate governance that takes care of stakeholders’ interests (for years, the Czech Republic was distinguished by showing the lowest unemployment rate in PETs) make the BMC model not that far from the German model of corporate governance.

In many respects, corporate governance in Russia stands out of the three previous models. The Russian corporate governance structure is closer to the BMC model but with a control by two groups of interests that often partly overlap and mostly intertwine, creating an outsider-insider coalition or a sort of ‘oligarchic-managerial’ model detrimental to minority (small) shareholders is typical in Russia and several CIS countries: a great number of firms are under the inner control of insiders (primarily managers) while others are integrated in roughly one hundred FIGs and holdings governed by new tycoons, financial oligarchs and bankers. Numerous insiders are at the same time outsiders in other companies in which they have invested their new wealth (or companies that they have started up on purpose) whereas interlocking directorates and outsider-insider alliances (between oligarchs, bankers, CEOs and managers) strengthen a network structure of governance. The issuance of shares off the market to the exclusive benefit of block-holders and managers (Kogut & Spicer, 2002) is a tool for such a networking. The resulting networks are the more long lasting the more they are connected to political power. Then, they put a brake on FDI inflows into the stockholdings of big Russian industrial and financial trusts and hinder the emergence of new private start-ups. Generally speaking, FIGs, managerial networks and oligarchic power are not supposed to facilitate a blossoming competitive market economy. A major potential driving force which may push forward this model into significant changes might well be the globalisation of Russian firms and FIGs by means of their outward FDI (Andreff, 2003c).

In addition, we can conclude that the managerial enterprise (exclusively monitored by its managers) is so much widespread in all PETs, except in the FCC model, that it cannot determine, alone, a specific model of corporate governance. By the same token, it is a component of all the above-suggested models. 

4. Convergence towards a Central Eastern European model of corporate governance

Now the question is to know whether a typical Central Eastern European model is emerging after systemic change. In Western countries, there are several hybridisations of the aforementioned Anglo-American and German models. The driving force of a new hybrid model is the rising power of institutional investors (Geoffron, 1999; Jeffers & Plihon, 2001), imposing a (15%) return norm on the shareholder value. PET firms do not converge toward this new hybrid model given the low level of development of local institutional investors and the very modest investment of foreign institutional investors in local companies so far. Could we at least assume that there is some sort of convergence towards a Central Eastern European model of corporate governance?

A sort of inertia affects corporate governance structures in PETs which is due to absent or weak institutions that would facilitate or trigger their change and improvement so that a convergence toward a single model is slowed down. However, in the past recent years, some omens of a possible convergence of FCC, BMC and ESUC 
 models towards a prevailing corporate governance structure have emerged in Central Eastern Europe. The latter would combine a strong foreign stake in the biggest corporations with a big number of SMEs monitored by their bosses (and fewer and fewer former privatised SOEs). In other words, it would be a hybrid of the ‘Hungarian’ and ‘Polish’ models (referring to the latter’s start-ups component).

Indeed, we observe (Table 4) that Poland and the Czech Republic host more FDI than Hungary in the past recent years. Both countries, with some delay compared to Hungary, have launched wide programmes of bank privatisation (after ‘cleaning’ bank assets from bad debts) through selling their assets to transnational banks 
. Since 1998, the Czech Republic also favoured the sale of strategic enterprises to foreign investors so that FDI share in privatisation has grown from 1% in 1997 to 23% in 1999 and 28% in 2001. At the same time, the share of privatisation funds (then holdings) has dramatically reduced in the ownership structure of Czech enterprises in which they now hold a great number of small participation and behave as sleeping partners – and thus increasingly resembles West European institutional investors. In 1997, Polish authorities have decided to give more momentum to privatisation and sell strategic enterprises, henceforth without any restriction against foreign investors. As a consequence, foreign-owned firms have grown from 1.8% of overall employment in Poland in 1996 to 3.6% in 1999. Besides increasing inward FDI, the convergence towards a common Central Eastern European model of corporate governance is influenced by spreading globalisation of governance standards and, in the last few years, by outward FDI of new transnational corporations from PETs (Andreff, 2002). Adopting global strategies, PET enterprises do converge, in some sense, toward the above-mentioned hybrid model prevailing in Western economies (Plihon et al., 2001).

A second heavy tendency is embedded in the development of new start-ups, both individual enterprises and SMEs. Such small firms are characterising the ‘Polish’ model (ESUC) of governance, but they are widespread and growing in Hungary, the Czech Republic, Bulgaria, Romania and Slovakia as well (Table 5). In 1995, 1 million Czech individual enterprises were employing 11.2% of overall working population; in 2000, 1.471 million individual enterprises were employing 13.2% of overall working population. The same year, in Hungary, 9% of overall working population was employed in 381,000 individual enterprises (51% in all SMEs and individual enterprises) as against 5.6% in 1992 (43% in all SMEs and individual enterprises in 1994). 

Therefore, the FCC, BMC and ESUC models exhibit, in the past recent years, a convergence towards a Central Eastern European model of corporate governance that is characterised by both an important foreign stake in the ownership of - and foreign control over - big businesses and by single bosses monitoring their own SMEs. If such a converging tendency will prevail in the future, then FCC, BMC and ESUC models have to be regarded as transitory governance structures emerging from privatisation; strict managerial control, employee supervision, banks’ monitoring and other ad hoc forms (privatisation investment funds, state run holdings, mixed enterprises) will pass away after some time. In the wake of convergence, the increasing significance of foreign ownership is likely to adjust the governance structure to international standards of governance, i.e. the ones associated with the aforementioned hybrid model. For instance, after privatisation, investment funds have eventually transformed into genuine institutional investors therefrom setting up a building block of the hybrid model. 

5 How explain the Russian exception?

Except the major driving force explaining the specific features of corporate governance in Russia – i.e. the specific privatisation scheme implemented in a context of institutional vacuum-, a number of structural factors are also backing the Russian exception and hindering the move towards the Central Eastern European model of corporate governance in this country. Most of such factors are structural and inertial – linked to the past and the size of the Russian economy – and they will be difficult to tackle without an influential policy of institutional change. 

Insert Table 6

The size distribution of Russian enterprises is quite different from the one in CEECs. In Poland or the Czech Republic, with quite smaller population and GDP than Russia, the number of small enterprises is markedly over 1 million. In Russia, only 186,000 enterprises with less than 100 employees were currently registered in 2001 (Table 6). A Goskomstat estimate in 2001 was of about 879,300 small enterprises, including individual entrepreneurs, employing 14% of the overall workforce (much less than in Poland or the Czech Republic). The major part of the economy is concentrated in medium-sized and, basically, large enterprises inherited from the Soviet times, the biggest of them being established in the extraction and processing of energy and raw materials. Their distribution by ownership (Table 7) exhibits a still predominant share of public (state and municipality) ownership while domestic private property, all in all, is encompassing slightly over one-third of all the medium and large firms. Foreign property and foreign participation do reach only 3% (8% in manufacturing industries) - confirming that Russia is not enough open and attractive to inward FDI (Andreff, 1999c) despite its huge endowment in energy and raw materials. 

Insert Table 7
This restricted penetration of inward FDI in Russia, compared with Central Eastern Europe (Table 4), does not mean that Russian firms are not outward looking. Of course, they are open not to host foreign competitors and investors; but they are keenly interested in expanding their markets and investments abroad. Most of the biggest Russian firms are transnational corporations today (Table 8), belonging primarily to oil and gas industries, to metallurgy and iron and non-ferrous mining, coal mining, engineering, wood and paper, and the car industry, i.e. basically to the former Soviet heavy industries. 

Insert Table 8

No other transition economy can compare to Russia as a home country for outward FDI (Table 9), even new dynamic investors abroad such as Hungarian, Estonian and Slovenian firms. Russia is the only transition economy whose outward FDI stock is roughly of the same magnitude (98.6%) as its inward FDI stock, far ahead of Slovenia (41.7%), Estonia (15.7%) and Hungary (9.1%). Russian firms like to compete for a market share in foreign countries, but not on their domestic market that they would not like to become a levelled playing field for foreign competitors. On the home market, they are more willing to monopolise or ‘oligopolise’ (and collude), including through networks, alliances and coalitions, without leaving any substantial share of the supply side to foreign owners. The Russian State policy regarding competition, bankruptcy and inward FDI has facilitated such a strategy so far. 

Insert Table 9

Although improving after 2000, the financing structure of Russian firms is also an issue and an obstacle to any upgrading in the above-described corporate governance structures. A number of Russian firms still escape the pressure of a hard budget constraint due to either inter-enterprise credit and payment arrears (Table 10) or connected lending from banks. Arrears have reached 19% of overall Russian firms’ liabilities in 1999 while connected lending has peaked up the same year at 7% of total firms’ liabilities. Insider lending is facilitated by both the perpetuated enterprise ownership of banks and the minimal enforcement of bankruptcy law in Russia (Laeven, 2001). The Russian stock market is still tiny, even compared to some CEECs (Table 11), whereas Gazprom covers 97% of share trading on the Russian Trade System (first stock exchange). The second stock exchange, i.e. the Moscow Interbank Currency Exchange (MICEX), reports that, in November 2003, RAO UES (the electricity monopoly) represented 62% of all the shares traded while Lukoil’s shares reached 9.3%, Yukos’ 8.8%, Surgutneftegaz’s 8%, Rostelekom’s 3% and all other listed companies about 9%. In such a context, there is no chance that a take-over, a raid or a proxy fight would emerge and possibly threaten the incumbent monitoring managers or oligarchs. 

Insert Tables 10 and 11

Eventually, banks’ credit has resumed after the 1998 financial crisis, growing from 15% of GDP in 1999 to 22% in 2003. However, the structure and incentives of the banking sector are still distorted (Barisitz, 2004). Despite a number of revoked licenses and liquidated credit institutions since 1995 (Table 12), the Russian banking sector remains too much scattered and contains too many small and (worse) nearly bankrupt banks and credit institutions. The increasing ratio between total banks assets and GDP, while the number of banks is decreasing, is good news in this respect. The drop in non-performing loans from 31% of total bank loans in 1999 to 11% in 2002 is also alleviating one of the major dysfunctions of the Russian banking sector. However, the forthcoming adoption of international accounting standards by Russian banks will bring about a number of bankruptcies, showing that the implementation of new institutions (standards, rules) is capable of triggering some required structural changes. Let us notice the small number, though increasing, of foreign banks in Russia whereas Western transnational banks are now predominant in all CEECs; of course, they are a tool for hardening firms’ budget constraint. 

Insert Table 12

However, basically, it is the wrong privatisation scheme, the wrong sequencing between privatisation and a delayed institution building, and a lax law enforcement (Andreff, 2005b) that are the major causes of the typically distorted corporate governance structure dominated by oligarchs and incumbent managers in Russia. Since it would be utopian to consider that all the above-listed structural inertia could be removed overnight, or even within a decade, what Russia is facing today, beyond privatisation and restructuring, is the need for a proactive institutional economic policy. 

6. A trade-off for Russia: some institutional economic policy recommendations 

A first set of institutional economic policy recommendations pertains to all PETs, including Russia. Since the struggle against corruption and money laundering is a priority in PETs, improving the corporate governance structure appears to be an immense and long-term task. Its achievement probably could not avoid some waves of nasty prosecutions. Beyond the latter, one of the major concerns today is to secure shareholder – in particular minority shareholder - protection against misuses of power from block-holders, oligarchs and managers in Russia. There is practically no organisation whose cause is the defence of minority shareholder interests in PETs so far. New laws and regulations about disclosure of corporate information to shareholders have often been passed but they still remain to be tightly enforced in order to make corporate governance more transparent than when information is monopolised by managers or oligarchs. Boards of directors do not work properly (namely in terms of auditing and directors’ fees) and this should be improved by appointing independent directors. Clear accounting rules, independent audits and the disclosure of financial data must become the normal course of events. The real implementation of International Accounting Standards in Russian firms will facilitate such an evolution. Sanctions must be imposed (on managers and oligarchs) for circulating biased or fake information about their companies. Better functioning of (capital and goods) markets should reduce the discretionary power of insiders and mighty block-holders.

Beyond these overall recommendations to any PET, Russia is facing now a trade-off between joining the above-mentioned converging trend towards a Central Eastern European model of corporate governance or reinforcing a typical insider-outsider alliance between managers and oligarchs with simply moving the borderline between public and private ownership (and monitoring). The relative importance of outward to inward FDI in Russia and the relative weakness of small enterprise creation after 1994, as compared to other transition economies, do not spontaneously drive Russian corporate governance structures towards the above-sketched Central Eastern European model. The suggested trade-off is not neutral as regards to its institutional and economic policy implications. 

A first option seems to be the re-nationalisation of assets and firms transferred to private hands through dubious or rigged privatisation deals. I would not comment too much on the Yukos affair. However, when Iouganskneftegaz – the major Yukos’ oil production affiliate – has been acquired by a state-owned enterprise, Rosneft, in December 2004, the borderline between the public sector and the private sector in the most crucial industry of the Russian economy, i.e. hydrocarbons, has obviously moved. The possible impact of this re-nationalisation of Yukos on Sibneft – which attempted to merge with Yukos in 2003 – as well as the idea of consolidating a strong hydrocarbon state sector around an alliance between Gazprom and Rosneft – through Yukos’ assets 
 and/or a possible acquisition of Surgutneftegaz and Sibneft by Gazprom - clearly exhibit where the first option could drift: in a nutshell, it would derail into a redistribution (struggle) of assets among incumbent managers and oligarchs on both sides of the public-private ownership borderline. The same strategy seems to be confirmed by the sale of residual state property in MKK (steel producer, Magnitogorsk), on December 24, 2004, to a consortium led by MKK’s most important managers, while Mechel and Novolipetsk gave up their attempted auction on MKK shares. 

A policy of increased state intervention in the business and a possible de-privatisation (or creeping nationalisation) strategy can find warm supporters, not only in President Putin’s administration, but also among some Western economists. These views contend that, after asset appropriation by bloody oligarchs and greedy managers, the time has come for a stage of de-privatisation or re-nationalisation. Stiglitz (2002) even considers those oligarchs who have emerged from privatisation as more criminal and economically harmful than the 19th-century robber barons in the United States, having impoverished their country through asset stripping and capital flight. Thus, he recommends firstly the enforcement of strong institutions and laws, secondly that assets of those privatised firms that do not pay taxes within a sixty-day deadline should be seized. 

Stiglitz also considers nationalisation as a path towards a further re-privatisation quite more legitimate than, for instance, the ‘loans for shares’ scheme promoted under B. Yeltsin. Even J. Sachs – formerly an advocate of mass and rapid privatisation – once stated that the Russian government should re-nationalise the valuable firms mis-privatised by means of loans for shares, with a view to re-privatising them a second time, correctly (Nellis, 2001). Since privatisation to insiders in Russia has been worse than state ownership for restructuring the economy (World Bank, 2002), non-Coasian economic efficiency arguments can be mobilised in favour of re-nationalisation. However, one can wonder whether a State that is not strong enough to protect property rights is strong enough to expropriate and nationalise at will. Even though the Putin administration has publicly disapproved of many past privatisations and the connected tax evasion (ex.: Mikhail Khodorkovski), it has nonetheless officially announced that it will not advocate a mass of re-nationalisations. Nevertheless, the Yukos affair can be interpreted saying that “today the threat of ownership rights violation in Russia comes from the state machinery pursuing its bureaucratic or political goals” (Yakovlev, 2004).

One can only agree with Sachs and Stiglitz’s proposals on moral grounds. Reinforced laws and institutions are urgently needed for both discarding the most outrageous illegitimate appropriation and laying the institutional ground for further privatisation. Our first doubt is that a ‘nationalisation for re-privatising’ scheme will unavoidably trigger two new waves of rent-seeking, embezzlements, corruption, and will again fuel crony and crook behaviours, in the Russian context: a first wave when transferring assets back to the State, and a second one when re-privatising. Except for the most illegitimate of them, greedy oligarchs and enriched managers could not be expelled from their property for a while. They – or their heirs – will take time to adopt a more socially acceptable behaviour regarding the protection of property rights, including their own wealth. Decades will be needed. Our second doubt is about the very opportunity to re-nationalise when a part of the State apparatus itself is widely corrupted, or is even participating in criminal economic activities (Oleinik, 2001). The choice between an illegal and possibly criminal private owner, on the one hand, and a corrupt and possibly criminal public owner (through re-nationalisation), on the other hand, is not an obvious one, by any standard. Finally, re-nationalisation would alarm and antagonise foreign investors, all the more so if Russian public enterprises behave as reckless investors in the near (or even far) abroad. All that would maintain Russia outside the converging trend toward a common Eastern European model of corporate governance. 
A second option, that we would support, is an institutional economic policy, which should trigger a converging trend of Russian corporate governance structures towards the Central Eastern European model. It should be a policy of inward FDI promotion and attractiveness, and one of strengthening institutions that protect small enterprises and small (minority) shareholders in Russia. Small private property must be much more efficiently protected by the courts, and judges and lawyers must be more efficient (better paid and trained), less corrupt and no longer linked to the governmental administration in a way or another. In 2001, Russia was one of the transition countries where the rule of law was the least enforced (after Tajikistan and Turkmenistan), once measured in reference to perceptions of the incidence of both violent and non-violent crime, the effectiveness and predictability of the judiciary and the enforceability of contracts (World Bank Institute, 2001). The direct cost of market entry procedures was estimated to 227% of GDP per capita in Russia in 1999 whereas it was 100% in Hungary, 49% in Poland, 40% in Slovenia and 34% in the Czech Republic - 32% in Germany, 3% in the U.K. (Djankov et al., 2001). The removal of all these hindrances to a mushrooming legally settled sector of small enterprises is of first priority in this second option of institutional policy for Russia.

Regarding medium-sized and large (also small) enterprises, a new bankruptcy law was enacted in Russia, in October 2002, replacing the dysfunctional 1998 legislation. It is one of the required pieces in the new institutional puzzle since it makes valuation and sale of the debtor’s assets more transparent and strengthens the right of secured creditors in the bankruptcy process; on the other hand, it makes more difficult to initiate bankruptcy, an arrangement whose efficiency must be assessed after some time. As usual in Russia, the big issue will be one of full and effective implementation of the new bankruptcy law. In 2002, supplements were added to the criminal code to deal with crimes in the securities market in order to extend shareholder protection against fraudulent transactions. The Russian government has also passed a code of corporate governance the development of which has been initiated by the Federal Commission on the Securities Market. 

In July 2003, a new privatisation programme for 2004-2006 was adopted in Russia. Given the wrong experiments of the 1990s, it must be considered and managed with caution. The programme foresees selling most state-owned stakes below 25 per cent by end of 2004, the stakes between 25 and 50 per cent by end of 2005, and starting the divestiture of majority stakes in 2006. Privatisation is expected to complete in 2008. It is too early for any assessment. However, this privatisation programme may be a contribution to introducing the Central Eastern European model of corporate governance if some prerequisites will be met. The first one is that further privatisation will not use MEBOs and mass privatisation methods any longer, which seems to be the case. Priority is now to asset sales: small enterprises should be sold directly to new owners, and large enterprises should target sales to strategic outside investors. Privatisation should be accompanied by increased competition in the product market. Divesting enterprises in sectors characterised by natural monopoly or oligopoly must proceed with caution. The remaining privatisation agenda must rely on transparent and competitive case-by-case privatisation. Now selling shares – the correct method that should have been adopted since 1992! – must be achieved under transparency conditions: account disclosure by the enterprise going to be privatised, ex post publication of the auction price, no shares’ registers supervised by incumbent managers and so on. Moreover, the quality of privatisation (the resulting corporate governance structure) should be privileged and should not be sacrificed again for the sake of speed and quantity of privatisation deals. Thus, we reiterate our initial recommendation (Andreff, 1991 & 1992): please do not rush as far as privatisation is concerned. The deadline of 2008 should not be taken too seriously into consideration.

On the other hand, the new Russian privatisation programme should be an opportunity to attract more inward FDI and upgrade competition within the Russian economy. Foreign investment and foreign ownership eventually have been the only efficient channel for privatising banks (and definitely cleaning their accounts from bad loans) in all CEECs (Andreff, 2003a), and they are now one pillar of the Central Eastern European model of corporate governance. Inward FDI in Russia should not only be promoted in the banking sector, but in the manufacturing industry and for some natural monopolies as well. We suggest a tight co-operation between those authorities in charge of the privatisation programme (ex.: the State Committee for Property – GKI: Goskomimushestvo) and a proactive FDI promotion agency in the coming years. Designing, operating and managing such an agency is a well-known and handled process (Michalet, 1999; Andreff, 1999d & 2003e) for which an assistance can be provided by the Foreign Investment Advisory Service of the World Bank. 

Finally, a decisive improvement in corporate governance implies significantly improved public governance. Who monitors the monitors? (Stiglitz, 2000) or who guards the guardians? (Nivet, 2004); this question is crucial for corporate governance but also for public and political governance. State capture by individuals or groups that act to influence the formation of laws or government policies has been a widespread phenomenon in most transition economies, in particular in CIS countries. ‘Captured’ governments as well as corrupt governments usually are not much interested in reforms and tend to focus on providing specific advantages to influential firms and lobbies while under-providing the institutions essential to improving public and corporate governance (Hellman et al., 2003). Moreover, corruption makes the state weak in the areas where it should be strong. Compared with the Yeltsin era, the current administration in Russia (advocating the ‘dictatorship of law’) seems to have reversed the trend of state weakening. However, this desirable recovery in the state strength should not be utilised to favour some groups of managers 
 or some big Russian firms (namely through nationalisation) against domestic or foreign competitors or in a way detrimental to the development of a more buoyant legal SME sector. Otherwise, Russia will continue to move on a path that will never reach the Central Eastern European model of corporate governance. 
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� A strategy of ‘organic development’ (Kornaï) of the private sector and an economically efficient privatisation (through asset sales) was only supported by a minor group of economists in the early 1990s, namely Wlodzimierz Brus, David Ellerman, Kasimierz Laski, Ronan Mc Kinnon, Lubomir Mlcoch, Peter Murrell, Gérard Roland, David Stark (non exhaustive list) and, later, Joseph Stiglitz (2000) - … and of course myself. Their economic analyses and recommendations remained unheeded until a World Bank (2002) report recognised that mass privatisation and employee-management buy-out (nearly for free) revealed as inefficient privatisation methods. Since this report the Bank gives its support to those basic market institutions which facilitate entry by new start-ups and privatisation through direct case-by-case transactions.





� About 90% of share resale in the Czech Republic and Russia occurred off the market after mass privatisation. 


� According to a large EBRD survey, hardly one third of former managers have been replaced in privatised firms, in all PETs. Among the new executive managers, 40% come from outside the firm while 60% have been promoted within the same enterprise (EBRD, 1999). 


� We can also see in this privatisation scheme a sort of ‘egalitarianism’, either a strong whiff of socialism and communism or the effect of the theory of property rights regarding the whole population as the true owner of SOEs. In some circumstances, free distribution of vouchers was thought of as a tool for overcoming popular resistance against the privatisation programme (Boycko et al., 1995) or as a means, for political parties in power, to « purchase » their success in the next democratic elections (ex. : in the Czech Republic). 


� Note that remedies for illegal self-dealing by managers or board members include criminal sanctions in some OECD countries. 





� Since the auctions were rigged the shares were sold at down rock (extremely cheap) prices. For instance, Mikhail Khodorkovski is suspected to have paid $300 million for obtaining the ownership of assets now valued at about $10 billion.


� Keeping M. Khodorkovski in jail and circulating rumours about M. Abramovich and other oligarchs might give the feeling that President Putin’s administration is now willing to put the most fraudulent acquisitions of Russian enterprises into question. An alternative assumption is that we are witnessing a harsh struggle for redistributing assets between a part of this administration (the ‘security’ services) and oligarchs.


� This was admitted at least until such dirty cases as Enron, World Com, Vivendi Universal, and so on (Aglietta & Rebérioux, 2004).





� In Russia and CIS countries, the relative significance of inward FDI is markedly smaller and those institutions that favour the legal start up of new private enterprises are less stabilised (and more circumvented) than in Central Europe. 


� For example, in the Czech Republic, Nomura has purchased 36% of Investicni a Postovni Banka’s stock (1998), the Belgian bank KBC has acquired a 65.7% stake in Ceskoslovenska Obchodni Banka (1999), Erste Bank a 52% stake in Ceska Sporitelna (2000) and Société Générale 60% of Komercni Banka (2001). In Poland, 48 out of 71 active banks in 2001 were under the monitoring of foreign owners.


� On November 30, 2004, Serguei Bogdanchikov, head of Gazpromneft, a Gazprom oil affiliate, declared that Gazpromneft was auctioning for the purchase of some Iouganskneftegaz shares. 





� Commenting on the Yukos affair, Nivet (2004) states : “These ‘political take-overs’ testify that public goods (tax department, secret police, justice) are used through a fully discretionary manner to satisfy private political and financial goals”.
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