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Beyond doubt the institutionalization of interests of
different strata and groups of participants has an impact
onthe corporate governance system devel opment, aswell
as business and social partnershipsthat develop between
the state and corporations. Therefore, in a certain way
companies implement public authority in the pursuit of
maximizing shareholders’ interest.

They emerge as representative structures to protect
their economic, political, social and ideological interests.
Businesses, community organizations, and government
agencies cooperate to achieve common goals such as
stable profits, sustainable social and political climate, and
maintaining their own positive image. Though there are
some organi zations that have a particular focus on profit
maximization, others on charity, and still others on
property rights and individual freedoms, as well as
environmental protection, health and sports, according
to basic corporatism principles they all share the ideals
of cooperation and solidarity.

Having analyzed the history of corporate governance
we outline the main stages of theoretical and practical
aspects of corporate governance development (Table 1).

Therefore, we broadly view corporate governance
as a system of directing and controlling company’s
activities. Corporate governance systems define tasks and
responsibilities of shareholders to control managers
actions as well managers accountability to shareholders
for company’s performance. Proper corporate governance
should always enhance share capital growth.

Global financia crisis of 2008 — 2009 revealed the
major flaws of business ingtitution forms that have been
dominating the scene in recent decades. Corporate
governance systems have also proven inadequate in
current economic environment. First of all, thisinadegquacy
was made obvious through flawed incentive systems
throughout the devel opment of corporations. Specifically,
there has been an exacerbation of the principal-agent
problem—atraditional conflict between the mostly short-
term interests of hired managers and long-term interests
of shareholders. Intensification of this problem was
demonstrated through a relative drop in efficiency and
accumulation of risksin large multinational corporations.
Moreover, this loss of efficiency and risk accumulation
was not obvious to outside investors, thus creating an
illusion of stability and overall risk reduction in the

economic development process. There were different
mechanisms of exacerbation of this conflict of interests:
management incentive systems, methods for calculating
capital adequacy and/ or debt burden ratios, risk management
systems, board of directors organization, execution of
shareholders' rights, and, probably, derivatives accounting
[2]. According to common opinion, the major reason lay
in management incentive systems developed in recent
years, which focused exclusively on short-term interests
and excluded other benchmarks apart from short-term
(mainly one-year) goals of maximizingfirm capitalization.

There were objective reasons for a shift in the
corporate governance towards the above mentioned
mechanisms of distorted incentives. In our view, this
shift was driven by the Asian crisis of 1997, when it
became obvious that financing of the corporate sector
predominantly through banks wasineffective. Asaresult
of having close interactions and personal connections
with large borrowers banks turned out incapable of
objectively assessing their financial conditions, leading
to bad debts accumulation which was one of the causes
of the crisisin South Korea and some other countries. In
response to this market failure in corporate governance
the emphasis was shifted to an alternative model,
historically pertaining to the UK and the U.S. and based
on assessing company's value through stock market
mechanisms. Thetheoretical foundation for thisshift was
laid out in numerous works on stock market describing
it as an objective mechanism, independent of insiders
manipulation and thus capable of better protecting the
rights and interests of external investors (outsiders).

Recent string of corporate scandal sand bankruptcies
in the developed markets have clearly demonstrated that
full exit from the financial crisis is impossible without
solving the identified problems in corporate governance.
To achievethisit is necessary to solve two key issuesin a
global context of corporate governance:

— the shift from short-term incentives and goal
setting to long-term ones, comparable to the business
cycle length;

— extending the scope of corporate relations to
include the interests of al key stakeholders, not limited
to traditional players such as sharehol ders and managers.

International community recognizesthe*“failure” of
the corporate governance tools which are currently in
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Plan of salespromotion improvement in Enterprise

Period

Fundamentals

End X1X —beg XX century, “dominance”
in sharehol der management decis ons

The emergence of large corporations. Domination of
ientific management school, which focuses primarily on
the principles and methods of work organization. The gart
of separation process between stock ownership rights and
gock management. A. Marshall systematically described
the problem of different interess pursued by managers and
company owners. T.Veblen proposed the transfer of
control from owners to managers-engineers

Beg. 30s—50s XX century, “Managemernt
control over decision-making process”

Beg. 30s — 50s XX century, “management control over
decison-making process” Corporations expand the field
of their activities. Trander of the executive, control, and
then strategic management functions to hired managers.
Emergence of conflicts of interes. Requirements on
disclosures about the functioning of corporations and
circulation of securities are introduced through government
regulations. Role enhancement of Securities and Stock
Market Commission. American economists A. Berle and
G.Means in “The Modern Corporation and Privae
Property” (1931) raised the quegion of agency
relationship, and the collective and socia nature of
corporations. R. Coas€'s theory of transaction costs
(“Nature of the Firm”).

50s — end of the 80s of XX century,
“introduction of general rules and
principles of corporate governance’

Increase in investments Export of capital in the form of
portfolio investments (stocks). Subgantid increase in the
proportion of institutiona (pension funds insurance
companies) and collective (mutua and new invesment
funds) invegtors in equity. EEC issues a directive tha
unifies corporate governance in public companies.
J K. Gabraith in his work “The New Industrid State”’
(1961) came to a conclusion that the real power in the
corporationsis held up within technocratic sructure rather
than being exercised by its owners. Development of
theories: informeation asymmetry (M. Spence, G. Akerlof)
risk (J. Stiglitz) of new inditutional economics
(O. Williamson) in capitd structure (F. Modigliani. and
M. Miller). The works of M. Jensen and W. Meckling have
gecial influence on the development of corporate
governance by jugifying contractual relationship between
shareholders and other stakeholders in corporate
governance sygem.

Beg. 90s — present, “resolution of a
problem of systematic approach to
corporate governance”

The bankruptcy of a number of joint stock companies.
Srengthening of globdization processes and date
regulation of corporate governance. Cadbury Report (UK,
1992). Implementation of “comply or explan” principle.
Devedopment of interna controls and incentives applied to
members of supervisory boards. Adoption of the OECD
Principles of Corporate governance (1999). Sarbanes-
Oakley Act (USA 2002). Redructuring of corporate
governance system in most countries. Spread of doba
multinationals. Evolution of strategies and modes of
corporate governance. Exacerbation of corporate relaions
issues during the gobd crids and search for new tools and
mechanisms of corporate governance.

Table 1.
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practice. Thus, the OECD report “ Corporate Governance
and The Financia Crisis. Reform and Exit Strategies’
outlines concrete approaches to solving problems in a
number of critical areas, such as compensation systems,
risk management, and shareholders rights execution. [2]

In its turn “Principles of sound compensation
practices. Standards implementation” prepared by
Pittsburgh G20 Summit on Financial Stability, provide
an example of the practical implementation of these
approaches’ [3].

However, for the moment the following position
dominatesin assessing failures in corporate governance:
the principles of corporate governance formed and
codified by the OECD in the past decades do not need to
be changed, as they already contain the approaches to
solving the identified problems. The main issue remains
the proper implementation of corporate governance
principles.

Thus, the above mentioned OECD report on the
impact of financial crisis on corporate governance
and the analysis of the causes of inefficiencies in the
leading corporate governance subsystems (specifically,
compensation and risk management) and their role in
the financial crisis, published in June 2009, states:
“There is no need to revise the OECD principles (of
corporate governance). These principles provide agood
foundation ... to achieve the objectives (of corporate
governance). The most urgent challenge is to support
the effective implementation of the already agreed upon
standards’ [2, p. 7].

In other words, the problem lies not in theoretical
concepts of corporate governance, but in the practical
implementation of the recommendations of best practices
in corporate governance.

Although some international experts support the
adjustment of some of these standards, in general the
currently established “ideal model” of corporate
governanceand itstheoretical foundationsare considered
to be correct [4]. According to this logic in terms of
fundamental corporate relations “principal-agent
problem” overall thrust of measures to improve corporate
governance is now focused on the regulation and the
tighter control of managers (“agents’) by regulators
acting in the interests of shareholders (“principals’). It
should be emphasized that such measures are not new —
theresponseto the crisistriggered by Enron’s bankruptcy
in 2001 at thepolitical level wasformulated andimplemented
in the same vein.

Given the background of global trends Ukrainian
companies stand out with certain unique characteristics.
On the one hand, in most cases, they have preserved the
concentrated structure of ownership and control. And
their current controlling shareholders “have something

to share” with the management when it comesto incentives
and stimuli for initiative, etc.

However, compared to their global competitors
Ukrainian companies exist in a qualitatively different
institutional setting. Ukraine’s poor investment climate
dramatically reduces the time horizon in which an owner
can makeinformed decisions, and thus shuns away long-
term direct and portfolio investors. Moreover, contrary
to established notions, problem lies in the instability of
institutions rather than the poor quality of Ukrainian laws
as such. No Ukrainian company can guarantee the
feasibility of its long-term goals because of the state
constantly changing the “rules of the game”.

Constant instability of the “rules of the game” in
Ukraineisdemonstrated in two dimensions. At the political
level, we increasingly observe that some things are
claimed (“We want innovation and modernization”, “We
create the rule of law”), but different things are actually
implemented (social support is granted to important, but
inefficient authorities-friendly companies; the law is
applied selectively and does not affect the representatives
of the state). At the bureaucratic level, abundant new
changes of law are constantly implemented which are
justified by good intentions, but in fact lead to a permanent
changein rules. Asaresult of these two trends companies
cannot build a long-term strategy and a suitable system
of long-term incentives, unless a specific corporation is
able to create a favorable regime for itself (taking
individual or collective action). Problem of unstable“rules
of the game” cannot be solved solely by the business.
Thisisaproblem of interest groups operating on the side
of the state that should finally understand the difference
between their short-term opportunistic and political
objectives and the long-term goals (priorities) of the
country, and put themselves in the framework of law.

In the absence of such changes the only way for
Ukrainian companiesto ensure stable“ rules of the game”
is to develop further approaches to formal and informal
integration with the state on behalf of its individual
members. Moreover, since Ukraine is already a part of
the global markets, Ukrainian companies along with their
foreign competitors will participate in the search of new
forms of organization of large business.

But given the current uncertainty of “rules of the
game” the movement at thelevel of individual companies
will be slower in Ukraine than in other countries, and as
aresult we will continue to lag behind our competitors.

The crisis of 2008 — 2009 showed that the model
of corporate governance, codified by the OECD standards
and considered in the 2000s as a target benchmark for
companies and regulatorsfrom countrieswith developing
and transition economies, isnot ideal. Serious distortions
in theincentive system, which predetermined orientation
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of large firms — public companies — to achieve short-
term results without the risks arising in the long run,
have become oneof theinner causesof thegloba financia
crisis. Therefore, the search for new and more effective
forms of organization appearsinevitable. Thissearch will
be based on already existing non-standard practices, go
through experimentation combining elementsof different
models, and with a high probability will lead to more
complex mechanisms of corporate governance. From
the point of view of companies that process will require
greater flexibility and willingness to test new tools and
mechanisms of corporate governance.
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Baiopa . O., Pomaniok B. M. Tpancpopmauis
KOPNOPATHBHUX CUCTEM YNPABJIiHHA B yMOBaXx (piHaH-
COBOI KpU3H

VY cTaTTi MpoaHani30BaHO €Ty CTAHOBJICHHS Ta PO3-
BUTKY CHCTEMH KOPIIOPAaTHBHOTO yIpaBIiHHA. BuBueHO
npoOJIeMU Ta HOBI BUKIWKH B Iepioa peopmyBaHHS,
TpaHchopMalliif i KOHBEPreHIliii cydacHuX cucTeM (Mo-
JieJieil) KOpHOPaTUBHOTO YIPaBIiHHS, SKi TPOSBUIIHCS B
KOHTEKCTI ITobaibHOT ekoHoMiuHOT kpr3u 2008 — 2009 pp.

Knrouosi cnosa: cucteMu KOPIIOPaTUBHOTO YIIPABITiH-
Hs, I00anbHa (hiHaHCOBa KpH3a, OaraToHaIiOHABHI KOp-

mopatlii, CIIOTBOPEHI CTUMYJIH MEHEIKMEHTY Ta aKIlio-
HEpiB.

Bawpa [. A., Pomanok B. H. Tpanchopmanus
KOPIOPATHBHBIX CHCTEM yYNPAaBJEeHHA B YCJOBHAX
(puHaHCOBOIO KpU3HCa

B craTbe npoaHann3upOBaHbl 3TAIbl CTAHOBIICHUS U
Pa3BUTHUS CUCTEMbI KOPIIOPATUBHOTO yrpasieHus. 13y-
YEHBI TPOOIEMBI M HOBBIC BBI3OBEI B IIEPHOA PEPOPMH-
poBaHus, TpaHcPOpMalUil U KOHBEPreHLU U COBpEeMEH-
HBIX cHcTeM (Mojesieil) KOPIIOPATHBHOTO YIPABICHHUS,
BBIABHBIIIHECS B KOHTEKCTE II00AIHLHOT0 SKOHOMHUYECKOTO
kpusuca 2008 — 2009 rr.

Kouesvle cnosa: cucTeMbl KOPIIOPATUBHOTO YIIPaB-
JIEHUS, NI00AIBLHBII (l)I/IHaHCOBHﬁ KpH3UC, MHOTOHAIINO-
HaJbHbIE KOPIIOPALUH, HCKaKEHHbIE CTUMYIbI MEHEIXK-
MEHTa U aKIIHOHEPOB

Bayura D. O., Romanyuk V. M. The Corporate
Governance Systems Transformation During the
Financial Crisis

This paper analyzes the stages of corporate
governance development. It studies the issues and new
challenges in the period of reform, transformation and
convergence of modern corporate governance systems
(models) that emerged in the context of the global
economic crisis of 2008 — 2009. It demonstrates the
causes of gradual accumulation of inefficienciesin large
corporations operating in the global markets. The paper
raisesthe need to find new forms of management for large
businesses. In this context, we describe the strengths
and weaknesses of corporate management in Ukrainian
companies.

Key words. corporate governance systems, global
financial crisis, multinational corporations, distorted
incentives of management and shareholders.
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