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Abstract

Developing countries aim at implementing new bussngolutions, which may lend their credibility met
opinion of investors. For this reason, principlésarporate governance are gaining popularity. Thiparticularly
important to Eastern European countries which wisshow that the post-Soviet era was over a lomg tago and
they want to be perceived as serious business guartespecting fair rules. Principles of good ficecwhich
promote streamlining operations and improve comigsamage shall be submitted to increase the lgyaiftd trust
of business partners. A clear policy, respectirgribhts of all shareholders, compliance with land rules of good
practices allow companies to achieve better firelnsults. Companies exhibiting high standardsaporate
governance create the image of a reliable and nsfiple business partner, which improves their cditipe
position, both the national and international or@&smpany ensuring the high standard of corporatemgance can
count on an extra bonus. Near 75 % of investomsciah the company in which they want to locatdrteaving
prefer the companies with higher level of corpogd@ernance. Moreover, this bonus can range frono131%,
which further motivates the company to respect #spirations of all stakeholders including in cogier
governance’s rules.
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Introduction

Using the experiences of the economies that de@ahegher economic growth rate,
developing countries aim to implement new busirsedstions, which will make them credible in
investors’ eyes. Due to this fact, there is aneased interest in corporate governance. This is
noted to be happening both at the international retttbnal levels, and then penetrating into
companies’ internal structures in the form of codégood practice, adjusted to the social and
cultural conditions as well as to the objectivebécachieved with such codes. This is particularly
important in case of Eastern European countrieg;hwivish to show that the post-Soviet era has
finished and they want to be perceived as seriasinbss partners. It is corporate governance
that can help them to improve the companies’ operaand their image at the same time.
Moreover, an increase in investors’ loyalty andtrencourages them to respect the principles of
corporate governance.

Thedefinition of corporate gover nance

Corporate governance may be defined in multiple svayhe approaches differ and
depend on the economic and political backgroural gifzen country, as well as on the stage of its
development. A.Shleifer and R.Vishny claim thatpayate governance should be treated as a
collection of principles that aim at providing irsters with income on the funds invested
(Shleifer, Vishny, 1997 : 737). R. A. G. Monks aNd Minow define it as finding a way to



maximize wealth creation which would not burden Wigole society with inappropriate costs
(Monks, Minow, 1996 : 63). Corporate governance ksnd of a system which involves legal and
economic institutions. These supervise the corasxt economically effective functioning of
enterprises, levelling any potential conflicts beénw the stakeholders involved
(Oplustil, 2010 : 5). A. Davis sees them from thanp of view of a reconciliation between

individual ambitions and the need to meet the comrmerest of all individuals involved

(Davis, 1997 : 7). International Social and Beheadidcience Dictionary in its definition of

corporate governance stresses the importance oh“allocation of decisions and controlling
rights that is most effective for a company so tthet individuals holding adequate decision-
making competences and information feel responéiblether stakeholders”.

In order to unify the interpretation of corporatevgrnance, OECD explains this idea as a
network of relations between executive staff, mamagnd supervisory bodies, shareholders and
other stakeholders on the basis of which the coyipabjectives, funds to achieve them, as well
as funds to monitor results achieved are set (OEXDD4 : 11). The multiple aspects of the issue
under discussion are reflected in building adequatations between stakeholders within a
company, i.e. models which could be helpful in depmg the competitiveness of economies.

M odels of corpor ate gover nance

The culture of corporate supervision as well asgiples of corporate governance that are
in force in a given country result from its histai and cultural background “... the culturally
established concept of a corporation that assisliscagion, and subsequently influences
legislation and legal and consulting practice seémbe the basis for institutional solutions”
(Lis, Sterniczuk, 2005 : 122). Consequently, théfech both legislature as well as business
practice. Recognizing and respecting them by thitiesh that operate on a given market
encourages investors for further allocation of ®inthnoring them, and thereby ignoring the
company’s interest and entities involved in itsdiioning, on the other hand, may give rise to
concerns about unfair practices, abuses, cheatimgh in turn may lead to a blockage of capital
inflow.

The literature investigating the issue of corporgd®ernance presents a few models of
corporate governance with the following factors ihgvan influence on the model structure
(Weimer, Pape, 1999 : 153):

e concept of the corporation,

e form of a supervising body,



¢ rights of minority shareholders,
e stock market model
e external market control,
e ownership structure
¢ salary levels and dependency of management staff;
Based on the above criteria, four models can kendigsshed: the English-American, the

German, the Latin, and the Japanese one.

Table 1 Model type

English-American model German model Latin model Japanese model
Rudiments of | Instrumental, shareholdef-Institutional Institutional Institutional
the concept of | oriented
the
Corporation
Corporate Single body Double body Usually  sing|eSingle body
supervisory body
bodies
Key groups of | Shareholders Banks, employeessinancial Banks, financial
stakeholders oligarchic groups | holdings, institutions,
government, employees,
oligarchic groups| oligarchic

Stock market | Significant Medium/Significant Medium Significant
role
Ownership Low Medium / High Medium High
concentration
Correlation High Low Medium Low
between
salaries  and
results
Time horizon Short Long Long Long
Examples of | USA, Great Britain, Canada,Germany, Holland| France, Italy,| Japan
countries Australia Switzerland, Spain, Belgium

Sweden, Austria

Denmark, Norway,

Finland, Poland,

Source: J.Weimer, J.C.Pape, The Taxonomy of SysteimCorporate Governance, “Corporate governance. A
International Review” 1999, vol.7, no. 2, s.158/:.] K. A. Lis, H. Sterniczuk, Nadzor korporacyjrigrakéw 2005,
p. 122

The English-American model stresses the prioritytlid shareholders’ interest and
maximization of the values appreciated by them (kdorMinow, 2000 : 75). The institutional
system of corporate governance in this model issttaated upon a single-level board of
directors, who represent the shareholders in a roeet manner. Nearly half of the board

members originate from external groups independérthe directors. The structure of share



ownership is highly dispersed here, mostly duensditutional investors collecting individual
investors.

The German model provides for, next to stakeholdgmsups, the obligations of the
corporation towards the employees. The institutiegatems of corporate governance assumes a
double body: the management board and supervisoaydb The structure of ownership in
Germany results from its poor protection of minpshareholders (Shleifer, Vishny 1997: 769).
The entities that influence corporate governanedanks disposing of their clients investments.

The companies which apply the Latin model haveetwork” structure (Lis, Sterniczuk,
2005 : 136). The supervisory board is appointedrandlled under the consent from the majority
of the shareholders entitled to vote, with the afl¢he minority shareholders being very limited.
The groups with the biggest influence on the stmectof corporate governance are financial
holdings, large family Corporation, and Corporataamtrolled in their smaller or bigger part by
the government.

The Japanese model assumes appointing a boarceofats, which subsequently defines
the corporation strategic objectives. These ohjestinext to the shareholders’ interest, should
also provide for the interests of the entire sgcikt practice, these interests are dominated by th
interest of the Corporation itself as well as tsup of employees (Cooke, Sawa, 1998 : 221).

Applying a proper model of corporate governanceukha@ontribute to improving the
functionality and supervision of companies, as wslto providing them with appropriate level of
the owner's supervision. Managing a company acogrdio the principles of corporate
governance is to improve the effectiveness andspamency of management, to prevent abuse,
reduce misuses, and, consequently, to increasmthpany’s competitiveness.

Acceptance of principlesof corporate governancein Eastern Europe

The implementation and observance of principlesapporate governance depend on the
awareness level of entities operating on the capitaket, with the interest in this issue raising
noticeably during the crisis. “The development @frket economy in Central and Eastern Europe
and the inevitable EU accession by some of the toegrfrom this region have strengthened the
belief that corporate supervision is of central amgnce to the transformation, economic
reconstruction and economic growth of former sati@lountries” (Hashi, 2003: 5).

The ten-year transformation period of Central andt&n European countries still reveals
some distance in terms of the maturity of their pooate governance structure and
undercapitalization of their companies. Neverthglébe former Eastern Bloc countries show

progress in engaging the legal and regulatory enment, even the countries with the weakest



jurisdiction. The most serious obstacle is thédifty to implement and execute the principles
and norms of corporate governance (Bokros, 20®).:1th order to improve this situation some
role models are assumed, which, acting as certagelines, will facilitate the improvement of

relations between stakeholders and control withathbthe internal and external structures,
neutralizing misunderstandings.

Picture 1 Investor groups demanding the observance of principles of corporate governance
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Source: McKinsey Global Investor Opinion SurveyQ@uorporate Governance, 2002

Guided by the instructions of world organizatioBgstern European countries aim to
develop instruments which would prevent abnorneditatnd abuses by any of the stakeholders’
groups engaged in the functioning of a company.yTdee the need to ensure their investors a
feeling of security, therefore they respect theng@ples accepted at the international level and
prepare national documents that follow these ppiesi which in turn provide a basis for codes
of good practice at the level of an individual eptse. The mentality of a society and some
historical background could be a serious obstagle.example can be the approach to the
~whistleblowing” phenomenon, which should be unti®ed as a disclosure by a member of a
given organization an illegal, immoral or unlawfubctice taking place with the consent from the
managing bodies (Rogowski, 2007 : 1). Due to tilséohical context it may be misperceived as a
denunciatory activity. Such interpretation may stesm the mistrust towards state authorities, as
well as from the belief in solving problems insalgiven structure.

Respecting the principles of corporate governas@me of the key criteria that determine
the level of capital inflow in the form of compaslgares. There is a correlation between the level

of corporate governance and company’s competits®n®n one hand, companies which use



their resources effectively, respect all stakehaideghts, and run a clear and transparent policy

show a higher level of corporate governance.

Picture 2 Bonusthat investors are ready to pay for a high standard of cor porate governance
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Source: McKinsey Global Investor Opinion Survey@uorporate Governance, 2002

Companies offering a high level of corporate gogene can count on an extra bonus of
about 29%, which only proves its significance asuttY6% investors in Eastern Europe take it
into consideration. What is more, the bonus mayeafmiom 13% to 34% depending on the
region (McKinsey, 2002 : 5), which is taken int@aent when attracting foreign investors. This
only proves the thesis stated in the title aboe torporate governance can be one of the factors
of corporate competitiveness in Eastern Europechviadditionally motivates companies to
respect all the stakeholders’ rights.

Conclusion

The experiences of well-developed countries engruraentral and Eastern countries to
apply the rules of corporate governance. An addti@rgument are the numbers referring to the
investor groups willing to give their capital torapanies that respect codes of good practice. The
transparency of and free access to company’s aetivas well as openness towards investors
allow such companies to obtain a bonus by sevezatemt higher for the shares purchased.
Furthermore, respecting the principles of corposafgervision according to a model adjusted to
individual structures of the economy indicates utgjuestionable development as well as its
promotion to a higher level. Respecting the prilegpof corporate governance results in
increased investors’ loyalty and trust, which methrescapital market of a given country joining
the group of the world business partners.
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