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Abstract
Motivation: Favorable conditions for the development of corporate governance in Rus-
sia emerged at the beginning of the 90s, together with the commencement of economic 
and political transformation. At the beginning, one of the main factors connected with 
building and developing a corporate governance system was the process of privatization 

of state-owned enterprises and main market reforms. In the subsequent years, more 
factors emerged, such as: further economic reforms, political transformations, adequate 

corporate legislation as well as financial and economic crises.
Aim: The article’s main thrust is to evaluate the impact of financial crisis of 1998 

on the evolution of selected internally and externally mechanisms of corporate governance 
in Russia. 

Results: The article uses theoretical analysis method based on a survey of literature 
and statistical data (especially from Russian Federal Statistics Service). The authors assume 
that the financial crisis of 1998 was a turning-point in the process of the evolution of cor-
porate governance system in Russia. The crisis gave rise to new process of redistribution 
and consolidation of the ownership, caused significant changes in ownership structure 

and the process of building the new type of business groups (holdings). It caused the sig-
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nificant development of the corporate control market (mergers and acquisitions) as well as 
changes in the bankruptcy law.

Keywords: ownership structure; state; corporate control; economic and financial crises
JEL: G32; G34

1. Introduction

The actual operation of the corporate governance system in particular countries 
reveals a variety of solutions emerging from specific economic, political, legal, 
historic or cultural conditions. They result in a particular combination of inter-
nal and external mechanisms as well as supervisory institutions. National sys-
tems, in spite of a long development period, do not constitute a static structure. 
They undergo gradual changes due to certain economic and political events as 
well as undertaken legal solutions.

The analysis of changes in the Russian economy from the late 80s of the XX 
century until now enables the distinction of the main stages of economic trans-
formation as well as the formation of the corporate governance system. The 
authors claim that economic and financial crises were the key contributors 
to the transformation of the corporate governance system in Russia. They in-
voked changes in many supervisory mechanisms.

The main aim of this part of article is to analyse the impact of financial cri-
sis of 1998 on the changes in the selected corporate governance mechanisms 
in Russia. The research was conducted, most of all, on the basis of the analyses 
performed by the leading Russian research centers and statistical data.

2. The state of knowledge

2.1. Corporate governance in Russia before the 1998 crisis

The transformation program in Russia concerned economic liberalization, 
macroeconomic stabilization as well as privatization, which in the early stage 
became the decisive factor influencing the work of Russian enterprises (Ясин, 
1993, p. 128). 3 July 1991 is treated as a contractual beginning of privatization 
period in Russia, when the Supreme Soviet of the Russian Federation passed an 
act on ‘Privatization of State and Municipal Enterprises of the Union of Soviet 
Socialist Republics (USSR). The three types of privatizations, which were to be 
implemented for the state-owned enterprises, were distinguished: a small pri-
vatization, a large-scale privatization as well as a voucher privatization.

The suggested ways of privatizing medium and big enterprises granted ex-
ceptional privileges for employees and managers. First official research con-
nected with ownership structure of 1000 Russian companies was conducted as 
early as in the middle of 1994 by the Russian Marketing Association (Радыгин 
et at., 1995, p. 51). In the examined companies about 66% of stocks went into 
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the hands of the insiders (ordinary employees and managers). Other research 
into ownership structure of Russian companies confirmed those results1. The 
initial ownership structure was described as insider and scattered due to the fact 
that the majority of stocks in many companies went into the hands of ordinary 
workers (Долгопятова, 2010, p. 82). Along with the termination of voucher 
privatization (since 1995) it could be noticed that the participation of ordinary 
employees was greatly reduced for the benefit of managers as well as outsiders. 
Concentration of ownership also appeared. The group which benefited mostly 
in the stage under consideration was the one composed of directors and manag-
ers of the privatized enterprises (Радыгин, 1999b, pp. 54–55).

The state was an important participant of the corporate governance system 
in the mid 90s, despite privatizations. The state at various levels (federal, re-
gional and municipal) kept ownership in enterprises within the so-called se-
curity interests, golden share or residual interests, which did not find a private 
owner (Мальгинов & Радыгин, 2007).

In the first years of developing the corporate governance system, the insti-
tutions that played a crucial role were also banks. Their position resulted mostly 
from their legal ability to participate in the so-called loans for shares, which 
caused that by the end of 1995 the group of leading and financially strong banks 
became the owner of the controlling interests of big industrial enterprises 
(Яковлев & Данилов, 2007, p. 11).

In the first years of transformation, the external corporate governance 
mechanisms played a secondary role in the Russian economy. Until 1998, 
the transactions of mergers and acquisitions were relatively rare and were 
performed mainly by banks which were developing their financial-industrial 
groups (FIGs) (Радыгин, 1999a, p. 95). Capital market, which started its devel-
opment in 1992, played a marginal role in the corporate governance system until 
the crisis of 19982.

2.2. Financial crisis of 1998

The first years of dynamic transformation in Russia were interrupted with 
the August 1998 financial crisis. It was mainly caused by an expansive budg-
etary and exchange rate policy conducted by the government in 1994–1997. 
In the middle of the 90s, the Russian government resigned from financing 
the budget deficit with credits obtained from the Central Bank of the Russian 
Federation and focused on covering deficit with securities (Гайдар, 1999, pp. 
7–11). Lack of consistency in reforming the expenditure part of the budget, 
a ‘soft’ fiscal policy and high interest rates (to increase demand for state se-

1  For example: Russian Economic Barometer (e.g. Аукуционек et al., 1998), Institute 
for Market and Industrial Studies (e.g. Долгопятова, 2001).

2  Among more than 50 thousand of open joint-stock companies operating in Russia 
(including about 30 thousand of comapnies set up in the privatization process), only up 
to about 300 enterprises were listed on stock exchanges until the crisis.
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curities), caused the growth of state debt, which escalated the dependence 
of the economy from the economic situation on the raw material and financial 
markets and from the success of external creditors.

The signs of the incoming crisis could be seen in the economy as early as 
in the second part of 1997. In that year, the internal debt of the country doubled, 
compared to the previous year (from almost 190 to 365 bln USD). Only the debt 
in securities increased from 85.2 to almost 250 bln USD. The increasing debt 
led to the growth of absolute and relative costs of its service. They tripled from 
1996 to 1997 — from 38.2 to 105.7 bln USD. The upward trend in the analyzed 
period related also to the foreign debt (Гайдар, 1999, pp. 26–27).

The culmination of the Russian crisis were the resolutions of the Russian 
Federation government and the Central Bank adopted on 17 September 1998. 
They were composed of three points (Илларионов, 1999, p. 5):

–– changes of exchange rate: from 5.25–7.15 ruble for 1 dollar to the level 6.0–
9.5 ruble for 1 dollar (in practice devaluation of Russian ruble);

–– suspending the service of short-term bonds, next, the cessation of trading 
in them and their restructuring;

–– announcing the 90-day moratorium on the service of external debts by Rus-
sian private companies and banks.
The crisis caused a considerable loss of either external and internal confi-

dence of investors in the government, the Central Bank and the Ministry of Fi-
nance, which meant losing the possibility of gaining financial means and could 
lead to the outflow of capital abroad and consequently bring the necessity 
of turning to inflationary deficit financing. There was a fall in the Russian stock 
exchange, which limited the possibility to attract portfolio investments by pub-
lic companies. The events in the second half of 1998 indicated negative changes 
for the banking sector in Russia. Many banks, which were central subjects for 
FIGs, went bankrupt (Паппе, 2002, p. 35).

The immediate effect of the crisis was a significant deterioration of the most 
important macroeconomic indicators (chart 1). In 1998, the Russian economy 
noted, among others, the drop in Gross Domestic Product (GDP), industrial 
production, investments and the foreign trade turnover (the biggest fall), which 
was caused mainly by the decrease in the ruble exchange rate as well as by un-
favourable economic situation on foreign markets following the Asian crisis 
of 1997.

3. The methodology of research

The period of analysis is 1998–2008, divided into two distinct period sepa-
rated by the financial crisis of 1998 in Russian economy: from the beginning 
of the transformation process and after the crisis of 1998. The paper uses 
the method of analysis of both the scientific literature and the statistical data. 
To achieve the goal formulated in the article, the comprehensive and critical 
literature studies and an analysis of statistical data was conducted.
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The research was conducted, most of all, on the basis of the analyses per-
formed by the leading Russian research centers, including Institute for Indus-
trial and Market Studies (Higher School of Economics in Moscow), Gaidar 
Institute for Economic Policy in Moscow, Russian Economic Barometer, Na-
tional Council of Corporate Governance. Furthermore, the data collected from 
the Russian Federal State Statistics Service (Rosstat) and mergers.ru portal 
(which deals with analyzing the transactions of companies’ takeovers in Russia) 
was used. The article constitutes a part of a broader research project, which aims 
at characterizing the evolution of the Russian corporate governance system.

4. The research process and the results of analysis

4.1. Changes in ownership structure

The crisis opened a new stage of changes in ownership structure of Russian 
companies. The main trends in the field of redistribution of ownership were 
the result of a considerable deterioration in the situation of the Russian bank-
ing system. The bankruptcy of many banks and financial difficulties of those 
that survived the crisis led to the relocation of the assets of industrial enter-
prises into the hands of holding companies and other integrated corporate 
structures. Moreover, the decrease in the value of shares of many companies 
listed on the stock exchange as well as a difficult situation of companies fo-
cused mainly on activities connected with trade and finance and, on the other 
hand, devaluation of the ruble and increase in export competitiveness, initiated 
the dynamic development of industrial sector, especially within the business 
groups (Яковлев & Данилов, 2007, p. 12).

The process of ownership redistribution after the crisis was very intense 
and it affected almost every asset accumulated before the actual economic trans-
formation3. It was characterized mainly by a drop in participation of insiders 
(mostly employees) in ownership and increase in outsiders’ share (resulting 
among others from a significant decline in the companies’ share value). The 
participation of managers increased, although it was not always backed with 
official statistical data, among others, due to extension of informal control car-
ried out by managers — through buying or transferring shares to the compa-
nies connected with them, which statistically meant the increased participation 
of companies in ownership.

3  According to research results of the Russian Economic Barometer as well as the In-
stitute for Industrial and Market Studies (IIMS) by the end of the 90s and at the begin-
ning of the previous decade, the change of the main owners concerned on average about 
6–8% of joint-stock companies every year and according to the research results of the IIMS 
in the years 2001–2004, 30% of joint-stock companies faced the change of the main owner 
(Национальный совет по корпоративному управлению, 2008, p. 24).
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The Rosstat data, concerning the structure of authorized capital of the Russian 
business entities from 2000 (chart 2) serves as a primary confirmation of the de-
scribed trends. In the years 2000–2007, a systematic decrease in the num-
ber of natural persons participating in companies’ ownership (from almost 
16% in 2000 to 3.6% in 2007) could be observed. It meant, on the one hand, 
the falling participation of ordinary workers and, on the other hand, the transfer 
of companies’ assets to the companies set up by managers as well as the process 
of assets’ consolidation within the business groups. Moreover, the participa-
tion of enterprises (commercial organizations) rose from 50% in 2000 to 77.7 % 
in 2007 (over ⅔ of the authorized capital value).

A relatively stable participation of the state in ownership should also be high-
lighted (at all levels), which can be explained by the integration of state owner-
ship within the burgeoning state-owned holding companies, which developed 
mainly in strategic industrial branches. The policy of the state, concerning 
the management of state ownership, focused mainly on consolidating assets into 
holding companies, increasing participation in strategic enterprises to the level 
of controlling interest as well as on privatizing minority stakes in non-strate-
gic sectors (Шпренгер, 2010, p. 121). The principal objective of those activi-
ties was to preserve or form, in strategic branches of the industry, at least one 
state ‘power center’ (центра силы), created from the state-owned elements, 
including unitary companies and blocks of shares. New state-owned holding 
companies were set up and the already existing ones were being strengthened 
(among others Rosnieft’, Rosenergoatom, Rosspirtprom, Gazprom, RAO JeES, 
Aeroflot).

The research results of the Russian research centers clearly confirm the sys-
tematically changing stake of ordinary workers in ownership of companies4. The 
changes in managers’ stake were not explicit. Moreover, the research pointed 
at the growing participation of other enterprises in ownership, which is a sign 
of a developing consolidation of ownership within holding companies.

The period after the crisis of 1998 was characterized by the constantly grow-
ing level of ownership concentration. While at the end of the 90s this level 
reached, on average, about 30%, half of the previous decade was the culminat-
ing point of ownership concentration in Russian companies, which amounted 
to 55%, on average (Долгопятова, 2010, p. 85).

4.2. Changes in the corporate control market

Changes in ownership structure of Russian companies were fostered by the acti-
vation of the corporate control market. While in the mid 90s, corporate control 
was formed internally (among others, by transition of ownership from employ-
ees to managers) or with privatizing transactions. What came to the foreground 
after the crisis were the external transactions that concerned the blocks of com-

4  Among others, the research of the Russian Economic Barometer, Institute for Indus-
trial and Market Studies (Kuznetsov et al., 2008; Долгопятова, 2009).
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pany’s shares (Гайдар, 2004, pp. 338–339). Main entities deciding about 
the dynamic development of the corporate control market were the new busi-
ness groups, mainly of holding company type, which partly substituted FIGs 
that were actively operating before the crisis.

Since 1999, the corporate control market in Russia had been developing dy-
namically. The years 1999–2002 brought to the Russian economy jointly 1305 
transactions from mergers and acquisitions with the total value of 34.6 bln USD 
(table 1). While the number of transactions increased 4.5 times in the period un-
der consideration, their value rose almost 13 times. The average value of trans-
actions increased from almost 12 mln in 1999 to above 96 mln USD in 2002.

In the analyzed period, among the Central and Eastern European countries, 
Russia player the leading role when it comes to the transactions from merg-
ers and acquisitions, which jointly covered about 70% of this region’s mar-
ket and 2.8% of the global market (Авдашева et al., 2007, p. 407). In 2004, 
the value of the transactions from mergers and acquisitions in Russia reached 
9.3% GDP (just to compare, in the United States in 2005 it was 6.6%). National 
market for corporate control was characterized in 2007–2008 by much greater 
dynamics than the global market — compared to the year 2005, the increase 
in value by 112% in 2007 and 94% in 2008 (for the global market 32 and 24% 
respectively) (KPMG, 2013). Very favourable economic situation on interna-
tional raw materials markets definitely boosted the dynamics on the corporate 
control market in Russia.

5. Conclusion

The evolution of the corporate governance system in Russia caused that, in Rus-
sian companies, there is a dominance of internal supervisory mechanisms, 
mainly ownership structure, secondary role of external mechanisms, signifi-
cant role of institutions, formal as well as informal and constantly the same or 
increasing role of the state within various mechanisms. Those features of cor-
porate governance (besides legal, political and cultural conditions) resulted sig-
nificantly from financial and economic crises, which had various grounds.

The key factor for the evolution of the corporate governance system in Russia 
was the financial crisis of 1998. It caused the beginning of a new stage in own-
ership redistribution in the Russian corporate sector, the banking sector lost 
the level of importance in ownership and the integration and consolidation pro-
cess within the business groups (mainly holdings) began. Moreover, the cri-
sis resulted in the increase in significance of the selected market mechanisms 
in the corporate governance system in Russia, including especially the corporate 
control market, which was mainly utilized as a tool for ownership redistribu-
tion. The state again became an active participant of the corporate sector. The 
positive impact of the crisis of 1998 was the improvement in corporate govern-
ance quality standards, especially due to the fact that Russian companies started 
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turning towards international financial markets and that the market supervisory 
mechanisms started being more utilized.
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Appendix

Table 1.
The Russian corporate control market in the years 1999–2008

Specification 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Number of transactions 119 211 435 540 693 1228 1383 1443 1364 1302

Value of transactions  
(in bln USD) 1.4 2.7 12.4 18.1 32.4 27.1 60.2 61.9 127.7 117.0

Average value of transactions 
(in mln USD) 11.8 12.8 73.8 96.4 104.6 114.6 43.5 48.4 114.6 104.7

Relation to GDP (in %) N/A N/A 3.8 4.5 6.6 9.3 6.2 7.9 9.3 6.6

Source: own preparation based on: Слияния и поглощения в России (2014).

Chart 1.
The dynamics of the basic chosen macroeconomic values in Russia in 1997–2002 
(in % compared to the previous year)
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Source: own preparation based on: Федеральная служба государственной статистики (2014).
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Chart 2.
The structure of authorized capital of business entities in Russia according 
to shareholders in the years 2000–2007 (in %)

0% 20% 40% 60% 80% 100%

2007

2004

2003

2002

2001

2000

federal government regional government
municipal government commercial organiza�ons
�nancial organiza�ons non-commercial organiza�ons
ci�zens

Source: own preparation based on: Федеральная служба государственной статистики (2015).
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