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ABSTRACT

- After Voucher Privatization: The Structure of Corporate Ownership |
in Russian Manufacturing industry”

This paper analyses the ownership structure emerging from the Russian
brivatization process, using information from a sample survey of 439 state and
privately-owned manufacturing companies conducted in July 1994, just after
the voucher programme was completed. The Russian ownership structure
calls for a new approach to the analysis of corporate control because of the

" presence of multiple types of owners pursuing conflicting objectives and facing

different constraimts, and because of the weakness of other corporate
governance mechanisms in the Russian economy.

We distinguish four ‘important categories of owners: the state, workers,
managers, and outside investors (of which we consider several types). Our
empirical resuits include new findings on the distribution of ownership. across
these categories, on the implications ‘of alternative privatization metheds for
ownership structure, on the incidence of non-voting and voting shares, and on
the extent of concentration of ownership within groups (with a particular focus
on outside blockholders). As potential determinants of the ownership structure,
we investigate measures of the size, complexity, capital intensity, and
industrial relations of firms, the impact of regulation and other state actions,
and the heterogeneity of the firm's productive activities and of its work-force.
Finally, we examine the effects of ownership structure cn enterprise
performance, measured by labour productivity, several types of restructurmg,
and an overall index of restructuring activity.

We find evidence of positive effacis of private ownership on enterprise
performance. The effects vary across types of private owners, however, with
managerial and institutional investor ownership having the strongest and most
robust impacts, the latter accounted for mostly by investment fund ownership,
which has an impact estimated to be quite large in a number of specifications.
Remarkably, the impact on performance of outsider blockhoiders appears to
be strengthened in the instrumental variables (IV) estimates compared to the
ordinary least squares (OLS) estimates, suggesting that the privatization



investment funds. Significantly, strong evidence is found that institutional
investors In Russia are trying to hold blocks of shares in particular companies,
giving them more influence on behaviour in the key firms that they have
selected than would be implied by the aggregate numbers noted above. The
paper finds that around 39% of privatized firms had an outside blockholder
with at least 10% of voting shares, in large part because each firm appears 1o
have only one outside owner; only 16% of firms that have a 10% blockhelder
have more than one such blockholder. The evidence thus suggests that
institutional investors tend either to acquire large stakes or not to invest at all.
These findings are strengthened when the issue of non-voting shares is taken
into account properly. ‘

The final part of the paper is concerned with whether private ownership affects
performance, measured by labour productivity, restructuring actions and an
index of restructuring. One of the main methodological advances in the paper
is 10 take into account the issue of reverse.causality — the possibility that a
privatization process which was so driven by insider choice might have
selected the better firms for private ownership, and the ‘best firms for insider
domination. The paper finds considerable evidence for this view. The main
finding is that private ownership does improve enterprise performance, with
ownership by managers and by institutional investors having the strongest
effects. '

Thus Russian privatization did not lead to an ideal ownership outcome.
Because institutional investors have taken a blockholder view of voting shares
in selected companies, however, they can exercise some influence in key
sectors. This is already acting to improve enterprise performance. As the
secondary market becomes more established and the capital market becomes
more fiquid, it seems likely that this process will accelerate.




NON-TECHNICAL SUMMARY

Russia has recently undergone what is probably the largest and most rapid
privatization in history. In a period of arcund two years, some 122,000
companies have changed from state to private hands. These dramatic
changes represent one of the most significant elements in the Russian
government’s reform pohcnes But the issue remains open as to who owns
Russian firms now and whether the new private owners can bring to bear
effective governance to transform corporate decision-making, in a situation
where capital market institutions are at best fledgling. This paper draws on the
largest enterprise sample taken in Russia: a random sample of 439 state and
privately-owned firms conducted just after the voucher privatization
programme was completed in July 1994,

We investigate three questions: Who owns and controls Russian firms post-
privatization? What characteristics influenced ownership structure? What are
the effects of different ownership arrangements on corporate governance? The
sample suggests that the privatization process has successfully transformed
the balance of state to private ownership in Russia: from virtually a 100%
share in the Soviet era, the state’s average holding has fallen tc 38% across
all Russian firms (including the 27% of previously state-owned firms which had’
not been privatized by the summer of 1994), and down to only 15% in
privatized enterprises. But the new private owners are nol the external private
actors or institutions typical of Westemn capital markets. Disproportionately,
private ownership has gone into the hands of ‘insiders’ ~ managers, workers or
both. Thus, in all privatized firms, insiders on average hold 66.1% of shares,
divided between workers with 46.2% and managers with 19.6%. Outsiders
hold ‘only 18.9% of all shares. Arialysing firms according to dominant
ownership {a majority stake) shows that 50% of privatized firms are ‘worker
owned’, 15% are ‘management owned and only 9% of enterpnses are
‘outsider owried’. Enterprises fall fairly clearly into these categories. Thus
Russian privatization has led primarily to worker or management ownership.

The second theme of the paper is to explore the factors determining ownership
structures in more detail. We establish that the choice of different options was
significant in determining cwnership structure, with option 1 (one of three
methods that could be chosen by Russian enterprises in the State Privatization
Programme) reducing the probability of insider dominance, and leased buy-out
increasing it. The paper also investigates the nature of outsider ownership,
‘showing that the major outside investors are individuals, domestic firms and
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process may have contained a negative selection bias with respect to
ownership by outside investors.

JEL Classification: C30, G32, L10, L32, L33, P20, P31
Keywords: corporate governance, privatization, Russia, ownership,
restructuring, transition

John S Earle . Saul Estrin

Stockholm Institute of Transition London Business School
Economics : Sussex Place

Department of Economics - Regent's Park

Stockholm Schicol of Economics London NW1 .4SA

Sveavagen 65 ‘ UK

Box 8501 Tel: (44 171) 262 5050 x3354-

S—11383 Stockholm Fax: (44 171) 402 0718

SWEDEN Email: sestrin@Ibs.ac.uk

Tel: (46 8) 736 8680
Fax: (46 8) 316422
Email: ogije@hhs.se

*This paper forms part of a GEPR research project on ‘Inside the Transforming
Firm: A Study of Enterprise Restructuring in Russia’, funded by the ACE-
TACIS programme of the European Commission (award reference T95—4155-
R). The research for the paper was supported by the World Bank Project on
Enterprise Restructuring in Russia, the Central European University
Foundation and the Carnegie Corporation. Part of the analysis was dons while
. Baui Estrin was a Visiting Scholar and John Earle was a Research Associate
at the Stanford University Center for International Security and Arms Control,
whom the authors would like to thank for their support. They are also grateful
to Zuzana Sakova for outstanding assistance; to Erk Berglof, Joseph Blasi,
Amit Bubna, Vladimir Komarov, and especially Ivan Komarov and Zukana
Sakova fer invaluable discussions; and to Qimiao Fan and Une Lee for help in
obtaining the data. All errors of fact or interpretation are the authors’ own.

Submitted 4 September 1997



Table of Contents and List of Figures and Tables
1. Introduction

2. Conceptual Approach and Data

2a. Previous Literature on Corporate Ownership and Control

2b. Amnalyzing Corporate Control in Transitional Economies
Figure 1; Classification of Owners
Figure 2: Classification by Dominant Owner Type

2¢. Previous Research and Our Data
Table 1: Goskomstat Ownership Classification
Table 2: Owmership Composition of Eriterprise Sample
Table 3: Representativeness of Sample by Industry, Region, and Size

3. The Structure of Ownership in Russian Industry

3a. Owmership Structure for State-Owned, Privarized, and De Novo Firms
Table 4: Ownership Structure of State-Owned, Privatized and De Novo Firms
Table 5: Dominant Ownership for State-Owned, Privatized and De Novo Firms
Table 6: Ownership Structure by Dominant Type

3b. Residual State Ownership
Table 7: Distribution of State Ownership
Table 8: Expectations of Privatization in Unprivatized Enterprises

3c. Owmership by Industry, Region, and Size (including weighted), with DNs included
Table 9. Ownership Structure by Industry Group
Table 10; Ownership Structure by Region
Table 11: Ownership Structure by Size Category

Table 12: Estimating the Impact of Industry, Region, and Size on Privatization
‘Status
Table 13: Estimating the Impact of Industry, Region, and Size on Ownership

Structure

4. Methods of Privatizaticn and Ownership Structure
- 4a. Ownership Structure by Method of Privatization

Table 14: Share Ownership Structure by Privatization Method
Table 15: Dominant Owner Category by Privatization Method

4b. Voting Rights
Tzble 16: Share Ownership Structure by Share Type (Voting versus Non-Voting)
Table 17: Dominant Owner Category by Share Ty-pe {Voting versus Non-Voting) -

4c. Does privatization method matter for ownership?
Table 18: Esnmatmg the Impact of Privatization Method on Ownership Structure

5. Concentration and Control in the Privatized Sector




5a. Imputing Ownership Concentration

Table 19:
Table 20:

Number of Shareholders By Dominant Owner Type
Measures of Ownership Concentration

Sk. Concentration and outside blockholders

Tabie 21

Disaggregated Outside Ownership

Table 22: Ownership Structure of Firms with Qutside Blockholders

Table 23:

Measures of Qutside Ownership Concentration

5c. Privatization Methods and Qutside Ownership Concentration
Table 24: Impact of Privatization Method on Qutside Ownership Concentration

6. Determinants of Ownership Structure
6a. Conceptual Framework

- Figure 3: Stylized Decision Tree of the Russian ananzauon Process
6b. Measures of Determinants

Table 25:

Summary Statistics for Determinants of Ownership Structure

6¢. Estimating the Impact of Determinants on Ownership Structure

Table 26:
Table 27;

Table 28:

Table 29:

Impact of Detefminants on Share Ownership: Private (PSH}), Workers
(WSH), Managers (MSH), and Outsiders (OSH)

Impact of Determinants on Qutside Share Ownership: Institutions
(INSTSH) and Individuals (INDSH)

Impact of Determinants on Outside Institutional Ownership: Banks
(BSH), Investment Funds (IFSH), Foreign Investors (FSH), and
Domestic Firms (FIRMSE)

Impact of Determinants on Ownership by Outsxde Blockholding:
Single Blockholder (BLOCKSH]), All Blockholders (BLOCKSSH),
>10% Blockhalders (BLS10SH), >20% Blockholders (BLS205H)

7. Ownership Structure and Enterprise Performance
7a. Measuring Performance

Table 30:

Summary Statistics of Performance Measures

7b. Estimating the Impact of Qwnership Identity on Performance (OLS)

Table 31:
Table 32;
Table 33:
Table 34:
Table 35:
Table 36:
Table 37:

Impact of Shareholding on Restructuring

Impagt of Dominant Owner Type on Restructuring

Impact of Shareholding on Labor Productivity

Impact of Dominant Owner Type on Productivity

Impact of Shareholding on Restructuring: Change of Sales Structure
Impact of Shareholding on Restructuring: Layoffs o
Impact of Shareholding on Restructuring: Split-ups and Msrgers

7c. Estimating the Impact of Qutside Ownership Concentration on Performance (OLS). -

Table 38:
Table 39:
Table 40:
Table 41:

Impact of Qutside Ownership Concéntration on Restructuring: Shares
Impact of Outside Owmiership Concentration on Restructuring: Types
Impact of Qutside Ownership Concentration on Productivity: Shares
impact of Quiside Ownership Concentration on Productivity: Types

Table 42
Imnaacet of Shasrebialdine nn Restructurine: IV Fyviimates



7d. Instfumental Variables Estimates of the Impact of Ownership on Performance

8. Conclusion

Table 42; Impact of Sharehoiding on Restructuring: IV Estimates

Table 43: Impact of Shareholding on Productivity: IV Estimates

Table 44: Impact of Ownership Concentration on Restructuring: IV Estimates
Table 45: Impact of Ownership Concentration on Productivity. IV Estimates




1. Introduction

The recent mass éﬁvatization and the new owrership structure in Russizn industry are not
only fascinating topics with important implications for Russia’s transition to a market economy, but
they also call fora rccons:ideraﬁon of standard analyses of ownership, control, and firm behavior. By
any standard, the Russian privatization program was extraordinarily rapid, involving the “changing
of ownership type” of about 122,000 enterprises since 1992, according to official statistics
(Goskomstat (1996)), and there has been considerable speculasion about the resulting characteristics
and consequences of the corporate ownership and control structure.! The principal discussions have
concerned the extent to which the privatized companies are dominated by “inside” owners - ma;.mgers

" and other employees - and the potential for private cutside investors - paticularly mstitutional
investors such as banks, investment funds, and foreign investors - to enter and exercise control.
Clearly the issue deserves attention, for economic theories predict different perfonninc: of firms,
depending not only on ‘whemerAthey are privately or state-owned and whether privately owned firms
are msider- or outsider-controlled, but also according to whether the controlling group of insiders
consists of managers or workers and whether the outside investors are concentrated or dispersed.?

In the current situation in Russia, the ownership structure and the ability of new private
owners to exercise effective control are particularly important in view of both the substantial
restructuring likely to be necessary for many industrial enterprises - inciuding inter alia the need for
new technologies, quality improvements, and, in many cases, large-scale layoffs and shutdowns - and

the manifest wezkness of alternative governance mechanisms. As in other transitional economies,

1See, e.g., Aoki and Kim (1993), Blasi and Shieifer (1596), Boycko, Shleifer, and Vishny
{1995), Earle and Estrin (1995), Frydman and Rapaczynski (1994), and McFaul (1996). Other
studies are cited below.

: IReviews of Westem literature include Boardman and Vining (1989) on state ownership,

Bonin, Jones and Putterman (1993} on employee ownership; and Blair (1995) and Shieifer and
Vishny (1995) on standard corporate governance issues, including ownership concentration. In
the transition context, see, e.g., Aghion, Blanchard, and Burgess {1994), Earle and Estrin (1995},
and Tirole {1991). '
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credit markets and bank monitoring are undeveloped, competitive forces are only beginning to
operate in both factor and product markets, there is a general lack of refiable information to évaluate
company and_managerial performance, and secondary markets for shares are largely absent?
Moreover, the weakness of the legal framework for corporate goverria.nce, especially the poor
enforcement of managerial obligations and minority Sha.reholc'ler rights, permits corporate decisions
to be determired by the pziva{e.intercsts of the controlling gﬁ'oup‘ Yet there has been surprisingly
little empirical anajysis of the actual ownership structures which have resulted from the various

privatization methods, nor of the degree to which important new owners have been able to translate

_their nominal ownership stzkes into roles in corporate governance and genuine influence over the

behavior of "their" firms.*

This paper analyzes the new ownership structure emerging from the Russian privatization

process using the results from a survey of 439 industrial enterprises conducted in July 1994, just after

the conclusion of the veucher privatization program, We argue that the peculiarities of ownership
structures and financial market institutions in Russia 'reqﬁire a reconsideration of conceptual
approaches to 'the analysis of corporate ownership, control and behaﬁor, Ini the corporate finance
fiterature, the standard aﬁprcach treats the case of a large company characterized by high dispersion
of oWnefship, homogeneity of objectives among all or nearly all owners, and ease of exit through
well-functioning stock markets; in many cases, competitive product and factor markets are also
assumed. While these assumptions may often be violated in market economies as well, and indeed
we argue that they are becoming ever less appropriate with the recent increases in emp!oyée and
instimutional ownership in the U.S. and the partial privatization of farge companies in Western Europe,

they are patently false in Russia, Ownership even of very large Russian companies tends to be much

3por further discussion, see Frydman et af (1993), Earle and Sapatoru (1594), or Berglof
(1995). o
“Ths mast extensive empirical work on Russian ownership structure are Blast (1994,
1995, and 1996} and Blasi and Shleifer (1996). We discuss this work and the limited official data
available in subsection 2¢ below. Discussions of the roles of some particular types of awners in
Russiz can be found in the foliowing: Akamatsu (1995) and Frydmar, Pistor, and Rapaczynski
{1996) on voucher investment funds; Belyanova and Rozinsky (1993), Dittus and Prowse (1996},
and Litwack {1995} on barks; Pistor and Turkewitz (1996) on the state, Earle and Estrin (1996)
on workers: and Shleifer and Vasiliev (1956) on managers. ‘
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less dispersed, and the strong pres'ence of inside and/or state ownership in many firms implies that
objectives may be quite heterogeneous across different groups of owners. .Exit of owners from
Russian firms is usually far from easy; thus, the ownership structure tends to shift only slowly, share
prices (where available) provide little information on ﬁrmrperfonnance, and, Like large blockholders
in the West, outside investors may tend to be locked into their holdings, raising their incentives to
actively monitor managers.® The potential importance of governance by. outside investors is
underlined by the strong presence of insider and state ownership and by the weakness of legal
regulations, competitive markets, and bankruptcy procedures as devices to discipline firm behavior
in-the transition environment, . . '

In section 2a, we briefly review relevant literature on corporate finance and govemance,
embhasizing recent work that recognizes the possibility for some types of divergence of interests
among owners. The situation in many Russian corporations, however, demands closer attention to
conflicting objectives among ﬁvmers, and in section 2b we propose 2 cooperative bargaining model,
skin to Aoki’s (1984) stakeholder mode! of firm behavior, which allows for such ﬁossibilities_
Groups of c')wners are distinguished according to the different objectives each is likely to pursue and

.. the different kinds of constraints each is likely to face (including the ability of the owner to
restructure, to raise new capital, to adopt superior technoi.ogy, etc.). To motivate our subsequént
empirical analysis, we posit illustrative objective functions for the four groups of owners that we
believe to be impertant in the Russian case: the state, workers, managers, and outsiders {of which
we distinguish individual from various kinds of institutional investors). We develop two approaches
to characterizing the determinants of the distribution of ﬁa.rgaining power, in terms of influence on
enterprise behavior, among these groups. With respect to the first api:roach, the bargaining power
of 2 group is a function of its ownership stake, the stakes of the other groups, the concentratioﬁ of
ownership within the membership of the group, the concentration withia the membership of the other
groups, and some other variables, With respect to the second approach, we seek to classify firms
according to their potential control by a dominant gr_oub presumed to hold all bargaining power, and.

we also dis_tinguish firms lacking such a dominant group {in cases where no single group has a large

SCoffee (1951) develops this argument with respect to institutional investors in the U.5.
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shareholding). It is important to emphasize that we view these approaches not as theories susceptible
to econometric testing - for that, n_mch more stricture would be needed - but rather as guides useful
in organizing the data. Nonetheless, our conceptual framework is somewhat novel in that it
recognizes the potential for fundamental conflicts of interest among multiple types of owners of 2
given firm. Standard analyses have largely; neglected this issue, despite the fact that ownership
structures in market economies share some of these featires and are even evolving to some degree
in the direction of greater concentration and heterogeneity of owner-types. Section 2c describes the

existing sources of mformatlon and previous analyses of the post-pnvanz.atton ownership structure

_in Russia, and it-presents our, enterprise data, which was co!lected by the World Bank and the All-

Russia Center for Public Opinion (VTsIOM) in July 1994.

We apply thie approaches to an analysis of the new ownership structure of Russian
.ma.nufacmﬁng industry in section 3. Distinguishing the firms which have unaergone various types
of privatization processes from the remainiﬁg state enterprises and from the newly established private
(Ee novo) firms, section 3a describes the distribution of shares across different types of owners and
the composmon of our sample of ﬁrms according to their ty'pe of dominant owner. Section 3b
discusses the incidence and éharactenstacs of continued state ownership, mcludmg both state
enterprises and the state shareholdmg in partially privatized firms, while section 3¢ presents the
ownership structure for the entire sample of oid Russian manufacturing firms by industry, region, and
size. Our statistical tests provide evidence of systematic selection effects of these charactéristics on
whether. firms are privatized, on the size of the private shareholding, and on the shareholdings of
different types of private owners-. .

Section 4 focuses on the privatized sector, analyzing the results from both the State
Privatization Program and the earlier-injtiated fease-buyouts, the latter repfesenting a process and 2
group of enterprises which has been ignored in most studies. In section 4a, we analyze the differences
in shareho!ding structure and in the pattern of dominant owners emerging from the three options
under the State Program and the lease-buyouts. Section 4b describes the distribution of control nghts
across different types of owners, including a discussion of the different classes of ordinary and
preferred shares in privatized companies in Russia. Although the widespread presence of preferred

shares without voting rights is an important feature of Russian privatization and corporate




govemance, with implications for corporate control and takeovers, they have received little attention
in previous analyses. Finally, section 4¢ reports the results of statistical tests for the effect of

privatization method on share structure. We find that the choice of privatization method was far from

irrelevant, as has sometimes been claimed, and indeed that it had lﬁrge and statistically significant

effects on the resulting ownership structure. , ‘ ‘

In addition to the potentially deleterious effects of insider ownership on corporate governance
and restructuring, a second and more conventional risk of Russia's mass privatization program was
the possibility that it would give rise to a high Jevel of dispersion among outside owners, m:%ny_ of
swhom would have acquired their shares by participating in voucher auctions.® Indeed the two risks
are likely to be complementary inasmuch as insider control is enhanced when outsiders are dispersed,
while more concentrated outside ownership may be mare influential when inside shareholdings are
themselves dispersed among rank-and-file workers. Section 5 uses information from our enterprise

data set to analyze the extent of concentration among owners of particular types. Section 5a provides

measures of dispersion for all owner-types, while section 5t focuses on the prevalence and size of -

different types of outside blockholders, Section Sc reports statistical tests of the impact of the
method of privatization on the size of outside blocks and on the likelihood of a firm having one or
more blockholders of a given size in its ownership structure.

In the sixth section, we analyze potential determinants of ownership structures in Russia,
drawing on the approach of Demsetz and Lehn (1985), who identified value-maximizing size, control
potential, reéulation, and amenity potential as principal sets of causes of the degree of conceqtration
among outside owners of pubﬁcbcorporations in the U.S. As we emphasize throughout the paper,
the issue in Russia is not only the concentration, but also the identity of owners; therefore, we extend
the analysis to consider factors er]y to be important to the state and/or to efqployee—o“mers; and
more generaj]y to cther factors that could hgve differential effects on the valua of the firm to different
types of owners or on their ability to acquire it through the privatization proice'ss. Among the factors

are capital intensity and cost, industrial relations, interference and support from the state, affiliation

*Ovwnership concentration, usually in the form of large blockholders, is of course a central
focus of research on Western corporate govemnance. See, e.g., the summary in Shleifer and
Vishny (1995). '
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with the military-industrial complex, firm “quality,” assets of the firm of particular importance to
workers (including “social assets”™), and the degree of homogeneity of production and the labor force.
Finally, lwg consider the impact of these determinants in the context of an analysis of the structure of
‘bargaining over cwnership rights that was embodied in the design of the Russian privatization
progess. ‘

Section 7 reports the results of our investigation concerning whether interfirm differences in
ownership structure, measured along the dimensions we have presented in the paper, have yet been

translated into differences in enterprise performance. As-proxies for performance in the Russian

situation, we consider fzbor productivity, an index of overall restructuring, the layoff rate, a

dissimilarity index for the structure of sales in 1994 compared to 1990, and the magnitude of
employment change associated with unbundling, and examine their statistical association with the
sharéholdings of different types of owners,. with classification by dominant-owner type, and with the
‘size and presence of outside biockholders, defined in various ways.

Section 8 concludes with a brief summary of the several themes brought out by this research,
and their implications for both the Russian transition to a market economy and for the study of
corporate goverﬁance more generally.

In any discussion of Russian privatization, the questions of timing and data qua]ity alrfiost
inevitably appear, and we close this introduction by describing ocur position on these issues. Some
might -argue that it'is still too early and that the data is of insufficient quality to justify research on
systematic patterns of ownership structures and their relationships with measures of enterprise
performance. The privatization program only finished its first, "mass" phase in mid-1994 {the time
of the survey from which we draw most of our information in this paper), and siles of the remaining

shares and companies have been ongoing since then (albeit at a much slower pace).” Secondary

"Menticn should be made of the so-called “loans for shares prograin’; through which a
very small number of very valuable comparses (typically in mining and other natural resource
sectors) were sold, mostly to banks through auctions organized frequently by the banks
themselves, in 1995, Obviously, our data contains no information on these companies, nor o
thase new banks and financial-industrial groups often said to dominate Russian financial markets.
Our information and analysis is concemed rather with the bulk of industry, at least where “bulk” is
measured by employment rather than by “value” and controversy.
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trading has also been accuring, although again most evidence indicates that it has so far been limited,

But other types of policies (including stabilization) have been continually evolving, and the

environment has been extremely volatile. In a situation of great chaos and uncertainty, random

experimentation may seem to be the order of the day, mzking it hard to make any predictions about

the direction to be taken by “restructuring” enterprises. Moreover, together with all the other

changes, the ways of measuring those changes (accounting systems and statistical reporting) are

themselves changing, making it difficult to monitor and calibrate, a problem still further exacerbated

by the years of near—hy'pcrinﬂétion. Perhaps it would indeed be better to "let the dust settle” a bit

before trying to determine the new {ay of t‘he Eana. _
Against this epistemological pessimism, we would argue that much can be iearned in Russia,

even in the short run, and that the situation is too exciting (and perhaps dangerous) to wait for

historians to sort out in the next generation, Maoreover, if one is ever in the fisture to be able to chart

the path of transition, including thorough understanding of the starting point, then the time for,

gathering data and ﬁ'ying to make sense of events is already slipping away.

. But most importantly, we believe that even the exploratory results offered in this paper are

instructive. The Russian ownership structure is unlike any ever seen in world Eustory and simply
documenting the several dimensions of its uniqueness, of the privatization process that brought it -

about, and of the role of different actors and new owners in that process appears to us to be well

worthwhile. Moreover, to the surprise of many, including to some extent ourselves, the data appear
to indicate that, already in mid-1994, the ownership structure was indeed systematically related to
. enterprise behavior, This remains true even when we treat the ownership structure itself as
endogencus, to try to eliminate any selection biases arising from the privatization process. The future
may be hard to forecast, certainly no less so when the object is Russian corporate governance or
indeed practically any asﬁect of the Russian economy, but we believe that the data and analyses
offered in this paper do contribute to understanding the structure of corporate ownershxp and its

implications in Russia just after the voucher program was compl eted.

2. Conceptual Approach and Data

Previous economic research on the ownership, control, and behavior of firms has generally
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followed one of two paths. A first path, which includes most of the corporate finance literature, has
focussed on the govemnance of large public corporations in developed market economies, while a
-second has compared a particular ownership type - most commonly, either the state enterprise or the
producer cooperitive - with the conventional capitalist firm. Although they are useful starting points,
we argue that the approaches in these literatures are not filly appropriate to grapple with some of the
central corporate control issucé in Russta and 'many other tmnéition economies. The transition feature
which we believe to be particularly important ils the co-existence of multiple types of owners \.»ho

seem likely to have conflicting objectives, who frequently have sizable and rather concentrated stakes,

_and whose behavior is relatively unconstrained by other corporate governance mechanisms and

market institutions. In this section, we first summarize relevant aspects of the previous literature very
briefly, in subsection 2a, in order to evaluatel its ‘applicabiliry to the Russian context. Then we
present; in 2b, the approach io orgé.nizing th_e data that we employ in the rest of this paper.
Subsection 2¢ reviews the existing sources of information on Russian cwnership and corporate
governance and describes our &at'a set; m addition to presenting the sample of what we label as “cld”
enterprises (formerly and/or currently state-owned enterprises), we also analyze the composition of
the “new” (private firms created de novo).. '

It bears emphasis that, afthough we believe analysis of the Russian ownership structure
positively demands a new conceptua! approach, many of the same considerations are also valid, if
somewhat atter_mated, in the Western context. Ownership by managers and nonmanagerial employees
(see, e.g., lBla.s-i and Kruse (1991)) and by institutional investors {e.g., Pound (1992)) zppear 1o be
very much on the rise in marlfe't economies, and these new types of owners co-exist in some
comparties and some couﬁtrits with strong ownership presence by governments and banks, and with
cross-ownership arrangements with “stakeholder” firms; each of these groups, which are also found
in Russia, may plausibly pursue fandamentally different objectives from the cthers. Paradoxically,
the Western ownership structure may be converging in some ways towards the current structure in

Russia, an analysis of which may therefore have broad lessons for other economies as well

2a. Standard Approaches to Corporate Ownership and Control

The relationship between ownership aad control in Jarge firms is complex and multi-




dimensibnal, and 1t is not surprising that research has drastically simplified its analysis. The standard

.approach in the corporate governance and fnance literature assumes that all owners share the same

objective - profit maximization - and looks primarily to concentration of ovwnership, usually via a

large "blockholder," to internalize the benefits of collective action and overcome the agency problems
in monitoring management (see, e.g,, the summaries in Blai.r (1995} and Shieifer and Vishny (1995)).
Discussions of the theoretical possibility of the separation of ownership from contro] have been
around since at jeast Berle and Means (1932) and have mushroom;d iﬁto a large literature on agency
and ownership beginning with Jensen and Meckiing (1976), although only rather recently have the
private bensfits to control by a dominant owner come under direct empirical scrutiny (e.g., Morck,
Shleifer, and Vishny (1982) on entrenchment of managerial owners, and Barclay and Holderness
(1939) on the- premium paid for large blocks of shares).

Theoretical research on possible conflicts among owners has considered managerial versus’
outside ownership (Jensen and Meckling (1976)) and securities with different éombinaﬁons of .c'ohtrol
rights and cash flow claims (Grossman and Hart (1988) and Harris and Raviv (1988)). But t.hese and
ather exarminations of the costs of concentrated ownership (Shieifer and Vishny (1995)) generally
paraliel closely the analysis of the owner-manager relationship in the traditional principal-agent model:
a sihg}e controlling investor is supposed to pursue such typical managerial objectives as prestige,
power, entrenchment, the ability to pursue pet projects, and possibly diversion of assets. The
framework has been expanded by Zwisbel (1995) to consider the case of multiple small blockholders
who together share the control benefits (presumed to be divisible), but the probiem posed is oniy how
to distribute those benefits, not how to resolve conflicts among obj ectives which are fundamentally
opposed.’ In Russia, however, as we shall show, the privatization process has resulted in a'set of
owners that seem likely to have very different objectives, and it is imp]ausible that seccnda.r.y markets

will alter this anytime soon.’

*Jensen and Meckiing (1976) analyze potential conflicts berween debt and equity holders
and between managerizl and outside owners, and Berglof and von Thadden (1994) study the
probiem of differing interests between shori-term and long-term investors, but the divergence of
interests in these cases seems [ikely to be smaller than that between the state, workers, managers,
and outside investors, the very diverse set of dominant actors in the Russian ownership structure.

*We discuss evidence on the evolution of the ownership structure in section 2c. below.
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Moreover, the Russian environment places relatively few constraints on the ability of
controlling owners to pursue non-profit-maximizing objectives. As in other transitional economies,
credit markets and bank monitoring are largely undeveloped, competitive forces are only beginning
to operate in both factor and product markets, there is & genera lack of reliable information to
evaluate company and managerial performance, and secondary markets for shares are almost
completely absent. Moreover, the weakness of the legal framework for corporate governance,
especially the poor enforcement of sanctions on expropriatory behavior by managers or controlling
shareholders, permits corpor.ate decisions to be determined by fhe private interests of a controlling
group. The corporate govefnan_cq problem in Russia is therefore much greater than the conventional
problerﬁ, which focusses on the tendency for managers to overconsume perquisites or pursue pet
projects. Various forms of asset stripping, trarisfer pricing at below-market rates, “spontaneous

pxivatiza_.tiom” and other forms of cutright theft have been rife, and a principal challenge in Russia is

to reduce such abuses as much as pos§ible. _

While the corporate finance literature has focussed on the benefits and costs of block

_ownership, other bodies of research have investigated particular types of ownership forms,

particularly producer cooperatives, entréprencursh.ips, managerial buyouts, and state enterprises,’”®
The basic hypothesis in these literatures is that such firms may behave not as profit meximizers, but
as if they were maximizing other objectives (such s growth, employment, income stability, personal
aggrandizement, pelitical support, or other private benefits), and that they may face different
constraints (for example, in access to external financing or in the costs of collective action) than
“conventional™ firms. Most attention has been paid to producer cooperatives and to state enterprises,
both in comparison with firms owned by private outsiders, and the typtca] approach is to classify firms

into one or the other type, assuming that firms may be discretely classified. While that assumption

“Bonin, J ones, and Putterman {1993) summarize much of the empirical and theoretical

-research on employee ownership; Boardman and Vining (1989) and Megginson, Nash, and Van

Randenborgh (1994) examine the behavior of privatized enterprises; and Shieifer and Vishny
(1994) model the behavior of politicians in state-owned and partially privatized firms. The
literature on managerial ownership stems from Jensen and Meckling (1976) and includes Cubbin
and Leach (1983), McConnell and Servaes (1950), Morck, Shleifer, and Vishny (1988), Short
(1994), and Stulz (1988); while Kaplan (1989) and Smith {1990) examine the performance effects
of management buyouts.
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may fit some empirical situations, in Russia, as we shall show, the ownership stmcﬁre of a typical
industria? firm includes several groups - workers, managers, the state, and various types of p_rivaie
outsiders - and frequently each has substantiel holdings. This creates ambiguities in the classification
of firms, and it suggests that comparisons should embrace a wider set of types than in the typical
pairwise comparison. '

To summasize, an issue which has been relatively little addressed in studies of ownership and
control in market economies, but which is critical for understanding Russia and other transitional
econormies, is how the conflicting interests of different types of owners dre to be represented in the

. decision-making and manifested in the behavior of the firm ¥ To a large extent, how conflicts ameng

owners are resolved is a political question, dependent on the idiosyncrasies of the particular parties

and of the relationships peculiar to the situation. Economists have tended to relegate these issues to

the black box labelled "bargaining power” and been loathe to consider them further. However,
where other bargaining situations have come under the scrutiny of economists {for instance, in union-

mariagement negotiations over wages and employment), the approach has generally drawn from the

theory of cooperative games. Such a bargaining framework may also be applied to the problem of .

resolving differences among owners with different objectives.-
.

2h. Corporate Control in a Bargaining Framework

The implication of this reasoring is that corporate control may be analyzed as the outcome

of bargaining 2mong the owners of the firm. Analogously to other bargaining games, the outcome
will be a function of the different objectives and the relative bargaining power of the parties
concerned. In the ownership-control example, moreover, there are some natural ways to

parameterize bargaining power. The most important set of vaniables involves the distribution across

YThere is also the issue of how to characterize the environment of a multiple-owner-type-
fim. If producer cooperatives face discrimination in capital markets or if state-owned firms have
advantages in extracting support from the treasury, to what extent are such attributes velid for
mixed worker-outsider-owned companies or mixed state~pnvate firms?

"One of the consequences of avoiding these issues is an identification problem in most

bargaining analyses. In general it is impossible to distinguish whether differences in outcarnes are

due to differences in bargaining power or differences in the ob}ectlves of the pa.rtles
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groups of voting shareholdings, which confer the right to participate in decision-making, and the

concentration of ownership within the groups. We define groups of owners such that objectives may

. be reasonably homogeneous within groups. The motivation for including ownership concentration

as & bargaining power determinant is, of course, the problems. of collective action associated with

exercising the influence associated with a given level of shareholding. But the presence of multiple

groups complicates the conventional analysis of ownership concentration, as we must consider the

level of concentration or dispersion for all groups. First, dispersion within a particelar group is likely
to weaken its bargaining power, *Secoqd, dispersion among other owners {with other objectives) is
likely, ceteris>pa.ribus, to raise a group's ba.rga.i#ing power. -
It is not the purpose of this paper to solve this bargaining model; indeed, to deﬁve an explicit
solution; much more structure would be necessafy. Rather; our intention is only to motivate the
approaches we take to organizing the data in subsequent secticns of the paper: ‘our categorization

of different types of owners; our focus on control righis'(voting shares), and our analysis of

- ownership concentration and of the interactions between different owner-types. For this purpase,

it is useful 1o express the model slightly more forrﬁa.l]y.

The outcome of a cooperative game in w%;.ich all the owners’ interests are represented can be
expressed as the solution to a Nash asymmetric bargaining problem:
=10 (F; 'Ea)“i f .
where I is the joint maximand for all parties, and the F; refer to the objective functions corresponding
to each of several types of owners. The underlined vaniables F, refer to threat points (participation
constraints), and the « to relative bargaining power, where, without loss of generality, we can
normalize so that e, = 1.7 '

In the analysis that follows, we group owners in a number of alternative ways:

’ state versus privare
. state versus private insiders versus private outsiders
. state versus employees versus managers versus private outsiders

. *The formulation here is guite similar in some respects tc the znalysis of Acki (1984), but
the focus there is on different types of stakehelders, including employees, suppliers, and
customers, while here it is on ownership; a more general analysis would subsume both..
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. state versus employees Versus managers versus institutional investors versus individual
outsiders.™

Figore 1: Tree Structure of Types of Qwners

These alternative groupings are shown in ﬁgure 1. Atthetop Tevel, owners are divided into

state and private. Many discussions of privatization focus only on the state-private distinction, but,
as we have argued elsewhere (1995), it may be important to consider differences among private
owners: insiders versus outsiders and different types of insiders and outsiders. Within insiders, we

distinguish managers from workers, and within outsiders we distinguish different types of investars,

including individuals and several kinds of institutions: banks, investment funds, other demestic firms,

and foreign owners." _
The structure of this disaggregation carries implicit assumptions about the degree of similarity
of different types of cwners or about the probability that the different groups could form coalifions:

. all private owners versus the state, or insiders versus outsiders. It is possible, of course, that the

coalitions that are formed in practice differ from this characterization, for instance that managers and
state bureaucrats are ﬁes, that insiders team up with the state to oppose restructuring promoteél by
outsiders, or that managers and some outside investars work hand-in-hand. Although anecdotal
evidence of each of these examples is not hard to find, their relative prevalence in the overall pattern
is more difficult to identify. We attempt to do so by analyzing the association of different types of
owners in our empirical anélysis, below.

Analyzed at the morst'disaggreg‘ated Jevel (but not distinguishing different types of outside
investors), the firm’s objective function would appear as follows:
T = (S-S)=(W-W)=(M-M)™(0-Q),
where S, W, M, and O, correspend to the major groups in the ownership structure of Russian

enterprises: the state, workers, managers, and outsiders, respectively.

14Eor the purpose of several analyses, we also disaggregate private institutional investors
into banks, investment funds, Jomestic firms, and foreign investors.

BThese distinctions may also be justified as refiecting possible differences in ownership
concentration, rather than just in the objectives pursued by particular types of owners. To some
extent managers may be thought of simply as a concentrated group of insiders, and some
institutional investors as just a concentrated group of individual investors.
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Our purpose in this paper is not to model corporate behavior explicitly, which renders it
unnecessa:y for us to posit a precise functional form and set of arguments contained in each group’s
objective function. But it is not difficult to motivate this categorization of types of owners. Asan
example, we may suggest the' following sets of arguments:
$=S(Pgm, Taxes, Employment, Supplies, Benefits, Votes),

W=W{(Bym, Employment, Wages, Hours of Work, Employee Benefits),

M=M(P,,7, Managerial Perquisites, Size of Firm, Other Manageria! Benefits),

0=0{B,m, Other Private Benefits), .

where B, is the propoitionate shareholding of the i* shareholder group (with i = §, W, M, and O,

_ alternatively, and Eff;=1), = = pﬁ)ﬁts (shared proportionately across shareholders), and the other

variables are self-explanatory.
In this formulation, each type of owner cares about profits, but only to the extent of its own

ownership stzke (B). Thus, an important channel through which privatization may have an impact

- on enterprise behavior is by raising the weight attached to profits in the objective functions of private

actors {as in Boycko ef af (1996)). The inclusion of several additional argumeats in the objective

" functions for the state and for inside owners lustrates their tendency to pursue objectives at variance

with value maximization. Omitted here are the poésib]e negative impacts of state and inside
ownership on firm performance due to lack of ability on the part of state bureaucrats or incumbent
insiders, due to greater problems in raising outside capital, and due to more difficulty in transferring
ownershi;; 10 new owners better able to manage the company (entrenchment). The objective function
for outsiders also includes arguments other than profits, however; such private benefits may be
pecuniary (associated, for msr.ance, with production complementarities or with diversion of the firm’s
cash fiow) or nonpecuniary (for instance, amenities from control, as in Demsetz and Lehn (1985)).
Some types of outside owners may be mere likely to place higher weights on private benefits relative |
to profits: customers and suppliers, including banks, have an interest in transfer pricing arrangements

that allow them to capture 2 higher proportion of the enterprise’s cash flow. '

15Un.:'lg:r the assumption (as in Jensen and Meckling (1976)) that managers have complete
control, outside investors have no opportunity to pursue non-value maximizing objectives, so the

- standard approach is to contrast outsiders who maximize value and insiders who pursue other
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Turning to the bargaining power parameters, we argue that the o, are in general likely to be
functions of the ownership structure, especially the prop_ortion of voting shares (v) and degree of
shareholding concentration (x)."” It'is important to distinguish concentration among owners of 2
particular type (x) from concentration a:ﬁong other types of owners with potentially conflicting
objectives (x,). In addition, there could be some owner-specific variables ()

&= oY Y % K %D
According to this approach, any action of the firm (for instance, some performance or restructuring
indicater) can be related to the objective functions and bargaining power parameters, principally
-measures of share ownership and conceniration of different kinds of owners.
In our empirical analysis below, we primarily focus on the distribution and concentration of

sﬁareho]dings as the determinant of relative bargaining power across owner-types, As we show,

however, the ownership structure of many firms is dominated by a single type of owner. either the
state, workers, managers, or outsiders. In such firms, it may be more appropriate to characterize
bargaining power as completely held by the dominant owner-type; so that, if owner type / dominates, - |

the objective function of the firm is the same as the owner type’s:

objectives as well. The analysis here brings out the possibility that each type of owner may
attempt to use the company to produce private benefits; even if it is plausible that outside
investors with no other connection to the firm are more likely than other {ypes of owners to be
oriented towards profits, the issue is ultimately an empirical one.

"It is important to distinguish alf shares (B in the analysis above) from voting shares (y)
the propomon of ownership of all shares represents cash flow rights and directly affects the
owner's abjectives, while the proportion of ownership of voting shares represents control rights
and directly affects the owner’s bargaining power. A second-order effect on bargaining power
could also come from all shares, inasmuch as a larger stake in the financial outcome of a firm
might raise the willingness of a group of sharchoiders to bear the costs of collective action.

Far example, the bargaining power of worker-owners might be enhanced if employees
are organized as a trade union. ’

"In this framework, ownership concentration has potential costs (as well a5 potential
benefits, of course), given that each type of owner has an interest in some type of private benefit, .
in addition to the shared interest in profits. The framework thus extends work on public
corporations in the UU.S. by Morck, Shieifer, and Vishny (1988), and others, who discuss the non-
monotanicity in the impact of manageriai ownership on market value, and by Barclay and
Holderness {1989), who measure the private benefits to control by the premium paid for large
blocks of shares,

15
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Such an approach is implicit in many comparative institutional analyses, whether of state-owred

versus private firms or of worker cooperatives versus conventional capitalist firms: dominant

ownership by some individual or group is presumed to yield absolute contro} of the company.

Different ownership types are thought to differ qualitatively, or at least the differences are so non-

linear in the ownership shares that categoﬁés are a better approximation than are continuous

variables. These studies normally specify some performance or behavicral variables as functions of
dummy variables indicating the ownership form, and some other covariates.” In our application of .
this approach to the Russian data, we shall also distinguish firms for which it appears that no owner

is clearly dominant, and classify these separately.

We finé it useful to organize the classification of owners as shown in figure 2. At the top
level, we divide firms into “old” and “new,” depending on whether they existed as state enterprises
prior to the beginning of economic liberalization or are recently created, de novo. Of course, this
distinction may not always be entirely clear,r as new legal entitities may be simply continuing the
activities of state organizati: ns, carrying over their structures, equipment, personnel, and ways of
operating. However, prior empirical work on both Russiz and Ea.st Eurppean countries has found
enormous differences - in size, industry, and behavior - between firms classified as de novo (DNs})
and those which existed in the ;}re-reforrn period.? In any case, our focus on describing the
ownership structure in the manufacturing sector renders the argument somewhat less important, given
the likely Jow incidence of fiew private firms in activities whick are for the most part already

overdeveloped and declining, as well as highly capital-intensive.” Indeed, for most purposes we shall

PIn most of the studies ¢ited in Bonin, Jones, and Putterman's (1993) review of producer
_cooperatives, the variable of interest is a dummy equal to one for a coop and zero for a
“conventional capitalist firm." The studies of private versus state ownership cited in Boardman
and Vining (1989) use a dummy to indicate the two categories.

YSee, e.g., Earle and Estrin (1995) on Poland; Earle, Estrin, and Leshchenko {1956} on
Russia; and Richter and Schaffer (1996) on Russia.

20y, fact, the poor quality of statistics on new startup companies precludes strong ‘
statements about the proportion of new private firms in manufacturing or elsewhere, but all partial
indicators suppon the contention that entrepreneurs have formed new companies predommantly
in the service sector. We present some ofﬁmai information on the new private sector in section 3¢
below,
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restrict our attention to the large firms emerging from the state sector.
Figure 2:. Classification of Qwnership Forms (Tree) ,

Continuing with the group of pre-existing (“old”) firms, we may divide types of owners into
state (“SO™) and private (“PQ"). 8Os are divided into firms which have been partially, but not
majority privatized (“PS0”), and those which remain 100 percent st_alte (“SSO™). As before, we
divide firms dominated by private ownership, the Pds, into insider- and outsider-dominated (“10”
and “Q0™) and I0s are divided into worker- and manager-dominated (“'WO" and “MO™). In bo‘th
divisions, we zlso distinguish a group of firms that cannot be clearly classified: “NO™ refers to firms
which are PO but are not clearly either IO or OO, while “INO” refers to firms which are 10 but not
clearly either WO or MO. Finally, institutional owners may be divided into banks, investment funds,

domestic firms, and foreign investors. Each of these may be associated with somewhat diﬁ'erent"

objectives and thus different enterprise behavior, although we shall see that certain types are much

more numerous than others in Russia: in general, the incidence of OQ firms is so low that our sample .

is insufficiently l#rge to permit further disaggregation into. types.® The precise empirical
impiemen;étion of these concepts (including the definitions which we employ of “clearly classifiable”

and “not clearly clasgiﬁ_abSe”) is described in section 3a below.

2c. Data on the Post-Privatization Ownership Structure in Russia

Only limited information has been available concerning the results of the privatization process
for the structure of corporate ownership in Russia. The State Property Committee (GKI) released
data.on the numbers of privatizations, including some of their characteristics, but rather little on the
actual ownership results. Table 1 shows the informatior available from the Goskomstat (1996) on

the ownership of industrial firms.® The only published classification divides firms into “state,”

“mixed.” and “private,” although these catepories are not defined. We conjecture that “state” implies '

100 percent state ownership, “private” implies 100 percent private ownership, and “mixed” contains

ZWe do disaggregate outside investors when we analyze shareholdings and concentration,
however, ’ _

4 few more indicators are available from the Goskomstat conceiming the privatization of
all enterprises, not restricted to the industrial sector, Because our sample is manufacturing firms,
we teport only the industry statistics of the Goskomstat.
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firms that are patially state- and partially privately owned.

Table 1: Ownership Classification of Industrial Enterprises: Goskomstat Data
. More infornation is av;ilab]e from several sﬁwcys. Pistor (1994) reports, based on 2 sample

of 36 privatized firms in six regions (Moscow, Novgored, Yaroslavl, Ivanovo, Perm, Sverdiovsk),
that all employees together (workers and managers are not reported separately) owned an average

of 62 pcrcént of alt shares, outsiders held an average of 19 percent, and the state retained 19 percent

in 1993, Webster ef af (1994) report on 92 privatized firms in Moscovskaya and Vladimirskaya

oblasts in October 1993 that total employes ownership averaged 61 percent, of which managers held
. .17 percent (the size of the other holdings are unclear). Radygin (1996) reports'52 percent owm'arship
" - by workers, 14 percent by management, 19.5 percent by cutsiders, and 14 percent by the state,
although the sampling and coverage of this study is unclear. ’ ) .

Ruch of the best information comes from the surveys organized by Joseph Blasi, and reported
in Blasi (1994, 1995, and 1'996), and Blasi and Shleifer (1996). Data from a survey of 127 privatized
firms in 1993 indicate that insiders held on average some 65 percent of the shares in 1953, of which
9 percent was held by top managers. Qutsiders held only 22 percent, ;.»hi]e the state accounted for
the remaining 13 percent. Indeed, on the general orders of magnitude of the average shareholdings
of these groups in firms in the mass privatization program, there appears to be considerable |
agreement, alse with our survey results, as we discuss below. :
The existing sources of information have several drawbacks, however. The sample sizes are

small, and sample selection was non-random. Moreover, with the exception of Webster ef af (1994),
it appears that all data pertain only to anterprisés privatized through the State Privatization Program,
omitting enterprises privatized through leasing arrangemeats. Yet to omit leased enterprises is to
omit an important part of Russian corporate structure. Goskomstat (1996) reports over 25 percent
of completed privatizations of enterprises 25 lease buyouts over the years 1993-05, a result consistent

with our survey data (although the latter apply only to manufacturing), as we discuss below.

The percentage of firms privatized through lease buyouts was 29.5, 20.8, and 29.8 ofa
total of 42,924, 21,905, and 10,152 firms privatized in 1993, 1994, and 1955, respectively,
. according to Goskomstat (1996), Table 10.4.6. Webster ef af (1994) find that leased enterprises
were 50 percent more numerous than those in the State Program in the two oblasts they studied,
but this appears to be an overestimate of the importance of leased firms on 2 national basis.
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Previous research has alse omitted any analysis of firms remaining 100 percent state owned;
instead the focus has always been on firms which have participated in privatization (and almost always'
the State Program, as noted above). -For instance, in an otherwise fairly detailed study of state
ownership after privatization in Russia, Pistor and Turkewitz (1996} provide no indication of the
proportion of firms that had no shares privatized whatsoever. Yet-both because some firms were
prohibited from privatizing (partimlérly some of those in the mi[itary—industrial tompiex) and because
the m’anagers of others may have been reluctant to de so, the numbers remaihing with the s:tate could
be large. As shown in Table .], Goskomstat (1996) reparts that 9 percent of industrial enterprises and
. .16 percent of industriat emplnymém were in the state, municipal, or public institution categories.
Again, as we show below, our results are quite consistent, enabling us to use other information these
firms to provide a more complete picture of the ownership and behavior of Russian enterprises.

In addition to the sample size and selection problems, the existing studies of Russian
corporate ownership suffer from lack of information about such important institutional details as the
prevalence of non-voting shares, As we shall show, a significant proportion of insider and state
holdings are actually non-voting, which has potentially crucia} implications for corporate control in
general, and for the role of outsiders in particular. More generally, our survey information is quite
- richin collateral information which we exploit to draw up a fuller portrait of the corporate ownership

structure.

The survey from which we draw our data was organized by the World Bank and conducted

by VTsIOM {the All-Russia Center for Research on Public Gpinion) in 439 companies during June

and July 1994, just at the close of the voucher privatization process. 394 fimms were randomly
selected from a complete list of the population of manufacturing firms in Russia with at least 15
employeés in 1991, stratified by industry and region to ensure representativeness. In addition to this
- sample, which includes both state-owned-and privatiied enterprises, an additional 45 nwnufaauﬁng
firms in the new pirivate sector were interviewed based on regional lists of all companies. As far as
we know, this data set is the largest and most representative source containing detailed omersl:lip
and other information on industrial firms in Russia. More information about the survey and sampliI;g

can be found in Lee (1996).

Table 2 shows the ownership composition of the émerprise sample. Of 430 firms which
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provided sufficient information to be classified, 86 were 100 percent state-owned, 299 had undergone
some, at least partial, privatization process (listed as “pfivatized”), and 45 were newly created private
enterprises.® These categories do not match those of the Goskomstat (1996}, because the latter does
not distinguish new private firms from privatized enterprises formerly owned by the state - yet we

have arpued that this is an important distinction. Nonetheless, it is apparent that our sample under-

' represents new private firms, certainly in terms of number and possibly also in terms of employment

and sales.” Concerning the division of “old” enterprises, those that are or were state-owned, the
results are quite consistent with the Goskomsat data from table 1. Roughly ane-quarter of old firms
remain 100 percent state-owred, while zbout three-quarters have been privatized, at least partially.

The overall ownership structure in old enterprises (both privatized and 100 percent state) and in de

_novo firms is analyzed in section 32, and state ownership is analyzed in section 3b, below.

. Table2: Ownership Composition of Enterprise Sample

One potential disadvan‘tage of the dara set is that the ownership structure may have evolved
significantly, particularly as the state privatizes its réma.ining holdings and 2s employees Bcgin to sell
their sﬁa:es (a possbility we emphasized in Earle and Estrin (1993)). From other evidence, however,
it appears that.rather few such sales have taken place. The so-calied “investment auctions™ have
followed a very slow pace, and the infamous “loans.-fnr-sha:es" program covered only a small number
of comparies (if very valuable cnes, particularly in mining industries); thus, the state share has .

changed little in most companies. Moreover, it appears that there have been relatively few sales by

"employees. According to Blasi and Shleifer (1996) the median across all firms of both employee and

%Having "undergone privatization” here means that a formerly state-owned enterprise has
either been bought out through a leasing arrangement o that it participated in the State
Privatization Program (discussed in section 3a, below), buf not necessarily, as the table
demonstrates, that state ownership 15 zero. Indeed, we shall show that some *privatized” firms

- remained, at the conclusion of voucher privatization in July 1994, overwhelmingly owned by the

state.

Tn fact, it is difficult to know how representative or unrepresentative our e nove sample
is. The state and privatized firms, on the one hand, and the new private companies, on the other,
were drawn &om two different population lists. Incomplete reporting, and the difficulty of
visiting a strictly proportional number of new private firms, resulted in the new private sector
probably being under-represented in terms of numbers and over-represented in terms of
employment. De Novo firms are discussed further in section 3a, below. ’
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voucher find sales was 0 percent of all shares (and only 4 and 1 percent, respectively, on average), -

implying that the share structure has rot changed at all in more than half of their companies.

Moreover, any expectations of a quick and dramatic sell-off by employees to outsideré, such as
occured in Japan in the post- war period (Aoki and Kim (1995)), are contradicted by the results.
reported by Blasi et al (1997) for the year 1996, when employee ownership, both that of managers

will evolve in the longer run. Regardiess of how quickly it does so, however, we find it useful to;
analyze the ownership structure just at the conclusion of the mass phase of Russia’s privatization
program, which as we show aceounted for the overwhelming bulk of the privatization process, and

we leave 1o future research the investigation of the subsequent evelution of that structure,

o
i
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and of workers, actually rose slightly compared to the previous year. No doubt the share structure.
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To examine representativeness, table 3 shows the composition of the World Bank sample of -

“old firms” (the 394 state-owned and privatized companies, excluding the 45 firms in the new private :

sector) by our groupings of industry, region, and size (the definitions are explained in the tables). We

also show the comparable ﬁgﬁres from the popuiaticn of 10,582 firms from-which the sample was. -

. drawn. . Although sample selection was stratified by industry and region, some non-

representativeness in the number of enterprises crept in. It is particufarly the machine-building sector-

(both heavy and light), already quite large in the Russian economy, which appears to be over-
representaci in the sample. Fuel and energy and metals and chemicals are also over-represented, white

wood and construction materials and consumer goods are under-represented. When weighted by

.. 1994 employment, however, the discrepancy is much less: for instance, 40.7 percent of Russian °

- industrial employment was in machine-building, while the corresponding sample percentage is only. ‘

44.7 percent (see alsa Commander, Dhar, and Yemtsov (1995)). The survey exhibits soine bias

towards larger firms, but regional disq-epanéics‘between sample and population appear to be mindmal.

Although the sample is not perfectly representative, its coverage is broad enough (within industry)
so that we believe it contains much information of value on ownership structure and corporate contral
in Russian industry as 2 whole, -
Table 3: Characteristics of Sample Survey Data Compared With Goskomstat Registry

Finally, the table also shows the compasition of the de novo sample. .A]though most of this

paper focusses on the old firms that existed under the Soviet system, that account for nearly all
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industrial output still today, and that face the difficult task of restructuring, we also znalyze the
ownership structure of the de novo firms in the next section, since they were included in the Wnriéi
Bank survey. Moreover, the characteristics of the new firms, as shown in table 3, contrast with those
of the old in interesting ways. The biggest difference Is size: 93 percent had fewer than 200
empléye&s in 1994, while only 7 percent were in the 200-1000 range.” ‘The regional distribution is
also somewhart different, with disproportionate numbers of new firms in Mascow and East Sibera,
and disproportionately few in West Siberia and the Northern raéion., although the small sample size
precludes strong inferences. The industrial distribution of new and old firms is rather similar, with
the exception of the greater prevalence of de noves in wood and construction materials (possbly
associated with the boom in private construction) and their complete zbsence in fuel and energy.
3. Tﬂe Structure of Corporate Owncrﬁhip in Russian Industry

In this section, we examiné the overall ownership structure in Russian manufacturing industry.
Section 3a presents the basic results of the paper concerning the distribution of shares among r_liﬁ'erentr
types of owners for both “old” (formerly and currently state-owned) and “new” {de novo) firms.
Section 3b examines residual state ownership, including the intentions or expectations reported by
respondents inside the enterprises that remain 100 percent in state hands, with respect to their
possible future privatization. The extent to which the state haﬁ_retained shares as well as the overall
ownership structure varies wide]j.' by industrial, regional, and size categories of firms, patterns that

we analyze in section 3c.

3a. Ownership Structure
Table 4 shows the share ownership structure iﬁ our sample of Russian firms as of July 1954,
just after the conclusion of the voucher privati.zatidn program. - The results are shown for companies
_ that have undergone pﬁmtizé.tiom 21l old enterprises (including both privatized firms and those which
remain in 1:_He state sector), and newly createa private companies- (sz). Having “undergone

privatization” here means that a formerly state-owned enterprise has either been bought out through

e use 1994 employment as the size indicators for the de novo firms, because most did
not exist in 1991.
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4 leasing arrangement OF that it participated in the State Privatization Program (discussed in section
3b, below), but not necessarily, as the table demonstrates, that state ownership is zero. Indeed we
shall show that some putatively “privatized” firms remained, at the conclusion of voucher
privatization in July 1594, overwhelmingly owned by the state. By these definitions, the data set
contains information on the ownership structu‘re in 345 firms, of which 246 were privatized, 86 had
not undergone privatization and thus were still heid completely by the state, and 24 wers new private
entities. l '

Table 4: Ownership Structure in Privatized, All Old, an_d De Novo Firms

We hav“e classified types of owners as déscribed in section 2, above: ‘the state, workers,

managers, and outside investors, with the outsiders further divided into foreign investors, domestic

banks, investment firds, other domestic firms, and Endividga]s.” For the most parf, this classification -

is unambiguous. Aside from the fact that a small proportion of owners could not be classified into

these groups,” the chief possibility for ambiguity bes in outsiders, seme of whom could be disguised

 insiders and others who might be state organizations, For instance, the bank might be a "pocket
bank" belonging wholly to or under the comtrol of the enterprise, and the same could be. true of
domestic companies. ~The "individuals” likely inchude close relatives of insiders. "Other domestic
firms" might also include organizations which are partially state-owned, although they were supposed
to be profhibited (for obvious re_a:sons) from acquiring shares of comparies engaged in privatization.

-Lacking information on them, we are forced to agsume that all these groups are truly private

¥ The questionnaire grouped “former workers” togsther with workers and “other non-
bank domestic financial intermediaries” together with investment funds, although the latter
category probably is predominantly represented by voucher investment funds. The questionnaire
also distinguished oblast property funds from federal organs (most importantly the Federal
Property Fund), but we have combined these for the present analysis. h

3we discarded observations where we could not determine if an important owner (with
more than 10 percent of the shares) was state ot private, due to insufficient information. In a few
cases, the “other” category may have been a local government or municipality, for instance.
Where the owner was clearly private but not clearly insider or outsider, we use the information
about private sharehalding, but insider and outsider shareholdings we treat a5 missing. Cases of
clear insider ownerskip with ambiguity whether the owner was a manager or 2 worker are treated
analogously. ’
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outsiders, but we cannot completely exclude the possibility that such anomalous cases exisf.

In companies that had pafticipated in some form of privatization, we find that, on average,
insiders had 66.1 percent of all shares, divided between workers (non-managerizl employees) with
46.2 percent and managers with 19.6, while outsiders held 18.9; the remaining 15 pércem of shareg
were still held by the stats. The nearly two-thirds concentration of shares in the hands of insiders
provides a strong confirmaticn of the widespread speculztions (including our own (1995)) that
employess, espacially non-managerial workers, have been the biggest beneficiaries of the Russian
privatization policies. However, outsiders' shares are not negligible, and later we shall show that they

are distributed across companies unevenly enough to give outsiders dominant ownership in a

* substantial number of companies. Among outsiders, the most important owners are investment funds,

other domestic firms, and individuals, although the last group is likely to be quite dispersed, since they
acquired their stakes mostly by bidding their vouchers singly in the public auctions. By contrast with
the other groups, the shareholdings of banks and fareigners are tiny, which should give pause 10 any
hopes that either group will be playing an important role in corporate governance in the short run,
When the unprivatized enterprises that remain 100 percent state-owned are added, so that we

examine all “oid* firms togsther, the pattern shifts significantly in favor of the state. According to

~ this data set, an average manufacturing firm remains 38 percent in state hands, while the

shareholdings of all types of private owners are reduced accordingly. Moreover, the state
shareholding in privatized firms tends to be much greater in bigger firms. Weighting by 1994
employment, as shown in the columns labelled “weighted” in Table 4, results in an estimate that the
state hoids 25 percent of “privatized” manufacturing industry, and 41.9 percent of all Russian
manufacturing. Outsiders also tend to hold more shares in larger firms: among privatized firms, they
hold 2 weighted average of 20.8 percent. Insiders' stakes, especially those of managers, tend to be
larger in smaller firms; they hold a weighted average of only 42 percent of shares, divided into 30.6
percent for workers and 11 percent for managers, in all old firms. Thus, locked at another way,
outsiders came away wi-th abeut twice as much as managers, and insiders together have well under
50 percent; while the "mass privatization” involved only a bit over half of all {weighted) shares.

“The de novo classification shown in Table 4 was determined by examining several survey

guestions to distiﬁguish firms which consistently reported that they started up with no legal
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predecessors, and that they were not spin-offs or privatized units of a state organization. As we
discussed in section 2, above, there is some inherent ambiguity in cl_a.ssiﬁ&ng any organization as
“new," but our confidence that the distinction is valid is enhanced by the large differences between
them and all "old” firms ' Although only 24 of the de nove firms (DNs) provide ewnership
information, it is clear {and not terribly surprising) that one of the important differences 1s ownership,
as they show hardjy any state ownership whatsoever (one firm has zhout 20 perceat of shares owned
by some state organization, perhaps a local govermment). What is most striking here is the
importance of manageriﬂ ownershib in the DNs in our sample. Nearly two-thirds of all shares are
managerially owned, implying that these firms tend to be entrepreneurships, while workers own und&
7 percent on average. Oxly nonfinancial firms and Russian individuals are represented among
outsiders. ’ ‘

Table 5 tumns to the second approach, an analysis of dominant owers following the
classification shown in the ownership tree in section 2, above. Our definitions of the concepts shown
there are as follows. First of all, we exclude the new private DNs. Next, we have defined an
enterprise as ";tate-owned" (S0) if the state holds at Jeast 50 percent of its shares. The irm is
classified as "privately owned" (PC) if private owners altogether have more than 50 p_ercent.l Among
POs, a firm is “insider-owned” (I0) if al} insiders have more than 40 percent of shares and if they own
at Jeast as much as all outsiders.* The frmis " cutsider-owned" (Q0) if outsiders hoid more than 40
percent and if they own more than the insiders. To handle situations where a0 type of owner is
clearly dominant, we classify a firm as having "nc clear owner” (NQ) if neither outsiders nor insiders
hold more than 40 percent (but the firm is a PO) and 25 “INQ" if the firm is clearly an IO but neither

managers nor workers dominates in the sense of ovwming more than 4G percent of all shares. Thus,

$1Earle-Estrin-Leshchenko (1996) and Richter-Schaffer (1996} examine the de novo firms
in this data set, and Earle-Rose (1996) examine the differences in the characteristics of workers
and the firms for which they work in a data set on Russian individuals, and find large differences
between new and zll old organizations, .

22The 40 percent threshold is arbitrary of course, but we employ it only to ilustrate the
alternative, “dominant owner” approach to examining corporate control in Russia, Moreover, as
we show below, dominant owners in most cases have shareholdings well above 50 percent, and
the results for the classification of firms by dominant ewner type are fairly robust to changes in
the 40 percent threshold. ’ ’
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the number of POs should equal the sum of the numbers of 10s, O0s, and NOs; however, 4 firms in
the sample do not have sufficient information to permit insider shares to be distinguished from
outs1ders .
Table 5; Ownership Category by Privatized and All Old Firms

Amnalyzing the privatized part of the sample in terms of dominant owners, we find that 92°
percent of firms are majority privately awned POs. Just over half of all privatized firms are worker

domisated WOs, while 15 percent are MOs, 9 percent are OOs, 6 percent NOs, and 10 percent INOs.

“Together with manufacturing firms which had not yet begun privatization, the state still dominates

_in one-third of m'anufactuﬁng_'ﬁrms; because the state shareholding tends to be greater in bigger

companiss, the state share is 35 pércent when we weight by ern’plby-ment It is notable that, although
the average shareholding of outsiders is small, the holdings must be rather unevenly spread, for there

is nonstheless a substantal proportion of privatized firms - 9 percent unweighted, 12 percent

~ weighted - where outsiders dominate.

"“Fhe tendency for firms to fall fairly cleanl)-/ into these dominant groups is demenstrated by
Table 6, which shows the ownership stracture for each dominant ownership type. Reading down the
table’s main diagonel, the ceils containing the average pm.'centage of owrership by each type of
dominant owner-group, it is plain that the ciﬁéiﬁcation system has worked to separate ocut the
ambiguous cases. On average, the state owns 91.5 percent in an SO, private owners own 88.6
percent in 2 PO, insiders owa 76 percent inanlQ, workers owr 67.5 percent in 2 WO, managers own
68.6 percent in an MO, and outside investars own 63. 5 percent in an 00. By construction, the INOs
and NOs have no group w1th over 40 percent. The fact that average investment fund ownership in

00s §5 9.5 percent may be due to the legal limitations on share ownership imposed on their

_ ownership, as discussed in section 4, below; other outside investors were not subject to this

limitation. Possibly as a result, investment find ownership is more evenly spread across dominant
owner ty-p;zs than the other types of institutional investors.
Table 6 Ownership Structure By Type of Dominant Owner: All Qid Firms

The table also shows some interesting associations of different types of owners. Among the
Wb, MO, and QO types, state ownership tends to be highest in MOs, although still higher in the INO

and particularly the NO types {an important reason they have no clearly dominant owner). On the
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other hand, both worker and outside owners are more likely to be found as minority owners with each
other zs the dominant éwner 1o being the junior pa&mer of managers in MOs: worker awnership is
about 50 percent larger in OOs and outside ownership is 50 percent larger in WOs than either ty.pe
of owner in MOs. Although it is difficult to draw strong conclusions on the basis of these statistical
associations, there appears to be some support in the data for treating workers and managers as

" distinct groups, rather than lumping them together as “all employees.”™

3b. Residual State Ownership
One of the main ambiguities of the Russian privatization process is that, as we have seen, the
state has retained a large proportion of shares.” According to our datz, and excluding the de novo
sector, the state owned about 42 percent of all shares in old manufacturing enterprises as of July
1994, when wei phted by 1994 employment.  The large state éhareholdhlg results from the
tncompleteness of the privatization process for those firms that did undergo some form of
privatization, from the fact that 2 significant number of firms failed to be privatized whatsoever, and

from the tendency of the state to retain shares in relatively large companies. This subsection Jooks

more closely at the issue of residual state ownership, including the distribution of state holdings and :

the extent of reported plans for privatization among enterprises that had yet to enter the process.®

3Qne reason for the apparent affinity of worker and outside ownership could be the
greater ease for outsiders, facing a given level of total insider share ownership, to control a firm
with more worker ownership and less managerial ownership, due to the probably higher
concentration and possibly better organization among managers relative to workers. A mare
complete analysis should consider what we might.call the “substitutability” or “complementarity”
of different types of owners. According to one hypothesis, for instance, there would be little
difference between concentrated insiders (usually managers) and concentrated outsiders (usually
institutional investors) — the twe types may be substitutes for one another, We attempt to
- examine this in section 7 below, when we group managers and outside blockholders in some
specifications of our performance-ownership structure equations.

MRussia is hardly unique in this respect; see Frydman ef af (1993a and b) or Pistor and
Turkewitz for discussions of other countries. But because of the character and speed of Russia’s,
miass privatization, this point may be even more likely to be overlooked compared to countries
following slower routes of privatization through trade sales and insider buyouts, as in Hungary,
Poland, and Romania.

BOF course, it may be that the state has divested many of its holdings since July 1994, but
it is impassible to know, since official information is lacking. Despite the notoriety of the “loans
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Table 7 shows the distribution of state shares for privatized and all old firms, unweighted and
weighted by employment in 1994. Although there dre no pa.rtial]y privatized firms in the sample with

: a state share exceeding 70 percent, 6.7 percent of all firms that have undergone some privatization
" | process are at least 50 percent state-owned (PSOs). When firms are weighted by their 1994

-+ employment levels, 17.3 percent are still majority state. Indeed, the state has retained at least 10

percent of the shares in 64.8 percent, or almost two-thirds, of putatively privatized firms (weighted).
Table 7: Distribution of Residual State Ownership

The table also shows similar figures for a.ll old firms, including those still 100 percent state-
owned. From this perspective, the state is present at an ownership level of at jeast 10 percent in 51.4
percent, over half of all old industrial companies in Russia, and when Wcighted it is present in 71.7

pércent Indesd, we calculate (in the bottom row, labelled “0") that 48.5 percent of enterprises that

“.. have ﬁndergone privatization, and 354 percent of all old firms, have been privatized 100 percent, so

that the state share is zero; but the completely privatized firms are relatively small, so that the

percentage of old firms drops to 15.5 when weighted by 1994 employment. At the other extreme,

' just over a third (33.4 percent) of all old firms, when weighted, have the state as the majority owner.

The percentage of firms with the largest state shares (60 percent and over) is greater on an

: unweighted than weighted basis, because the SSOs, the 100 percent state-owned firms, tend to be

- small relative to both the PS0s and the POs that have some state share, although the SSOs are larger

than completely privatized firms.
Even in enterprises that are majority privately owned, the state may retain control through
“golden shares” permitted for firms in the State Privatization Program under the Russian privatization

law. Such shares, which could be issued only by the Government of Russia or the State Committee

for shares,” however, most indications point to a greatly slowed rate government divestment after
the conclusion of voucher privatization. Most important should have been the “investment sales,”
the privatization vehicle for which 20 percent of shares in most companies had been reserved, but
they appear to have gone slowly. Inthe only available study of changes of ownership, Blasi and
Shieifer (1996) found for their sample of already privatized firms from December 1993 to
December 1994 that the state shareholding declined by an average of 2.9 perccnt they do not
conSIder unprivatized enterprises.
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on ‘Administration of State Property (GKI)*, carry vete rights over major company decisions -

amendments to the company charter, Equidation, re-organization, etc. - for a three-year period. The

only information that appears to be available on the extent to which goiden shares were issued is:

Goskomstat (1996), which reports 204, 792, and 429 such cases in 1993, 1994,- and 1995,
respectively. This represents about 5 percent of the joint-stock companies established through

privatization during those 3 years, in total.

Our ownership data represent only a snapshot of Russian industry at the conclusion of voucher

privatization, and it is useful to consider whether the firms that had nat yet entered any privatization:

_process in July 1994 would be privatized in the future. The survey questionnaire asked managers of

unprivatization firms to report their anticipation or intentions regarding later privatization. Table 8-

» oW

shows the passible responses: “‘privatization planned within the next 12-18 mosths,

delayed,” or “privatization not planned.” .Of the 77 state-owned enterprises providing answers, just’

over half report that no privatization is planned, while the remaining enterprises are fairly equatly:

divided between those reporting that privatization is planned for the near future and those reporting
it has been delayed (for an unspecified reason}. . l
Table 8: Expectations of Privatization at Unprivatized Enterprises

The table also shows the distribution of privétization expectations using 1994 employment as
a weighting variable. Interestingly, the distribution shifts decisively with 47.7 percent of weighted
enterprises reporting plans for privatization in the near future. Among unprivatized enterprises, size

appears to be positively associated with expectations of privatizatation in the future.

3c. Ownership by Industry, Region, and Size

“Although resezrch on the impact of ownership structure on enterprise behavior usually treats

ownership as exogenous, 2n important strand of literature (originated by Demsetz (1983) and

Demsetz and Lehn (1985)) argues that the extent of concentration among outside investors is a

¥Legally, that is. Pistor and Turkewitz (1996) note that “[e]xceeding their authority,
regional GKIs or regional property funds have frequently decided to...issue a golden share, This
practice forced the natienal GKI to adopt a special resolution that explicitly prohibited such '
astivity.” They provide no estimate of the prevalence of golden shares, :
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function of the costs and benefits of coficentration, including the cost to investoi;s of helding less
diversified portfolios and the benefits arising from better monitoring of managers and from amenities
received by controlling investors. In our view, which v:'e elaborate in section 6, below, this argument
can be extended to the issue of “identity” of owner: the relative importance of different types of
owners is also likely to be related 1o the costs and benefits of each type. There has been some
research on the factors underlying employee ownership (see the summary in Bonin e af (1993}), but
the more general principle of the endogeneity of ownership identity seems not to have been
investigated ¥’ ‘

. . Postponing until section 6 a broader and more detailed consideration of the determinants of
ownership structure, we use the enterprise data set in this section simply to describe the variation in
cwnership patterns by industry, region, and size. Table 9 shows the cwnership structure, both the
average distribution of shares and the pattern of dominant ownership types, by industry group
(branch) for all old firms** It is evident that ownership differs quite significantly across branches of
industry, with the state retaining large stakes in the foel and energy, light machinery, and "other"
sectors, and the lowest stakes in metals, chemicals and consumer goods. Amopng private owners,
insiders - both workers and rmiznagers - are more-commonly found in consumer goods, while outsiders

* prefer heavy and light machinery. Both insiders and cutsiders are disproportionately represented in

. metals and chemicals, which are among the sectors with the highest private shares. Among outside
institutional investors, investment funds are concentrated in the fuel, energy, metals, an& chemicals
sectors, while domestic firms have tended 1o avoid fuel and energy, investing in both heavy and light

~ machinery instead. Individual investors, most of whom would have received shares through' the

;- voucher program, are more evenly distributed across sectors, although with some proclivity towards -

~ heavy machinery.

*'Earle and Rose {1996) use information reported by 2 national sample of individual
workers to examine the determinants of the property status of Russian enterprises. They find no
. systematic differences between privatized and state-owned (non-budgetary) enterprises (except
for the occupations of the workers), but quite large differences between all old enterprises and de
navo firms. ‘ )

*As in table 3, we have constructed the groupings of industries on the basis of
. Goskomstat classifications of the principal product produced by the firm; the detzils are described
in the footnote to that table.
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Teble 9: Ownership Structure by Industry

The percentage distribution of firms by dominant ownership type within each industry g'roup‘

is shown in the panel at the bottom of teble 9, providing another perspective on the heterogeneity in

the ownership structure. The dominant owner types follow the organizatfon of figure 2, above, first -

dividing majority state-owned firms into those that are still 100 percent state-owned (the $S0s) and f

those that are parsially privatized (the PSOs). The probability of remaining state-owned varies widely

dcross sectors, being highest in all types of machinery and in the miscellaneous “other” types of .
manufacturing, The state helds a majority stake in more thaa 40 percent of all firms in the fuel and
. -energy, light machinery, wood and construction materials, and other sectors, but less than 25 percent- :

in the o.thers, but this result in fuel and energy in mostly accounted for by a disproportionate rate of -

partial privatizations. The pattern of insider dominance is fairly consistent with their average

shareh.oldhgs: managers have the highest incidence of dominating consumer goods factories, while

worker dominance is also found in metals and chermicals. Qutsiders dominate most strongly in light -

machinery, secondarily in heavy machinery. Fuel and energy ﬁas a fairly high rate (16 percent) of
INGs, and NOs have the highest incidence in heavy machinery.

Table 10 shows the ownership structure, both sharehaldings and dominant owner-types, by
region.” Regional variations are large, with by far the highest rzte of privatization in the North
Caucasus and the lowest in Moscow and Povolzhski region. Workers have particuiarly iarge
shareholdings in the North Caucasus and managers do in Eastern Siberia. Qutsiders have a particular

lack of success in Moscow. The story appears again somewhat different when viewed in terms of

dominant ownership type: outsiders, for instance, dominate in no firms in the Nosth Caucausus, and '

in very few in Povolzhski and Western Siberia.
Table 10; Qwnership Structure by Region

Table 11 shows the ownership structure, again both in terms of shares and dominant types, .

by size category, where size is measured as number of employees in 1991. Scmewhat surprisingly,

the relation between size and state shareholding is complex, the state stake being fargest at the

»Regional definitions are adjusted Goskomstat categeries, described in the footnote 10
table 3.~ : ' '
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extremes of the distribution: 42.7 percent of shares are state-owned and 35.8 percent of firms are
SOsinthe sﬁallcst size category (up to 200 employees), while 48.5 percent of shares are state-owned
and 50 percent of firms are state-dominated in the largest category {over 5000 employees). There
is & particularly high incidence of partially privatized PSOs in the largest group. Insider ownership -
is most pronounced in medium-sized companies, with a particularly low incidence of 10s, especially
MOs, in the largest category; outsiders have a tendency to concentrate in larger companies and are
" . least prominent in medium-sized firms. These patterns appear fairly clear, despite the small sample

sizes in several cells. . - ‘ e

Table 11: Ownership Structure by Size (number of employees).
The observed variations along industry, region, and size dimensions suggest that there may
have been significant selection effects in Russian privatization. Regarding the prebability of
privatizati oﬁ, the objectives both of the state and of enterprises no doubt had some influence. The
state, or some politicians or bureaucrats, would have attempted to prevent, and in some cases actally
proh:'blted entcrpnses in “strategxc sectors” andfor those with the greatest political sensitivity from
prvatizing.” The legal regulations on leasing were rather murky and contzined neither prohibited nor
target Hsts of enterprises for privatization, so that the influence ‘of the state on the process was only
implicit, but the State Privatization Program explicitly divided firms into those slated for “mandatory
privatization,” thosg able to privatize “voluntarily” (eifhef with GKI or cabinet approval), and those
prokhibited from privatization (see, ¢.g., Frydman es al (1993b) or Boycko et al (1995)). Mandatory
 privatization applisd 1o consumer services and light manufacturing, voluatary privatization with GKI

approval applied to heavy manufacfuring, voluntary privatization with cabinet approval applied to the
" natural resource sector and the most of the Military-Industrial Complex, and privatization was
proh.lblted in railroads, health, and education.

Desprte these lists, the initiative for corporatlzatzon and privafization rested with the insiders
of each firm, the forma! decision being taken by the workers' collective in both the leasing
‘ arrangements and the State Program. Insiders’ interests lay in the expected profitability and riskiness
of’ thé company, the advantages to be ga.i.nec’; from control (suéh as ensuring jobs and social beneﬁts),.
and the expected support from the state. There was genuine fear that subsidies might be cut off to

enterprises once privatized; indeed, to allay this fear Yeltsin issued a decree promising continued
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“non-discriminatory” support to privatizing and privatized companies in Jate 1992. Thus, the pattern
of privatization was influenced by both state and insider interests. l
Regarding the ownership structure among privatized firms, the state in some cases tried to

“keep control, thus affecting the relative size of state and private shareholdings, but in most cases

insider interests probably predominated, given the strbng control by insiders over the privatization

process. Cutsiders could enter onfy under insider-controlled voucher auctions (or in a few casés, cash
auctions) or by buying shares from insiders on secondary markets. As we discuss in the next section,
the insiders’ choices in the State Privatization Program did affect the number of shares (both the total

mmber and the number of voting shares, as we shall see) available to outsiders. Most Importantly,

those choices were infuenced by the cost of buying out the company {(even if tied to July 1992 book

value, it may have been substantial in many cases) compared te receiving a smaller number of shares
free. - Qutsiders” interests largely woould have concerned profitability, as we argued in section 2Zb, but
custorner and supplier companies (including banks) could have had other motives as well. Thus, there
appear to be reasons to suspect that ownership structure should be treated as-endogenous when one

investigates the effects of ownership on corporate performance.

This analysis of the ways in which the interests of various types of owners could affect the

ownership structure emerging from Russian privatization would of sourse be complemented, in a
mare complete treatment of the endogeneity of ownership structure, by a consideration of variabies
representing the costs and benefits to different types of owners and to different levels of concentration
. (s in Demsetz and Lehn (1984} or Prowse (1992)). This effort we leave for section 6, below, and
instead investigate here the independent statistical significance of the ownership patterns across
industries, regions, and size groups of firms, which we have studied above. For this purpose, we
report the results from csﬁméting regression functions for the probabiiity of an old enterprise to be
privatized, in téb!e 1Z, and for the structure of ownersh_ip, in Table 13. \
Table 12; Estimating the Impact of Industry, Region, and Size on Privatization Status
Concerning the probability of privatization, table 12 shows the results from éstimating &
logistic function v.(here the dependent variable takes a value of 1 if the firm has been at least partialfy
privatized (non-S50) and 0 otherwise, with the sample restricted to all old firms. Iﬁdepcndent

variables are dummies for categories of industries, regions, and employment sizes. Overall, the model
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is highly significant (Chi-squared statistic is significant at the .0025 level). Probably due to high
mu!ticollineaﬁ%y among these characteristics, there are few significant coefficients. The bottom of
the table reports the results of Wald tests of the joint significance of each group of variables: the set

of industry dummies is significant at the .07 level, the regional dummies at the .02 level, and the size

" dummies only at- .45,

Table 13 contains similar results from the OLS estimation of functions of private shareholding
(PSH), insider shareholding (ISH), worker shareholding (WSH), manageral shareholding (MSH),
and outsider shareholding (OSH) as dependent variables, and the same groups of industry, region,

_snd size effects on the right-hand side. F-statistics to evaluate the joint significance of the industry,

" régional and size dumsmies, respectively, are shown at the bottom of each equation. While both

industry and region effects are highly significant (at the .01 level) for PSH, size is significant only at ~
the .10 level. All three groups of variables are high]y significant for ISH, but none is sigrificant for
OSH. Among insiders, region seems to have more explanatory power for WSH, while industry has
more for MSHL The adjusted R? is-not very high for any equation but it is extremely low (.0004) for
OSH. -

These results suggest that therc. may have been some selection effects in Russian privatization,
whereby the probability of a firm being privatized was no.t random, but systematically influenced by
characteristics of the firm. Regafding the strucsure of ownership among private owners, it api:ears
thar iasider shareholding is also associated in a systematic way to industry, region, and size
characteristics of the firm, but the outsider éhareholding Idoes not appear to be closely related. We
can tentatively conclude that any study of the relationship between privatization and enterprise
performance must reckon with the possible endogeneity of the probability of privatization, and 10 2
lesser extent, of the ownership structure. We return to these issues in section 6, below, where we

analyze.a broader set of determiriants of ownership structure, and in section 7, where we estimate

- various equations for enterprise restructuring and performance, in some.cases treating ownership as

endogenous.

4. Methods of Privatization and Ownership Structure

This section describes the impact of privatization on the structure of ownership in Russian
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industrial enterprises which were included in the privatization process. Section 4a describes the
ownership patterns emerging from the various methods of privatization, emphasizing not only the
extent of private ownership, but also its division between insiders and outsiders, and the division
among different types of insiders and outsiders. We examine both the distribution of shareholdings
and the incidence of “dominant-owner-types,” finding substantial differences in the outcomes of
different privatization methods. '
A neg]ected feature of corporate- ownership in Russia is the existence of two types of shares
that carry cash-flow rights but no voting rights. Section 4b discusses how non- voting shares arose

and reports our estimates of their incidence, which enables us to examine the implied structure of

control rights from takihg only voting shares into account, While Grossman and Hart (1986) have

emphasized the contre! dimensicn of ownership, and Grossman and Hart (1988) and Harris and Raviv
{1988) have explicitly considered the efficiency of “one share-one vote™ rules, the issue appears in
a somewhat different light Ln Russia: because non-voting shares are held exclusively by insiders or
by the state, taking them into account raises the proportion of control rights in the hands of outside:
investors. Finally, in section 4c, we employ regression analysis to test whether the observed
differences across different methods of privatization in the structure of ownership and in the pattern

of dominant cwners, measured both as all shares and as voting shares, are statistically significant,

4a. Privatization Methods and Qutcomes

The purpose of this section is to describe the outcemes of the various privatization methods
applied to large enterpnses_m Russia*® Some authors (for instance, Blasi (1996)), have contended
that essentially ali methods of privatization in Russiz have led to the same result: insider bﬁyout. In,
fact, we ;Emd that the share ownership structure and pattern of dominant ownership varies sigrificantly
according to the method of privatization which was employed, as shown in Tables 14 and 15.
Table 14: Share Ownership Structure by Privdtization Method
Table 15: Dominant Owner-Type by Privatization Method

“O(3reater detail on the policies themselves can be found in the books by Frydman et al
{1993b) and Boycko, Shleifer and Vishny (1995), although the latter volume omits any discussion
of leasing arrangements.
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The tables show the four principle methods by which large enter;.)rises were privatized in
Russia: u_ptibns 1,2, and 3 of the State Privatization Program, which was implemented from late 1902
until mid-1594, arltd lease huyout, whereby assets were originally leased mostly in 1990-92 and usually
acquired subsequently by the employees.”! While the most common method is clearly option 2 of the
state program, the method whereby 51 percent of 1l shares were sold to the employees at a price of
1.7 times the July 1992 book value-of the company {during = period of near hyper-inflation), it
nonetheless accounts for less than half of all privatizations.® The main reason for the discrepancy
between this result and the figures reported elsewhere (for instance, by Boycko, Shieifer, and Vishny

{1995) or McFaul (1996)) is that lease buyouts are included here, é.lthqugh they have been nearly
always omitted by other researchers.

The highest proportion of insider ownership, however, appears among lease buyouts, which
have 90.6 percent of all shares insider-owned and 95.5 percent of c_ompanies classifed as insider-
dominated (10). Two-thirds of the insider shares in Jease buyouts belong to workers, while outsiders
have only & percent, and the state only 1.4 percent, on av.'erage. Only 2 of 66 observations cn lease
buyouts are OOs and only 1 an SO. Qur data set thﬁs provides 2 more cormplete picture and shows
an even greater tendency towards insider domination compared with information taken from the State
Privatization Program alone.

. Among the opﬁons in the State Program, the differences in results are somewhat smaller.

* Qption 1, the method by which 25 percent of shares were given to employees free-of-charge and an

~ “p, addition, some enterprises were privatized through obscure, perestroika period

conversion to joint-stock company and unregulated distribution of shares (usually among
employees), but these cases-seem to have been few in number, and none of them appear in our
sample. .
@7he distribution of the 51 percent of shares among employees under Option 2 was done
on the basis of applications (with depasits) to.the Privatization Committee set up for each
enterprise {including representatives of the administration, work collective, and local government)
with each applicant receiving one share and the rest of the shares divided pro-rata among all
applications. A further preference arose from the 3 month grace period for paying for the shares.

“\While our data suggests that zbout 60 percent of enterprises in the State Privatization
Program selected Option 2, Boycko, Shileifer, and Vishny (1995) cite a figure of 73 percent. All
sources agree on the negligible importance of optien 3, which was & kind of management buyout
conditioned on fulfilling a performance contract. :
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' additional 10 percent to workers and $ percent 1o managers at nominal prices, yielded smaller private
shareholding: on average 75 percent compared to §2.1 percent for option 2.% Optior } favored
waorkers shightly, with zn average of 413 percent cofnparad 1o 38.9 under option 2, but managers and
outsiders did rather better with option 2: 18.3 and 24.8 percent, respectively, compared to 12.3 and
20.9 under option 1, on average, although we shall see in the next subsection that a bigger difference
is produced when one considers orly voting, rather than all shares. Only the voucher investment
funds, which were subject to 2 legal limit of no more than 10 percent in any one firm being privatized,
fared better under option 1 than 2, with 7.9 percent in the former and 4.4 percent in the latter,

The pattern of dominant ownership is somewhat different, however, among the firms
privatized through the State Program. Option 1 still shows the greatest shareholdings by the state,
with 21.5 percent of firms categorized as SOs. But I0s account for 80.8 percent of of option 2 firms,
compared ta only 50.8 of option 1. And WOs aré also more common in option 2, at 49 percent
compared to 33.8 percent under option 1, despite the fact that the average worker shareholding is
Jarger with option 1. And although MOs are more common - at 15.4 percent, nearly twice - under
option 2 compared-to 1, OCs a.re actually less common - 10.6-and 12.3.' percent in options 2 and 1,
respectively - despite the larger average shareholdings of cutsiders in companies privatized lth.rough

option 2 compared to those privatized through option 1.

4b. Control Rights and Share Types

Thus far, the discussion has concerned total shareho]dings,-neglecting (as has every other

“Both the free 25 percent and the discounted 10 percent under Option 1 had some '
restrictions, hewever: regarding the former, no employes could receive free shares worth more
(in book value terms) than 20 minimum monthly salaries; regarding the latter, the discount apphed
only to shares worth up to 6 times the minimum monthly salary, The 5 percent reserved for
managers could be worth nie more than 2000 minimum salaries per person. These limitations
probably explain why we find some companies privatized under Option 1 that have insider
ownership less than 25 percent. Incidentally, the management (members of the company
administration) were also members of the work collective, therefore also eligible to benefit fom
the free 25 percent and the discounted 10 percent, in addition to the discounted 5 percent
reserved for them, The distribution of shares under Opticn 1 was determined by the Work
Collective.
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analysis of which we are aware} the fact that nonvoting shares do exist in Russia.** But if the ultimate
motivation ‘of studying ownership is to understand enterprise behavier and performance, then an
analysis of the control rights vested in voting siuares may be at least as important.

Nonvoting shares were created in privatized firms in two situations. First, according to the .
Tules for option ! in the State Program, up to 25 percent of the 'co_mpa.ny‘s shares could Ee transferred
to company employees for free, provided the book value of the free stock was less than an average
annual wage times the number of employees and provided the shares became "Type A" preferred,
non-voting shares. This design was a more-or-less explicit attempt by the policymakers to prevent

. -widespread insider control by offering the shares free (wliile, under option 2, paﬁent was required).

* Second, state voting shareholdings were fimited to no more than 20 percent of all company shares,
except for enterprises in “strategic" and excepted sectors and in companies where the state could held
2 golden-share (discussed in section 3.2, above) or 25.5, 38, or 51 percent of the shares as a “control
block.™ Al other state-owned shares were to be "'I‘ype B" non-voting shares.**

The effects of these two limitations of voting nghts are somewhat difficult to assess, a priori.

While type A shares reduce the influence of insiders, raising the relative importance of voting shares

**Boycko ef al {1995), for instance, mention only one type of non-voting shares (type A,
described below) in the context of describing the options from which enterprises could choose
when participating in the State Privatization Program, but provide no estimates of how many non-
voting shares resulted from this process nor mention the other non-voting share type (type B).
No other study of which we are aware discusses the importance of voting anid non-voting shares
in Russian ownership structure. We are especially gratefu! to Ivan and Vladimir Komarov and to
Andrei Baev for discussions concerning this issue.

“Type A shares receive regular dividends, accounting for 10 percent of profits, according
10 a typical Company Statute. They can be converted to ordinary voting shares on the basis of 2

_ simple majority vote of the shareholders. Unfortunately, we have no information on the extent to
which this conversion has occurred.

“*"The industrial sectors included comrnunications; production and distribution of
electricity, oil and gas; mining and processing of precious metals and stones and of radioactive
materials; production, design and repa.'lr of military goeds; production of spirits and vodka; and
publishing and printing.

*1n addition 10 typas A and B, there is a third type of non-voting share in Russiz, where X
joint-stock holds its own shares, Our data contains one such case, which has 27 percent of total
company shares held in this form. In our analys:s of voting shares below, we have also taken this
type into account (setting the category equal to zero, and rescaling the others to sum to 100
percent).
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held by outsiders and the state, type B shares reduce state control rghts to the gain of all private
owners. The only clear beneficiary from voth types is outside investors, and iildecd the type A
restriction was designed to fimit insider control, with the free 25 percent of shares as the teaser. But
the bigh inflation of 1992-4 meant that the difference between free {option i) and 1.7 times the July

1992 book value (option 2) shrank quite considerably, and managers and workers frequently seem

to have found the attr;tctions of clear control (the 51 percent stake under option 2) to be -

overwhelming. Nonetheless, the number of companies privatized through option 1 is not trivial, and

both type A and type B shares could affect the distribution of control rights, at Jeast in principle.
-7 Although 0‘;11’ survey- data provides no direct information on voting and non-voting
sharsholdings, it is possible to make some estimates based on collateral information in the
gquestionnaire. Regarding Ty-pe A shafcs, we have assumed that 25 percentage points of insider
shares (or the total percentage of total nsider shareholdings, wrhere that is less than 25) in companies
privatized through option 1 of the State Program are non-voting, d’wided; between workers and
managers in proportinn 10 their total shareholdings. 'fhis caloulation probably yields an upper bound
on tetal Tyfé_ A shares, both because of the limitations on the value of the free share transfer and
because it was possible for a shazeholders’ meeting subsequently to cenvert the 'fype A shares 0
common shares, 2gain, we have no company-level information on such limitations and CONVErsions.
Regarding Type B shares, we have imputed exceptions to those comi:anies producing in sectors on
the "strategic” list and for those with particular shareholdings - 255,38, and 51 percent - which were
also supposed to be excepted. _ o
The results appear in tables 16 and 17, which show all privatized and option 1 firms
separatély, as type A shares arise only under option 1. The first pair of columzs of the tables
reprbduce colurmns from tables 14 and 15, for convenience of comparison, while the second pair show
the sharehoidings and dominant owner-types when type A shares are subtracted, and the last pair
show the same when both type A and type B are subtracted. VWe find that the insiders’ average
holding of control fights is much lower than their average ho'iding of all shares in option 1 companes
- 3§.5 compared to 54.1 percent - the fall being somewhat larget for workers - from 41.8 t0 29.7
percent ~ than for managers - from 12.3 to 9.8 percent. Measured as dominant shareholding, in table

17, the impact of 1his adjustment is also large, with 10s falling from 50.8 to 30.8 percent of option
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1 firms, but no change in the number of MOs.  The corresponding gains by eutsider investors and by
the state are aiso not inconsiderable in the option 1 companies: average shareholding of cutsiders
rises from 20.9 to 27.3 percent and the percentage of OQs from 12.3 to 23.1 percent, while the
average state shareholding rises from 25 to 33.2 peré:ent and th percentage of SOs from 21,5 10 29.2
percent. The biggest winner appears to be the voucher investment funds and other non-bank financial
intermediaries, whose average shareholding rises from 7.9 to 10.4 percent in option 1 firms. The
impact of this adjustment works in the same direction when we exam_ine all firms - in the columns
labelled “total” - althcugh naturally it is attenuated because option 1 firms are just a fraction of the
total. - - '
Table 16: Voting Shareholding Stmcture by Method of Privatization

Table 17: Dominant Owner Types by Method of Privatization .

The last pair of columns take into account type B zs well a5 type A shares. Concerning the
division between state and private, it appears that subtracting type B shares almost exactly cancels
the effect from subtracting type A shares: thus, the a\_'cfage extent of privatization is little dffected
by these calcufations. But even if the average is the same, it bears emphasis that the shareholdings,
or the categorization, may have shified for individual firms, 'so that these calewlations may still be
important when we come to relating ownership structure to some measures of firm perfermance.
Indeed, we find, with respect to the 65 enterprises privatized through ‘option 1, that although the
number of POs is the sime (51), regardless of whether one locks at “all shaves™ or at “all shares - type
A - type B,” atotal of 6 firms have shifted categories: 3 in each direction. .

Within private cwners, hov&ever, there are substantial differences between the pattem of all
shares and that of voting shares, Outsiders have 29.2 percent of voting rights in option 1 firms,
almost es much as workers’ 32.9 percent, a considerable drop from their 41.8 percent of al! shares.
Overall outsiders have 21.3 percent, more ;han either the state or managers. Among outsiders, the
biggest-gains are for investment fiinds and for other domestic firms. Concerning the incidence of
dominant owner-types, when we take into account type A and type B shares, 0O0s account for just
over g third of option 1 firms, half the POs, or as rha.ny as all IOs put together, Compared to the
categorization by all shares, the number of OOs almost triples. Moreover, the numbers of NOs and

INOs, the “aﬁbiguous" owner-types, shrink, the INOs disappearing entirely from optien 1 firms.
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Qverall, O0s account for 15.1 perceat of all firms, almost double their 8.8 percent when measured
by all shares. Although the number of WOs is the same (12]) forall sharesl and all share less types
A znd B, a total of 14 firms switch categories (7 in cach direction) as a result of the adjustments,
Thus, these results provide some Sasis for the contention that it may be important to lock beyond

shareholdings and consider the incidence of voting rights in analj-'n'ng corporate contro} in Russia.

4¢.  Does Privatization Method Matter for Ownership?
We examined the statistical significance of the differences in the outcomes by method by

" éstimating the following equations for shares: _

YSH = §, + p,OPTIONI + B,OPTIONS + B,LEASE-BUYOUT+ Xy +y;

where ' ‘ .
YSH = proportion of shares held by ovwner Y (alternatively, PSH, ISH, WSH, MSH, OSH, and
different kinds of outsider shareholdings), '
OPT1 = dummy variable = 1 if option 1 in the state program was chosen (=0 otherwise),
OPT3 = dummy variable = 1 if option 3 in the state program was chosen (=0 otherwise),
LBO = dummy variable = 1 if firm was privatized through a lease buyout (<0 otherwise),
X == vector of other fzctors affecting YSH (industry; region, and size contrals),”
u = unabservable, residual factor, ' 7

B, 7 = parameters 1¢ be estimated.

Clearly, B, represents the predicted value for option 2, the method of p'rivatization thatis =

omitted from the equation, while B, B, and B, represent the difference between option 2 and option
1, option 3, and lease-buyeuts, respectively. The equation is estimated for all shares and voting

shares separately, and the sample consists of those firms that have taken part in privatization.

Tables 184, 18B, and 18C show the results, which in general confirm that many of the ’

observed differences in the outcomes of the methods are large and statistically significant.

“The industry controls follow the same grouping as does table 5. There are three regions:
Moscow and St. Petersburg, European Russia, and Asian Rusia (including Urals, West Siberia,
East Siberia. and Far East), The size controls are three categories of 1991 employment: 1-500
employees, 561-2000 employees, and over 2000 employees.
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'Cbnccming PSH, LEASE-BUYOQUT is associated with 12 percent more priva:te ownership of all
shares and 10 percent more of‘ voting shares, and OPTION! with § percent less of all shares and 10
percent less of voting shares, relative to option 2. Option 3 firms show no significant difference in
" this or any of the other equations, although this could be due to the small numbér of observations in
this category (correspc_mding to a small number of firms in the population that actually followed
option 3).
Tables 184, 18B, 18C: Estlmatmg the Impact of anmzatmn Method on Ownership Structure
Because PSH = ISH + OSH, and OLS preserves additivity, the coefficients on the methods
Variables in the ISH and OSH fegressions sum to the coefficients on the methods coefficients in the
PSH equation: thus, we can see how the effects of different methods on PSH divide between ISH
and QOSH. Interestingly, they divide in different ways. Regarding OPTIONL, estimated B, is
statistically insignificant when 2ll insider or outsider shares are the dependent variables, respectively.
The results for voting ISH and OSH, however, show that the -1C.1 result for PSH is composed of
-16.0 for ISH and 5.9 for OSH. This is consistent with our discussion of the types and allocations
of non-voting shares, and their tendency to raise - pamcuia.rly in OPTIONI firms < the relative
position of outsiders vis-a-vis insiders.
Amang insiders, the division of the effects of different methods on WSH and MSH are shown
in table 18B. The large positive effect of LEASE-BUYOUT on PSH and ISH turns out 10 be almost
. entirely on WSH, with the MSH coefficient small and insignificant (although positive). The negative
effect of OPTION] on ISH (measured as veting rights) is equally divided between WSH and MSI—i.
Amoﬁg outsiders, the division of the effects among different types are shown in table 18C.
The effects of OPTION] on all shares are quite heterogeneous, with the insignificant coefficient of
-2.6 on-OSH accounted for by significant negative coefficients on banks and individuals and a
sigrificant positive coefficient on investment finds, The positive effect of OPTION] on investment
funds i magnified when we consider voting shareholdings, accounting for most of the coefficient of
5.9 or: OSH. The results mégest that investment funds holdings in Srms electing .uption 1 of the
State Privatization Program are well over twice as large as in other privatized firms. The large -
negative effects of LEASE-BUYOUT on OSH are accounted for almost entirely by the effects on
domestic firms and individuals: although it was predictable that outside individuals had refatively Tittle
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opportunity to acquired shares in lease buyouts, it is less clear why institutional investors other than .
domestic fisms show no significant diffecence compared to option 2 of the State Program. 7

In general, these results show a pronounced tendency for investment funds to behave
differently from the other domestic institutional investors: banks and firms. The investment funds
are the only type that tends to have larger shareholdings under optien 1, which we conjecture may
reflect a greater aversion to insider power. Banks and ﬁﬁns are possibly more closely connected to
insidecs and therefore do not tend to avoid firms where all insider shares are voting shares and where )
th;a insiders have an outﬁght majority. If so, then investment funds would be ‘the primary hope for
artive corperate governance by cutside investors on the Russian scene.

Finally, it is noteworthy that in the regressions for 8 of the 10 types of shares, the adjusted R?
is higher when we use voting rather than all shares. As in the equations estimated in section 3¢
(where the sample, however, was all old, not just privatized firms), the adjusted R? declines drastically
the more we disaggregate different types of owners. It is particulariy difficult to find systemanc
determinants of the sharehaldings of different kinds of outside owners, although investment find

shareholdings (especially voting) are somewhat of an exception.

5, Concentration and Control ig the Privatized Sector
Our discussion thus far has focussed on what Demsetz (1988) has called, in a rather different
* context, the “identity-of-owner prob]em;“ We have arguml:I that the assumptions of profit
.. maximization, zero transaction costs, and perfect competiticn in the classic model of Coase (1960)
are even less appljcable' to the Russian economy in transition than to well-developed market
economies, and therefore that the identity of the owners of Russian corporations mai;ers very much
indeed. Different types of owners are likely to pursue divergent objectives, transaction costs are
extremely high due to the absence of market institutions, znd competitive forces function only poorly
inRussian manufacturiné industry. But the degree to ‘which identity matters depends on the
possibility for owners to exercise control. In addition tc the size of the shareholding of a group of,
owners, an important factor affecting the ability of a group of ewners to control, or to influence, the
hehavior of a frm in which it helds shares, is the degree to which the shareholdings are dispersed over

a large number of group members or arg concentrated among a small number.
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In the framework outlined in section 2b, above, we argued that concentration withir a group
of like-minded owners affects the group’s costs of collective action and therefore that tf:e relative
Jevels of concentration, across groups, affects the distribution of relative bargaining power among
them. Moreover, if all groups are characterized by dispersed ownerslﬁp,-then there may be little
effect of any owners on enterprise hehavior, as in standard analyses of the separation of ownership
and control in American corporations (Berle and Means (1932)). In Russian enterprises requiring
substantial restructuring, however, the resulting agency problems are fikely to have still more
deleterious consequences. '

" An analysis of the extenf of ownership concentration in Russian industry also has special
interest in light of the debates on the effcacy of alternative f;rivatizatiun strategies.® Mass
disteibiition” of shares to the citizenry carries the clear risk of dispersed ownership, _énd v_oﬁchcr
programs in some countries, such as Mongolia and Romania, appear to have been practically designed
to producs this result. Althcugh ao information on the actual concentration resulting from the
programs in those two countries is available, both the nontradability of vouchers and the insigniﬁcaﬁt
role played by intermediaries in both programs could not but result in highly dispefsed ownership.®
Concentration was created in the Czech mass privatization program by permitting the establishment
of Investment Privatization Funds, intermediaries in céllecting vouchers from citizens and investing
them in companies, but trading of vouchers was not allowed.® The State Privatization Program in
Russia permitted both the trading of vouchers and the formation of intermediaries, the Voucher

- Investment Funds. Although legal reguiations restricted the percentzge of shares that a fund could
hald in any single company {initially at 10 percent, later amended to 25 percent in the 1994

Privatization Program), it appears that the restriction was poorly enforced and frequently violared.”

S ee, ¢.g.. Earle, Prydmian, and Rapaczynski (1993) or Frydman «f al {1993).
S orsun and Murrell (1994) describe the Mongolian program, Earle (1995) analyzes the
ways in which the design of the 1995-96 “mass privatization” in Romania ensured enormous
_dispersion of ownership. . '

. %Earle and Gehlbach (1997) describe the ownership structure, including the extent of
concentration of ownership among the Investment Privatization Funds, emerging from the Czech
voucher program. Co '

Hndeed, the design of the voucher auctions prevented any guarantee that the funds would
not acquire more than 10 percent in an auction, since the usual method was simply to divide the
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Thus, while compared to some other mass priva:izations the Russian program allocated
relatively few shares to the general public (typlca]ly 29 percent in each company in the State
Program), it did permit the possibility of significant concentration among outsiders. The quesrmn is
how fnuch concentration emerged in practice. Of course, outsnders may also have acquired shares
through direct seles or ofs the secondary market, but however much their total shareholding, if'it is
held as very small biocks by many owners then their influence on enterprise behavior is likely to be
weak. In this section, we draw upén information fom the survey to estimate the concentration of
ownership for each group, particularly focussing on the incidence and characteristics of outside
blatkholdings. Aswe argued in the introduction, the structure of ownership in terms of the identity
of different groups of owners and the structure of ownership in terms of the concentration of
shareholdings within groups are highly complementary, particularly where workers (whose
shareholdings are likely to be quite dispersed) own a large fraction of shares. Because both the state
and managers tend to be concentrated owners, we focus on the concentration among outside .

blockholders as a possible device for “controlling the insider control” (as expressed by Aoki (1995)).

5a. Measuring Ownership Concentrationr

Information on ownership concentration is notoriously difficult to obtain in ary country, and
Russia is no exception, Indeed, irregularities in the stockholder registries (which until recently were
located orly at the companies themselves™) and poor enforcement of disclosure rules probably
conspire to make the informational picture significantly worse than average, despite our arguments
that the issue may be more important than average. In this section, we describe our estimates of the
extent of concentration for several types of owners based on information in the enterprise survey, on
a survey of Russian individuals containing information on their use of vouchers, and on other sources.

We have stressed that the design of the State Privatization Program offered significant

possibilities for ownership concentration, by permitting individuals to sell or otherwise transfer their

available shares among the bids in proportion to their value (see Frydman ez af (1993) or Boycko
et al {1995) for details). Frydman ef al (1996) present some evidence ofvxoiat:on of the legal
ceiling on ownership.

“Blasi et al (1997) report that 46 percent of companies in their sample with over 500
employses still did not have an independent shareholders’ registry in 1996.
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vouchers and to invest them with Voucher Investment Funds. Indeed, according to the April 1995
New Russia Barometer Survey (Rose (1993)), only a small minodty of respandents invested their
vouchers directly in a company (17.6 percent), either the one for which they are employed (9.5
percent) or another one (8.1 percent), and instead most either sold their vouchers (36 percent), gave
them to relatives (16 percent), or placed them with 2 Fund (25.2 percent).” Thus, the behavior of
individual voucher holders is consistent with significant concentration of outside ownership,
A!thaugh we have established the possibility that outside ownership is rather concentrated,
the issues of how to measure concentration and the extent of actual concentration remain. In Westemn
research, ownership concentration is usually represented by some type of concentration ratio - the
percentage of shares owned by the largest owner or the largest group of owners - and/or by
maznagerial and directorial ownership.* While our enterprise data set contains no direct information
on concentration, we are able 1o construct estimates vsing the survey information plus some auxiliary
information and assumptions, In addition to sharehoidmgs by different types of owners, which we |
have already reported, the survey questionnaire rcquested information on the total number of
shareholders of the firm. Table 19 shows the median number by dominant owner type in privatized
firms (thus excluding 880s, which would have the state as the single owner). Overall, the median
is 1000, varying from a high of 5286 in SOsto a- ]ow of 600 in MOs. On this simple measure, MOs
have theé most concentrated ownerslup WOQs are not much less concentrated, however, with 2
median of 700 shareholders, nor are INQs, with 1000. OQs are relatively dispersed, with a median
of 1400 shareholders, but the most dispersed are the NOs, with 3550 shareholders at the median. The
greater dispersion of WOs and OOs, relative to MOs is also consistent with the design of the
privatization program, which made it easy for individual citizens and wofkcrs to acquire smalt

shareholdings. No information on the division of the number of owners across types of owners is

*Remaining respondents either kept their voughers (2 pércent), lost or had them stolen
(1.7 percent), or failed to claim them (1.6 percent). These estimates are fairly consistent with
those reported by Blasi er af (1997) on the basis of a survey cenducted by VTsIOM in late 1994,

*For example, Berle and Means (1932) and Holderness and Sheehan (1988) use the
holdings of the Jargest shareholder, Prowse (1592) uses the percentage holdings of the five top
shareholders, Demsetz and Lehn (1985) use both the top 5 and the top 20 shareholders, Morck ef
al (1988) use the holdings of boards of directors, and Wruck (1989) uses the shareholdings of
managers, directors, and other shareholders with more than § percent stakes,
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available, but we have imputed this based on e few assumptions. As it happens, the conclusions
which we draw concerning concentration are fairly robust with respect to moderate chzinges in these
assumptions. ' .

First, we assume that the state is monolithic as an owner. Although the Federal and Regional
Property funds ﬁ'equ_enﬂy quarrelled with each other and w1th regional and local governments, in
most cases shares were alloeated _tb' a single agency.” Second, we assume that the number ‘of
managerial ownersis 5 in any firm where managers have positive shareholding (86 percent of firms),
We assume that the shareholdings of institutional investors in each category - banks, investment

- funds, other domestic firms; and foreign investors - each. represent single parties. Banks and
foreigners anyway account for 2 negligible proportion of ownership, and there is some evidence that
most comparies have at most a single voucher investment fund as owner (Frydman et al (1996) and
Blasi and Shieifer (1996)).

Although the assumptions regarding institutional owners may be relatively noncontroversial, -
the main probtlem that arises is distinguishing firms that have a small number of concentrated
mdmdual outsider owners, for which purpose we must divide the aumber of shareholders between
the two groups of workers and indiviguals, Fonunate]y, the results concerning the presence of
outside individual blockholders appear to be quite robust with respect to possible assumptions. Our
method is to, examine alternative assumptions cpneeming the percentage of company employees who
own shares in their companies (conditional upon W3H exceeding zero, which it does in 86 percent
of privatized firms), including 10 percent, 30 percent, 70 percent, and 90 percent of employees. In
each case, we allocated the residual mumber of shareholders, after subtracting the numbers for the
other categories, to individuals, and examined the average shar¢holding among the individuals. If we
follow Wruck (1989), and take 5 percent as the minimum-stake for an individual outside or employee
owner to be considered as conm'buting to ownership concentration, then regardiess of the assumption

about the percentage of employees who own shares, there are only 2 firms with average individual

$'The survey questionnaire did request separate ownership by the federal authorities
(Russian government, ministry or Federal Property Fund) and by the Oblast Property Fund, most
unprivatized firms (SSOs) did net report ownership mfon-natmn thus, we cannct disaggregate the
state holdings with any reliabifity.
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shareholding above this threshold.*

The results of this analysis are shown in table 20. The first column shows the average

- shareholding within each’'category of owner-type, averaged across all privatized firms. Thus, the

figures in the rows for state and for all types of institutional investors are the same as those for their

- total holdings, given we have assumed that only one type of each such investor exists. Relative to

their total holdings, the average shareholding stiown here for managers is divided by 5, while the

" calculations of the number of worker and individual sharsholders are described above.™ The table

also shows the percentage of firms in which these average shareholdings exceed 5, 10, and 20
Table 20: Ownership Cencentration Measures

Conditional on our assumptions, the table shows that the shareholdings of workers and
outside individuals are highly dispersed. Managers and outside instituticnal investors are much less

$o, however. Remarkably, 28 4 percent of firms have an average managerial stake greater than or

‘equal to 5 percent of voting shares, For investment funds and other domestic firms, the figures are

23 and 25.5 percent respectively. When we examine the percentage of firrms with average ownership
by type greater than or equal to 10.pen:ent. the importance of managers diminishes significantly, but
the investment fund and domestic firm stakes only drop somewhat. The results suggest,
notwithstandihg the small share of outsiders in the overall ownership structure, that outsiders may

ke r,e]ativgly influential becanse of the tendency for outside eqﬁity' to be held by concentrated

* - institutional investors, the topic of the next section.

- 5b. Ownership Concentration and Outside Blockholders

This section focusses on concentration of ownership among outside blockholders, drawing

upon the éstimates deseribed fn the previous section, Essentially, we take each type of institutional

*+ investor 'ds representing a single owner, add in the cases described above where it appears that

0ne of the two has a single individual owner holding 100 percent of the shares, while the
other has 2 individual owners holding an average of 20 percent each.

*The figures differ slightly from those in table 14 above, because the sample is smaller by
28 firms for which information on the number of shareholders or number of employees was
unavailable.
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individual owners may have large stakes, and then @w[atc various measures of the strength of ’ i
blockholders, singly and as a group. S '
To begin, table 21 provides further evidence on the incidence and strength of holdings of

different types of vutside investors. The first row contains the percentage of privatized ﬁms in which ‘
the owner-type, indicated by the column heading, owns nothing. Most nstitutional investors own
shares in only a small minority of companies, and outside individuals own shares in only about half
Subsequent rows show the perc-errtage of firms where the pwnér—typ&: have ﬁt least the shareho[ding
indicated by the row. Fc.;r instance, banks hold at least ] percent of the shares in“:' percent of all

- privatized companies. What is remarkable is that, for each of the institutional investors, there is rather
fittle tendency for the percentage of firms in which the investor-type has shares to fall as th§
percentage of shares increases (given that it is nonniero). For instance, the table indicates that 285
percent of firms are partially owned by investment funds (that is, have investment 'ﬁmd ownership
greater than zerc), and 32.0 percent are (at least) partially owned by domestic firms. But thé
percentages of firms with investment fund and domestic firm ownership greater than or equal to §
percent are almost as high: 24.1 and 25.9 percent, respectively. Thus, only about 15 perceat of .
investment funds stakes are less than 5 percent (but greater than zero), and .BSVpercent of their stakes
are 5 or greater! Among domestic firms, 19 percent of their holdings are below the 5 percent lcveli,
and 81 percent at that level or above. Moreover, there is 2lso rather little change if we lock at
shareho}dihgs‘abovc 10 percent. The percentage of firms with investment fund ownership greatel."
than or equal to 10 percent falls only to 20.2, while that of domestic firms falls to 20.6; from another
perspective, 71 and 64 percent of investment fund and domestic firm stakes, respectively, are at feast .
10 percent. The evidence shows a strong tendency for institutional sharehol_ders to hold large b[ocks; .
or nothing at all. By contrast, individual shareholdings decline rapidly as we consider larger .-
magnitudes; only 45 pcfcent c;f the firms that have individual shareholders have, total individual
shareholding equal to 10 percent or more of all shares.

Table 21: Disaggregated Outside Ownership

Given the prevalence of outside block ownership, we would like to know the incidence of

different types of outside blockholders, and the distribution of other shareholdings in the firms where

blockholder do, and do not exist. Tabie 22 shows the percentage of firms that have 10 percent or
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greater blockholders of various types (RO for bank, FO for foreign investor, IFO for investment fund,
FIEMO for domestic firm, and INDO for individual) and their ownersﬁip structures,
Table 22; Ownership Structure of Firms with Qutside Blockholders

" The table shows that 39 percent of firms had an outside blockholder with at least ten percent
of the voting squity (in the column labelled “BLO,” which applies to firms with any type of 10 percent
or greater outside blackholder). " Given :ht;, low overall ownership by outsiders — 15.0 percent of all
shares and 21.3 percent of voting shares -- the 40 percent figure'is rather éstounding Among the
facters contsibuting to this result is the fact that most firms that have blockholders have only one, zs
we-ean caleulate from the information in the bottom row of table 22. The sum of the incidence of the
different types of blockholders (i.e., the sum of the percentages of firms in the first five columns) is
46.3 percent, implying that 84 percent (39/46.3) of firms with blockholders had only one. Stated
diﬂ“erentiy, Gnly 16 percent of firms that have a 10 percent biockholder have more than one

We also find large differences in ownership structure by type of largest blockholder. Firms
with no blockholder have only a trivial Fraction of their shares owned by institutional investors (.8
percént on average), a. fmuch smaller rate of outside shareholding, and much higher rates of ownership
by insiders. There is no appreciable difference across lglockhélder and non-blockholder firms in the
fraction of ownership held by the state. Firms with investment fund blogkholaers (IFOs) have a
relatively high percentage of state ow;nership, but low rates of ownership by insiders and other types
of institutional investors. -Firms with blockholders who are domestic firms (FI.RMQS}' tend to have
2 bit more insider ownership and less state.
“. Most strikingly, the table shows that where blockholders exist, their stakes are typically large.

The mean shareholding qfrzhé investment fund in an IFO is 25.8 percent and of a domestic firm in a
FIRMO s 33.5 percent. Once again this suggests that institutiona investors in Russia have tended

“These figures may be compared with analyses of ownership concentration among the
Fortune 500 companies in the U.S. Shieifer and Vishny (1986) report that the median aumber of
bleckholders (5 percent or greater) is 1, and the average is 1.4. While outside ewnership is
zlearly much smaller in Russia than in public U.S. ccmparues there appears to be a similar
:endency for blockholders to be found singly in companies (if at all). Zwiebel (1995) constructs a
nodel which rationalizes this phenomenon as a result of large bleckholders * ‘creating their own

. .pace" the presence of a large block in a firm deters other large blacks from locating in the same
im.”

50




to acquire large stakes, o.r not to invest at all: it appears that outsiders may be characterized a.s
generally “control-oriented” rather than “arms-length” sorts of investors (Berglof (1995)). A possible

explanation les in the vulerability of minority investors under sftuations of strong insider control;

outside investors probably realized they needed a sufficient stake to influence the behavior of the fim-

if they hoped to receive any return on their investment. It is also interesting that the one type oft

institutional ownexship that appears to be an exception to this statement is bank ownership: insiders

have a majority of the shares in which banks have blockholdings. The insider share is also farge for

domestic firms. This provides some evidence for the contention that these types of owners tend to
be interested stakeholders, with ongeing relationships with the firms in which they hold Share:;,
Moreaver, bleckholders (again except banks and to a smaller extent damestic firms) seem to prefer

investing in companies with relatively high worker compared to managerial ownership, for 2 given

|
;

total insider stake. The most plausible explanation, again, is the reiative ease with which outsid'é.. :

blockholders may control a firm with dispersed compared to concentrated insider cwnership.

Table 23 summarizes the size distributions of various measures of outside ownership

concentration. The first column contains total voting shareholding by all cutsiders, and the second -

contains only institutional investors (INSTSH).® As we saw when we examined the disaggregated

types of institutional investors, the fraction of firms in which institutional owners have above a certain.

percentage of shares (Pxin the table) osly falls rather slowly as the percentage (x) rises. 33 percent

of all privatized firms have institutional ownership at least at the 20 percent level, and 20.6 percer_lf i

of firras have institutional ownership over 30 percent.
Table 23: Measures of Qutside Ownérship Concentration )
The rest of the columns o.f the table rely upon alternative definitions of blockholding and
concentration. To begin, we ioqk at the largest single outside shareholding, BLOCKSH.® Th]s
variable is essentially a one-owner concentration ratio, and it includes all types of cutside owners,

where again we assume that each type of institutional shareholding is associated with a single-

SINSTSH = I, SH, where $5, = voting share ownership of the i" owner, and I={bank, - :

investment fund, domestic firm, foreign investor}. ;
“BLOCKSH = max (SH;, AVGINDSH), where i € {bank, investment fund, domestic firm,

foreign investor}, and AVGINDSH is the ratio of the percentage of shares owned by individuals * .

to the number of outside shareholders who are individuals.
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institutional owner, and where we use the average shareholding in the individual category in firms for

- which that would be the largest outside shareholding. BLOCKS SH is the sum of all blockholdings,
 including all shareholdings of institutional investors plus the shares of the individuals in the two firms

for which individuai shzi'eholding appears to be concentrated (i.e., where the average individual stake
exceeds 5 percent).”® Because of the tendency, which we have noted above, for firms with
blockholders to have only a single blockholder, the three columns INSTSH, BLOCKSH, and

- BLOCKSSH are quite similar, suggesting that there may be. little to choose between them.

The final two columns take a somewhat different approach. Here we ask what fraction of

: shares are owned in total by blockholders of at least a certain size in each firm;-in the table; the

* thresholds are 10 and 20 percent.® The figures in the two columns are quite similar, showing again

the astonishing levels of ownership concentration among outsiders: about 2 quarter of alf privatized
firms havefarge (10 and 20 percent or greter) blockholders who own at least 25 percent of voting

shares.

“S¢. Privatization Methods and Outside Ownership Concentration

Does the outcome of the privatization process, in terms of the outside ownership

~ epneentration, vary with the method of privatization? In earlier sections, we found that.privatization

“methed falléwed by a firm contained significant predictive power for the distribution of

shareholdings, both all share and voting shares, across different types of owners, controlling for

“industry, region, and size. Table 24 reports the results from estimating similar equations, but the

‘dependent variables here are various measures of outside ownership concentration.

Table 24; Impact of Privatization Method on Qutside Ownership Concentration

Consistently across measures, we find that, relative to firms following option 2 of the State

“BLOCKSSH = ¥, (SH, + AVGINDSH, where I={bank, investment fund, domestic firm,

foreign investor, and all variables are defined as before except that AVGINDSH is included only if

AVGINDSH: 5 percent.

“BLS10SH = ¥,,SHIC, + AVGINDSH10, where I={hark, investment fund, domestic
firm, foreign investor}, SH10; = SH; if SH; » 10 and O otherwise, and AVGINDSHIC =
AVGINDSH if AVGINDSH = 10 and 0 otherwise, BLS20SH = Y ,,SH20, + AVGINDSH20,
where I={bank, investment fund, demestic firm, foreign investor}, SH20, = SH,if SH, = 20 and 0
otherwise, and AVGINDSH20 = AVGINDSH if AVGINDSH 2 20 and 0 otherwise.
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Privatization Program, that firms following option 1 tend to have mare concentrated ownership and
that firms following thé lease-buyout method tend to have less. The differences are substantal,
ranging from 6.6 to 8.1 percent more for option 1, and from 9.4 to 12.4 percent less for lease-
buyouts, and they are stiatistically significant, These results suggest that method of privatization may
be a suitable instrument for ownership when we estimate the relationship between ownership and

performance in the next section.

6. Determinants of Ownership Structure

- We have showm that the ownership structure of Russian industrial enterprises varies along
several dimensions; The extent of privatization, the composition of new private owners among
different types of insiders and outsiders, and the extent of cwnership concentration among outside
investors differ across indus&ies; regions, and siz¢ groups of enterprises. Our analysis of the various
methods of privatization applied in Russia also showed that they havé had substantially different
consequences for the owﬁership structures of the firms following them.

In this section, we broaden our consideration of the determinants of ownership structure,
considering factors that affect the relative attractiveness of the firm to different types of owners. We
begin by laying out a conceptual framework for analyzing these determinants, in subsection $a; next
+we describe some proxies for the determinants that can be measured with our data, in subsection 6b;
finally; we relate several aspects of the ownership structure to the determinants, in subsection 6¢. The
purpose here is not orly to attempt a preliminary answer to the question whether the existing
ownership structures in ﬁussia can somehow be rationalized, as varying somehow with the benefits
and costs of ownérship by various groups, but also and more importantly to lay the groundwork for
our later consideration of the possibility that the ownership structure should be treated as endogenous

when we examine its impact upon enterprise performance (in section .

6a. Conceptual Framework
As mentioned i section 4, above, Demsetz (1983) and Demsetz and Lehn (1985) have argued
that the concentration of ownership in large U.S. corporations is determined by the advantages and

disadvantages associated with refatively diffuse and relatively concentrated structures. They cite four
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factors; the “value-maximizing size of the firm,” the “control potential,” the presen'cc of “systematic

regulation” and the “amenity potential” from owning the firm. Although the Demsetz-Lefn (1985)

- study is focussed on ownership concentration in corpora_tians owned almost entirely by outside
investors, these considerations provide a usefisl starting point in the Russian context, and for
analyzing the issue of identity (which owmer-fpes tend to have greater shareholdings) as well as for
that of concentration. .

But the Russian situation also calls for a f.cmetirhat different approach. The fact that the post-
privatization ownership structure was largely the result of & recently completed privatization process
means that the outcome was surely influended by the way in which the decision-making process was
organized. It was also influenced by the objectives and strategies of the actors in that process, many
of whom-became (or remained) owners of the companies. For most of these actors, as we have
argued, typical investor considerations of return and risk would comprise only part of their objectives,

" which therefore bear closer examination. 'We begin by attempting to characterize the motivations of
the main groups, including some of the conceptual determinants of ownership struciure that might
represent those motivations. Then we consider the ways in which the organization of the
privatization process itself may have affected the ability of each type of actor to influence the outcome
in accordance with its objecn'ves._ Our purpose here is to attempt, as much as possib]é, to characterize

- the data-generating process that produced the ownership structure that we observe in July 1994.

A first imporiant group of actors in the Russian privatization process consists of state
agencies: the federal government (including the President, the Prime Minister and Cabinet, the Duma,

" and the ministries), the federal and local GKIs, the federal and local Prope&y Funds, and the local

goevernments, Although a completé analysis of the interaction of all these agencies is beyond the
scope of this paper, we include several variables representing the possible interests of the state in the
analysis below. % ‘The variables measure factors. such as subsidies from the state to the company, price

controls-and cther types of administrative interference, whether the firm is in the Military-Industrial

“Indeed Demsetz and Lehn (1985) do not distinguish inside fom outside owners in their
measure of ownership concentration. While a major theme of this paper is the importance of such
distinctions in Russia, we would claim that the argument is not limited to transition econgmies.

“See Boycko, Shleifer, and Vishny {1595} or McFaul (19%5) for discussion of the diverse
objectives and the bargaining 2mong some of these groups.
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Complex, and the extent to which the firm’s output is soid to the state. )

A second important group of actors consists of insiders: managers and non-managerial
employees who had the opportunity to acquire shares through the privatization process, Although :
the State Privatization Program and the lease-buyout arrangements both gave ex;censive preferences
to acquisitions of shares by iﬁsidérs, as we have discussed, the price of shares (whether in terms of
cash or of vouchers, given that the jatter had to be accumulated by purchases on the secondary
market) may well have made a difference to cash-constrained insiders. We have argued, for example, |
that this consideration was particularly relevant ta the choice between options 1 and 2 of the State .
Program. In addition to variablés'intended to proxy for the likely cost of firm’s shares (the book
value, to w}ﬁcﬁ the price of the 51 percent of shares under option 2 was tied, as well as the 15 percent
of shares made available at a discount under optioa 1) and the ability to pay of managers and workers,
we also examine measures of the aspects of the firm thalt would tend to increase its relative
attractiveness to em_ployeé-cwners: the firm’s ownership of social assets (housing, medical clinic,
kindergarten, etc.), a low level of capital requirement, and the degree bf homogeneity of imer'e.stsr
among insiders, under the reasoning that employee ownership ma).r work better when the i.ntgrests of
employees are more closely aligned.”

Consistent with our overall 'ana{ysis of the ownership structure, the third group consists of
outsiders. The Demsetz-Lehn considerations are especially relevant when we consider the
motivations of outside investors, although the possibility for non-value:-maxinﬁzing and expropriating

behavior, even outright theft, is so much greater in Russia, as we have emphasized, that the notion

* of “amenity value” is somewhat extended, to say the least! We analyze some proxy variables for the

“potential benefits from contrel” and for “systematic regulation,” and we also consider measures of
the state of labor relations in the company, the latter perhaps particularly important to outside -
investors in the general context of insider puwer in Russia,

in addition to these factors, a number of which overlap across different types of owners, we

"This argument appears in Hansmann (1$90), and it is developed in the transition context
in Earle and Estrin {1995). Bosin e al (1993) point out that “diversity rather than commonality is
the prevailing feature among PCs (producer cooperatives) in Western countries,” suggesting the
difficult of identifying conditions under which employee ownership is relatively advantageous.
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.a:lso include measures of frm quality (represented by variables such as capacity u;:ilization, fuel costs,
exports to the West, and qualitative reports from managers on their firms). While it may appear that
“quality” of the firm generally does not discriminate between different types of owners (inasmuch as
all types of owners may be presumed to prefer a higher to a lower quality firm), we would argue that
..workers and/or the state view the situation differently and that quality interacts with other factors.
- With respect to workers, the fear of job loss may be greater in a firm with worse parformance,
compared to one performing better, thus the benefits to the werkers from control may be higher in
B _the former than in the latter. Indeed, producer coopcratives- in market ec‘onomics are frequently
:_‘esrablished when a conventional outside investor-owned firm finds itself in financial distress, and
. workers with quasi-rents take over the firm, exchanging higher w.a'ges for erﬂaa.ncéd job security.*
. To some’extent, this argument may also hold for managers, who'also have qﬁasi-rent§ and are
thereforé‘alse concerned about job security if outsiders take contrel of the company. Finally, it is
clear that the state (or certain state actors) has an interest in preventing layoffs, plant closings,
 shortages of supply, and cutbacks in social benefits in politically sensitive regions and sectors or of
. j)olitically sensiti;re magnitudes; thus, the state too may be more likely, ceteris paribus, to hold shares
. of firms where such actions are threatened,

Thus far, the discussion ‘has ignored the ways in which the process of privatization has
_constrained the ability of the diverse types of actors to realize their 6bjectives. In previcus sections,
- however, we have discussed a number of ways in which the process may have imposed such
: constraints. The issue then becomes the appropriate characterization of the bargaining structure:

which variables are determined in which sequence by each party singly or by bargaining with others.
" To take one extreme, we could analyze the determination of ownérship structure as a non-cooperative
pame, with the deicision-tree structure shown in figure 3. Following 2 rather legalistic view of the
: process, the figure shows the State first deciding whether or not to privatize an enterprise. This
decision would embody the kinds of restrictions on lease-buyouts and the lists of firms subject to

“compulsory,” “voluntary,” and “prohibited” privatization in the State Program. The figure shows, .-

. ®3ee Bonin ef af (1993) for 2 summary of this literature. It is partially on this basis that
we have suggested that privatizatior: sales or giveaways to workers may be relatively -
advantageous in declining firms and sectors in transition economies (Earle and Estrin (1995)).
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next, the decision of insiders whether to privatize, and if so which method to follow (Jease-buyout,
ar option 1, 2, or 3 of the State Program). Conditional upen that decision, outsiders then had to
decide whether to bid for shares in one of the voucher or cash anctions, or to try to arrange some
direct purchase from the Property Fund. Insiders may also bid for more shares at that time as ﬁrcil ‘
as arrange other ways to acquire them.® Finally, secondary sales among private owners may take
place before {as well as after) we observe the firms in July 1994, when the voucﬁer program finished.
Figure 3; Stylized Decision Tree of the Russian Privatization Process
“T'his analysis is useful in'showing the priority of decision-maldng: first, the state; second, the
- “irisiders; last, the outsiders. - It also provides a fuller picture of the impact of some possible
determinants of the ownership structure. The likely effect of firm quality, for instance, is more
ambiguous in the context where the state and insiders move before outsiders do: even if insiders and
the state have a greater interest in controlling firms in bad shape than do outsiders, the former may
use their first-mover advar;tage to claim most of the shares in “good” companies.

On the other hand, the decisioﬁ tree ignofes many important features of the Russian
privatization process. To begin with, the temporal sequence was somewhat different from that shown
on the ﬁgu-re. Leasing arrangements began to be iaerm.itted in the waning perestrofka days of the
Soviet Union, and enterprise collectives had to decide whether to participate with Little knowledge
of the eventual outcome of the process (e.g., whether they would becomé owners) or of what other
alternatives for privatization might cvenfually be in store. Sa most decisions about leasing had been
made before the options in the State Program were available.

For anather thing (z point we have alrgady braught up in section 4, above), not only did the
state not set out any a priori prohibitions on privatization through lease-buyout, which wefe instead
handled on a case-by-case basis, there was also 0o consistent enforcement of the several “lists” in the

State Program,™ Thus, rather than the state unilaterally deciding whether to privatize a company (and

$0n additional way that insiders could acquire shares direcily from the state was through
the so-called FARP (Fond Aktsionirovaniya Rabotnikov Predpriyatiya), which used company
profits (like an ESOF) 10 buy about 10 percent of the shares.

R adygin (1994) presents evidence of the high rate of corporatization of enterprises on
the “voluntary™ Iist as of mid-1993, passibly even exceeding the rate of those for wiich the
process was supposed to be “sompulsory,” Furthermore, there is much anecdotal evidence of
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what fraction of the shares to privatize), the appropriate model may be rather one of bargaining: the
state made its prcferencés known and created a set of incentives for the process to be carried forward
and then negotiated with company i.nsliders over the implementation.™ A better characterization of
fhc process might be that the state and the firms bargain over inclusion in privafizarior;. Thus, we
have placed an “I" for insiders in parentheses next to the “State chooses™ on the timeline,

The state could also influence the ownership structure, even beyond the initial decision to
privatize. In some cases (8.2 percent of privatized firms in our sample) the state retained a majorty
of all shares - the case of what we have called PSOs. We have also analyzed the implications of the

-state’s-decision to Limit its own voting rights, through the “type B” non-voting shares. Finally the
state participated, t}}rough representatives of the Property Fund and of loca! governments, on the

privatization commission set up-for each firm; thus, the state could influence, formally as well as

- informally, the cheice of method, the distribution of shares internally, and the allocation of shares to

a public voucher auction, 10 an investment sale, or to a direét transfer to"some favored buyer, An
“(SY” representing influence of the state s added to “Insiders choose” on the timeline.
Only in relatively rare cases, however, is it likely that outside investors could have influenced

such decisions. Where they did have influence on the privatization process itself, in addition to their

" decisions whether to purchase or bid for shares, outsigers were probably working through politicai
3. connections or z}wough their relationships with the managers of firms. For the most part, outsiders
'+ were simply eft to bid for whatever shares remained once the state and insider.s had flled themseives
- «(at preferential prices), and even.then they faced the competition of insiders and restrictions imposed

"by the state; “{I, S} is added to “Outsiders chocse™ on the timeline on figure 3.

. firms that actuzlly privatizéd despite their inclusion on the “prohibited” list, and firms on the
" “compulsory” list that did not, even by the conclusion of the program on July I, 1994, Finally, it
~appears that a significant number of lease-buyouts were carried out or at {east completed even

after the state banned further such arrangements in 1992,
"Indeed, we would argue that the motivation for the insider preferences was

" administrative as well as political; not only did 2 vastly weakened state (McFaul (1995)) have to

satisfy existing stakeholders (Boycko, Shleifer, and Vishny (1995}, but it also had to accomplish

“the process administratively, Both the lease-buyout arrangements and the State Program

decentralized most of the initiative and decision-making concerning privatization, at the same time
conceding significant control over the process.
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Thus, it would appear that the appropriate characterization of the bargaining structure in
determining the ownership structure tesulting from the Russian privatization process is neither a case
of “efficient bargaining,” where all concerned parties are present and no efficiency-enbancing gains
are overlooked, nor is it a simple nonp-cooperative game, where each party makes choices in a
specified sequence Rather, there was some bargaining at pracncal[y eve:y stage of the game, with
an important role for both the state and insiders throughout. Moreover, the process appears to have -
vared substantially across firms. vaen the many ambiguities 't in characterizing the process, our
method is simply to estimate reduced-form equations for various aspects of the ownership structure, |

~using the forgoing discussion as our motivation for including certain determinants, but eschewing a

structural interpretation of the coefficients.

6b. Measures of Determinants 7

The enterprise data set is rich in measures of the potential determinants of ownership
structure. Summary statistics for the full set of variables we use in this analysis are shown in table
25, Moast variabies are measured n the year 1940 or 1991, before the privatization process began,
because we would like to isolate pre-determined factors affecting ownership structure. In several
cases, however, earlier information was not avadable so we have been forced to use
contemporansous (July 1954) data.

The first group of variables include measures of size by empioyment and by sales. Iflarger
enterprises tend to be more “strategic” from the state’s point of viev:r, then state ownership may be
greater in larger firms. The standard argument concerning ownership concentration (Demsetz and
Lehn (1985)) is that larger firms tend to have more diffuse ownership, because of the greater
costliness, non-diversifiability of risk, and “degree of contral” associated with the same pmponionaté
ownership stake in a larger compared to a smaller company. These considerations may have varying
implications across types of owners, if for inst;;cc some types of owners tend to be wealthier, less
cash-constrained, and better diversified than others: outsiders compared to insiders, managers
compared to workers, or institutional investors compared to individual outsiders. In each case, th;:
former group is likely to have a lower gost of holding a large stake relative o the latter. The

costliness of employee shareholding is also raised by the investment of the human capital of
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employees in their firm (Meade (1972)). Moreover, the fact that the Russian privatization process
constrained 6utsiders ﬁ) take minority stakes (if substantial majority stakes, as we have seen in section
5) implies that outsiders may prefer to invest in larger firms, where their corresponding “degree of
control” may be greater. Finally, if size is to some extent a proxy for the capital requirements and
the complexity and heterogeneity of the firm’s production, then larger firms should again be more
attractive to outsiders relative to insiders (due fo standard agency problems between inside owners
and outside lenders and the problems of decision-making in heterogeneous companies). A‘lthough

we also include measures of capita! requirements, complexity, and heterogeneity below, all of the

‘forgoing arguments work inf the same direction, leading us to predict that outside ownership, '

especially of institutional investors, and possibly state ownership should be positively related to
entérprisé size.™ '
Table 25° Determinants of Ownership Structure

The second group of determinants includes various proxies for firm “quality.” We have
already discussed the motivation for these variables above. The proxies include capacity utilization
in 1991 (CAPUTS1), the percentage of revenue derived from exports to the west in' 1590 (EXPW90),
the percentage of costs associated with fuel inputs (FUELC90), and rwo qualitative measures based
on the respense of managers. CAPUTY] has a surprisingly high mean of 83.33 (§D=16.24),
reflecting the fact that most Soviet enterprises were still operating closé to capacity in the last year
of the Union; nonetheless the range is large, varying from 15 to 100. EXPWOC is likely to be highly
correlated with quality of the firm, as enterprises able te earn hard currency by exporting to non-
CMEA countﬁes-fn 1990 were favored with better technology and more investment, and they likely
produced better quality products; reflecting the low leve! of trade between the Soviet Unjm; and the
West, the average EXXPWO0 is 1.40, but it ranges up to 70 percent, FUELCOC proxies the size of the
ol pric-é‘—'—shock experienced by firms after price liberalization (even if quite incomplete); again the
mean isiow, but the variance is high. The first of the qualitative variables, PROFMAK, is'a dummy
variable equal to one if the response is positive to “Does your firm make profits?” A large proportion

of firm managers - 86 percent - claim their firms are p-roﬁtable. The second (PAYPROB)isalso a

"™We also enter size (by employment) non—hnearly to permit nan-monotonicities in the
ownership structure - size relationship.
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dummy, edual to one if the manager reported that the firm “failed to repay a bank loan or make an
interest payment on time;”. nearly 60 percent of managers reported afﬁrmativeiy. These last two
variables are unfortunately available only contemporanecusly with the survey. _

- The next group of variables represent interests and actions of the state. We start with four
measures of the association between the enterprise and the military-industrial complex (MIC).™
These variables are included under the hypothesis that the state may be especially concerned to
control the activities of, and posiblly to maintain the assets {although this appears to be contradicted
by the state’s practice) of firms closely tied to the military - therefore, the state may tend to retain
shares and to controi more closely the privatization process. The first of these vatiables, MIC, is 2
dummy for affiliation with the military-industrial complex in 1994, here defined as subordination to
the Goskomobomn[;rom.; in our data, 16 percent of firms are MIC by this definition. The next three
variahles show the percentage of output, revenue, and sales distribution accounted for by mifitary
products sold to the state in 1996: the means (SDs) are about 8.9 (26.0), 5.7 (2022), and 8.8 (23.7)
percent, respectively. '

‘We have some qualitative information on the current (1994}, extent of “attemnpts of
administrative. interference by the federal or local governments,” which we tak;a as representing
reduced possibility for profit-making by new owners (thus, likely a deterrence to outsiders, especially

“blockhalders) as well as a further proxy for interests of the state, We have coded the responses “not

ETT)

applicable,” “not significant,” “somewhat significant,” “most significant™ in two dummy variables,
such that ADMINT2=1 if the response is “somewhat significant” (but not *most significant™) for
either federal or local govermments, and ADMINT3=1 if the response is “most significant” for either.
Over. a quarter of the sample reports at least some state interveation {the sum of the means of
ADMINT2 and ADMINT3), while 10 percent report it a5 “most significant.” PRICONT, a dummy
equal to one if there are price controls 6r fixed profit margins on the firm’s main products, perhaps
comes closest to Demsetz and Lehn’s {1985) noticn of “systematic regulation” reducing the potential
benefits from control. Nearly 40 percent of Russian firms respond affrmatively.

The role of the state also appears in the provision of subsidies to enterprises. The mean of

"Earle and Komarcv (1996).contains a detailed description of these measures and
estimates of the extent of defense conversion in Russian enterprises based upon them.
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the dummy variable GOVSUP2 indicates that 26 percent of firms received some state support in
1952, while GOVASS92 shows the actual amount of support received in 1992, ranging up te 4 hillion
rubles. We include both variables, because the latter is missing for several cases {(where GOVSUP2
= 1) and because there may be some reasons to doubt the reliability of the exact ruble figure, The
final two variables measure the extent to which sales distribution channels (CHAGOV90) or revenue
(REVGOVS0) came from non-military sales to the state in 1990; the !é.rge difference in the means
(19.3 for-CHAGOV90 compared to 1.6 for REVGOVI0) is due to the fact that the latter applies
mainly to public goo-gis, such as hospital supplies and textbooks,

" Thenext two variables are intended to proxy for the complexity of the enterprise’s operations,
and thus some of the “potential benefits to control” (Demsetz and Lefm (1985)). ESTAB measures
the number-of establishments of the firm and $UBSID the number of the firm’s subsidiaries in 1994,
The rationale for these varizbles is that the performance of firms with muitiple locations and complex .
sﬁ.xcture‘s may be relatively respensive to active monitoring and thersfore to concentrated ownership
by managers or institutional investors.

We have noted that outside investors may be desterred by contentious industrial relations, for
which the next set of variables are meant to be proxies. The first two measure trade union density
(percent of employees who are members), divided int_c ald unions (pre-existing from the Soviet
period), OLDUNION, and newly established unions, NEWUNION, at the time of the survey. The
data show a remarkably high rate of union membership, 2 total of 94 percent on average. Although
Russian trade unions have never been exceptionally powerfitl, these variables may still reflect some
ability to oppose restructuring, for instance. But since we have little evidence as to whether the new
or the old union tends to be. stronger, we include both separately. The next two variables are
dummies for, first, whether a strike has occurred or been threatened (STR_THRY) in the previous 12-
12 months"and, second, whether a strike occurred (STRIKE), as of July ]9§4, In only 2 percent of
comparies-had a strike actually occurred, although it was threatened in an additional 16 percent, The
final two variables in the group are based on qualitative questions and are also intended to measure .
insider power, WUNION is 2 durnmy indicating whether the union is at least a somewhat important
factor in setting wages at the time of the'survey: 35 percent of firm managers report it is “somewhat

important” or “most impertant.” LEXCESS is 2 dumimy equal to one if managers report that the
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“actual level of employment” exceeds the “opﬁmal level (given the existing capital stock, technology,
and level of output)” by more than 10 percent: 22 percent report it to be so.

We have argued that the costliness to insiders of purchasing shares in the firm may reduce
inside and raise outside ownership.  The next set of variables tries to get a handle oln this idea through
measures of the age of equipment, the fraction of total costs attributable to capital costs, the fraction
attributable to lzbor, and labor productivity, with the first varizble pertaining to 1994 (although it is
unlikely to have changed much over the preceding four years of extremely low investment), and the
other three measured in 1990. OLDEQUIP measures the percentage of equipment is more than 15
-years old; we emplay it as a proxy-for the accounting valuation of a firm, based on historical cost plus
depreciation, which is used as the basis for determining the price for insider shares in the Russian
privatization. CAPCOSTS is the percentage of total cost accounted for by depreciation and interest
payments to banks, and LABCOSTS is the total cost of labor (including wages and salaries, bonuses,
payroll taxes, and social benefits paid from costs) as a percentage of total costs. These plus
LNS_E90, sales per employee, we take as measures of the capital intensity of the firm. Not only
would a capital intensive firm been more expensive for employees to purchase, outside investors
would have an advantage in updating and improving the assets of a capital-intensive enterprise. Thus,
we predict that insider ownership should be positively associated with OLDEQUIP and LABCOSTS
and negatively associated with CAPCOSTS and LNS_ESC.

The next group of variables mostly concern the interests and abilities of insiders. MANWS0
and AVGW30, the average salary of managers and of all workers in 1990, are included as proxié:s of
the ability of each to pay for shares in the firn. To some extent, they may also represent pre-existing
firm “quality,” inasmuch as firms in favored sectors tended to pay higher wages. We argue that the

“next variable, INDASS, a dummy equal to one if the firm is 2 member of a branch (industrial)
association, is likely to raise the advantages of managerial ownership, and that of outside firms and
banks. The mz.nage'r is likely tobeina better position to exploit the benefits of the industry network,
and cross-ownership by SUpIpiyi.ng and customer firms and banks, as well as by colluding competitors
is likely to be complementary to membership in the association. ' .

WDH-'F96, HREVS0, HCHAYG, and HGEQGY0 are intended as alternative measures of the

degree of homogeneity of the workforce, included because of the problems faced by worker
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ownership when their interests are hetero geneous. WDIFFS0 is the percentage wage differential
between white-collar employees and production workers in 1990, and the other three variables are
herfindzhi indices for the concentration of revenue by type of product, the type of sales distribution
charmel, and the geographic scope of markets, respectively. The final four variables measare social
benefits, likely to be important to workers, and the preservation of which might be a motivation for
them to buy out the company. SOCBEN_P measures the percentage of profits paid out as social
benefits to workers in 1993; the average was nearly 26 percent. SOCBEN_C measures the
percentage of costs attributable to social benefits in 1990; the zverage was nearly 20 percent.™
SOCBEN-W measures the net cost bf social and non-wage benefits as. a percentage of the wage fund
at the time of the survey; the average was nearly 12 percent, The final variable, SOCBENNO, is
simply the number of different types of social benefits the firm offered in 1990 (including
kindergarten; health care ficility, canteen, food'shop, new housing construction, workers’ domitories,
resort houses, and transport); the mean is 5.5 with a range from 0 to 8,

Finally, it would be desirable to have better measures of firm-specific uncertainty, emphas;izcd
by Demsetz and Lehn (1985) as an important aspect of the potential benefits to control. While their
study of U.S, data was able to draw upon the volatility of stock market returns for each company,
reldtive to some index, there is no way of coming up with a comparable measure in Russia. We
include industry and region durnmies to proxy for the volatility of the ﬁm’s.'environment, recognizing -

that of course these variables may be representing other important interfirm differences as weil.

6c. ‘Estimating the Impact of Determinants on Ownership Structure _

In this subsection, we report the results of ordinary least squares estimates of equations for
varlous aspects of ownership structure, with the measures of determinants described in the previous
subsection included as independent variables. We examine equations for share ownership by different
types of owners and for vardous measures of outside ownership concentration. Our primary purpese

here is to show that the determinants do indeed remove 2 substantial portion of the variation in each .

MSome employee benefits in Russia, as other former Soviet countries, are listed as costs
on the income statement, and others are financed as a distribution from profits; thus both
categones must be included in any overall evaluation of their magnitude.
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dependent variable, We do not attempt to estimate parsimonious versions of the equation, to treat
what is no doubt fairly sizable muiticollinearity, nor to sort out the independent effects of the
determinants. That investigation we postpone for future work. Here, we instead provide only z brief
interpretation of the results, which we however draw upon later w;hen we use them as the first-stage
regressions in the computation of instrumental variable estimates of the impact of ownership structure
on enterprise performance. -

Table 26 includes results with private share ownership (PSH), worker share ownership
(WSH), managenai share ownershlp (MSH), and outside sha.re ownership (OSH) as dependent
variables.” The adjusted R? vary from .92 in the equation for PSH to .25 for MSH, sufficient to
provide some confidence in the use of these determinants as instruments. Cantrolling for other
factors (including employment size categories), PSH is negatively associated with 1990 sales revenue
and with MIC, subordination to the State Commitiee for the Defense Industry. It is positively
associated with the percentage of revenue derived from exports to the West, with the percentage of
total costs accounted for by fuel, and the logarithm of the number of establishments (2 measure of
gither size or, holding size constant, of complexity). PSH is negatively associated with the amount
of subsidies (direct and indirect) received from the state in 1992. Because the omitted method of
privatirzation is “none” (implying that the company has remained 100 percent state-owned), the .
methed dﬁmmies show up highly significantly.

Table 26; Impact of Determinants on Share Ownership: Private (PSH), Workers (WSH), Managers
{MSH), and Outsiders {OSH) .

The equation for WSH displays fewer statistically signi.ﬁcantrdetcmﬂnants, again the likely

result of High multicollinearity in the specification. Like PSE, WSH is negatively associated with size

according to 1990 sales, but it is positively related to membership in both old and new unions, and

A ¢ shown in Table 25, the data set suffers from missing values in the case of most of our
determinants. While the number of cases missing is not crippling for any particular variable, the
pattern is such that taken as a whole they are. For the purpose of these equations, which in this

-paper e use principally as first-stage equations to canstruct fitted values for ownership structure
in instrumental variable estimates of the performance-ownership relationship, we have therefore
smputed the mean value for each nght~hand side determinant (not for the dependent variables) to
all missing cases.
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negarively related to the existence of a recent strike and to the number of fringe benefits offered by
the firm in 199C. The estimated negative coefficient on strikes may be the result of some endogeneity
of this variable, since we are able to measure it only contemporanecusly with the cwnership
information, and it is possible that worker ownership has improved the industrial relations, thus
decreasing the probability of a strike.™ But the benefits result is diffcult to explain: we had expected
that workers would be more likély to acquire shares where there were benefits 10 protect.

_ The equation for MSH.is the least satisfactory in terms of overall explé.natory power, but it
would appear that managers tend to avoid firms with problems paying their bank loans, with high
levels of membership in either old or new unions, and with high 'mtem_a.l wage differentials. On the
other hénd, MSH is positively relzted to one measure of military orientation: the proportion of 1990
revenue obtained from military sales to the state (CHAMJI.O); and MSH is also kigher when sales
distributién charnels in 1990 were more concentrated {measure by HCHA0) and when the firm
offers more social benefits. ' ) )

. Finally in table 26, OSH is negatively related to the amount of government assistance received
in 1992, and positively related to non-military sales to the state and to the proportion of labor costs
in tbtal costs, The latter result provides some support for cur argument that the compmti(re
advantage of outside owners, relative to inside cwners, is Lkely to'be greater in more capital-intensive
firms, and that this would be refiected in the ewnership structure.

Table 27 turns to & disaggregation of outside ownership between inseitutional and individual
shars ownership (INSTSH and INDSH, respectively). ‘Because OSH = INSTSH + INDSH, these
regression results show how the impact of determinants on OSH divides between its two components.
Most of the OSH determinants work through INSTSH rather than INDSH: the negative relationship
to goveriment assistance in 1992 and the‘posiﬁve relationshi-p with non-military sales to the state and
the weigﬁf—'of labor in total éosts (the latter appearing in INDSH, as well). In addition, the INSTSH
equation shov;'s a negative effect of MIC 2and 2 positive effect of the logarithm of the sumber of

establishments (LNESTAB), which we have hypothesized may reflect the benefits from coatrol by

™This result may provide some evidence in favor of our hypothesis (in Earle and Estrin
{1995)), that worker ownership might lead to an improvement in mdusmal relations. If s0, this
coefficient suffers from simultaneity bias.
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concentrated outside owners. The very low adjusted Ri for INDSH suggests that individual

motivations were either extremely heterogenequs or that they were unresponsive to the differences ’

across firms in the characteristics we are able to measure.

Table 27: I:;pact of Determinants on Outside Share Ownership: Institutions (INSTSH) and

' individuals (INDSE) .

Table 28 further disaggregates mstmmonal investor ownership into ownership by a bank

(BSH), an investment fund (IFSH), a foreign investar (FSH), and a domestic firm (FIRMSK), with

INSTSH = BSH + IFSH + FSH + FIRMSEHL The results show significant heterogeneity among. types

. ofinstinstional owners: an apparently insignificant effect of a number of determinants on INSTSH

masks significant, although opposing effects on its sub—componems One of the most interesting
results is the strong positive relationship between BSH and the dummy vasiable for rmssmg payments

on 2 bark loan. Although the data do not permit us to identify the particular bank owning shares and

the cne to which the firm is indebted, it is hard to escape the inference that the banks are one _and the

same, and therefore that banks have acquired ownership of problem firms beéause of the debt -

relationship. BSH is also positively related 1o production of military goods (PROMILO) and to the -

marnagerial salary (MANWS0), as well as to non-military sales to the state and number of
establishments, which we observed with OSH. BSH is negatively related to the threat of a strike, to
the average wage inthe irm {AVGW90), to the homogenzity of revenue sources (HREV9Q).and to .
the manager’s report of labor excess greater than 10 percent (LEXCESS). Unlike INSTSH, BSH
_is not negatively related to government assistance in 1992, ' -
- Table 28: Imi:act of Determinants on Ownership by Outside Instiwtions: Banks (BSH), Investment
Funds (IFSH), Foreign Investors (FSH), and Domestic Fums FIRMSH)
. The adjusted R?is substantially higher in the equation meant to expiain IFSH than in r.ha.t for
BSH: 205 compared to 107, respectively, While BSH was negatively associated with medivm-sized
- firms, IFSH is strongly positively associated with employment in the 2000-plus category. While BSH
was positively associated with military producticn, IFSH is negatively associated, and like OSH buf:
unlike BSH, itis negatively associated with government assistance. IFSH is also posnively related
to the proportion of total costs accounted for by fuel, the'firm’s average wage, and the worker-white

collar wage differential m 1950, and negatively related to the presence of price controls on the firm’s
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major products, nane of which appeared to be significant in the equations for INSTSH and BSH.

Owmership by foreign investors (FSH), howeverl shows less systematic varjation than the
other types of institutional investor ownership. FSH is strongly posiﬁvely refated to location in
CAPITAL (Moscow or St. Petersburg) and to Western exports, a5 welf as negatively to the largest
emﬁloment size category, tb the dummy variable for government support in-1992, and to the
homageneity of revenue sources in 1990. Like INSTSEL FIRMSH is negatively associated with MIC
and theumber of establishments, but it differs in being positively related to military production
(PROMEO), the dummy for government support in 1992, and strike threat and negatively related to

“iffiportant government admiristrative interference (ADMINT3) and to Homogeneity of sales
distribution channels. -

Finally, we examine the determinants of awnership by outside blockholders, focussing on the
four meagures of ownership concentration developed in section 5:  the share ownership of the largest
single blackholder (BLOCKSH), the combined share ownership of all blockholders (BLOCKSSH),
the share awnership of all 10 percent or greater blockholders (BLS10SH), and the share awnership
ofall 20 per&ent or greater blockholders (BLS20SH). Overall, the results tend to be quite similar to
those for INSTSH: negative relationships with MIC, GOVASS92, LABCOSTS and positive

association with CHAGOV90, but additionally with a positive relationship to STR_THR aad 2
negative relationship with LEXCESS.
Table 29: Impact of Determinants on Ovmcrshsp by OutSIde Blockholding: Single Blockholde:r
- (BLOCKSH), All Biockholders, (BLOCKSSH), »10% Blockhelders (BLS10SH), and >20%
Blockhoiders (BLS20SH)

7. Ownership Structure and Enterprise I;erformance

Throughout this paper, ou.r organization of the data has been motivated by hypotheses
"conqeming the potential impact of owmership structure on enterprise performance. Because of the
possibility that private owners may be more likely to restructl;fe and to increase profits and
productivity compared to continued ownership by the state, we have quantified the extent and the
patterns of private ownership emerging in Russian industry, For similar reasons, we have

distinguished. owners who are insiders to the Grm from those who are outsiders, and we have
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considered different types of each (managers versus workers, and individuals versus various types of
institutional investors) based on the hypothesis that each type may have different objectives and may
face different constraints, compared with the others. We have emphasiz;:d the importance of
measuring voting shareholdmgs because‘voting shares represent control rights - thus the possibility
for owners to influence company behavior. Finally, our analysis of concentration of ownership was
similarly motivated: the implications of a given total ownership by outsiders are very differem if the
outside owners consist of faw entities with large holdings, compared to the situation where outside
holdings are dispefs;d over a large number of owners. With respect to each of these aspects of
- ownership structure, we have found significant variation across the Russian enterprise sample.

In this section, we exploit the statistical variation that Russia offers 1o test the premise
underlying our analysis of the ownership strueture: the possibility of some relationship between
enterprise performarice and the varjous aspects of the ownership structure, as we have analyzed them.
The magritude and the speed of changes in Russia, we have argued, indeed provides an interesting
quasi-experimental setting in which to investigate the effects of ownership on enterprise behavior.”
Biut the nature of the ongoing transformation of the economic system in Russia has implications not
only for the magnitude of change that may be observed, but also for the types of behavior that are
possible and interesting to measure. We argue, in section 7a, that the conventional indicators of
enterprise performance in the literatures on Western corporate governance, state ownership, and
producer cooperatives are either unmeasureable or not fully appropriate in the transition context, and
we describe the lebor productivity variable and the indicators of rest.ructuring behavior aggregated
into a ‘.‘resnucturing index” that we anajyze in this paper. Section 7b reports estimates of the impact
of the shareholdings of different types of owners on the performance measures and section 7¢ on the
impact of outside ownership concentration. Section 7d reports instrumental variable estimates of the
impact of ownership structure, where we use industry, region, size, and method of privatization as

instruments, in addition to the determinants of ownership structure investigated in section 6 above.

TIndeed, the changes over 1991 to 1994 are at an order of magnitude seldom if ever
seen in most "normal” situations: for instance, the mean change in real output for the firms in
our sample is -52.2 percent, the mean change in nominal output is 16585.7 percent (the
difference due to the near-hyperinfiation in Russia over this period), and the mean change in
employment is -25.2 percent.
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7a. Measuring Enterprise Performance

The corporate governance [itevature in the West has adopted a number of alternative measures
of entei'prise performance: accounting profits (e.£., Demsetz and Lehn (1985), Holdemess and
Sheehan (1988), and Prowse (1992)), abnormal stock price increases (e.g., Wruck (1989) and Smith
(1956)), and Tobin's Q (.2, Morck ef al {1988) and McConnell and Servaes (1990)). The literature
-on private versus state ownership has tended to use accounting measures of profits and revenues, due
to the unavailability of stock prices for state-owned firms (e.g., Boardman and Vining (1989) and
Megginson ef al (1994)). Empirical analyses of the comparative performance of producer
ceoperatives versus c;nventionai firms has focussed on technical efficiency, usually represented by
disembodied total factor productivity (see the suﬁmxy in Bonin e af (1993)), Finally, Bhagat and
Black (1997) have recently included a variety of firm-value and accounting measures, concluding that
somé resuilts are non-robust across the altemnative performance variables, although the focus of their
paper is not the effects of ownership structure, but rather of board composi_tidn.

Applyin_g such performance indicators in the transition context, however, faces problems of
both m&sufabi]ity and appropriateness. No reliable measures of firm value are available in the post-
socialist cour.ttrit;:s‘ where stock markets are just beginning to operate. Similarly, the arbitrariness of
socialist prices and depreciation rules implies that historical valuations of capital are meaningless,
rendering it impossible to estimate productibn functions. Western accounting systems are pbor[y
devefoped and incénsiﬁtently applied, and reported profits are unreliable in the extreme.”

Moreover, the conventional performance indicators are also somewhat inappropriate for the
evaluation of enterprises in transition economies. Analyses of the effects of ownership concentration
or of different ownership forms in developed capitalist economies are usually conducted under the
impbicit assumption fhat the firms are observed in a steady-state equilibrium, so that it is appropriate
to focusirectly on indicators of outcomes, such as stock price, profitability, or efficiency. In the
transition. situation, by contrast, firms have been subject to tremendous shocks to their environments,

including drastic changes in practically-all input and output markets. What s most interesting to

™A current saying in Russia is that “the good manager will achieve zero profits,” the
implication being that any reported profits will be lost to the firm's insiders, either paid as taxes or
dividends to the state or outside owners.- '
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measure is not whether they have mcreased profits and productivity in a short span of time, but rather

the degree to which they have begun (for instance, under the influence of new owners) to change their

behavior in desirable directions. Profitability and efficiency, even leaving aside measurement
problems, may be particufarly poor measures of behavioral change, certainly so in the short run,

because many types of restructuring may‘impose‘ higher short-run costs and only increase profits and

efficiency in the longer run. )

- Elsewhere (1995), we have attempted to categorize the goals of new corporate governance .
arrangements in their impact on enterprise behavior in Eastern Earope: clarifying property rights, |
defining the boundaries of firms, re-orienting firm objectives away from the state and towards the
market, reorganizing internal enterpriéc structure, reallocating resources across and within firms,
facilitating down-sizing and shutting-down where necessary, encouraging new investment and
updating of technology, fostesing restructuring of a number of other types, and réduci.né transaction

_costs associated with firther evolution of the ownership structure. In this paper, we focus on one
measureable outcome indicator - labor productivity - and several types of restructuring behavior;
product market, employment, and unbundiing (changing brounda.ries), as well as an index aggregating

2 number of different indicator variables in each of these areas. .

Although we do present some results for mdwldual types of restruc'turmg, we focus on the

index because we view restructuring as a process of overall change which cannot be captured by any

one variable and instead requires the construction of an aggregated measure of simuitaﬂequs change
across several dimensions. The rationale and design of the restructuring index are described in detail

in the appendix to the paper, and the descriptive statistics for the variables are shown in table 30.

Table 30: Descriptive Statistics on Performance Measures

The restructuring index, RESINDS3, is a composite of eleven indicators, including the three

presented below, and eight others described in the appendix. As shown in the table, its mean is 24

and it ranges from 0 to 100 (by construction). ' .

We also investigate labor produetivity as an indicator of the performance of different firms.

Here we are interested in the effects of o.wnership structure on the level rather than the change in the

dependent variable. But to control for the fact that labor productivity may vary systematically for a

variety of reasons (for instance, différent capital/lzbor ratios) across firms, we include the lagged (pre-
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reform) level on the right-hahd side, These equations may also be interpreted as restructuring
equations, where the firm has managed to reduce employment while keeping output up, or to raise
output while keéping employment down, The dépendent variable is defined as the natural lo'garithm
of the ratio of sales {$) to employment (L); as the table shows, LOG(S/L) ranges widely.
Finally, we turn to three individual indicators of the extent of restructuring.™ DISALES is
the index of dissimilarity between the structure of 4 firm's channels for the sale of its outputs in 1994
with that'in 1990 (each enterprise provided the percentage of the value of its output obtzined from
sales through its own retall or wholesale network, through retail or wholesale firms independent of -
tigenterprise, through direct salés to non-governmental customers, through non-military sales to the
state, and through military production, as well as through “other” methods in 1994 and from the same
six sales channels in 1990): '
DISALES = 5%, |SALE94, - SALE90],
where SALE94; and SALE90, indicate the percentage of sales accounted for by a particular
““distribution channel” 1 in the vears 1994 and 1990, respectively, The r'aﬂge zcross firms of
DI-SAL.ESIis from 0 to 109, where 0 indicates no change, and 100 indicates a complete change. The
tabie shows that, while some ﬁﬁns changed the composition of their sales dramatically (indeed only
33 percent did not change the compositicn at 2ll), on a\f;cr_age there was only moderate adjustment:
the mean is 35.22. o _ _
LAYOFF is the firm’s layoff rate from the beginrﬁﬁg of 1992 until the time of the survey in
July 1994 {defined =s the ratio of number of workers laid off during that period to the number
employed in 1991). The mean layoff rate is 5 percent, with a large range: 0 to 50 percent, At least
some Russian firms appear to have tzken a very active approach to the excessive fevels of
employment inherited from the yea'rs of labor hoarding under central planning. Although the
distributiétl of LAYOFF is evidently rightward skewed, aver 70 percent of firms did engage in some

layoffs.

"Like RESIND3, and as further described in the appendix, each of the three individual
restructuring indicators is rescaled from © to 100 in our regressian analyses below (although this
_was in fact unnecessary for DISALES, because it was naturally scaled this way, and in fact we

have firms at both extremes).
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DEMPSPL 15 a measure of the extent of change in the boundaries of the firm: the ratio of th
sum of the number of employees lost through split-ups and those gained through mergers to 199
empioyment. The mean is even lower than the layoff rate: about 2 perc;:znt, but again the variance
is [arge. While most ‘c_ompanies {88 percent of them) engaged in no “unbundling™ or “rebundling”
of these kinds, some engaged in them to & large extent, in one case amounting to 92 percent of 1991
employment. Consistent with the general view tha: the size of Soviet industrial enterprxscs tended
to exceed eﬂicwnt scale (either because of excessive vertical integration or inefficient !Jund[mg of
diverse actmnes)_ we find that most of the changes in firm boundaries involved split-ups (the mean

is :023 across all ﬁm-;s), and only a tiny fraction involved mergers (the mean is .001).

7b. Estimating the Impact of Ownership Identity on Performance

Our estimating equations take the following general form:
RI = flOWN, region, industry, size),
where RI is an indicator of restructuring (alternatively LOG{S/L), RESIND3, DISALES, LAYOFF,
DEMPSPL), OWN is a specification of the relative importance of different types of owners (defined
precisely below), and region, industry, and.gize are gq;1tro!s.’° .

We censider several alternative specifications of the ownership structure, based upon the
disaggregation of types of owners in figures 1 and 2, above. First, we list those where the vaﬁabies
in OWN are proportionate voting shareholdings: -

o PSH
*+ . WEH MSH, 0OSH
+ . WSH, MSH, INSTSH, INDSH
. WSH, MSH, BSH, IFSH, FSH, FORSH, INDSH
where the variables represent the voting shareholding of the respective group:

PSH = private

"QOur controls are rather parsimonious; we have three regional categories (defined in the
footnotes to the tables of results), seven industry categories (as before), and three size groups. -
We have estimated many of the equations reported below with other specifications of these
covariates, and not found any qualitative differences in the inferences one would draw concerning
the ownership-performance relationship.
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WSH= ‘workers

MSH = managers

OSH = sll outsiders

INSTSH = institutional outsiders -

INDSH = individual outsiders

BSH =bank

'I-F'SH = investment find

FSH = domestic firm

FORSH =-foreign mvéstor. _

As before, OSH =INSTSH + INDSH = BSH + [FSH + ESH + FORSH + INDSEL

We also perform a similar investigation where OWN is specified according to the dominant

owner type of the firm.  Analogous to the specifications thh sharehioldings, we employ the foliowing:
. PO ' . :

. WO, MO, NO, 00, INO

. WO, MO, NO, INSTO, INDQ, INC

* . WO, MO, NO, BO, IFQ, FO, FORQ, INDO, INO

where the variables are defined analogously above. In the third and fourth specifications, we have
first disaggregated OOs into INS’-IOs (firms with INSTSH=INDSH) and INDOs (frms with
INDSE>INSTSH) and then disaggregated INSTOs into FOs (if FSH is at least as great as each of
BSH, IFSH, and FORSH), BOs (if BSH>F SH and at least a5 great as IFSH and FORSH), IFOs (if’
IFSH>FSH, IFSH>BSH, and IFSH>FORSH), and FOROs (if FORSH is greater than each of the
other shareholdings of institutional owners)."

Table 31 shows the results from estimating the restructufing index as a function of

shareholdings, in which the foar specifications of OWN are multiplied by two, because we present

*'The priority is determined by our suppasitions as to which type of owner is more likely
to be dominant in the event of a tie between them: domestic firms (likely to have close ties to
managers), banks (for the same reason), investment funds, and foreigners. F oreigners come last
because they are probably the most outside, and they may, ceteris paribus, face the greatest
difficulties in influencing the behavior of the firm they nominally own. That said, there are few
ties in the data.
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results with and without a set of region, industry, and size contrqls.“ Both the dependent and the
share variables are scaled as proportioas (from zero to one).
Table 31: Impact of Shareholding on Restructuring _

Spetification 1 shows a positive impact of private shareholding on restructuring. The effect
is statistically significant at the five percent level, but it is small: the full privatization of 2 state-
owned company (PSH changing from 0 to 100) is estimated to move the restructuring index by only
sbout .06, less than half the standard deviation in RESIND3 {.16). The result is robust to the
inclusion of covariates, however. ' '

Specification 2 disaggregates PSH, showing that the private effect is primarily due to higher
ownership by managers. The estimated coefficient on MSH is much larger in this specification as well
as in specifications 3 and 4, excesding the standard deviation of RESIND3, and it is statistically
significant at the 1 percent level across all six specifications.

Specification 3 shows that the lack of = significant result for outsiders is not due to
heterogeneity between individual and all institutional investors: the cneﬁicients on both are small and
statistically insignificant. Specification 4 investigates the possibility that different types of institutions
may have differential impacts upon enterprise performance. The results show -a_large. positive
coefficient on TFSH - the “shareholdings of investment funds - whether or not we control for
covariates, while the coefficients on the other types of institutional holdings are statistically
insignificant (and the point estimate is even negaive for bank shareholding).”

Table 32 shows the results from a stmilar analysis of the impact of ownership on the
restructuring index, but where the differences in ownership structure across firms are measured using

the dominant owner framework. The results are fairly consistent with the shareholding approach:

¥We also report an additional specification, where variables representing “frm quality”
are added to the industry, region, and size covariates. The additional covariates (descﬁptive
statistics for which appear in table 25) include the following variables: capacity utilization in 1951
(CAPUT91), percentage of revenue derived from exports to the West in 1990 (EXPW90),
percentage of fisel cost in total cost in 1990 (FUELCS0), a dummy for support received from the
state in 1992 (GOVSUP2), and the amount of assistance in 1992 (GOVASS2). Instrumental
variables specifications are discussed in section 7d, below.

“When we add the “firm quality” covariates to these equations, the estimated coefficients
for PSH, MSH, and IFSH are almost identical to those in the table.
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the estimated coefficient on PO is statistically significant and positive, although smalf. The estimated
MO coefficient is highly significant and larger than the PO effect in every specification. No other firm
type, including WOs, INOs, NOs, and any of those dominated by institutional investors) differs
significantly from SOs. The coefficients on FORO (dominant foreign ownership) are large, but too
imprecisely estimated to draw any firm inferences, - ‘
Table 32: Impact of Dominant Owner Type on Restructuring

Turning to labor productivity as the outcome variable, table 33 shows the results of the
shareholding approach and table 34 the results of the dominant owner approach to organizing the
ownership data. PSH, private' share ownership, is estimated to have a large, statistically significant
impact on fabor producﬁv-ii:y: the results suggest a ceferis paribus increase of nearly z half percentage
point in labbr productivity for each increase of one poiﬁt in private share owmnership. The estimated
impact of rianagerial share ownership, MSH, is even greater, with an impact of .7 to .8. Extrapolated
to an-evaluation of the effect of 100 percent compared 10 no ownership, the estimates suggest a 40-50
percent Kigher labor productivity for a firm completely privately owned (relative te one completely
stafe-owned) and a 70 to 80 percent higher productivity for a firm completely managerially owned
(relative to one with MSH=0)." _ '
Table 33: Impact of Sharehoiding on Labor Productivity

In these regressions, the effect of WSH is everywhere positive, although only about haif the
size of MSH, and it becomes statistically significant in the spcciﬁcatiéns where covariates are
included. Regarding outsiders, we again find no effect of overall outside share ownership, but that
it matters to disaggregate amang them. IFSH, share ownership by investment funds, has large,

positive coefficient estimates, although it-is statistically significant only when covarates are

¥Lest the large magnitudes of these results be misconstrued, the Russian contest nust be
‘remembered; large declines’in sales for most industrial firms and smaller declines in emplayment.
The results should be read as suggesting that managerial owners have been much more effective
than the state and than most other-types of private owners in reducing employment in line with the
fall in sales, rather than implying that the static efficiency of managerially owned firms is 70
percent higher than other ownership forms. See our argument concerning the appropriate
measures of enterprise performance in the transition in section 7a, above.
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excluded.” _
Table 34: Impact of Dominant Owner Type on Productivity .
The results from investigating the implications of the dominant owner approach, shown in
table 34, are quite similar in terms of private and managerial ownership, PO and MO, but elsewhere
they are rather differsnt. WO and INO have positive and statistically significant effects in every
specification (the [atter are after all 2 combined MO and WO), while the coeffcient on NO is positive .
and significant when covariates are included. Among outsiders, individuals (INDQ) have a bigger
tmpact than do institutions (INSTO), a result that again becomes statistically significant in the
“pecification with cm:'ariates. -Orce again, among institutions, only the investment find (IFO) has a
positive and statistically significant effect. Both foreign investors and domestic Srms have negative
coefficients, although they are not estimated to be significantly different from zero,
For a more disaggregated examination of particular types of restructuring, tables 35, 36, and
37 reproduce the specifications in tables 31 and 33 with three individual restructuring indicators, _
DISALES, LAYOFFL, DEMPSPLI, as the dépendent véu‘iables, respectively. Overaﬂ, the results
provide further evidence that shareholding by private owners, managers, and seme types of outsiders
- especially investment funds - lead to more restructuring by firms.*
Table 35; Impact of Shareholding on Restructuring: Change of Salés Structure
Table 36: Impact of Shareholding on Restructuring: Layoffs
Table 37: Impact of Shareholding on Restructuring: Split-ups and Mergers

¥When we add the “firm quality” covariates, the coefficient on WSH is no longer
statistically significant, at conventional levels, But OSH does become significant, with an
estimated coefficient of .71, larger than that for MSH. INSTSH also becomes significant, but
[FSH is not, Thus, the estimated impacts of various aspects of outside ownership are somewhat
sensitive to specification, in the OLS models. By contrast, the TV estimates of the impact of
OSH, INSTSH, and IF$H are quite robust across alternative specifications, as we show in section
74, below. : . | :

*In an earlier paper (1996), we have also estimated a variety of other specifications, for
instance including measures of product market concentration, import penetration, and soft budget
constraints, but the results conceming ownership were robust to these changes.
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7¢. Estimating the Impact of Qutside Ownership Concentration on Performance

In this section, we report the results ﬁ'om estimating similar’ equations to those presented
above, but rather than disaggregating different types of outside owners, here we substitute mcasun;es
of ownership concentration by outside blockholders as potential determinants of corpox_'atel
performance. We again investigate labor productivity and the log of labor productivity as dependent
variables, and examine the impact of c;:)ﬂcentration measured in the shareholding framework (so that
the concentration measure is defined as the percentage of shares held by some large owner(s),
variously defined) and in the dominant type framework (so that the concentration measure is a .dummy .
variable..equal to one if concentration exceeds some threshold levef). The concentration of
shareholding measures are the same as those described in table 23: BLOCKSH (voting sharehdldmg
of the largest single outsider), BLOCKSSH (sum of voting shareholdings of all institutions plus
individuals-where the latter have at least 5 percent of the shares, on average) , BLS10SH {sum of the
voting shareholdings of all outsiders with at Jeast 10 percent of shares), and BLS20SH (sum of the
voting shareholdings of all outsiders with at least 20 percent of shares).

~ Table 38: Impact of Outside Ownership Concentration on Restructuring: Shares

The results of adding theée variables to the equation for RESIND3, where we includle WSH,
MSH, and OSH, with and without industry, region, and si'zel covariates, are shown in table 38, The
only consistently robust determinant of performance in these specifications, indeed in any specification
we examined, is MSH, managerial ownership. None of the concentration measurés appears to be
systematically related to enterprise performance.” '

In table 3G, where we estimate equations within the dominant owner type framewaork, our
concentration measures are dummies defined to be equal to one if the fargest blockholder has at [east
10 percent of voting shares (BL.O10), if it has at least 20 percent (BLO20), if the sum of blockholders.
ha:s at;lca"sr 10 percent (BLOS10), and if they have at least 20 percent (BLOSZO). We find robustly

positive and significant coefficients on MO and the occasional positive impact of WO and 00, but

\We estimated a variety 6f other s?eciﬁcations, in addition to those shown in the tables,
. For instance, we replaced WSH, MSFL and OSH by PSH, to try 1o learn whether multicollinearity
among the disaggregated share variables was responsible for the low significance of the

concentration vanables. We also tried adding the “firm quality™ covariates. But in no case were
the results appreciably different.
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the estimated effect of concentration is negative and statistically insigificant.
Table 39: Impact of Outside Ownership Concentration on Restructuring: Types

The equations accounting for labor productivity are similar in most implications: MSH is
positive and significant, OSH occasionally so {and large in impact where it is statistically significant),
but the measures of concentration are negative and usually insignificant in table 40, a result that is
again robust to adding the “Erm quality” covariates. The final specification in the table, including all
covariates and BLSZ()»SH, produces the single case of a significant coefficient on a concentration
measure, but the sign is estimated to be negative. -

- “Pable 40 Impact of Qutside Ownership Concentration on Productivity: Shares

In the dominant owner spt.tci.ﬁcations for productivity, shown in table 41, we again find a
robust posmve impact of MO, some evidence of positive effect from WO and IND (the combined
worker-manager form), but nothing else systematic, None of the concentration measures show up
as significant in any specification. .

Table 41: Impact of Outside Ownership Concentration on Preductivity: Types

The conclusion from this analysis would appear to be that co.nsideréti‘ons of “identity” - which
type of outside investor holds shares - outweigh concentration of ownership among all types of
outside cwners in Russian corporate govemance at present. While rnanagenal ownership has a clear
positive relationship with performance across 2 wide variety of measures and specifications in these
regressions, among outsiders we could find some evidence of 2 positive impact only for investment
funds. When we aggregate outsiders and search for positive effects of cwnership conceatration, we
find no such evidence. '

Finally, we considered the possibility r.hat our linear specifications may concea.l sxgmﬁcant noT-
monotonicities in the ownership-performance relationship. Morck ef al (1988), for instance, suggest
that manageria! shareholding tay have two confrary effects: an incentive effect and an entrenchment
effect. The former is supposed to dominate at low and high levels of ownership, while the latter
dominates at modera;'.e levels, Morck et al proyide evidence of this non-monotonic relationship {wifh
breakpoints at 5 and 25 percent) with respect to managers, as do Wruck (1989) with respect to
managerial and blockholder ownership and McConnell and Servaes (1990) with respect to

concentration among institutional investors; Prowse (l992 however finds no evidence of non-
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monotonicities with respect to concentration of ownership in Japan (indeed, he finds no any
relationiship whatsoever between ownership concentration and accounting profits of Fapanese
cémpa:ﬁes). Similarly motivated, we estimated various piecewise-linear refationships for
shareholdings and concentration in the Russian enterprise data set, but the data showed no evidence

of systematic relationships.

7d. Instrumental Variables Estimates of the Impact of Ownership on Performance
We have argued that there may be good a priori reasons to believe that the Russian
privatization process contained significant selection effects, such that the ownership structure
resulting from the process is likely to be associated systematically with particular characteristics of
enterprises. Moreover, we showed in section 6, above, that our data produce evidence of such
effects. Tir that section, we mempted to analyze the kinds of factors that would tend to have
differential effects on the attractiveness of enterprise shares for some ryp&s of oivners relative to
others, and we found statxstlcally significant relationships between many of the hypothesized
determinants taken individually, as well as significant explanatory power for all of them taken a;s a
group.
 These findings, together with those of the previous two subsections, suggest the possibility
that the abserved association between certain types of ownership structure and mezsured enterprise
performance may be the result of some simultaneity bias. Perhaps pfivate ownership does not cause
more restructuring and higher labor productivity, but the observed positive relationship is instead the
result of 2 greatel;r probability that “better” firms were privatized, and once they were included in the
privatization program perhaps their ownership structures were likely to include greater private
ownership compared to the “worse” firms. Similar arguments could be adduced with respect to our
findings Eoncerning the strong positive impact of managerial ownership on performance and the
" somewhat weaker impact of outside investor ownership.
In this section, we attempt to take this simultaneity bias into account by using instrument .
varizble techniques, using the determinants explored in section 6 as instruments for various
dimensions of the ownership structure, Among those determinants, it is worthwhile to highlight the

special importance of privatization method, which appears to us a clear case of a variable which is
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highly correlated with ownership. structure {as we have shown) but which is unlikely to have any
independent effect on enterprise performance: any corvelation between choicé of method and
performance should operate only through ownership structure. Our method is to use the estimated
selection equations of section 6 to construct firted values for the ownership variables, and examine
the impact of these constructed measures on enterprise performance.

Tables 42 to 45 shows the results, where the fitted vaixlxcs are indicated by the prefix “PROB”
foltowed by the original variable name; for instance, PROBPSH represents the fitted values from the
equation for PSH in table 26, above. These results parallel the OLS estimates in tat;les 31, 33,38,
-and 40, respectively. Tables 42 and 43 emphasize ownership identity, while tables 44 and 45 stress
concentration of outside ownership. In table 42, the dependent variable is RESIND3 and in table 43
it is labor ﬁroductivity. Regarding specification 1 in these two tables, the impact of private
shareholding appears to be quite robust: the coefficients are slightly higher in the IV estimation than
in the OL.S versions, suggesfing & slight 'ncgative selection bias in the pﬁvathaﬁon process, but the
differences are trivial Concerning specification 2, whers we disaggregate private owners into
manzgers, workers, and outside investors, the estimates again show consistently positive effects of
managerial ownerskip on both festructuring and preductivity, with even greater magnitude in the TV
compa:ed to the OLS estimates. By contrast with the OLS resuits, however, the IV estimate of the
.eﬂ'ect of outside ownership (of all types) is positive, large, and highly significant in the productivity
equation.

Table 42: Impact of Shareholding on Restructuring: IV Estimates
Table 43: 1mpact of Shareholdmg on Productivity: IV Estimates
‘ Specﬂicanon 3 in tables 42 and 43 shows a positive estunated 1mpact of owriership by
institutional mvestors on both restmctunng and productivity; the magrutude is roug_hly the same as
- for managerzal ownerslup except in the specification for productivity with covariates, where it is
substantially greater. In all cases, the impact of share ownership by individual outsider mvestors is
estimated to be negative, results that are statlstlca!ly significant in the restructuring equatlon. Talcen |
at face value, this suggests that privatization to dispersed individuals may be even worse for corporate
governance and performance than ne privatization whatsoever, é.nd perhaps some monitoring by the

state, When we disaggregate institutional investors, in specification 4, we find evidence of positive
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impacts of both investment funds {in the restructuring equation without covariates and in both,
productivity equations) and banks (not significant for restructuring, but large and significant for
productivity). : ‘ ‘

These results appear to iJe quite robust to changes in specification. For instance, adding the
“firm quality” covariates to the equation has only trivial effects on the coefficient and standard error
estimates, The results therefore provide further support for the hypothesis that managers and certain
types ofoutside investors have had positive impacts upon enteq.Jrise performance. The fact that the
impact of ownership by outsiders and institutional investors is e:maﬁced when we examine IV rather

- than OLS results suggests that the privatization process may have contained some negative bias, such
that outsiders were less likely to be able to claim shares in firms in which the opportunities for
restructufing and productivity improvements were great. -

Tibles 44 and 45 perform a similar analyis, pamll;el to tables 38 and 40, for measures of
concentration. By contrast to the OLS results, the IV estimates show evidence of farge and
significant impacts of every measure of outside ownership concentration on the restructuring index
(and on DISALES znd LAYOFF, not shown in the tabies). Although the estimated impacts of the

concentration measures on labor productivity are not precisely measured, they are, by contrast with
' the OLS estimates, positive and large in magnitude, Taking into account the possibility of selection
biases appears to strengthen the evidence that performance may indeed be positively related to
coneentrated outside ownership.™ '
Table 44; Impact of Ownership Concentration on Restructuring: IV Estimates
Table 45: Impact of Ownership Concentration on PTOdl;lCﬁVity: IV Estimates

Finally, we again investigated the possibility that our linear specifications may be obscuring

ron-monotonic relationships between enterprise performance and aspects of ownership structure.
To test f3t such possibilities, we estimated models where the impact of the instrurﬁented shareholding
and concentration variables was permitted 1o vary in a piecewise linearfashion (fo!lowing Morck ef
‘al (1988), although they do not treat ownership structure as endogenous). As we also found in the,

OL.S models (reported in section 7b and 7c, above), there was no systematic evidence of such non-

%5 cain, these results are robust to the inclusion of a set of “firm quality” covariates.
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monotonicities for any of the ownership variables. Thus, the basic results of this part of the paper -
the positive refation between measures of enterprise performance and private, managerial, investment

fund, and concentrated outside ownership - appear to be unaffected by this extension.

8. Conclusioﬁ

A common thread in most accounts of the emerging corporate ownership structure in Russia
is the low involvement by private outside owners. It is well-known that the State Privatization
Program, although based on 2 free distribution of vouchers to every citizen, in fact granted such
enormous preferences to enterprise employees that extremely high levels of insider ownership were
the inevitable result. Although it has received much less attention, the other main pfivaﬁzaﬁon
pracess in Russia - Jease buyouts - facilitated still greater transfers to insiders, as we have shown.
Moreover, the state has retained considerable shareholdings, both by not pri.vatizing about 30 percent
of enterprises, and by holding back large stakes in puratively privatized ones. For the small
proportion of shares remaining for potential acquisition by private outsiders, the design of the
program encouraged maximal dispersion of ownership, especially by the legislative limits on the
ability of the new Vouchér Investment Funds to acquire stakes in excess of 10 percent in any one
company. Thus, overall, it would appear that mstdcrs and the state dominate Russian enterprises and
that outsider influence should be clese to nil.

This story has significant truth, and this paper has presented evidence to substantiate much
ofit. We have documented the farge fraction of shares that Russian privatization has transferred to
iﬁsiders, including both managers and workers, and we have analyzed the holdings of the state in
some detail, However, the paper has also shown that the situation may not be quite so bleak as is
often claimed. For a variety of reasons, outside shareholders may wield clout in 2 significant fraction
of Russian companies. In particular, the paper has developed several considerations that enhance the
picture of the potential strength of outside investors: the unequal distribution of outsiders across
companiés that gives them much more than their average stakes in 2 significant fraction of firms, the
tendency of outsiders to invest in somewhat larger companies that raises the preporticn of the capital
stock they may influence, the important role played by non-voting shares that may limit the control

rights of inside and state shareho!ders, the large fraction of vouchers that citizens ultimately placed
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with Voucher Investment Funds the apparent lack of enforcement of the 10 percent limit on fund
ownership in any one com;:»zny, and, as a result of all of these factors, the emergence of concentrated
blocks of shares, held most[y by institutional investors, that provide both the means and the motive
| for outside control over insider control (to paraphrase Acki (1995)).

Among outsiders, we have shown that large blockholders tend to be investment funds and
domestic firms, while the role of banks and foreign investors is minimal. Similarly to large
corporations in the U.S. (Shieifer and Vishny (1986} and Zwiebel (1995)), firms with blockholders.
tend to have only a single blockholder. The main difference is that many Russian firms have no
blsckhdlder whatsoever. Yet it turns out that a non-trivial fraction of them do have one,

We ha:.Ve also presented evidénc;e that the different methods of pri'vatization applied in Russia
are partidlly responsible for the heterogenity of ownership structure. Unlike previous studies of
Russian Bamérship, our data includes enterprises remaining only partially privatized, '_chose' still 100
percent state-owred (as of July 1994),. and those that had been privatized in the earlier “lease-:buyout"-_
program, We have shown that the choice of privatization method carried significant implications for
the extent of privatization, the relative importance-of different types of private owners, and the degree
of concentration among outside investors.

Throughout the paper, we have pursued the dual themes of “identity” and “concentration” of
ownership. Although the zero-transaction costr world of Coase (1960), Demsstz (1983), and
Demsetz and Lehn (1985) may contain no systematic relationship betwseen corporate performance
and the distribution of ownership, the situation in Russia appears to be cjuite different. Due to the
jack of development of financial markets, institutions of contract, and the legal system, there are
enormous costs to monitoring, measuring, and enforcing contracts in Russia and other transition
economigs. Moreaver, the poor functioning of competitive markets, both factor and product, and
of other Sorporate povernance institutions, such as credit market monitoring, implies that Russia has
few of the other disciplinary devices common in market economies. It is in this context that
widespread: asset stripping has ensued, following the breakdown of state control, in Russian
enterprises, Without active monitoring of owners - whether iﬁsider or outsider - little stands in the
way of a continuation of this largely destructive process.

We have argued that the new ownership structure is critical for another reason: the manifest
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need for large-scale restructuring of enterprises to improve pexforma#ce where possible and to
liquidate where it is not. The paper has developed our point-of-view that restructuring is best
understood and measured as a composite index of more-or-less simultaneous changes across several
dimensions of the firm’s activities, due to the many complemerttarities across different types.of
changes. We believe that this restructuring process is not only a fascinating economic phenomenon
10 observe and study, but that it is also a critical issue for policy in the transition context because of
its many externalities: the extent.and success of restructuring has v;'elfa:e consequences both inside
the old enterprise sector and outside in the de novo firms. As long as the old enterprises account for
a large fraction of the economy, their performance will affect the employment and career prospects
for workers, the investment opportunities for savers, the quantity and quality of goods for consumers,
and the health of state finances for taxpayers. Furthermore, the growth of the new private sector
depends to a significant extent on assets, including structures and equipment as well as human capital,
that are bottied up in state and former state cbmpan.ies. untit relezsed By restructuring., This is
" another set of reasons, in addition to the high level of transaction costs, the poor functioning of
competitive markets, and the disequilibrium situation in Russia, why we believe it would be
inappropriate to treat non-value-maximizing behavior by cwners or managers as mere on-the—Job
consumption, as utility maximization without any normative consequences.

A forther motivaﬁon. for our study has been that the fact that restructiring is needed on. such
a large scale in Russm suggests that, despite the noisiness of the environment and of the data, the
researcher may be able t0 ohserve an impact from ownership structure on enterprise perfon'nance of
2 magnitude much larger than those detectable in stable market economies. Although it is of course
quite early to investigate the ownership-performance relationship in Russia, we believe the issue to
be sufficiently important and interesting to merit attention. Indeed, we have found cwdence in simple
OLS specifications, of systematic effects of private ownership on several types of restructuring
behavior and on labor productivity. The OLS results indicate that, among private oWners, managers
have the most consistently positive and statistically significant impact on performance, while we find
somewhat weaker evidence for 2 positive impact of ownership by investment funds. Other types of
private owners, including worker-owners-and types of outside investors except for investment funds,

do not appear to lead to performance superior to that under state ownership, nor do the OLS results
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suggest any implication that concentration of outside ownership has a positive effect on performance.
These results do not ap}:icar to asise from a linear specification that does not permit non-
monotonicities in fha relationship between enterprise performance and ownership concentration,

* We have also investigated the determinants of the post-privatization corporate ownership
“structure in Russia. Although this study does not attempt to disentangle their independent effects,
we have found evidence that characteristics of the firm likely to raise its relative attractiveness to
certain types of owners, compared to others, do remove a substantial proportion of the variation in
ownership structure, both the distribution of shares across different types of owners and the extent
of concentration of outside ownership. Based on our finding that privatization method carries large -
implications for ownership structure, we have argued that this variable and other determinants, -
measured prior to privatization, may be suitable instruments for ownérship structure, ]

- Qur finai set of findings concern the results from estimating the performance-ownership
relationship using those instrumental variabies. Consistent with the OLS estimates, private share
ownership appears to be robustly ;ﬁositive and significant, if sometimes small in magnitude. The
findings for managerial shareholding are also robust, with a larger magnitude than private
shareholding taken in total. However, the IV resu];s show much clearer evidence of institutional
ownership on peﬁqmmcg, and consistently larger effects of outside ownersﬁip concentratiorn,
relative to the OLS estimates. This finding provides support for our contentions that the Russian
privatization process was systematically bia.sed against outside investors and that it is critical to take

-such selection effects into account when evaluating the impact of owmership structure on enterprise

- performance,
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Appendix: Measuring Restructuring o

For some time now, the term “restructuring” has been the niot de jour in public discourse on
firms, both in developed Western economies and in the transition economies of Eastern Europe and
the former Soviet Union. Yet there seems to be considerable vagueness in the understanding of what
the term means, in either East or West. Usually it is defined by example, when a particular action
such as “downsizing,” “cut-sourcing,” or “spinning off” of part of the firm is characterized as
restructuring,  But one always has 2 sense that no single action is in jtself a sufficient condition for
true restructuring to occur. And although it clearly involves changes in the behavior of the firm, no
one seems to have in mind the conventional situation of 2 simple comparative static adjustment to 2
relative price shift. ‘ ’ : o

Rather, to most observers, restructuring seems to imply 2 decisive reformation in many
dimensions of the firm simultaneously. Implicitly, it is thought of as a non-convex regime switch, a
qualitative leap that breaks with the past, nstead of a gradual movement along some easily
quantifiable dimension from one equilibrium to another. Such dramatic changes are not everyday
events, but we may conceptualize them as oceurring under two sets of circumstances.

First, there may be multiple equilibria in the set of institutional arrangements and practices
which constitute firms. It is well-recognized that Japanese firms differ along any number of
dimensions from American firms; it is also true that American firms display enormous heterogeneity.
These equilibria can be thought of as local solutions to an optimization problem, the global solution
to which depends on 2 large number of conditions and is therefore in general indeterrminate. Thus,
even in a world of gradually changing conditions, we would not observe smooth adjustment, but
rather discrete jumps when a certain threshold in the extent of change in conditions has been reached.
Restructuring in developed capitalist economies would fall into this category. ’

Second, the world surrounding 2 firm may suddenly change: the quintessential example here
is the "transition” faced by firms in Eastern Furope and the former Soviet Union. Particularly in
econamies which adopted "big-bang" policies, firms were hit virtually avernight with massive changes
in the prices of both inputs and outputs, in the availability of supplies and new technologies, in the
competitiveness of their product markets — and all of this on a scale and with a suddenness seldom
if ever seen in the history of fiberalizing economies. And still more importantly, the basic incentives
of firms have shifted from a bureaucratic regime in which (to oversimplify) producing to the plan was
predominant to one in which considerations of profits and costs have become paramount.”
Restructuring for these firms means drastic and complementary alteration of practically ali their
activities and relationships.

At the same time, often the degree and sometimes even the direction of change along any
particular dimension is difficult to predict. In general, we know that Soviet-type enterprises produced
ta government order rather than to satisfy consumers. Not only what was produced, but to whom
it was sold or distributed was specified by plan. Enterpiises hoarded labor and other inputs to be able -
to "storm” to meet their plan targets on time. The wage structure was compressed and largely
exogenous, given by detailed central regulations. The boundaries of firms were not determined by -
efficiency or transaction cost considerations, but again by bureauscratic edict. And their access to new
‘technology was extremely limited. ‘While some firms may have suffered less from any one of these
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factors, to & large extent most firms exhibited most of them.” Thus, we look for variants of all these
different kinds of changes in our measure of the extent of restructuring. Our data set contains over ’
20 relevant variables which we describe below. Individual indices are created by linearly rescaling
the indicator variables from 0 to 100, where 0 is the value assigned to compames which restructured
the least and 100 to those which restructured the most.

Having exarnined the change in each of the variables separately, we then aggregate thém into
groups defined for five dimensions of restructuring: production, employment, compensasion, firm
boundaries, and investment. For each group, we define a restnucturing index based on the set of
variables pertaining to that group, taking the mean of the individual indices and including only
observations with at least tiwo non-missing indicater variables in that group. For convenience, the
index is again rescaled from O to 100, where 0 indicates the least amount of restructuring
accomplished in our data set and 100 indicates the most, We examine the correlation of different
forms of restructuring, to begin to-investigate the nature of the complementarities.in the adjustment
pracess. One intriguing possibility s that firms will display movements along divergent evolutionary
paths: either because of muitiple equilibria or because of multiple search and learning strategies
(which may themselves be thought of as multiple solutions to the decision-making problem), '

Finally, we assemble two aggregate restructuring indices, taking the mean of the three
production, employment, and boundaries indices to form RESIND3 and the méan of all five
categorical indices to form RESINDS3, in both cases using enly observations for which non-missing
observations are available for all categorical indices and again linearly rescaling from 0 to 100, where
0 indicates the lowest observed level, and 100 the highest level, of restructuring. The purpose of the
aggregate indices is to measure the extent to whxch firms are adjusting when aIl dimensions are
considered simultaneously.

. The rest of the appendix details the precise method of computauun of the restructuring index,
usmg the World Bank codebook. The sample is all old enterprises (excludmg 45 "DNs" and 11 firms
that are neither clearly old nor clearly new). Because of severe missing vaiue problems in the wage
and investment categories, the final number of observations in the overall restructuring index
RESINDS is 96. The restructuring index with three categories, RESIND3, has 246 observations.

INDIVIDUAL RESTRUCTURING VARIABLES
Each of the following indicator variables is provided 'naturafly’ and as mdex (with "i" at the

end of mnemonics).

Production ‘
Correlation coefficients for the change in output/sales structure from 1990-94:
CORGEQG (V89 TO V96) .

program;

com cormkt4=((v08%-avm l)"(v090-a\«'m2)+(v09 L-avm1)*{v092-avm2)+
(v093-avm1)*(v094-avm2 }+(v095-avm 1 )* (v096-avm2))/4.

®For instance, it is much less likely that firms in the military-industrial complex faced large
barriers in access to technology. But this sector was certainly subject to labor hoarding,
producing to plan, compressed wage differentials, and inefficient bundling of activities.
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com varmktO={{v090-avm2)**2-+(v092-avm2)**2+
(v094-avm2)**2-H{V096-avm2)* *2V4.

com varmibktd=((v08%-avmn1 **2-Hv091-avm1}**2+
(v093-avm1)**2+{v095-avm1)**2)/4.

COM COTEEOE=c ormkt4/sqrt(vam1kt4*vamﬂ<t0)

CORREYV (V21 TO V44) with all services (v35-v44) collapsed together
CORPROD (v10-v20)

CORSALES (V138-V164) o

All negative values of correlation coefficients were tnmmtcd to 0.%

(all indices are deﬁned inversely)

Employm ent
~LAYOFF= rec226/(emp91) -
TURNOVER —(hmngs-l—sepa:a.txons)/eme 1—(rec224+rec225)/emp9 1
{enter positively)
DEMP = % change in emp!oymem = (emp94—emp91)/((emp91+emp94)/2)
(enters négatively)
DEMP1 = (empl 94-empl91)/((cmp191+emp194)/2)
where empl for 94 = rec215+ 75%rec221-rec233 - 5"‘rec230 +.5 *rec{recz30/rec215)*rec233.
{enters negatively)

Wages/ Compensation

WAGECV=ratio of coeflicient of var of wages in 1994

[SD(REC237 REC238,V239)/mean(samne 3 vars)] 10 coeﬁment of variation in 1990

MGRSAL= Log(rec230)

M_WSAL=managerial/worker wage = rec239/rec237

CORSOBEN = change in structure of benefits provision to employees = correiatxon coefficient of
v516_2 to v516_9 with v517_2 to v517_9

(negative values were truncated)

Unbundling

DSUBSID = [(rec2]18/emp94)- (rec220/emp9l){

DFIXCONT = |(rec221/(emp94-+rec22])-(rec223/empl+rec223)]
DEMPSPL = (rec227+rec228)/emp91 :

(enter positively) .

Investment
INVDUM = v452
INVCAT=v355

*We have-also examined indexes of dissimilarity, as discussed in the text. Each of'the
carrelation coefficients included in the index is very hlghly correlated with the corresponding
index of dissimilarity.
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(both enter hegaﬁvely)

CONSTRUCTION OF CATEGORICAL INDICES .
For each category above, we define a categorical index fom 0 to 100, by taking the average
of the individual indices (as long as at least 2 individual indices within the category are non-tnissing,
and otherwise ignoring missing values), and rescaling them from 0 to 100. Variables computed as
ratios, where nurnerator Was equal to © and denumerator was missing were included into the analysis.
. INVINDEX .
PROBDEX
EMPINDEX
WAGINDEX
UNBINDEX -

CONSTRUCTION OF AGGREGATE RESTRUCTURING INDICES

We construct an index which is the average of the five categorical indices and one which is
the average of three indices, both rescaled from 0 to 100 - _

RESINDEX =avg (PROINDEX, EMPINDEX, WAGINDEX, UNBINDEX, INVINDEX)
RESIND3 =avg (PRONDEX, EMPINDEX, UNBINDEX) o :

96



Table 1

Ownership Classification of Industrial Enterprises in 1994: Goskorustat Data

. Goskomstat Cﬁssiﬂcgﬁon
Percent : '
Swe | “Muoeipal® | “Public | “Private” | “Mixed without | “Mixed wit
Institutions”™ Foreigners” Foreigners
Total Number of 5-3 2.7 o.e 72.6 16.3 2.3
Enterprises ' ' ’
Tota! Number of 16.0 1.4 0.7 25.0 55.3 1.6
Production-"Workers -
Total Volume of 9.4 1.0 0.2 18.8 £9.6 3.0
Cutput

Source: Goskomstat (1996). Classifications are explained in the text.

Table 2 .
Ownership Composition of Enterprise Sample
e Sl e R e + -
} Cwnership Status |
Hmmrema oo B LR TR TR +
100 ¥ StatePrivatized De Nevo
. Firms
L L LR R AL EE LT e LR LR e +
Number of Enterprises
Count 48 229 45
Row ¥ 20.0 69.35 10.5
B L R PP P Ll R s *
Employment 1594 (ths) :
Sum 130.3 565.1 1.2
Row ¥ 18.0 8x.0 0.2
e L L R LT LR LR TR +
Sales 1994 in bln RES
Sum ' 21404.4 7656.0 21.9
Row ¥ 15.4 B4 .4 0.2
4rreeeesasamrerrcar . R it R TP Hmrennran +

Saurce: Authors' calculations from sample survey data (July 1994). “Privatized" firms in this teble are former state
enterprises with less then 100 % state ownership.




‘ Table 3
Composition uf Sample and Population

T i L R et ket +
Sample Survey Goskomstat ] De Novo Sample
REg:.str_‘r

B LT e iRl bbb +

- ] counc !Percen: [ Percent |§ Count IPercent |

Ao e ——aans .- e e L Ao mmmomen o oea +

Industry Catagories
FUEL -& ENERGY 24 5 2 0 ]
METALS & CHEMICALS 50 11 5 5 11
HEAVY MACHINERY 66 5 - 8 4 39
LIGHT MACHINERY 125 28 17 11 24
WOOD- & CONSTRUCTION .- ’
MATERIALS -~ 52 14 21 14 31
CONSUMER GOODS 90 21 4% 9 20
2

Regicn Catagoxies -
RORTH 58 13 13

4 9
VOLGA- VYATKA : 26 € 3 3 7
POVOLZHSKI 56 13 13 4 2
NORTH CADCASTUS 40 3 10 4 9
URALS ‘ g7 15 14 § 13
WSIBERLA 52 12 13 2 4
ESIBERTA 34 8 8 11 13
MOSCOW 55 13 9 7 15
CENTER 51 12 18 9 20
D e R L E il Fommmman fmmmmmm-— Ammmmmm e Fhomumnnan W +
| TOTAL | 439 | 100 | 1oe i1 55 1 100 |
B L L L e 4o Hm - fmmmmmmmaa Fpam 4ommmmna +
Size Categoriaes
{1891 Employment)
< 200 61 17 44 34 23
200-1,000 : 102 29 27 3 7
1,000-10,000 165 47 17 o 0
5710,009 ) 26 7 - 0 0
L Rl iRt s mmm-—— hemmmm - d--mummmane dgmmmmr - hum e +
| TOTAL | 354 | 100 | 100 il 3 | 00 |
LR gmmmm - fovawann- dommmmmmaan e O +

Note: Industry groups wege constructed by the authors on the basis of Guskomstat categories. "Metals & Chemicals”
includes farrous aod noafersous metallurgy. “Heavy Machinery™ includes electratechnical industry, defense industry,
ship-building industry and beavy machine building. “Light Machinery” includes machine tools, computers,
automobiles, sgnculmra] machizery, radio industry, communjcation and electronics, metal copstructions and
machinery repair: “Wood & Construction Materials” inchudes humber, wood wurkmg industry, and construction
materials. "Consumer Goods™ includes teatiles, clothing industry, food processing and mest and milk ndustry.
Regions use Goskomstat grouping except thar we distinguish Moscow eod include Far Enst in “East Siberia” and both
Nerthern and North-Western region in "North”. For the Dz Novo :nmple the employment eategories were computed
using 1994 cmploymeut figures.

Source: Column 1,2,4, and 5 arc autbors” calculations from sample. Cohunn 3 is from Lee (1996), based on
Goskamstat registy of 10,582 industrial firms in Russia in 1991,
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Note:

All Insiders”
- -Workers

« ~Managers
All Quusiders
--Banks

- -Investment
Funds

- -Foreigners

-«Domestic
Firms

--Individuals

1.0

Sce text and previous teble pate for defigitions.

Table 6
Ownership Structure by PDominant Qwner in Al Old Firms

£52.4
23.3
14.3

.9

12.2

8.6

...... o ——t

| -mo |

______ T
10.4 | 36.%
89.6 | B3.1
26.0 | 35.3
18.7 | 29.6
6.7 6.6
63.5 [-26.8
3.2 .0
9.5 8.7
2.9 1.5
26.0 8.8
22.1 7.8

Hrm—--- Famm--- +




Table 7
Distribution of State Shareholding Across Firmus

(percent)
fommmm— - -mmammo——accoo o farmmmme-—mmemdme-—ememceefecesomo----ThesssrT oo +
Privatized Privatized A3l 0ld A1 014
(unwe;ghted) {weighted) (unwe19hted) (we;ghted)
R LR R LT EE R R B L P R Rl R bk it
100 .0 e 22.5 15.%
P30 .0 .0 22.5 12.5
P8O .0 .G 22.5 1%.5
P70 - . -.0 .0 22.5 9.5
PEG 2.9 5.1 24.3 23.1 -
PSO 8.2 20.¢ 27.7 313.4
P40 13.9 24.0 31.3 36.2
P30 32.1 36.9 36.6 45.1
P20 3.5 52.8 45.7 56.1
P10 45.5 75.2 51.4 1.7
T LR R L e LT fuammmmm—mmo - dusararannan B ELREE T TR R +
o | 48.5 [ 20.0 | 35.4 15.5 |
fermmmmmmsabmmrreaeeaco oo e LEEEEEEELEEES B e +
|x | 232 H 233 |- 313 319 |
fr--—--ssmmmrrs-—pesceesmsfuar s ms s $omumnn e B e s sl +

ote: The table shows thc pen:ent.ngc ot' firms where the statc sharebolding is greater than or equal to x, with the com:spon&mg row
esiganted Px. The second-to-last row, labeled “0" shows the pereestage of firms where state ownership is zero. The weighting

arinkle is Employment 1994,

Table 8

Expectation of Privatization in Unprivatized Firms (S50s) ‘

fmmmmmeameeeemmm—mmam .
bmmeceaamesmememsisemro—aas
Unweighted
Count
X

Weighted by 15994
Employmant
¥

Privatization
Not Flanned

Privatization
Delayed

Privatization
Planned Within
12-18 months

lote: Sample was restricted to old firms that had not undergone privatization as uf}uly {994, The Lable shows
pterprise menagers’ responses lo a question on their expectaiion or plans copcerning the furure privatization of their

.




Table 9
Ownership Structure By Industry Group

D LR L e e PR
j . Grcups of Branches nf Industry | TOTA]
Sharsholding FUEL & HETALS & HSAVY LIGHT WOOD & CDNSﬁEER OTHER
{percent of ENERGY {CHEMICALS HRCHINERY MRCHINERY | CONSTROC. GOOPS
shares) MATERIALS

................................

..................... R, s A
|'I‘cta1 private i 47.6 | 7.8
_____________________ fammmmm R R
| -Al) Insiders { 35.2 | s8.7 | _|
R e LRl P R TR R L Rt L h e Rl Lttt Sl bl SRRl
| - +Woxkexrs 1 22.8 | 38.2
dmmmmmm e e e P P et AR e e PR LR R EEE S R LDl SR DD
| - -Managers i1z.4 | 20.5
R L L L EE T L e T s LR L e Ll LR RS e ek Lk
|-A1l Outsiders| 12.4 | 19.1
P e dommmaun e R R bt DL LR s et et LR
| --Banks i € | 1.5
P e L R P L R e et sl bk il el
--Investment

Funds 5.6 6.1

|-—Domescic

Note: Sample is all old firms. See notes 10 tble 3 for definition of industry groups.,




------------- T el e ittt Sl B T
S Regions

hareholding Fr-r---«=f-----cwdro—comodmoocrmmndoma s b s o e oo

percent of ﬂon'm |pov01.zt-i KORTH URALS WES'I‘ EAST I mscow| CENTER

sharxes) CATICASTS STBERTA| SIBERTA I
------------- +-------+---~-—— LRl btk it ikl Sl ladebdd o g
otal State | 43.5 | 38.8 | 47.8 [ 6.9 | 47.5 | 30.4 | | 30.0 [
------------- B L R Rl et e e it delh dmmmrmu g
otal Private | 56.5 | &1.2 | s52.2 [ s$3.1 ] 52.5 | 659.6 | ] 70.0 |
------------- B L e e E s el it ik 4 v mudg
ALl Insiders | 40.7.] 44.6 | 42.1 | 76.5 | 33.0 | 56.0 | 1 s52.7 |
semmTomtesuss dmmmmm— Fommmm-- Fommm-- Hommmmmo e o + o mm - +
-Horkexs | z8.5 | 3s.6 | 30.8 [ s56.7 | 25.6 | 39.3 ] [ 3a.5 |
------------- R bt SRRl D bkt ettt btk o E R RS
Managers [ 22.2 ] 9.0 ] 11.3[ 129.8 | -13.4 | 14a.2 | [ 12,3 |
------------ L S e et il L b b el bt bkt Fomemmmog
All Outs:.ders[ 15.8 | 1&.6 | 10.1 [ 16.6 | 13.5 | 13.6 | Po17.3 |
-------------- P s R R R LRt L et el b S o
-Banks - | 8 .z} 0] 3 1.1 1 1.8
----- L L R e e et it ) dmu—a o
-Inv. Funds | 4.2 ] 5.9 3.1} 2.7 | 2.7 2.61 | 5.2
-------------- B e ittt ettt it 3 rmmm e
-Fizrms [ &1} 1293} 4s0] 8.0 | 4.2 5.9] I 4.3
-------------- e et CEEE LR TR S bbbl bl b Fommmmmmp
-Foreigners | .8 | .0 ] 0] 5| .0 ] 0| | -0
-------------- ik e e e e e PR
-Individuals | 5.4 | 8.8 | 1.9 4.3 [ 4.5 4.0]| | 5.2 |
-------------- N et TR B R Rl il DR bl el Sl gmmmmwmng
yominant Owner Type (percent of firms) '

-------------- e e R R kbl il
0 | 34.7%] 33.3%| 44.e¥]  3.1% | 44.7¥] 25.5%| 28.6%] 43.2%[ 23.7%]
-------------- e A LR R el e e el ittt skl sl sl iilints Sl

- SSO | 30.6%] 22.2%| 3s.e¥| 3.1% | 34.0%| 20.5%] 19.0%] 43.2%] 15.8%|
-------------- Pt St EE el R R e R el b b st Al o
-PSC [ 4.1%] 11.1%| 8.9%| L0% | 10.6%]  s5.1%]  9.5%] .0¥}  7.9%]
-------------- P L e R e L L LKL il Ll

le} | 65.3%] 66.7%| G55.6%] 96.5% | 55.3%| 7a.a%¥] 71.4%] s6.8%] 76.3%]
-------------- O L T L R s Rl R Rl R ekt o
IO [ s4.9%} s55.6%] s51.1%] 83.8% | 42.6%| 6%.2%] 57.1%] 45.9%[ 60.5%]
-------- N L L e e et e it bl ittt e
- - WO { 2a3.6¥] 3s.3%] 37.8¥] 71.9% | 21.3%| 51.3%] 23.8%] 24.3%] 42.1%]
-------------- R L br LR s e e LRt AR R DR R Rt S ik it dfdd il
- MO { 10.2%| -s.6%¢[ 8.9%] 12.5% | 8.5%] 7.7%| 2a.6%[ 13.5%] 7.8%]
- — s mmem-uaad e Rl Fammmm— fomaanm= Fmmm e Fommmean EEEEEEEES Hmmmmmm- Fowsamnn o mmmme +
- - INC ! s.1%] 11.1%)  4.4%]  9.4% | 12.8%] s5.1%] a.sx[ @.1%|  5.3%]
-------------- B L e e e g i sl dihot ol sttt o
-00 | 16.3%] 11.1%] 2.2%] .ox | 6.4%]  z.ex[ 9.5%] 5.4%| 5.3%]
-------------- B R e ek bl il Sttt st
NG | 2.0%| Lox]  2.2%)  3.1% | 6.4%| z2.6%| 4.8%] 5.4%] 10.5%]
-------------- P L e T R R E R LR LR R RS SRR L L DR Rl et il st
[OTAL NUMBER | . 439 | 19 | 45 | 3z | 17 | 39 § 21 | 37 ] 38 |
-------------- B et e e e b, Sl il sl ittt o

Table 190
Ownership Structuzre By Region

ote; Sample is all old firms. See notes 10 table 3 for definition of regions.




Table 11

Owners]up Structure By Size (1991 Employment)

R R e D i e
| 1981 Employment
Skarsholding +ew-ssaa- rmmmmmm- L aREEEE L R v mew—— o
[percent of < 201 201 - 501 - l 1001 - | 2001 - >5000
sharas) 500 1000 2000 5000
--------------- Rt e e e s |
]Total State | 36.9 | 3.8 | 27.4 | 34.9 | 33,5 | 351.8
--------------- D e L Rl 1 Y Ry Rpr R
ITocal Private | 63.1 | 63.2 | 72.¢ | 65.1 | 66.5 | 4a.2
--------------- e e e e
| «All Inslders | | [ ] s0.1 | 43.2 | 328
R L + -t + dommemeas LR LR Fommmm--
|-- Workers | H | [ 35.2 | 38,0 | 27.3
Fommmeseecennaa + - * LA LR “fmemmeman Hmmmmmrme
|- -Managers ] | | | 14.8 | 14.2 | 5.8
LR EE R R + + + L T drreemenn EAAEER R RS
|-211 Qutsiders | ] 1 | 15.0 | 17.3 | 13.8
L + + * drereau—- R E R
| - -Banks i | | i i A - - | .3
PR + + + R ik LR Foeemmm- $ramamaa
}+-Invest. Funds| § | | 35 { &8 | 5.5
L R il + +- + Formee e Frmmmaaa R
|--Domestic Firm| i | | 45 [ 5.0 | 2:p
LR Fommwm o mmm——- +-------- Hrmrmme-— R R L] LEEE T
|~«Foreiguers | 1.0 | o 0] 4| 3] .5
domme o mm s dormaeran Hrrassusa Fruvavsen Fusomoma Froomeeo L LEELL R R
|--Individuals | 4.5 | 4.2 | 2.5 | 4.8 | 3.3 | 4.2
R Rl F----m--- e it Frrr e AR R Fommmm---

Note: Sampie is all old firms.

—+

Bt B T

TOTAL
3.8 |
-------- +
3.4 |
-------- +
49.6 |
-------- +
34.8 |
wmmme—mad
14:3 |
-------- +
13.9 |
-------- £
7
-------- +
3.7 |
-------- +
4.8 |
--------- +
3]
-------- +
3.5 |}




Table 12 '
Estimating the Impact of Industry, Region, and Size on Privatization Status

. Dependent Variable = NON-S50

Independent Estimared" Egtimated

Variable : Coefficient Standard Erroxr

. Constant .41 .66
FUEL_EN : : .11 .70
METAL CH B .78 : .74
L_MACH -.42 .46
WOOD_CM : -.65 .57
CONGOODS .50 .53
OTHER -1.18% .58

VOLGA V - .41 .72

"POVOLZH -.13 " .53
N_CAUCAS 2.42%% 1.09
URALS -.23 . .52
WSIB . .89 .62
ESIB . .56 .76
MOSCOW -.87 . .54
CENTER ’ .88 .B0
E<500 .30 .53
E<1000 .85 .35
E<2000 .79 : -
E<5000 : .98 .55
E=5000 .66 .56

odel Chi-squared 40.89
ignificance .0025

291

statistically significant at [0 % level
-statistically significant at 5 % level

ald test of 6 Linear restrictions (Tndustry)
hi-squared = 11.82, Sig. level = .07
ald test of 8 linear restrictions (Region)
hi-squared =~ 18.23, Sig. level = 0.02
ald test of 5 linear restrictions (Size)
hi-squared =  4.42, Sig. level = (.49

te: Logistie function estimates. Sample includes all old firms. Dependent vasishlc (NON-5S0) equals 1 if the firm is at Jeast

rtinlly privatized, asd { if the firm is still owned 100 percent by the state. Definitivos of industry, region, end size dummies may be
id in tables 9, 10 and i1, The omitted categories are as follows: Heavy Machinery for the group of industry dummies, North for the
up of region dummies, and the smallest category of employment in 1991 (less than or equal 200 employees) for the last group of

e dummies. '
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Table 14
Ownership Structure By Method of Privatization.

- me——mr—es—an—ss-wss P e I Rl Y +

] METI-IOD OF PRIVA’I‘IZATION | TOTAL

goummmm - mfm s sc et umre oo dmmmm e +

OPTION 1 OPTION 2 OP'I'ION 3 |LEASE-
Shareholding BUYOUT
---------------------- +----—---—+-—-‘--—-T-+-*'--—---+'--—-----+—-—--—--—+
]TOTAL STATE i 25.0 | 17.% | 8.3 | 1.4 | 15.90 |
---------------------- P et ki ettt el
rromL PRIVATE [ 7s.0 | 82.1 | 81.7 | 8.6 | 85.0 |
P L R e furmm o to-m e e Fummn e +
[ -All Insiders | s54.1 | 57.3 | 68.4 | ws0.6 | &6.1 |
---------------------- e Tl itk A
|~—Workers 1 41.8 | ag.s | 41.7 | 1.6 | 46.1 |
e i bl Sl o mmm A 4rmeeem e = mm o= F R i +
| - -Managers | 2.3 | 18.3 | 26.8 | =28.7 | 18.7 |
femmmar s e em e —m = farmem = dmm o m - - Fomm e m B +
|-A1ll outsiders | . 20.9 | 248 | 23.2 | 8.0 | 1s.0 |
fmmwEmmem o amm e E e R R R LR R Rtk Fmwr - e +
| - -Banks ! .2 1.7 | .00 7 i 1.0 |
e mmmmmm e —— = tommmmmmun fm e - Fmm - Fomm e mm—- +
| - -Foreigners ! 7 .6 | o | .00 5
R R R Rl it Fosmmmo - Fm e pm Fommwm - fomwm————— +
| - -Investment Funds | 7.2 | 4.4 | 5.5 | 1.7 | 1.5 |
e mmm e o s mm .o = e dm e — - Fosmmm - E R et fommmem s +
] - -Other Domestic Firms| 7.5 i 9.4 | 4.4 | 1.8 | 6.6 |
[ e R IR it i H=mm-mm—ar Fmm Fommm - B il +
| - -Individuals | 2.2 | g.4 | 13.3 | 3.7 | 6.0 |
fommamm-emmear e mum tmrmom Fommmmm- B P R P -
| W | 61 |} 102 | 3 ] 66 | 232 |
4omrmmo--mms = —am = Foemmmrm-- EE R R Foamm - frm - R R R +

ote: Sample is all fms that have undesgons (at Jexst partial) privatization, “Optioos 1,2, and 3" refer to enterprises included in the State
ivatization Program, while “Lease-buyout” refers to firms who:e nssets wepe bought by lessees.



Table 15
Dominant Ovmership By Method of Privatization.
Gmmmemmmamr o me—m— e J R L i Rl [FIPE
i METHOD OF PRIVATIZATION | ToTAL
oo mmm Fmmm e Hmmmmom e +
OPTION 1 |OPTION 2 IOPTION 3 |LERSE-
Domipant Owner Type BUYOUT
R e i B L E il il O LT T
sc
Cases 14 & 0 1 19
Column % 21.5% 3.8% L 0% 1.5% 8.0%
dommmmemem—um s L ST R R R R il Rl B
PO
Cases 51 100 3 65 218
Column % 78.5% 96.2% 100.0% 98.5% 92.C%
P L E L T Frmrummmemdmum o — e sun B R
-X0
‘Cases 33 84 3 63. 183
Column % ~ E0.8% 80.8% 10C.0% 9E.5% 76.9%
R R T TR R R i B s SR el il fr-wmmra e —u
--WO \ :
Cases 22 51 1 47 121
Column % 33.8% 49.0% 33.3% 71.2% 50.8%
frmmmmm e e e mE T —m T il e gl it P et S ]
- -MO .
Cases ) 16 o] 14 35
Column % 7.7% 15.4% 0% 21.2% 14.7%
O L g O L L L el i d i B R LR LR
- -INO
Cases ) 16 2 0 24
Column % 5.2% - 15.4% 66.7% 0% 10.1%
R T R TR P R E S R il Rl LRk e
-0C
Cases 8 11 0 2 21
Colurn % 12.3% 10.6% 0% 3.0% 8.8%
dmmmteemmmaemmm s e it AR S il
-NO
Cases 8 5 0 "0 14
Column % 12.8% 4.8% 0% 0% 5.9%
o m m e e e e == it d i Sl i i A il Tl ol
TOTEL
Count 33 104 3 66 238
B e i B il b il di i it A At i il e

Note: Sample is all firms thet bave undergone {at least partial) privatization.

while *[zase-buyout” refors 10 firms whose assets were bought by lessces.

“Options 1, 2, and 37 refer to the state Privatization Progrs




Table 16
Ownership Structure By Share Type

fmmmmmmaummaseee—emo—n-
ALL SHARES msms-mxnmsmzs-ms;;

- TYPE B

--------- +-—---—---+-—----—--+-------—-+------——-+-----—.--.;.

Shareholding | opTIONL | TOTAL [ OPTIONL | torar | oprrOoNl | TOTAL |
pmmeeemmumm—cema— s o e ———— Foammme——- Fommmmmrm e i ———— +
l-rcrrm. STATE | .2s5.0 | 1.0 | 232 | 17.2 | 27.7 | 1a.8 |
----------------------- e i it b LRl bkl iainh diin et delieleelialinte
Im'mL PRIVATE ] 7s.0 | 8s.0 | 6.8 | 82.9 t 72,32} Bs5.6 |
---------------------- B it it tl S otk it sl ieints 4
[ -All Insiders | s54.2 | 5.1 | 33.5 | e2.2 | 43.1 ] 64.3 |
---------------------- +----~----+---------+-—-------+-----—---+---—-----+---------+
{--‘Worke.rs { -a1.8 | 461 7| 29.7 | 42.9 | 3223 | 44.8 |
LRl LD bt Frmmemmmme ymmommm—m s 4o dommm e P +
- -Managers 1 1z.3- ] 1e.7 | a.8 | 9.0 | 10.2 [ 18.5 |
---------------------- R T T e T P L PR L R et il lials sl st
| -Ali Dutsiders | =209 | 8.0 | 27.3 | 20.6 | o2e.2 } 213
pemmmm—-umr-eco--—amr== Hovmumrdaohom o deeemmm—— dmrmmmeen- dmesamer= PR LT +
| --Banks | - R O I 20k 1.0 | 2 1.0 |
P e R i fo—mmr——-- o amann e Farr .- Fommmmm +
{«-Forsigners ! 7 4| .8 | 5] 2 | 5
R LR L LR s Fmemmna - Frmmmamnmn Hmmmm o Frmmmm e Aommmmm o +
| - -Investment Funds | 7.9 | 4.6 | 10.4 | s.2 | iz | 5.5 |
O e R e il 4onarmmaee LR R 4ummocaaan L et Homrmmmea- ) +
| --Ocher Domestic Fizms| 7.5 | 5.6 | 9.7 | 7.2 | 10.2 | 7.4 |
A L DT L Rt drmmemmm - 4rmmmeeme- Fommnmmm Fmmmmm e e mmm - Foarmrmm——— +
[--Individuals [ 4.2 | 6.0 | 5.5 | 6.3 } 5.9 i 6.5 |
fommwmmossecmdtun e Fommemm fommmeemms fumramemen tmemmmar- - EEEEEEL RS B +
| w 1 g5 | 242 | 13 | 282 | g6 | 252 |
fmmmememo—umro-seomus Am e LEEE e A B s il 4umrmmmme- fmmmrwmn— - +

c: Sample includes caly privatized {including partially and fully privatized) emcrprues Type A sharcs are non-voting sbares
aferred to entsrpnse employees under Option 1 of the State Privatization Program, Type B shares are pon-voting shares held by the




Table 17
Dominant Owner By Share Type

- TYPE 1}

Note: $ample includes only privatized (including partially and fully privatized) enterprises. Type A shares are non-voting.shares
transferred to enterprise employees under Optica 1 of the State Privatization Program. Type B shares arc nog-voting shares held by
state.




‘ Table 134
Estimating the Impact of Privatization Method on Owaership Structure

ndependent Dependent Varables : Private Shareholdings
Variables ‘ :
PSH ISH ' | OSH
all voting all voting all voting
Option1 | -5-3 ** |[-10.1 *** 22,7+ |-16. 0w -2.6 5. g%
(2.5) (2.3) (2.2) (3.5) (3.256) (3.6}
Option 3 -1 . b -2.2 -.5 ~2.3 40 | .1
. (-8) {8.5) (11.3) (2.8) (11.€) {12.7)
Lea;se— T 11.8 **¥* 9_.7*** 2R ZhF* ) 28.1%**% ...15_41-** -16 ., 5%%*
buyout (2.5) (2.4) { 3.2) (3.6} (3.3} { 3.6}
Adj R .382 236 ||, .e86 | .506 ° 125 .167
N 208 206 206 206 206 206

e Sample includes all privatized firms. “Option 2" is the omitted category. Covaniates include 3 region durmmies (Moscaw-SL

.rsburg, European Russia, Asian Russia (Siberis, Far East and Usals)), 7 mdustry dummies, and 3 comployment size dummies. Shares are
ressed in percentages.

ratistically sigrificant at 10 % level
statistically significant at 5 % level
_statistically significant at | % level

Table 13B
Independent . Dependent Variables: Inside Shareholdings
Variables
WSH MSH
ail voting all voting
" Option 1 1 3.0 -7.8 * -5.8 -B.3%%
. (4.4} (4.6) (3.9} (4.0}
Qption 3 -7 -2.0 -.1 -.5
(15.6) {16.2) f{ (14.0) (14.2)
Lease-buyout § 22.2%%% | 20.6 *** 5.5 5.0
(4.5) (4.7} (4.0} {a.1)
Adj R .147 .188 073 .084
N - 202 20z - { =202 202

ote: Sample includes all privatized firms. “Option 2" is the omitted catggory. Covariates include 3 vegion dummics (Moscow-SL
etersburg, European Russia, Asian Russia (Siberia, Far East and Urals])), 7 industry dummies, and 3 employment size dummies. Shares are
spressed in percentages. - .
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Table 19
Number of Shareholders By Dominznt Owner Type

------------ B i T it B il T P,
] Dominant Ownership Type | TOTAL

e L ] LR ELR LR LR RN dmmnamn o Femmma o +

| s6 [ pO | -10 | --WO | --MO [--INO [ -00 | -NO |
------------ e T R e e dlob S AR

er of I l ] | I I I I f

Shareholders | l | | | | | | [
:dian 1 s286 | 1000 | 734 } 700 | 600 | zo00 | 1400 | 3550 | 1000
- w1 17| 222 | 176 | 122} 35| 17| 36 | 10 | 239
------------ R s it e e s il R o

mple is ali privatized firms.
Table 20
Ownership Concentration Measures

L R L LR b Fommmmmmm R Fommmmmmnee doseemmmmra +

| | : | Percentage” of firms where |

i Owner Type | Average | average shareholding is i

| ’ | shareholding |---------- Ermmnnrens o +

| | | =»=5 I »>=20 | ==20 |

B L R pmmmmmmmena R e Fommmmmm +

|state | 14.3 | 4s8.5 !l as.1 | 38.3 |

| | | ] | |

|Privace- | .5 | 1.4 1 1.0 | .5 |

| | | ] [ |

| -Insidexs | .9 | 4.9 | 3.5 | .5 |

[ I [ ] | |

- | - ~Workers | .4 | 1.8 i 1.0 | .5 i

| J ] [ ! [

| - ~Managers { 4.1 E 28.4 I 14.7 { 3.4 II

{ Outsiders | 4.6 | 1a.7 l 13.7 ] s.8 ]

i ' | | | i |

[¥-Banks | 1.1 | 6.2 | 3.3 [ 2.8 |

[ ] ] | [ |

|- -Foreigners H .8 | z.5 1 2.5 | 1.5 |

|

I--Investment Funds % 5.1 I 23.0 E 18.8 I 12.3 g

| ' |

I--Fims i 7.3 | =2s.5 { 20.86 I 16.7 |

I--Indzvxduals E .6 I 1.0 % 1.0 I 1.0 I

------------------------ R R L

Note: The sample consists of al} privatized firms. N=204. Average Shareholding indicates the average percentage of voling shares
beld by cach ewner type. Columns labeled “>=5", ">=10" and ">=20" rcport percentage of firnms for which the average shar:holdmg
within each group is greater than or ¢qual 5, 10, and 20 percent, rmpcctm:ly




Tabie 21
Disaggregated Outside Ownership

......... B Lt S T T L LR L el

R el + R Ammmtmmmms +
i { Banks | tnvestment | Foreigners |Domestic | Indivig.| Total |
| 1 | Fumds | | Firms | |tatsiders|
LR EE R L Rl gmmm - Fo- oo oo Hrmmseen-n Frrocrere. +
lo | s2.5 | 71.5 | 7.8 | 68.0 | 51.3 | 36.0 |}
o dmmmmmman e tormmwrar - Hmmmmmmma R it fremmrnaas +
;2 | 7.0 | 28.1 2.2 | 32.0 | 44.7 | 4.0 |
o EEE TS Sl g mmm - Feommmmamrm- e darmmmmen. Hmmmmmmm- +
tpz |} 6.1 | 27.2 | 2.2 | 30.7 | 38.6 | §1.8 |
+-- - P b fmmmmm o $mmmmmr—a R e tosemmmmon R +
|pa ] 6.1 | 25.9 | 2.2 |. 29.4 | 36.4 | 61.0 |
B oo grmmmmmnn 4omrmomene gommmmmn Femmemmnen +
|pe | 6.1 | 25.0 | 2.2 | 2g.1 | 33.8 | 60.5 |
R L Hommmammm- Fo--mmamm-- R Hmmmmemm - tusannie g
jes ] 6.2 | 24.1 | 2.2 | 25.9 | 32.5 | 59.7 |
L] 4mmwermmea ik el W memommm Fuenmm- EEEEE ARl +
|p10 | 3.5 | 20.2 | 2.z | 20.6 | 22.9 | 54.4 |
+e-m-- +umio - Fummmmm Fommmmmmm - Foammmmmen Fommmeeenn Hm—emmm—m +
le2s | 3.1 | 4.8 | 1.8 | 18.4 | 15.4 | 50.4 |
- E H--armmmeo - D ek L il pmemmmm e EREEEEE R RS +
{p20 | 2.6 | 12.7 | 1.3 |} 16.2 | 11.8 | 44.7 |
Fomm-- Fummmemm Fommmemm Fmmmemmmm drmmmeemon R Hoemmmmun -
|p25 | 1.2 | 0.1 | 1.3 | 11.8 | 7.9 |} 39.0 |
LEEREES LR R R 4mwmmmeem=- dunmmmmee-- L R EEE R LT Hmmmmmmm +
|p30 | 4 | 6.6 | s 7.3 | 5.7 | 0.3 |
e -- Femm o= g memm - R el Al lid L dramm e +
|p3s | s | 1.2 o 7.5 | 4.0 | 24.6 |
LR il dmmmmmm e fmmmmem HErm———ne LR RS ERRE T R +
jpao | 4| 3.5 | Lo 6.1 | 4.0 | 22.8 |
+----- - msnrm-- B P Fommmm e LR fummmm=m-- +
|p4s | .0 ] 1.8 | 0 4.4 | 1.3 § 17.1
EREEE R g fmmmmm—aunr gmmmmmamun Hmmmmemen L bt LA Rl +
|ps0 | 0| .0 .0 | 4.0 | 1.3 | 11.4 |
- e B g R R o mmmmemms Frmmmmm +

Note: Sample is all privatized firms. N=228. The table shows the percentage of firms where the shareholding is greater .
than or equal 1o x. wilh the commesponding row designated Px. The first row, labelied "0, shows the peroentage of firms
where share ownership is zero. ’




Table 22
Ownership Structure of Firms with Outside Blockholders

e R B e e et P +
| | Bo FO | 1FO | FiRMo| INDO || 310 ] KOBLO|
R R Fuauman - - Hmrm - Fmm——-- e R memmaa +
|total State | 5.6 [13.3]20.9] 8.8 5.01/] 14.561} 14.3 ]
i | | | I | 11 | |
[Total Private | 94.4 | 6.8 | 79.2 ] 31.2 | 95.0 || 85.4 | 85.7 |
. ! [ [ i { I | |

|-A11 Insiders [ 52.7 | 24.4 [ 38.3 [ 45.1 | 10.0 {] 43.3 | 78.9 [
! | ! I | | [ | i
. o | - -Workers | 34.6 | 21.4 | 28.4 [ 31.8 | 20.0 || 31.1 | 53.7 |
[ [ ] [ [ [ [ [ |
| - “Managers [28.1 | 3.0 J10.5 ] 13.3 ] .0 [ 12.2 | 24.9 |
1oL | [ [ [ i 1 i |
{-All Outsiders [ 41.7 | 62.4 | 40.2 |-46.1 | 85.0 [] 42.2 | 6.7 ]
| | I I | | [ [ N
| - -Banks f22.0| 5.3 ] 1.3] 1.5 | 2 2.5 | L0
| I | 1 [ [ | |
| - -Foreigners | 2.3 223 1.3 1.3 ]15.0]| 1.3] .o
| | z | | 1 {l 1 1
|--Investment Funds | 5.5 [ 7.6 [ 25.8a | 3.2 | .o |}la13.0] .& |
- | I | I | li | |
|--Demestic Firms . | 7.9 | 15.0 | 5.3 | 33.5 | 0] 17.9 | 4]
| | I | { i I ] .
| ++Individuals | ¢.0]12.2] 6.4 6.8 70.0]] 7.5{ 5.9
e Hemme-- pm----- Fmmmme- Fmmmm-- - hmmmman Ftem---- formaaan +
|Pexcentage of Firms| 2.6 | 2.3 | 19.3 [ 20.2 | 9 [} 33,0 | 61.0 |
R LR L Fomm--- A R Femmem- fhmm s fmmm--- +

Note: Sample is all privatized firms. N=218. Shares are voling shares expressed in percentages. A firm is included in the
columns labeled BO, FO, [FO, FIRMO, and INDG if it has a blockholder with at least {0 percent of voting shares of typs
bank, for¢igner, investment fund, domestic firm, or individual, respectively. A firm is included under BLO if izhas a 10
percent or greater blockholder of any type and under NOBLC if it bas no such blockholder.




" Table 23
Outside Ownership and Concentration

- il l---iz--‘. ----- From e Fe-m-rn j—'+“-‘------.-+ --------- “+
| [Total | INSTSH | SLOCKSH |BLOCKSSH | BLS10SH | BLS208H |
| {outaiders| | . | | | |
Frravmua 4mmre e 4mre - L $-rmenreaa ot L +
[ [ 7.6 | - s51.8 | 37.6 | s1.4 | 81.0 | 68.8
furamemn 4rmmrmeren dmr o — - L e LR R R 4 ——— -
[ps [ 57.8 | 44.5 | 45.0 | 45.0 | 9.0 { 31.2 |
EREEEE R dmmmmmmm- LSEEELTERES #rreenree. Fmam - Frommotonn Rt L e -+
|20 { 53.2 | 39.5 | 39,0 | 8.9 | 35.¢0 | 31,2 |
Hommmmman ER R Fowmmmmaan Fommmm e Frommmma-- fommmrmo— hrmmeuca +
T |e1s | 49.1 1 " T 35.8 | 34.4 | 36.2 | 35.8 | 31.2 |
dreere- G- o eseane foecmrnaan Fesnaomean LA R R trremmr e +
|r20 ] 44.0 | 33.0 | 3x.2 | 33.5 | 33.5 | 1.2 |
+_—' —————— Fommm————— Fo-svmemn Fmemmr - drmmm s Fremm—m——— AR
|p25 | 35.0 | 28.0 | 23.4 | 28.4 | 25.7 } 23.4 |
doeemenn N EEEREN R R Fommmmmen P e +
[p30 1 3.3 | 20.6 | 15.6 | 21.1 } 18.4 | 16.5 |
dm————— v ea e fmmmmm---- Hmmm—rmoen Forenae oo b -
|e38 | 24.3 | 13.8 | 11.5 |} 14.7 | 14.7 | 13.3 §
Hmmmm—- LR Hmmmmmmmo - o me o L E R R tommmemmm - R 4
| pac | 22.5 | 12.8 | 10.6 | 13.8 | 13.3 | 11.9 |
Hmmrmm- e gmmmmmmm - LR LA R E TR Fommmmm--- d--wrnnnea Frmeeooo- +
|Pas | 17.4 ! 8.7 | .9 | 9.6 | 8.2 | 8.7 | °
fremenea trommmeeeo dmmmmmdana Fussrsnaa LEEREEEEEE R domeemmeaa +
|pso | 11.9 | 6.0 | 4.6 | 6.9 | 6.4 | 6.4 |
Hmmm—-—- o mmmmmm-- hemmmconon Hommrm e +ommeomoa- Hemmmm - Fommmmmmm - +

Note: Sample includes all privatized firms. N=218. The table shows the percentage of firms where the voting
shareholding is greater than or equal to x, with the corresponding row designated Px, The first row, labelled “0" shows the
percentage of firms where voting share ownership is zero, INSTSH represents the sum-of all outside institutional
shareholdings. BLOCKSH represants the voting shareholding of the single largast outside blockholder. BLOCKSSH
represents the sum of large outside blockbaldars® voting shares (including banks, investment funds, finms, foreigner and
individuals whese average individual sharzholding was greater or equal to 5 % of the company shares). BLS10SH and
BLES20SH represent the sum of all outside blockholdings greater than or equal to 10 and 20 percent, respectively.




Table 24
Estimating the Impact of Privatization Method on Blockholding

Independent Dependent Variable: Qutside Blockholding
Varjables
Instsh Blocksh Blockssh Bis10sh Bls20sh
Optien 1 7.5+ 6.9%% 6.E%% 6.Bx* g.1%%
S (3.3) {(3.0) (3.4) (3.4) {3.4)
- Option 3 -7.9 .. ||-6.4 -8.7 -9.0 ) -14.3
{11.6) (10.2) (11.9) (13.9) (11.5)
Leaseuyout [-11.3%*% [l-9. 6% 1. 4%%x [|-11 _grex T
= {3:3) {3.0) (3.8) (3.5 (3.5}
AdIR2 .13 .12 .13 .1z - .12
N 201 T 193 193 193 193

Note: Sample includes ell privatized firms. “Qption 2” is the omitted catepory. Covariates include 3 region dummies
{Moscow-St Peiersburg, Evropean Russia, Asian Russia (Siberia, Far East and Urals)), 7 industry dummies, and 3
employment size dummies. Shares are expressed in percentages.

*. statistically significant at 10 ¥ level

**.statistically significant at 5 % level

**% Slatistically significant al 1 % Jovel




Table 25
Summary Statistics far Determinants of Ownership Structure

Variable Mean Std Dev Minipazm  Maximom N Lakel A
EMPSI 2277.71 7431.29 60.00 89756.00 335 91 employment
SIZEZ .34 .47 .20 1-00 335 91 500-2000 employees clameny
SIZE3 .36 .48 .00 1.00 335 91 over 2000 employees dummy
SALES90 215.57 1694.50 .23 24277.40 209 80 sales {in mln Rbls)
CAFUTY1 83.32 16.23 15,00 100.00 274 51 capacity utiliz. (%)
EXPW30 1.40 5.83 .00 70.08 - 309 90 export to West (%)
FUELCS0 6.58 9.44 .00 74.0¢ 212 90 fuel/total costs (%)
PROFMAK .86 .35 -0 1.00 383 profit-maker dummy
PAYPROB .38 .49 .00 1.00 318 92 payment problem dummy
MIC .16 .37 - .00 1.00 380 suvbordipate to GKOP dummy
PROMILOO B.86 25.98 G0 1040.00 383 90 military productien (%) °
REVMILIS- S.87 20.23 .. . .00 100.40 2058 90 military revenue (%)
CHAMILOSO §.78 23.71 .00 100.00 280 90 mll. dist. channels {%)
“ ADMINT2 .16 .37 .00 1.00 383 scme state intervention
ADMINT3 .10 .31 L 1.00 353 much state intervention
PRICONT .39 .48 .00 Jl-08 361  price controls -
GOVSUP2 .26 .44 -00 1.00 342 92 government support
GOVASSY2 38.83 255.899 .00 4000.00 324 92 gov.assistance-mil Rbls
CHAGOVSO 19.23 35.60 .00 100.00 283 90 sales to government(R)
REVGOVY0 1.62 10.51 .00 100.00 207 390 revenue from state (%)
ESTAE 2.35 6.43 1.00 96.00 383 § of establishments -
SUBSID 1.59 2.41 1.00 26,00 258 # of subsidiaries
OLDUNION -+ 77,56 38.11 .00 100.00 278  old union membership (%}
NEWUNTON 16.96 36.37 .00 100.00 277 new union membership (%)
STR _THR .18 .38 .00 1.00 382 strike or strike threat dummy
STRIKE .02 .14 .00 1.00 382 strike dummy
WUNIOH .35 .48 .00 1.00 354 unions setting wages
LEXCESS .22 .42 .00 1.00 373 »10 % labor ‘excess’
QLDEQUIP 35.08 30.20 .00 100.00 311 old eguipment, >15yrs (%)
CRPCOSTS 7.24 .39 .00 47.50 212 90 capital/total costs (%
LABCOSTS 28.60 ) 18.53 .14 95.83 211 90 labor/tstal costs (%)
INS ESO ~3.50 .58 -6.77 -.20 197 890 labor productivity-ln
MANWS O 350.76 233.41 2. 00 2422.00 182 90 managerial wage
BVGEWI0 293.88 156.24 32.00°  2627.00 282 S0 firm average wage
WDIFF -.08 - .31 -.52 1.32 207 90 werker-whitecollar wage
INDASS .53 .50 .00 1.00 382 induscry association
HREVID .89 .17 .29 1.00 307 90 revepue herfindahl
HCHRSO 1 -19 .34 1.00 284 S0 distrib. channels herf.
HGEOQGS0 .15 .22 .28 1.00 308 90 gesg. ¢oncehtL. eHPOILS
BENSOC P 19.55 18.76 -02 94.80 236 93 social penefits/profit
BENSOC C 1.87 5.06 .08 38.30 212 93 social penefits/cost ¥
BENSOC W 11.37 13.32 .01 22.00 174 93 social benefits/wage billt
SOCBENNQ 3.46 2.0 .Qo £.00 374 90 social) benefit Types (No.)
OPTIONL .21 .41 -00 . 1.00 278 cpticn 1 dummy
OBTIONZ .34 .48 .00 1.00 . 376 option 2 -dummy
OPTION3 .01 .08 .00 1.00 378 option 3 dummy
LERSEBO .21 -4 .00 1.00 378 lease-buyout dummy




Table 26
Tmpact of Determinants ¢n Share Ownership: ' -
Private (PSH), Workers (WSII), Managers (MSH}, and Qutsiders (OSH)

PSE WsH HSH OSE
] B SE B " B SE B . B S& B B SE B

OFTIONL 73,51 2.21 32.93 4.35 11,32 3.64 25.45  3.53
OETIONZ 83.75  2.11 41.91_ 4.0& 18.05  3.40 23.73 _3.48
GETIOND §6.02 7.93 37.20 L5.21 29.00 12.73_ 14.95 12.36
LEASERD 95.05 2.30 %0.80  4.44 26.88  3.71 7.39 3.56
FUEL EN _ -16.94_ 3.51 T17.31 7.51 £.51 6.28 ~€.66  6.09
METAL CH 1.67 3.08 . <—i.61 5.94 T 6.384.97 ~2.73 4.79
T WECH T.53 2.32 56 4_4d8 ~3.04_ 3.75 Z.36_ 363
WaoD _CH ~1.64  3.17 738 _5.98 69 5.01 T2.46  4.B6
CONEOODS, §.44 2. Z.33 5.38 §.05  4.50 —5.82 4.35
OTHER 22720 3.96  —.68 7.61 7.58  6.37 -3.36_E.18
CAPITAL 7.14 2.26 5.47 4.37 —3.69_ 366 ~.37 3.52
EURCPE L9517z 5.82  3.32 ~3,78%  4.98 . <.83 2.671
sTZzz . ~.44 2.25 2.82 4.3 Z.08_3.63 .01 -3.50
S17EA ~3.50 2.78 .85 5.34 ~2.09_ 4.47 -1.37 4-.93
INSALESO  ~1.53 .55 -2.45  1.05 49 .88 ©45 85
CAPUTOL T.0z_ .05 ~.03 .10 T47___.C9 ~.06 .08
EATWS0 23 .14 _35 27 -.25 23 o35 .22
TUELCS0 T34 .33 10 .38 26 .31 . - 03 .30
PROEMAK “3.23  2.28 ~1.76 4.37 ~68 3.66 ~3.51 3.55
PAYPROE —3.53 170 4.64 3.30 -E.51 2.78 .63 2.864
HIC ~6.41 2.77 ~. 98 5.37 _13_ 4.49 “6.20 4.31
FROMILD 01 .03 06 .07 =67 .05 S01 .05
REVMILD 61 .06 711 .1z ~14 .10 T 02 .10
CHAHILO 67 .05 —.08__ .10 Ti7 .08 .02 .CE
ADMINT2 781 =2.09 5-40  4.02 —3.85 3.36 ~2.36_3.26
ADMINTS J4§ 2.40 5.82 4.60 ~2.30 3.85 ~4.13_3.93
FRICONT T3.56  1.67 53 3.21 738 2.60 —2.82 2.60
GOVSUPZ ;38 2.02 T22_ 3.88 -1.55 3.26 2,03 3.15
GoVASSa2 - 0100 S0l .0% S0 .0% 01 .o
CHRAGOVAV 03 .02 .04 .05 90 .04 .06 .04
REVGOVID .03 .07 .11 .14 17 iz o
CLNESTAB 2.11 1.12 2.61 2.16 Z.60_ 1.81 7.22 1.75
TNEUESID 21 %-47 .82 2.85 1,41 2.39 =.27 .28
“OLDUNION 703 .64 14 .08 ~.19 .07 o2 .07
SEWUNION SCEINE _1€ .08 =736 .07 00 .07
STR_THR 2.45 2.16 §.08_ 4.14 -§.77_ 3.47 5.07 3.36
STRIFE 1.59 5.62 ~i7.65 10.78 13.00 9.0z 5.46 B.78
WONION _36  1.66 -i.35 3.18 ~1.57 2.67 3,24 2.586
OLDEQUIP T 03 .08 ~.03 .05 N T 06 .04 ¢
CAPCOSES —.08_ 1% L22__ .28 - 05 .24 =726 2%
LABCOSTS -~ 08 .06 LG5 .12 L1z .10 —.25 .08
NS E90 "8§ 1.1 . -.83 2.29 - 35 1.92 T9%  1.86
TEWI0 o0 .01 T0C_ .01 —.00 .01 ~TAE 0L "
AVGWI0 L0101 oo .01 ~.00 .01 A1 .01
WDIFE —.2Z_3.43 5,00 6.72 13757 5.68 3.08_5.35
INDASS - =.93 1.56 1,26 3.0L ~2.08 2.52 - 34 .43
HAREVID 5.5 5.51 5,57 10.58 5,59 B.85 ~3.85% 3.58
HCHAS O 1.46  4.56 ~6.13_ 5.84 11.90_ 7.46 =3.07 1.10
HGEOGY0 -.06 4.51 -§.93 8.7z 7.54 7.30 1.40 7.03
BENSOC P 0z .05 02 .10 —_07 08 65 0B
BENSOC € EEY 247 .41 - 45 .34 232 .33
BENSOC_W 1z .08 ~z4 ie .1z .13 —. 0z .13
SOCEENNO .05 .4z ~1.46 .81 138 &8 13 .66
LEXCESS —.71_ 1,77 81 3.4%1 3.25 2.86 ~3.30 2.75
{Constant] 9.66 12.66 ~_00 24.32 -10.36 20.35 19,85 15.73
2dj R squaned .92 42 25 i

X - 317 313 313 317




Tabie 27
Impact of Determinants on Qutside Share Ownership:
Institutions (INSTSH), and Individuals (INDSH)

INSTSH INDSH
Variables B S5E B B SE B
OPTIONL 23.38 3.05 4.94 . Z2.1@
CPTIONZ 16.25 2.82 5.80 2.02
OPTIONI 1.20 10.35 12.68 7.55
LEASEBO 4.23 . 3.05 2.77 .13
FUEL _EN -4.73 5.39 -2.37 3.86
METAL CE 3.54 T 4.14 —-6.43 .96
L MACH 2.31 3.11 =, 74 2.23
WOCD CM § 3.17 4.16 -5.85 ' 2.98
CONGOODS .25 3.72 «6,70 2.67
QTHER ~-1.43 5.28 -2.73 3.78
CRPTITAL 3.17 3.01 -3.68 2.15
EUROPE . -1.66 2.30 4% i.65
-- SILE2 .. —.08 3.00 | .01 2.15
SIZE3 .16 32.70 o =1.68 2.65
LNSALESO -.10 NENE L .52
CAPUTYL -.07 .07 .01 .05 -
EXPWI0 .08 .18 .13 .14
FUELCS0 -.02 W28 .63 - L 1B
PROFMAK -3.88 3.03 1.42 2.37
PAYPROB 1.37 2.26 =242 .62
MIC -6.00 3.62 .65 ° 2,64
PROMILO KT -as ' -.05 .03
REVMILGO ~.04 .08 .02 .06
CHAMILQ .03 .07 -.06 L 05
FIDMINTZ -2.60 2.81 -, 18 " 2.02
RDMINTZ ~-3.4% 3.19 -.62 2.28
PRICCNT -2.00 2.23 -.93 1.59
GOVSUP2 2.02 2.3 L34 1.886
GOVASS52 -.01 .0 - ~.00 .00
CHRGOVED - .05 CE] .01 .02
REVGOVO0 -, 04 .10 - —-.06 .07
LNESTAR 2.55 1.50 . =186 1.07
LNSUBSID .21 1.85 ~.51 1.40
OLDUNION .02 .06 -.00 .04
NEWUNION .01 .06 -.02 .04
STR_THR 3.00 2.90 . 2.27 2.08
STRIKE - 2.45 7.48 4.04 5,35
WUNION . .31 2.23 2.53 1.860
OLDEQUIP I3 .04 -.01 .03
CAPCOSTS ~.31 .20 -.05 .15
LABCOSTS .15 .08 -.11 .CE
LN5 ESQ 1.06 1.58 -.28 - 1.13
HMANWS0 - =01 -01 .00 .81
AVGWID .01 .01 -, 00 .61
WDIFE 5.32 4.59 -3.04 3.2%
INDASS -,32 2.08 - —.24 1.49
HREV90 -4.57 7.34 .83 5.2%
HCHR9D -5.51 6.12 2.35 4.38
HGEOG2J ~5,74 &£.03 &.88 4.32
BENSOC_P .02 .07 .a5 .05
BENSCC C .02 .30 _07 .21
BENSOC W -.02 .11 .01 .08
SOCBENNO L 65 v —. 3% .40 -
LEXCESS -3.44 2,35 -45. 1.68
(Constant) 23.77 16b.84 ~3.67 12.06
Rdj R aquared .21 N .04
W . 312 - 312 -




Tabie 28
) Impact of Determinant on Quiside Instifutional Qwnership:
Banks (BSH), Investment Funds (IF SH), Foreign Investors (FSH), and Domestic Firms (FIRMSH}

. BsH TFSH FSH FTIRMSH
. B SEBR B SE B B SEB B SEB
OPTIONL 4] .32 11.38  1.68 1.36 .58 10.07_ 2.439
QPTiONZ 3.23  _6J 3.55 1.57 i.17_ .55 §.41_2.32
OFTIONS ~.BL 2.48 1.11  5.78 ~.71 2.03 1.90 B8.57
TEASERO 1.28 .12 1.06  1.6E 28 .59 1.5% 2.50
[FUEL EN 56 1.31 1.00 3.06 =1.64 3.07" ~3.93 4.54
"METAL CH 1.15 .99 i.60 2.32 “1.26  -B1 Z1,08  3.44
'L MACE 56 .75 1.5 1.15 —.46 .61 _93_ 2.58
WOOD_Cit 2.21_ .96 Z.92  2.28 .59 B0 —i.34 3.33
CONGOODS 95 .98 1,05 2.06 .89 .72 .69 3.08
OTHER =49 1.24 .20 £.90 ~1.3h 1.02 38 4.30
CAPLTAL i .44 71 Z.35 1.BE 1.20 .5 ~1.26  2.46
EURGEE —.44 .55 .57 1.28 <.21__.45 —Z.61_ 1.80
S17EzZ i “T 23 .71 B2 1.66 .86 .58 T.60 247
S1%ES -.62_ .87 1.7 2.04 =i 38 .71 ~2.18  3.02
TNSALES T1o. .17 ~29 .40 16 .11 .77 . .EC
CAPUTSL T o102 =03 .04 -0l .01 . = 04 .06
EXEWSQ 02 .04 06 .10 07 .04 ZT%s .1t
FUELCI0 —-.08 .06 TZ2 -id -~ ¢3__.05 —.13 .21
PROFHAK .60 .14 1,45 1.69 10 .58 T1.46  2.51
PAIPROB - 1.61_ .54 1.64  1.26 Y11 .44 ~2.38_ L1.87
MIC =.05 .93 -1.06_2.16 —.04_ .76 5,63 3.21
PROMILO .02 .0l ~.04 .03 Co=.01 .01 .06 .04
REVIILO .02 .02 06 .05 01 .02 ~.gs .07
CHAMILO ~T00 .02 —.01___.04 =61 0L 05 .05
ADHLNTZ —.51 .&8 21 1.54 -.16  .5& 188 2.29
ADMINT3 ~1.00 <15 363 1.75 54 .61 ~5.52_ 2.60
BPRICONT 08 _ .53 —2.54_ 1.23 -.09 .43 88 1.83
GOVSUEZ 62 .66 . -%.06 4.53 =.87 .54 T.04  2.27
GOVASS52 00 .00 - 0% .00 00 .00 -0 00
CHAGOVZ0 02 N -.00 .02 .01 .01 .04 k]
REVGQV3I0 ~.02 .02 -.01 .05 .0 .02 =.02 .08
INEST .55 .38 ~.83 . .84 35 .28 3.06  1.24
TNSUBSID J71 .46 ~705_ 1.08 T2z _38 -3.04  1.80
GLOUNION .0z .01 01 .03 .01 .01 - 00 .05
NEWUNION 0z .0L ~8z__ .03 ~.01_ .01 .03 .05
STR_THR Z1.54 .70 ~.55 1.83 .68 .87 1.56  2.42
STRIKE 1.78 1.76 ~1.63 4.11 —.55 1.44 3.71 6.09
WRiTon T 87 .53 -1.03  1.25 .02 .44 1.7 1.85
OLDEQUI? 0001 .02 .02 —.G0.0L .04 .03
CAPLOSIS T 0z .03 .08 .11 0504 =24 17
TAECOSTS ~.03 .02 ~.63 .04 .60 .02 ~.16__ .07
NS £90 .60 .37 20 .87 —. 03 .31 1-78_1.29
FANWIA STL_ .40 —.01 .00 —.00 .00 ~.00 .0i -
AVGWID ~. 00 .00 0L . .00 ~. G0 .00 T60_ .01
WOIFE ~1,317 111 §TB0_2.58 ~T08__.90 75 3.63
THDASS N E -1.03 _1.16. ~.74 .40 - .37 _1.71
EREVER - T3.28 1.12 ~3.41° 4.03 ~3. 27 b4l 5.51  5.97
HCHASO 97 1.45 3.86 3,40 <48 1.19 -5.09  5.03
HGEOGS0 N . -1.81 '1.43 -2.75 3.32 ~,29 1.17 ~-1.41 4.94
BENSQGC P .06 .02 -.03 .04 .01 .ol .03 _05
BENSOC € 05 .07 .01 .18 ~03 .08 .03 .24
BENSOC W = 6003 01 .06 02 .02 ~ P2 .09
SOCBENND 08 .13 J15 31 04 11 40 .46
TEXCESS . —1.52 .56 —.iZ 1.31 —.4% 46 “1.62 1i.94
Ady R squared - .11 . .21 -. 04 . .10
N 312 312 a1z s 312



Table 29
Impact of Derminants on Qwnership by Outside Blockholding: Single Blockholder (BLOCKSH), All
Biockholders (BLOCKSSH), >10% Bleckholders (BL.S105H), >20% Biodcho]dcrs (BLS20SH)

BLOCKSH BLOCKS SH BLS10SH BLS20SH
Variable B SEB B SE B B SEB B SE R
CPTIONL 20.2 2.91 23.14 3.30 22.41 3.33 15.53 3.01
CPTIONZ iz.8 2.7 16.22 3.08 15,17 3.10 11.20 2.8l
OPTION: -.16 10.0 1.04 11.35 .04 11.44 -1.57 10.35
LERSEBO 5.17 2.9 5.B2 3.30 5.51 3.33 4.58 3.01
FUEL _EN ~-3.71 5.29 ~-4.11 6.01 -3.70 6.05 -4,20 5.48
METAL CH 2.55  4.01 2.83  4.55 2.10 4.5% 1.08 4.15
L _MACH 1.77  3.02 2.57  3.43 2.78° 3.45 1.78 3.1z
WoOD_CH .05 3.85 2.21 _ 4.413 1.53 4,52 -.13  4.0%
CONGOODS 1.08 . 3.56 1.86 4.04 2.43 4.07 1.01 3.69
OTHER .10 5.02 ~. 75 _ 5.70 -.27 §.74 .56 5.20
CAPITAL - .00 2.87 1.79 3.286 2.25 3.28 -.13 2.97
EURGEE ~.81  2.21 ~1.68 2,51 ~1.19 2.53 ~1,1 2.29
SIZE2 . 1.43 2,88 . . .35 3,27 L 25 3.29 1.52 2.98
SIZE3 2.79  3.53 1.30  4.0¢C .12 4,03 2.3 3.65 .
LNSALESC ~.74 LT0 -.53 .75 -.47 .80 -, 83 .72
CAPUTIL «. 03 .07 RCE] .08 -.03 .08 ~.04 .07
EXPwWas -, 10 .18 .04 .20 =~.01 .21 -~.08 .19
FUELCS0 .08 -24 .07 .28 .08 .28 .04 .25
PROFMAX -3.18 2.52 -3.17 3.32 -2.72 3.34 =3, 43 3.03
PAYPROB ~2.03  2.18 -9 2.48 «. 76 2.50 -1.8 2.26
HIC —-6.63 3.74 -6.88  4.25 -6.74 4.28 =725 3.87
PROMILE . 0% .04 .04 .B5 .04 .05 .05 .05
REVMILO ~.06 .08 -.05 .08 -.03 N ~.05 .08
CHAMILD .06 .0& 06 .07 N .07 - L 0% .07
ADMINTZ -2.18 2,67 ~3.24 3.03 ~2.63 3.05 ~1.863 Z.76
ADMINTI - -2.17 3.03 -2.38  3.44 -2.37  2.46 -2.10  3.14
PRICONT -.53  2.13 - 48 2.42 ~. 64 2.44 . .16 221
GOVSUE2 2.B9  2.65 2.27 3.00 2.28  3.03 3045 2.4
GOVAS592 —. 01 . GO ~.01 .01 -.01 .01 -, 01 .00
CHRGOVEO . . 0B .03 .10 .03 .09 .03 .08 .03
REVGOVED -, 07 .09 -.05 .19 ~ .05 .10 -.06 .09
LNESTAB .97 1.45 1.97 1.64 . 1.76 1,65 1.17 1.50
LNSUBSID -1.06 1.87 -.42  2.12 -.53  2.14 -.73 _ 1.93
OLDUNICON .03 .08 .03 .06 .03 .06 .04 .06
NEWUNION - .00 .0& .01 .07 .01 .07 .01 .06
STR _THR €.13  2.82 S.87  3.20 .05 3723 6.31 2.82
STRIKE -3.25 7.11 -1.47 8,086 60 .13 -3.40 7.35
WUNICON .52 2,18 C1.04 2.45 -38 2.47 .75 2.23
OLDEQUIP .04 .04 .04 .04 .05 .04 .05 .04
CAPCOSTS. -.24 .20 ~.31 .27 -.24 .22 -, 22 .20
LABCOSTS -.18 .08 -.21 .09 .13 .08 .17 L 08,
LNS ESO 1.57 1,57 1.3 1.73% 1.28 1.73 2.08 _1.58
MANWSG -.01 .01 -.01 .01 -.01 .01 -, 01 L0
BVGWED .01 .01 01 .01 .01 .01 .01 .01 —-
WOIEF 7.23  4.47 7.007 5.07 7,51 5.11 7.17  4.62
INDASS -.60 2.00 —_85 2.27 -.B2 2,29 -.09 2,07
HREVSD -1.33 §£.856 -5.63  7.50 ~5.84  7.86 —2.63  7.21
HTHASO -T.62 _G5.BB —Z.20 §.67 -1.29 6.72 -2.40 .08
HGEOGSD -5.93 576 “B6.22 .54  —1.56  §.59 -4.5] S5.96
BENSOC P -.00 .06 .01 .07 , 00 .07 -.00 .07
BENSOC C -.00 .28 .07 .32 08 .32 .Q1 .29
BENSOC W .00 11 .02 .12 .02 .12 .03 .11
SOCBENNO .34 .54 .48 _61 .36 .62 .23 .56
LEXCESS -3.18 2.26 -4.57 2.57 -4.46 2.59 -3.87 2.34
(Constant) 22.96 1£.05 24.01 18.22 20.16 1B.36 25,15 16.61
Adi R sgx. .18 ETE . .15 . 14

N 312 12 312 312




Table 30
Summary for Statistics for Performance Indicators

H-mmm-otmmr— s s mm oS mamT b Sttt o mm o +
Restructuring bog of 1994
Index Productivity
R e L bl LT Foummre e +
Mean L3242 1.551
Standard Deviation .164 1.183
Maximam . 1.000 4.638
Minimum -000 -4.364
N 246 271
B e il et Rl it il Femmm s m e e +
D R LR R Fommmo e e dommmmmmae o +
| | DISALES [  LAYOFF | DEMPSPL |
Fom - T su = e Frmm o Fomme - Formm e . -+
Mean i 35.22 : .054 . .024
Standard Deviation 38.42 .08¢ .089
Mascimum ‘ 1G0.00 L5048 .923
Minimum -c0 .000 .000
N 298¢ 272 292
e mmm o mmmrsEn s s me = R it Fmmmm - e +

Note: Productivity is measures as sales/employment in 1994, where sales are expressed in bln of Rubcls.




7 Table 31
Impact of Shareholding on Restructuring: RESIND3
OLS Regression Estimates
(standard errors in parentheses)

Independent : Dependeat Variable : Restructuring Index (RESIND3)
Varjzbles;
Shareholding Specification | Specification 2 Specification 3 Spexificatic
tin, . . e iy . . .
(voting) without with withaut with without with without W
covariates | covariates | covariates | covariates | covadates | covadates | covariates [
Private - 057w -D6Lw=
(.027) (.029)
-Workers . ) .012 .027 .017 .033 L6017 [
{.036) {.037) {.038) | (.037} {.041) {
-Mz_nagers i 15w L1GQwEw .14é"""* L 17w LSRG .
(.050) {.052) {.081) [.052) . {.650} {
Outsider - .085 .03z
s {.053) {.053)
--Institutions 077 033
(.064) {.063)
—Bank T - 264 -
: {.241}) {.
---Investment .200* .3
Fund (.110) (.
---Foreign _ .(0;31} 17
Investor : k
--Domestic .056 .
4 Firm {.085) (.
--Individuals o ) : . . 024 .008 D16 .
(1125) {.122) {.128) R
Adj. R? .015 ;0865 .034 .027 .025 .090 _025
N 209 ° 208 208 206 202 202 202

Note:. Sample is all old firms. Covariates include 2 region dummies (Moscow-SL Petersburg, European Russia, Asian
Russiz (Siberia, Far Ezst and Urals)}, 7 industry sector dummies, and 3 size dummics. Voting sharcholdings are
expressed in proportions.

*- statistically significant at 10 % level, **-statistically significant at 5 % level, ***-statisteally significant at 1 % level




Table 32
Impact of Dominant Owner Type on Restructuring: RESIND3
OLS Regression Estimates ’
(standard errors in parentheses).

ent ) Dependent Variable : Restrchaing Index (RESIND3)

t Owner |. Speciﬂcatiuu T Specification 2 . Specification 3 Specification 4
without with without with without with withont with
covariates | covariates | covariates | covanates covariates | covariates | covamates | covarjates
.G51*s L0

(.024) (.25

.037 .039 .041 | .04s .041 .044
(.027) {.028) (.027) {.029) {.028) (.029)
091w G.105***" | ,083%* L05Ewvx L0g2=*> 036w+
(.037) {.038) {.039) {.040) {.039) {.6a0)
-.024 -.017 <.024 Jo1g 083 -.018
{.059) {.082) 1.061) {.063) {.039) {.064)
.057. 1 .029 '
1.028) {.038)
092" .45 092 .062 .692 L0863
(.068) {.069) (.063) {.071) {.069) {.071)

: _ o 053 L0239

‘tions -~ | tose | (Coae)

: - -.062 -.100
(.164) (.169)
stmenf - 060 047
Lme (.076} (.076)
- - ) .245 173
‘rg“ , : (.164), (.166)
estic i . " | .osa 017
(.058) (.059)
duals 042 <] .030 | .044 .630
' [.076} {.076) [.076) {.077}
L .616 .053 016 Y L0086 050 -.0001 .643
215 215 211 211 | © 200 200 200 200

Note: Sample is all old firms. Covariates include 3 region durrmies (Moscow-St.Petersburg, European Russia and
Asian Russia (Siberia, Far East and Urals)), 7 industry sector dummies, and 3 size dummies. Dominant owner type is
defined {as described in the text) on the basis of voting sharss. *- Statistically significant at 10 % level

*=.sitistically significant al 5 % level, ***-siatistically significantat 1 % level



Table 33

Impact of Shareholding on Productivity ' .
OLS Regression Estimates
(standard errors in parentheses)
{ndependent Dependent Variable : Log of 1994 Productivity (Sales/Emplayment)
Variabl A 3
anabies: g
Shareholding Specification I Spexification 2 Specification 3 Specification 4
(voring) without | with without | with without | with without with
. covariates | covariates | covariates | covanates | covariates | covariates | covariates covari;
Private Lacawr | Lag9wHs | '
(.178) (.188)
Workers 322 416> 285 | 427~ 288 389+
- {.229) {.235) (.229) (.181} {.228) {.233
Managers Co] 731w 684 L740* | 786 LTS 789+
(-369) {_267) (.370) {.367) {.363} {.363
<Qutsiders .373 - | o524
(.319) (.332}
~Institutions ' L1987 .307
(.359) {.364)
—Bank s 142 - b 248
(1.524) (1.50
;--lnx'csunent 1.365w* .agz2
Fund . {.683) {.709
~-Forcign ) 1-2.913 ~2.43
Investas : (2.245) - | (2.26
—Domestic | . ~.3839 .24¢
Firm ' (.45%) {.463
—Individuals ) 3.173 1.449% .50 - 1.332
. . {.821} {.824} {.822} {.833
Log of 1990 S0awes | L4a2ews | _gsgees | a3gees 50z%== | 44T | 503%ew .4497
Productivity {.072) {.075} (.073) | (.077) (.073) {.764) (.073) - (.0
Adj, R* .243 .32¢ .246 . .319 .255 .335 .266 .3
N 156 156 153 153 149 149 149 14

Note:. Sample is all old firms. Covariates include 3 region dummies (Moscow-St. Petersburg, European Russis, Asian
Russia (Siberia, Far East and Urals)), 7 industry sector dummics, and 3 size dummies.  Voting sharcholdings are
expressed in propertions, . :

*. statistically significant at 10 % level, **-statistically significant at 5 % level, ***-statistically significant at | % level




- . Table 34 -
Impact of Dominant Owner Type on Productivity
OLS Regression Estimates
(standard errors in parentheses)

endent Dependent Varisble : Log of 1994 Productivity {SalesEmployment)
ylese : g
1ant Owner Specifjeation 1 Specification 2 Specification 3 ’ Specification 4
) without with without with without with without with
‘ covariates covariates | covariates | covariates | covariates | covariates covariates | covariates
A .3959%% | _gppwws
{.3159) {.1€3)
L355%% Lsagwe BELT (427 | 33gww PRI
{(.173} (-181) {.173} {.181) {.173) {.182)
’ -584%x | g42w% | sg7es | gggwss | 5874+ ] gogess
[.259) {.253) (.271} {.26%) (.269) (.268)
989~ .785% B-1-Y-13 .733* .987ms Tygw
(.418) (.419) (.417) (.418) {.415) (420
.160 .297
{.248) (.251)
.552 JTTEew .352 | -770+ .552 783w
(.3539) {.356) {.358) {.355) (.356) {.353)
itution .094 .194
utions (.279) | (.278)
% 269 | -.374
: {.881) {:902)
estment © | - .B2g+ L7647

T (.456) {.455)
. -.482 «.113
eign .

5 (.881} {.878)
or - :
mestic : -.276 -.007

: . {.358) " {.355)
rea
viduals .824 .950+* .824 .958%

: - {_.523) {.510) (.520) {.511)
f}ggo -505’** _439'&* '496#*t ‘433*"'? _500!"7 .QSG*** -499'** ‘449*"‘

L (.072) t.o74) (.073} [.076) (.0732; (.076) {.072) {.077}
ctivity ) .
2 .252 348 .258 .334 242 .348 .278 .344

155 159 156 156 149 149 149 149

Note: Sample is all old fims. Covariates inciude 3 region dummies {Moscow-5t Petersburg, European Russia and .

Asian Russia (Siberia, Far East and Urals)}, 7 industry sector dummies, and 3 size dummies, Dominant owner type is E
defined (as described in the text) on the basis of voting shares.

*- stalistically significant a1 [0 % level, **-statistically signifrcant at § % level, ***.statistically significant at I % level



Table 35 )
Impact of Shareholding on Restructuring: Change in Sales Structure
OLS Regression Estimates
{standard errors in parentheses)

Independent ‘ Dependent Varisble : DISALES
Variables: — —
Sharehalding Specification 1 Specification 2 . Specification 3 Specification 4
(vating) without with without with without with withont with
covariates | covamatss | covarates | covariates covarates | covariates covariatss covariz
Private (13gFew | 129
{.058) (.0861)
Workers , .063 1 .0s8 076 .066 .ca3 L1069
. {.078) (.o80) [ (.079) (.081) {.075} (.a81
Mana 1587 LT 134 .145 .137 .144
EeTs {211 | (118) ta1z) | C1iey (11w (‘115
_Outsiders 272+ | .252*~
utsid {.111) (.121) .
~-Institutions 305 2567
e Ciam [ 1L133)
-—-Bank : - -.137 - 161
(.574) . [ {.572
---Investment LEaTuwe g1
1.257) {.26¢
Fund .
—Foreien ..602 -.198
= {.755) (.76
Invester
-—Daomestic .2386 .186
. {.175} * (.17
Firm
—-Individuals - .064 .27% .211 275
(.223) {.229) (.229) (.23
Adj. R 0,021 0.054 0.018 0.054 0.017 0.049 0.015 0.1
N 236 236 233 233 230 230 230 . 2:

Note:. Sample is all oid firms. Covariates include 3 region dummies (Moscow-St. Petersburg, European Russia, Asian
- Russia (Siberia, Far East and Urals)), 7 industry sector dummies, and 3 size dummies. Vating shareholdings are

exprassed in proportions, *- statistically significant st 10 % level, **-statistically significant at 5 % level,

*e4 sizlistically significant at | % level




TFable 36 .
Tmpact of Shareholding en Restructuring: Layoffs
‘ OLS Regression Estimates
{standard errors in parentheses)

adent - Dependent Variable : LAYOFFI

les: . e

olding Specification | Spexification Z Specification 3 Specification 4

) without with witbout | with - | without | with without with

covagiates  § covaratss | covarjates | covariates | covagdates | covariates | covarates covarates
e .gasv - | L0312
: (.026) (.031}

cers ) .025 . .016 .026 .017 .028 .013
(.034) {{.039) | {.034) [.039) {.035) (.040)

\gers .paz+ .as8 051 .051 .088~ .096*
(.050) {.053) {.05%) [.058) {.052) (.059}

‘ .e50 | .ox7

ders t.o52) | {.056)

tutions : : : _ .064 01§

{.062) {.087)

1k -.0&8 -.148
| (.253} {.263)
estment ' .112 .057
est (.108) (1120
» : ‘ ' L1395 .168
el
20 : {.323) 1.345)
or
i . ) .035 -.003
mestic o (.087} {.093)
viduals - .0B4 -.,082 -, 093 -.105
: - 1.128) - | {.143) {.130) (.146}
2 0.008 ~0.021 | " 0.003 -g.024 ,004 ..024 -.007 -.039
237 221 234 218 229 213 229 213

Note:. Sample is all old firms. Covarisles inelude 3 region durnmics (Moscow-St. Pelersburg, Ewrapean Russia, Asion
Russia (Siberia, Far East and Urals)), 7 industry sector dummizs, and J size durnmies. Voting shareholdings are
expressed in proportions. *- statistically significant at 10 % level, **-siatistically significant at 5 % level,
=rrostatistically significant at 1% level



Table 37 .
Impact of Skarcholding on Restructuring: Split-ups and Mergers
OLS Regression Estimates
(standard errors in parentheses)

Indepeadent ' Dependent Verisble DEMPS?LI
Variables: . e .
Sharcholding Specification 1 - Specification 2 Specification 3 Specification 4
(voting) without with without with without with - without with
covariates | covariates | covariates | covariates covariates | covariates | covariates coval
Private . 030% L0467
{.017} (.021)
~Workers 022 .036 .022 .| .037 .024 .04
(.022) {.026} {.022}) (.027} {.023) {.0
_Managers .055 + | 03w+ .058* LQ90w* .062* .09
, £ 1.032) (.039) {.023) {.ca0) 1.033) . (.
_Outsi .028 045
utsiders (.032) Co3g)
- itut .063 074
Institutions _ (.039) (.045),
w-Bank ’ ' -, 094 .
) {.164) {.:
--Jnvestment & [ lgg; ’%3;
Fund ' ’ ’
---Foreign 7 -126 .
¢ {.215) (.
Investor
---Domestic - -013 :
. . (.053) (.
Firm .
~-Individuals ’ ' -.038 -.0s0 C-.041 -
- - (.06Q} (.C98} {.0e0) {
Al R? 009 .018 004 015 .009 .018 .0l4
N 251 224 248 221 243 . 216 243

Note:. Sample is alt old fims. Covariates include 3 region durmies (Moscow-$1. Petershurg, European Russia, Asian
Russia (Siberia, Far East and Urzls)), 7 industry seclor dummies, and 3 size dummies. Voting sharcholdings are
expressed in proportions. *- statistically significant at 10 % level, **_statistically significant at 5 % level,
wwr_gipiistically significant at 1 % level - )




Table 38
Impact of Outside Ownership Coacentration on Restructuring: Shareholdings
OLS Regression Estimates
{standard errors in parentheses)

cndent : Dependent Variable : Restructuring lndex (RESTND3)
bles:
holding Specification 1 Specification 2 _ Specification 3 Specification 4
2 without with without with | without with without | with
covariates | covariates | covariates | covardates | covarjates [ covariates | covarates covariates
cers .017 .03z .a37 | 032 .o13- .32 .020 .034
{.036) (.037) | (.037) (.037) {.037) (.038) {.037) {.038)
agers LLAgwew _1g0*** LLETwww L1799 www Llageww L1Bawes _14gewr L1185 we=
{.051) - | (.052) {.051) (. 053} (.051) | (.053) {.051) {.053}
ders -.038 -.065 .062 034 .056 .037 -.015 ~.043
. {.108) (.108} {.130} {.128} (.122) (.122) ] (.103) [.103)
! .158 L141
ksh {1285) - | (.1a1) '
.003 -.020
essh {143} | (L1245
. B 011 +.010
Dsh : ' (.143) {{141)
: .110 .100
Osh ‘ (1123} {.120!
R: .028 .083 .023 .g88 .023 .085 027 .083
200 280 200 200 200 2040 200 200 °

Nole:, Sample is all old firms, Covariates include 3 region dummies (Moscow-St, Petersburg, European Russia, Asian
Russia (Siberia, Far East and Urals)), 7 industry sector dummies, and 3 size dummies. Shares are expressed in )
proportions. Blocksh is the largest outside shareholding. Blockssh sums all big outside shareholdings (excluding
individual outsiders when their average shareholding is smaller than .G5). Bls10sh and BisZ0sh include all outside
shareholdingsiiarger than 10 and 20 percent, raspectively, .

*- statistically significant at 10 % level, **-statistically significant at 5 % level, ***-statistically significant at 1 % level




Table 39
Impact of Qutside Ownership Concentration on Restructuring: Types
OLS Regression Estimates '
(standard errors in parentheses)

Independent Dependent Variable : Restruoturing Index
Variables-
Daorminant Specification | Specification 2 Specification 3 Specification 4
Owner Type - -
(voting) without with without with without with without with
. covariates | covariates | covariates covariates covariates | covariates [ covarates | covaria
WO .osow .054% .043 .48 .048 .053% .04Ew .050
- {.p23} {.031) | (.02 {.030) {.02z8) .| (.029} {.029) {.03
MO .0BEw* L10Lwww B3 L058wwe 085 ™ L10Qew* L0Bgww ,099%
{.03%) (.040) {.039) {.040) {.03%) (.040) {.039) {.040
INO . 001 .011 -.024 -.018 -.001 - .01l . ~.015 - .006
{.DE86) (.085} {.0EL) {.083) {.068) {.068) {.0E3) {.085
" 00 083" .058 061 .043 . .o80¥ 059 .072+ .049
{.050}) +{.051) {.051) (.051) {.050) {.050) o t.os2) (.051
NO 121 052 098 .075 118 .081 .08 .080
(.078) {.076) (.075) (.076) - | (.075) (.078) (.074} {.075
-.031 -.032
Blo10 {.032) {.032)
B!o207 - .008 -.016
{.0386) {.035)
Blocks10 --028 -.032
(.021) (.032}
Blocks20 : o fe020 )02
. {.032) (.03
Adj. R L0190 .055 006 051 010 056 .008 .0
N © 200 200 200 200 200 200 200 20

Note: Sample is all old firms. Covariates include 3 region dummies (Moscow-St.Petershurg, Earopean Russia and
Asian Russiz (Siberia, Far East and Urals)), 7 industry sector durnmies, and 3 size dummies, Dominant owner type is
defined (as described in the text) on the basis of voting shares, Blo10 and Bio20 tzke on value 1 when the largest outside
blockholder has more than or equal .10 or .20, respectively, Blocks10 and Blocks 20 is a dumrmy for the cases where
the sum of large outsiders is greater than or equal . [0 and .20, respectively.

<. statistically significant at 10 % Jevel, T*-statistically significant at 5 % level, =**-statisticalty significant at 1 % level




Table 40
Impact of Qutside Ownership Concentration on Productivity: Shareholdmgs '
OLS Regression Estimates
(standard errors in parentheses)
ndependent Dependent Variable : Log of 1994 Productivity {Sales/Employment)
Variables: - i

. Sharehoiding Specification 1 Specification 2 Specification 3 Specification 4
Votng) witkout | with without | with withot | with withowt | with

covarates | covariates | covariates | covariates [ covariates covariates covariates covariates

" Workers .308 . .a00% | .295 .386* .281 .372 .279 368

{.229) (.233) {.229) (.232) (.228) -~ (.232) {.228) (.231)
Managers LTAL* LT76%% | 740 L7ELew [ 7ggew 7637 | 715%% L T24ww
. {.372) {.359) {.370) (.3867) {.370} (-.367} (.263) (.366)

| - -

H)uuid:rs .518 .556 3,173 1.449% | 1.255* 1.504%* | 3.298* 1.648%%
H {.696) (.€98) (.821} (.824) {.7586} (.775} (.689) (.707)

! Blocksh 2309 . | -.104

{.881) {.880)
Blockssh -.977 -1.143
) ’ (.908) (.85}
BlslOsh - -1.111 -1.229
(.849) (.840)

¢ Bis20sh -1.262 -1_446%

! : {.781) - (.773)

i Log of 1990 JBOZ*ww | 445%ws | 5QZww | gqTewe -1 R T JSOT*Rs | 451w
Productivity (.073) {.077) (.073) {.076) (.073}) {.783) (.073) {.078)
Adj. R® .250 .326 .255 .38 .258 .337 .281 .33
N : . 148 1439 149 148 149 149 149 143

Note:, Sample is all old firms. Covariates include 3 region dummics (Moscow-St. Petersburg, European Russia, Asian
Russia (Siberia, Far Fast and Urals)), 7 industry sector dummics, and 3 sizc dummies. Shares are expressed in
proportions. | Biocksh is the largest outside sharebolding. Blockssh sums all big outside sharcholdings (excluding

. ’ individual ontsiders when their average shareholding s smaller than .05). BlstOsh and Bls20sh include all outside
shmeholdm‘g‘%‘lxger than 10 and 20 percent, respectively -
*- statistically significant at 10 % level, **-statistically significant at 5 % level, ***-statistically significant at 1 % Jevel



Table 41

Impact of Outside Ownership Concentration on Productivity: Types
OLS Regression Estimates

(stzndard errors in parentheses)

Independent Dependent Varizble ; Tog of 1994 Productivity (SalesEmployment)
Variables-
Dominent Specification i Specification 2 Specification 3 Specification 4
Cwoer Type N :
{voting} without with without with without = | with without with
covariztes | covarates | covariates [ covarjates | covarates | covarates | covariates covariates
WO .230 3w .308% .403=w 284 . JATTe L310* SALIww
{.182) (.188) {.120} {.188) (.182) {.1&87) {.181) {.188) .
MO =13 Al JBaAGwaw Il bl LBBL** LEG0*w L G4ABwww ET72wx LE7geww
(.275) (.270} (.272) {.268) {(.274) (.289) (.274) {.283)
IND BT+ .562 -1 .710* .B839* 564 926w 694
(.453) (.451) (.421) {.424) {.447) (.447} {.433) {.441)
00 .087 .118 .086 ..190 .055 .128 .132 .251
(.328) {.323) {.340) (.335) {.318)- (.312} (.330) {.326)
NO .376 _545 427 637 364 .554 .460 L B94w
[.418) {.4086) {.422) [.404) (.410) (.357) (.405} (.37}
Bl o |.17¢ .236
ock 10| 2% | C20s
Block 20 .146 L3156
o€ (.235) | (.228)
Bl 0 .133 .238
ocks 1 {.203) (.199)

Bl 20 ’ .107 .083
ocks {.218} (.212}
Log of 1990 | -4577** Ladgwer [ ag3ess | g3g4ar WL L S PY-L i LA LA45wEw

.. (.073} (.074) (.073) {.077} {.073) {.07€) {.073) (077}
Productivity . ‘ .
Adl h: 263 342 L2861 .338 L2564 L343 L2861 .337
N 149 148 149 149 149 149 149 149

Note: $zmple is all old firms. Covariates include 3 region dummies (Moscow-St.Petersburg, European Russia and -
Asian Russia (Siberia, Far East and Urals)), 7 industry sector durmmies, and 3 size dummies. Dominant owner type is

defined (as described in the lext) on the basis of voting shares. Blo10 and Blo20 take on value | when the largest outside

blockholder has more than or equal .10 or .20, respectively. Blocks10 and Blocks 20 is & dummy for the cases where

the sum of large outsiders is greater than or cqual . 10 and .20, respectivaly.
*. statistically significant at 10 % level, **-statistically significant at 5 % level, ***.statistically significant at 1 % level
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Figure 1 _
Classification of Share Owners

Insidér

Outsider

-Individuals
-Domestic Firms -
<Investment Funds
-Banks

-Foreign lnvestors
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Figure 2
Classification of Dominant Owner Type

/\

OLD FIRMS NEW FIRMS

0 ‘00 NO

S50  PSO ' -Banks
[minority /I\ dnvestment Funds
. private] .- ’ " -Domestic Imvestors

w0 MO INO -Foreign investors
i dndividuals

Definitions: Lo

Old Firms - firms, which already existed before reform
New Firms - de novo firms

S0 - dominated by state

PG - dominated by private owner

550 - 100% state-owned

PSO - partially privatized

10 - deminated by insideowners

00 ~ dominated by gutside-owners

NO - PO, but no ciear dominant inside or outside swoers
WO - dominated by workers

MO - dominzled by managers

MO - 10, but no clear dominant werker or managerial owners
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Figure 3

Stylized Decision Tree of the Russian Privatization Process
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