
ejk3' A 9 CJ )Z-


October 1993
 



....
 E ll 

* Series of eighteen in-depth interviews with enterprise managers and directors ofvoucher investment funds: 

- Moscow: five enterprises
 
seven funds
 

- St. Petersburg: two enterprises 
four funds 

* Six focus groups with shareholders: 

- Moscow: two groups employee shareholders 
two groups outside shareholders and fund investors 

- Ekaterinburg: one group employee shareholders 
one group outside shareholders and fund investors 

* We have also included selected comments from two seminars held during the St.Petersburg: the shares seminar, which attracted approximately i000 members of thegeneral public and the investment seminar, which attracted approximately 125enterprise managers. 
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The term "corporate governance" is broad, and can (depending on who is talking)
encompass such diverse ideas as:
 

* 	Establishing functioning share registries to allow for shares to be transferredbetween buyers and sellers. 

" Instituting standards for shareholder participation (one share one vote, use ofproxy, secret ballots); 

" 	Establishment of appropriate independent checks and balances on management
(independent auditors, independent members of the board);
 
• Disclosure of appropriate levels of financial and planning information to relevant

parties; 

• 	 Meeting responsibility to shareholders (providing a return on investment,
stewardship of company assets);
 

* Good management practices (restructuring bloated, non-competitive enterprises,profitable operation of the business, responsible business conduct, appropriate
reinvestment of profits in capital improvements and in research and

development);
 

• 
 Or, at the most extreme, forcing replacement and/or transformation of "old
style" enterprise managers.
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* Confusion and uncertainty characterize the environment within which corporategovernance policies are evolving- within the context of rapid change all partiesare struggling to maintain or establish control. 
* Existing laws are deficient. Even these are not enforced. 
* All outside shareholders voice frustration with the lack of information availableto them. The information gap is felt on two levels: lack of financial informationnecessary to make intelligent investment decisions and lack of information onhow shareholders can exercise their rights. 
* 
To a large extent, the annual meeting has become the exclusive focus for
expectations for shareholder participation in enterprises. Few other possibleforums and methods for insuring management accountability to shareholders areknown at this point. 

* The common shareholder has focused his expectations for return on investmentexclusively on dividends. Funds and enterprises both fear that shareholdershold unrealistic expectations for dividends. 
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The environment within which managers function has changed radically (which they mayor may not recognize and cope with): 

"Forstateenterprisemanagers, the whole thing [privatization]happened in aninstant,and they understoodonly one thing: that they had to select a
privatizationplan at once andprevent an outsidebuyout." 
-- enterprise
manager (Moscow, "new style") 
"Enterprisemanagersare not coping with their new responsibilities-- they knowmanufacturinabut have no experiencewith directsales, supply orfinancing.Only two or three of the thirty mass-marketmanufacturersourfund has investedin areinterestedin developingsales. -- investment fund (Moscow, young) 
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The power and autonomy of managers within their enterprises has so far remained largelyunchallenged by the changes and may, in fact, have been reinforced: 

"Directorshave a Soviet mindset. As they see it, they were, are,and willcontinue to be the headsof theirenterprises."- investment fund (Moscow,more mature than average) [NB: echoes Soviet slogan: Lenin lived, lives
and will live] 

"Now we arefreed of bureaucraticcontrol.All through my careerI've had to fightwith bureaucrats.90% of them had never worked at an enterpriseand the rest neverworked in any real capacity.Bureaucratsareonly concerned that nothing bad happeoisthat will reflect on them. So what do they do? They issue prohibitionafter prohibitionafter prohibition,so you can 't do anything atall." -- enterprise manager (Moscow,"new style") 

"In the past, the directorhad to answer to the ministry,but he was treatedlike a god inhis own factory.As ministriesdissolved and lost authority,the directorsgot completeautonomy anddiscovered they liked it. Now they don 't want to give any of that up."investment fund (Moscow, young) 
--
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The role of investors, shareholders, etc. is ill-defined with managers seeing little value inhaving shareholders who are not really investors (since vouchers do not bring anything toenterprises): 

"Itis too early to say, from my own experience,what the roles of shareholder,boardand managementwill be."II -- enterprise manager (Moscow) 
"Insideand outsideshareholdersshould enjoy equal rights.But there is somedifference between the notions of an investorand ofa shareholder.The state issuedvouchers, but it did not give anything to enterprises.There are no investorsas such.Capitalis createdas a result of redistributionof vouchers that are no more than sheetsofpaper." -- enterprise manager (St. Petersburg) 
"Big investors can playa role only as a long-term partner.I'm not interestedin smallinvestors - Why do I need a cashierin some shop [as a shareholder? enterprisemanager (Moscow, "old style") 
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Both managers and VIF's tend to perceive their conflict as a zero-sum battle for control ofthe enterprise. Neither is yet looking at the shareholder-manager relationship in terms ofaccountability. 

Many VIF's see the only way of insuring management accountability to their interests as
taking outright control of enterprises.
 
Enterprise managers do not see the possibility of maintaining control by actively

demonstrating their accountability to shareholder interests.
 

Adversarial language is common:
 

"Investors' activity is aimed atgetting control over enterprisesthrough accumulating
shares"-- VIF fund manager (older, St. Petersburg) 
"The most importantissuefor management in these new conditions is retaining
control." -enterprise manager (Moscow, "old style") 
"Directorsarejust office managers. They have no understandingof marketingormanagement."-- investment fund (Moscow, more mature than average)
"It'seasierto run a company without annualmeetings, with only a generaldirectorwho makes all the decisions.If the shareholdersmake a wrong decision, I'll abide by it-- but when thingsgo wrong, I'll let them know it's because of them" -- enterprisemanager (Moscow, "old style")SqMG 
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Enterprises and fund managers share a common distrust of government and a sense thatthey are at the mercy of politically motivated decisions which do not serve their interests: 
"The taxes make enterprisesfeel like bearsrounded up by hunting dogs -- sometimesone has to pay 91 kopecks in taxes for one ruble of profit earned."-- VIF fund manager (older, St. Peters5urg) 

The problem is that, in the government, theoreticians,who have never made moneywrite the investment laws. We have only macro-economistsworking in thegovernment. They don't understandthe micro level. They don't understandyou can'thave the macro without the micro. (Investment Fund) 
Option2 may have made sense politically,but it was badfrom a practicalstandpoint.Giving the employees 51% of the sharesjust creates a new form of kolholz (Moscow
fund, new style) 
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it is generally felt that existing regulations regarding shareholder rights and corporate 

governance norms are not enforced: 

"On the surface, legislationis adheredto, but in reality,they make trouble if the fundmanagement hurts big bosses. "-- investment fund (St. Petersburg) 

"The law contradictsitself.In one place, it says that ifa shareholdercan 't come to theannualmeeting, he is obligatedto give his vote to the board.In anotherplace, it saysthat his proxy has to be notarized."-- investment fund (Moscow, more mature
than average) 

"At the beginning,ourfund tried complainingto GKI, but we nevergot an answer.The letters reach the middle level of GKI and die there."-- investment fund(Moscow, more mature than average) 
"Action is taken in only 50% of rights violationsin newly privatized companies." -investment fund (Moscow, young) 
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Investment funds universally express frustration with their inability to get necessary

information:
 

"I need to see the internalbalancesheets and bank statements to know whetheror nota company is doing a lot of businessat inflatedprices with,for example, a companyrun by the director'swife."- investment fund (Moscow, more mature than
average) 

"Fiveof the thirty companies we have invested in now providegood information-- andthat was only after we convinced management that this was necessary."-
investment fund (Moscow, young) 

"Companiesonly pay attention to big outside investors. Ourfund has been waiting6monthsfor shareregistrationin a company where we areone of the five largestshareholders(includingmanagement,which owns 5-10%). The directorwon 't even 
speak to us. - investment fund (Moscow, young) 
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Focus groups and the St. Petersburg shares seminar questions found that individuals arebecoming aware that they lack basic information needed to make intelligent investmentdecisions. Specifically, individuals complain they lack: 
* information on financial prospects of firms coming up for auction• 
information on how well privatized enterprises have performed since privatization

and their prospects for the future 
• information on VIF performance 

Individual outside shareholders and voucher holders are uncertain who should give themthis information. 

Employee shareholders receive some information from management, but usually it is notqualitatively different from the general information on "how the business is doing" thatwas publicized in employee meetings prior to privatization. 

Are there shareholders who have received dividends on their vouchers. Is output increasing atcorporatized enterprises? Enough of the ABC's. (Written question submitted at'St.Petersburg shares seminar) 

Where can I receive some information on the "risk"department of the Generalny VIF?(Written question submitted at St. Petersburg shares seminar) 
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VIF's have the most direct contact with ordinary investors and they evaluate the basic levelof information of the average investor as low. VIF's appear to take a reactive role visa vis
the education of investors responding to questions (some of which they find frustrating)
and giving enough information to appease shareholders: 

"The averageshareholderknows very little. Only 1 in 10 has any idea of what adividend is. Popularknowledge about these issues is very low, and nobody readsbooks." -- investment fund (St. Petersburg) 

"Ourfund's shareholdersdon't understandthat the sharevalue can be important.Ourfund can'tpay a dividend this yearso we're trying to increaseits sharevalue byworking with the market maker." -- investment fund (Moscow, more mature thanaverage)
 

"The averageinvestor can 't understandthe fund's policy --investment funds arelike Martianswho landeda yearago." 
for the averageinvestor, 
-- investment fund(Moscow, young) 

"We tell our investors that investments are based on professionalanalysis.Most don 'tknow enough to ask about thefund's manager-entand policy." -- investment fund(Moscow, young)
SMG 
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Focus groups found that individual shareholders do understand some of the basics of shareownership. The basics as described by participants in focus groups: 
" A shareholder owns a part of the corporate property in accordance with thenumber of shares and has the right for social benefits, receiving dividends, andinformation on the enterprise's performance. 
" The right to participate in the management of the enterprise was believed to beself-evident. 

• 	 Shareholder meetings were reported to be the main way of making their views
known.
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While some shareholders seem to understand basic principals, they are frustrated by alack of information as to how they can actually exercise their ownership rights. 

"Howcan you force a company to hire an independentauditor-f they don 't want to doit?" Question submitted to St. Petersburg shares seminar. 
"The directo7generalof an AO has been electedfor a five year term, as stipulatedinrules which he drew up himself. I s this legal? If not, how can you stop it?Question submitted to St. Petersburg shares seminar. 

"Are thereany official organizationswhere we can get specific legaladvice?"--Question submitted to St. Petersburg shares seminar. 
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Unrealistic expectations for dividends abound: 
"Passionsaroundvoucherhave given rise to expectationsof unrealisticprofits" --fund manager (older, St. Petersburg) 

VIF 

"Shareholdersonly ask where theirsharesare,what the dividend will be, and when theshareholdermeeting will be." -- enterprise manager (Moscow, "new style") 

"50%of investors expect dividends to be an income source.Most expect unrealisticdividends -- and soon. In fact, thefund will probabiyonly pay thefirst dividends inthreeyears."-- investment fund (Moscow, young) 
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In the employee and individual focus groups, social benefits and dividends arespoken about as equivalent concepts. 
Responses indicate a lack of knowledge of the potential variability of dividends asenterprises go about restructuring themselves. Respondents also lack knowledge ofthe basic risks associated with any equity investment. 

e No one in the investor focus groups voiced an interest to sell their shares,11preferring instead a small but steady income." 

"Shareholdersall expect dividendsand see them as a stable income.No one wants tosell -- they would lose theirincome source."-- enterprise manager (Moscow) 
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Fund advertising and political claims have helped to drive expectations: 

"VIF advertisinghas led to unrealisticexpectations among investors -- specificallyanad in which a person exchanges a voucherfor a shareand immediately startsgettingdividends." -- investment fund (Moscow, young) 

"The averageinvestorexpects too much. This is a generalproblem. Their views areformed by popularinformation , for example, by what politicianssay, and investors'unrealisticexpectations can have dangerouspoliticalconsequences." -- investmentfund (Moscow, "shady") [NB: the advertising of this fund is widely quoted byother fund managers as an example of what generates unrealistic expectations] 
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" External shareholders of any kind lack legitimacy among managers and workers. 
" Relationships between investors, funds and enterprises are strained 
• Funds have potential to fulfill important role, but must mature themselves in

order to meet the challenge
 

" Employee shareholders could play a "swing voter" role between funds andmanagement, but at present are unlikely to act independently from management dueto a variety of factors. 

19 



............. ~~~..
... .......
 , ... ....... - .
 ........
. ..... ... .. ... .. . .. . .. 

Anxiety on the part of enterprises concerning the role of investors is widespread  interestsof the various parties are perceived as somewhat adversarial: 

"There is a tendency to high aggressiveness,when they (investors)strive by anymeans to acquireshares or to form of coalitions." -- enterprise manager (St.Petersburg) 

"The board'srole is not to throw a wrench in the works, not to interfere.I want toimprove service- those who want high dividends would threaten that." -- enterprisemanager (Moscow) 

"Investorsshould take part in almost all decisions,but the influence should depend onthe size of the holding,and only so long as the investorsagree with me." -- enterprisemanager (Moscow) 

"I hope the directorwill maintaincontrolso that we can maintainKrasny Oktyabrasa chocolatefactory. Ourbiggest worry is that an investor will buy out the companyjust for its realestate, to build a hotel oroffices. -- enterprise manager (Moscow,"old style") 
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Enterprises are particularly uncomfortable with funds: 
"VIF'sare speculativeorganizations-- It would be betterfor an enterpriseif it werebought by a professionalship-buildingcompany. - enterprise manager (St.Petersburg) 

"All enterprisesand state institutionsconsiderfunds asfat catsvouchers - -- fattening onthough it's so farfrom reality"-VIF fund manager (older, St.Petersburg) 
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Underlying these perceptions are real conflicts of interest between the parties involved. Intheory, what is best for the development of an enterprise will be best for its investors,however: 

* Employee shareholders can benefit from salary increases; outside investors onlyfrom dividends;
 

* 
Employee shareholders place maintaining jobs and social benefits as their top
priorities.
 

* VIF short-term profits are dependent to varying degrees on enterprises declaringa dividends. (Many VF's have other sources for short-term cash flow.) 
* Often major investments are needed to adapt enterprises to free marketconditions  arguing for re-investment of profits; 
" Enterprise managers (faced with demands for re-investment, salary increases anddividends) are motivated primarily by the desire to maintain maximum controlof their enterprise. 

22 



In spite of these conflicts, potentially constructive roles for funds are beginning to emerge(even if met with resistance). These include acting as financial advisors to companies andpartnering to offer additional share issues (a major concern of all enterprises): 
"The task of ourpartnersfrom financialcircles is to bring the enterprisemanagementto life" - VIF fund manager (older, St. Petersburg) 

"I see our role VIF] as solving enterprisefinancialproblems: how to issue additionalshares,tax advice, etc. "- investment fund (Moscow, young) 

"Manydirectors eel VIF's are not real investors because they bring no capital-- It'srarethat an intelligentone sees that VIF's can help resolve a company'sfinancialproblems."- investment fund (Moscow, young) 

"The enterprisesreject our ideas (forinstanceconnected with registryof shares). Theykeep theiraccountancyawayfrom us. "-- VIF fund manager (older, St. Petersburg) 
Example of VIF enterprise cooperation: Pervy Vaucherny and Hotel Cosmosworking together to place shares on the market and handle additional share
issues. 
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In spite of their promise, the funds are, by and large, run by very young and inexperiencedpeople and face challenges in maturing. Clearly the funds have a lot to prove regardingtheir expertise and potential contributions before many managers will be willing to invest agreat deal of energy in building relationships with fund shareholders: 

"Some funds, notably Alpha Capital,Pervy Chekovy, ProgrammaPrivatizatsii,haveinvestment strategies,but the majority don 't. They were told to diversifij so they justdiversify all over the place withoutany plan. - investment fund (Moscow, moremature than average) 

"A Kommersant reporterasked me more seriousquestions [about ourfinances] thando the ViFs. There wasn'ta single callfrom them before the auction." -- enterprise
manager (Moscow, "new style") 

"Inmany ways VIFs area soviet-style institutionwhich plays financialgames with noassets of its own." - enterprise manager (Moscov,, "new style") 
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Cauticn: the rhetoric of funds must be carefully measured against actual eractices.The manager of one such fund (widely reported by respondents to have engaged inshady advertising and business practices), says all the right things, but may bethoroughly unreliable: 

Investorsshould act as a stabilizingfactor,as a brake on bad decisions. Ourfund's roleis to assist the enterprisein the transitionfrom a command to a market economy. Afund can unite common interests,be a mediator,andprovide expertise." 
"Ourfund is now forming its own observer committees to monitorshareholderrightsviolations  we imagine they can presentfindings to the press and try to callshareholdermeetings." 

25 
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Funds are beginning to be seen as a potentially powerful political force by enterprisemanagers, the public and fund managers themselves. 

"VIF's arealreadyturning into a politicalforce, with millions of shareholdersandtheir hopes behind them." -- enterprise manager (Moscow, "old style") 

"You hold a position, which in its Iweight category' is also political." -- writtenquestion submitted by audience member to VIF speaker, St. Petersburg
Privatization Day Shares Seminar 

"A congress of investment funds is beingformed in our region. This will be a noncommercialassociation. This associationwill pick politicalcandidatesandprovidethem with financialsupport."-- investment fund (St. Petersburg) 
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Many managers and most employee shareholders make a strong distinction is madebetween outside and inside shareholders. 

Accepting the idea of accountability to outside shareholders is difficult for managers toadjust to: 

"Workers and big shareholderscan have big influence -- by working hard or otherwiseassistingthefirm -- but non-workersshould have no influence." -- enterprise
manager (Moscow, "old style") 

"Directorssense that they now have to deal with outsiders,not like a ministry,andthey have to come to gripswith this. Maybe they're not happy with it -- they have nomarket experience and aren'tused to reactingfast to a situation.The investmentfundsalso have problems, but at least they have a year's experience over the directorsin thesharesmarket. - investment fund (Moscow, young) 
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In focus groups, employee shareholders were sure that they have rights for biggerdividends than outsiders. Moreover, many of them referred to outside shareholders as'hangers-on.' Outside shareholders were of the same opinion, although they did not callthemselves 'parasites.' 

Understanding the underlying distrust of "outsiders" is critical for approaching questionsof the specific elements of a corporate governance program. Employee shareholders werespecifically resistant to the concepts of outside directors and independent auditors. 
The most crucial element in employees actually developing into swing voters is theinstitution of the secret ballot. VIF's uniformly believe that few employees will ever risktheir jobs by openly voting against management. 
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Funds generally voice strong support for most Western governance practices. 
Managers responses response to specific elements of Western corporate practice are varied.Responses appear to be driven by how managers understand the relationship between theissue, their fears of losing control of their enterprise, and their other, more secondary 
interests. 

When managers view a governance issue as an attempt by outsiders to gain control, theyautomatically resist it. Some managers, however, can view some issues as not directly
related to the struggle for control. 
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When they can detach an issue from the control struggle and evaluate it in terms of selfinterest, they can be supportive of Western practices. Issues which were more likely to beaccepted on this basis: 

" Independent registry of shares. 

" Independent auditors, are widely accepted. 

" Financial disclosure. 

Caveat: It sometimes appears that those practices which meet with wide acceptance arethose which people believe that they can manipulate to their own advantage. It may benecessary to aim first for adoption of the forms and only later to introduce the substance. 

SMG 
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Independent auditors seen as necessary by all fund managers, but also by many of theenterprise managers. 

"An independentauditoris importantfor an enterprise.He can help to point outwhere we're losing money and where we're doing well. We got one and it opened oureyes. It should be mandatory. - enterprise mar,ger (Moscow, "new style") 
Some people find the idea appealing because they see ways that it can be turned totheir advantage: 

"An independentauditoris an objective necessity. An auditoris of importanceto thetop administration,which must have the possibility to 'sic' an auditoron this or thatsubdivision"  enterprise manager (St. Petersburg) 

"It'sWestern standardto have an auditingcompany approveyour books. Then if thetax inspectoratefinds faults, the auditortakes responsibility." -- enterprise manager(Moscow, "old style") 
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Competent auditors are in short supply, however, and the process can 

... 

be blatantlymanipulated: 

"An auditorcan point out things we don't see. Unfortunatelythere arevery fewprofessionalauditors.Most of them arejust companies that used to be stateauditcommissions. - enterprise manager (Moscow, "new style") 
"An independentauditorwouldn't necessarilygive shareholdersreliableinformation.It's easy to find a small auditingcompany with a license that can be bribed to sign offon anythingyou want. I know how these thingsaredone. I've been in business;I'vedone it myself. - investment fund (Moscow, more mature than average) 
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The willingness of enterprises to provide information is clearly limited. Some managerssell their self-interest in disclosing information, but most in very minimal (and possiblymanipulative) ways: 

As far as the necessary informationis concerned, to analyze the activities it is enoughto have monthly balances."  enterprise manager (St. Petersburg) 
"Informationwill be a big problem. Big investorsshould receive information,butinformation costs money andI won 't waste it. " - enterprise manager (Moscow,"old style") 

"We put out a newspaper.It was set up on the initiativeof the administrationtoeducate workers  why they shouldgo to the shareholdermeeting and how to vote intheir own best interest." -- enterprise manager (Moscow, "old style") 
"It'snot necessaryto presentfinancialresults -- almost none of them understandtheinformationanyway. There are no criminalshere."-- enterprise manager (Moscow,"old style") 

5qMG 
33 



Interestingly enough, however, when it comes to their own financial disclosure themanagers of investment funds and the managers of enterprises (whether unrepentant oldstyle directors or more progressive types) all sound remarkably alike: 

Enterprise Managers: 

"We considershareholdersas colleagues, but we don't have concreteplans yet forshareholdercontact." -- enterprise manager (Moscow, "new style") 
"Becauseof the largenumber of shareholders,we will have to print basicfinancialsin thepress, but we haven 't decided what to include. Forthe biggershareholderswe want to sendthem more -- along the lines ofa Western annnalreport,with attractivepictures ...[promptedfor content:] We haven 't consideredthe financialcontent yet." - enterprisemanager (Moscow, "old style") 
"Up until now shareholdersdid not ask any questions, if thereareany questions, it will notbe a problem to answer most of them." -- enterprise manager (St. Petersburg) 

"Shareholdersget all the information they need from the company. There are no secrets. Wehave a special department to provide information,but I don 't know what is asked. Theyreceive everything they areentitled to by law."- enterprise manager (Moscow) 
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Funds: 

"Ourfund's shareholdersrequest no information,althoughall the information providedbyGKI is availableto them for inspection."- investment fund (Moscow, young) 

"The annualmeeting mobilizes shareholderssomehow, but for afund annual meetingsarea greatfinancialand logisticalburden."-- VIF fund manager (older, St. 
Petersburg) 
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The lack of functioning registries is a frustration for funds. This issue is seen a hugeobstacle to the emergence of functioning stock markets.
 
Some enterprises view the idea of an independent registry as completely non-threatening
and a simple practical move; others see it as a control issue:
 

"The common delay in processingsharetransfers is a problemfor us. We often want toresell shares bought atauctionand need to know the largestshareholdersto do so  we
often have to spy to get this information."- investment fund (Moscow, young)
"When a shareholderwants to buy orsell he's told that the woman who handlesregistryis on vacation, The woman also disappearsbefore shareholdermeetings."- investment fund (Moscow, young) 

"We hireda depositorybecause it's too hardand time-consuming to keep the recordsin-house." -- enterprise manager (Moscow, "newstyle") 

"Depositoryis a good arrangementbecause the depositorycompany specializes instocks, knows tradingand has computersand specialists. We added everything up anddecided it would be more expensive to set up ourown sharesdepartment. enterprise manager (Moscow, "new style") 
"It is better to keep shareregistry in house. Otherwise, it would be possiblesomeonecould start 'machinations'."-- enterprise manager (Moscow) 

SMG 
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Proxy votina: 

Although already practiced and widely accepted in principal, funds often report abuses.Funds do not assign encouraging the development of proxy voting a high priority becauseof perceived abuses (and perhaps because it would not have much effect in the short run -most shares are held by employees or VIF's, both groups are able to attend annual meetingsin person.) 

Note: Proxy voting is almost always understood as the assignment of a shareholders votingrights to a representative. It is virtually never understood as it is practiced in the U.S.: aprocedure by which shareholders designate their actual votes on specific issues that aredefined in advance of the annual meeting. 

"Proxyvoting is importantfor logisticalreasons with 200,000 shareholderswecan'tpossiblyfind spacefor them all. Also, most investors can't understandfundpolicy - I don 't see how someone without a backgroundcanfunction at ourmeetings." --Investment fund (Moscow, young) 

"30 to 40% of shareholderswill give theirproxy to the generaldirector.Mostshareholdersare women and they don 't want to spend the whole day at a meeting.They want to wash, iron,and take careof theirhusbandorkids." -- Enterprisemanager (Moscow, "old style") 
"Ourfund has been offered payment for assigningits proxy to anothershareholder." --
Investment fund (Moscow, young) 
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Secret ballot:
 

The secret ballot is viewed as essential by almost all funds.
 
But it isjust as strongly opposed as irrelevant and unnecessary by most enterprises (eventhose who use it.) It is very difficult for managers to view the secret ballot as anything
other than a control issue:
 

"The secret ballot is very important otherwise it is impossible to elect a newdirector." - Investment fund (Moscow, yrung) 

"The secret ballot is crucial:employees will not risk theirjobs to vote againstmanagement." -Investment fund (Moscow) 

"We almost always have a secretballot - but it doesn 't really make a difference. Youshould not be afraidto speakyour mind." -- Enterprise manager (Moscow, "old
style") 

"The secret ballot is not necessary.You only need a secret ballot if you want to voteagainstme andpretend thatyou didn't.As for proxy voting -- every shareholderhasthe right to come [to the annualmeeting] or to stay home."-- Enterprise manager(Moscow, "new (sic) style") 

"We have had no reason io use a secret ballot. Shareholdersvoted unanimouslyfor mefor GeneralDirector."--Enterprise manager (Moscow, "old style") 
SMGT 38 
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One share-one vote: 

Several funds believe that managers can and will simply ignore this principal whenever itis to their advantage to do so. They fear that workers will automatically supportmanagement attempts to institute one shareholder  one vote, because of its more intuitive
and democratic appeal. 

"We tried to replace the director at one meeting, but the current director manipulatedthe voting -- each shareholder had one vote, not one vote per share." -- Investment 
fund (Moscow, young) 

"There is not secret a ballot - the only thing that directors understand is a show ofhands. And they won't allow one share one vote. - Investment fund (Moscow, 
more mature) 
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Funds keenly feel the need to have their own person on the inside of enterprises - in theabsence of effective legal enforcement and financial disclosure, it is seen as the only way torotect their interests. Obtaining seats on boards of directors is a key goal of investmentfnds  and one that they generally feel somewhat frustrated by, although some aresuccessfully obtaining seats. 

But the concept of independent board members is seen resisted both by employeeshareholders and enterprise managers. 

In focus groups, respondents reacted to the idea of independent board membersnegatively: They did not want to "let strangers in" and claimed that the board ofdirectors must consist of "loyal people", who are directly interested in the enterprise'sgood performance. Employees viewed any people from outside with suspicion, asthose who want to have a finger in another's'pie." 

"The notion of an 'independent' director is contradictory-- a personfrom the outsideisfarfrom the business of the enterprise.The boardshould have one 'independent'directoras an objective observer, but no more." -- enterprise manager (St.
Petersburg) 

"It'sbad to have independentboard members -- they don't know anything.Propertyfund and localgovernment representativesarea particularproblem because they areonly interestedin dividends and localproperty taxes and rents." -- enterprise
manager (Moscow, "old style") 
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One enterprise manager, however, had come to terms with his board: 
"Rightnow we have a temporaryboard. We've had some misunderstandingsbecausesome members don't understandthe hotel business. But the longer they are there thebetter they get." -- enterprise manager (Moscow, "new style") 
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 Given the lack of legal infrastructure and appropriate enforcement mechanisms,changf in the behavior of enterprises is largely dependent on changing management
attitudes. 

* Defusing the conflict between funds, enterprises, and stockholders is essential ifwidespread adoption of more responsible corporate governance procedures is to
be achieved. 

* VIF's are the only viable forces for change among Russian shareholders. Because of 
the 10% rule, real influence depends on VIF's forming coalitions among themselves. 

* VIF's and enterprise managers do share some common interests: 

-improving financial performance of enterprises
-attracting domestic and foreign investment to viable enterprises

-managing shareholder dividend expectations

-cutting tax burdens on enterprises
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* Where possible, VIF coalitions should be encouraged to engage in a reasoned dialoguewith enterprise managers on performance and governance issues, based on commoninterests rather than "rights" and control struggles. 
* The first VIF coalition approach to any enterprise should be through a closed doormeeting where VIP's appeal to management's self-interest. This will be easiest on theissues of auditors and registries and most difficult on secret ballot. Wherepartnerships emerge and succeed, they should be vigorously promoted in the media. 
* VIF coalitions should reserve the right to publicly campaign on governance principalsat annual meetings of recalcitrant companies. Again, chances of success will begreater when the campaign is based on principal rather than an attempt to grabcontrol. 

Secret ballot, one-share, one-vote and other issues closely associated by managementwith control challenges will be extremely problematic until they are established bylaw. VIF coalitions should be encouraged to direct their political resources towardsthese issues, as well as towards establishing strong enforcement mechanisms. 
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* Individual shareholders are desperate for two distinct types of information. Sustainedpublic education efforts should be considered in both areas: 

-information necessary for making investment decisions
-information on how to exercise the rights of share ownership 

" Employee shareholders hold enormous potential power but at present are the singlegroup most resistant to change. All public communications should address thespecific concerns of this group. 
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