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The main objective of this paper is to evaluateithgacts of the voucher privatisation,
which was one of the fundamental methods of theafigation process in the Czech
economy, which proceeded during the 90s of the ¢asttury, on the formation of
ownership structure in the Czech economy. The qualit the ownership structure
determine even the efficiency of the corporate goaece, which consequently influences
the competitive strength of the Czech enterprisdbinvithe international competition and
currently even in the single internal market of Eneopean Union.
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INTRODUCTION

The efficiency of firms in the market economiescnditioned by their efficient
management, which is, in the theory and practisenafket economies, called by an
Anglo-Saxon term corporate governance. By the mamagt of the firms (corporations)
is usually meant an institutional and instrumemtay of control of a firm by its owners.
These are means by which the owners of a compatigeeheir management and control
on behalf of themselves, in other words they aeeeting their ownership rights.

At the beginning of the Czech economy transfornmafimm the centrally planned
system of the economic management to the marké&traysecomes, within this context,
the most important a thesis that the basic starimpint of the whole transformation
process has to be a privatisation. Only under ¢bisdition the market forces would be
enabled to direct the firms to efficierfcgnd to start the process of their restructuring.
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2 Here it is necessary to mention, that the prigataership itself does not guarantee the maximatieffcy of a
production. The failure can occur for two reasdfisst, the loss of competition in the market ofqurots and
services can weaken stimuli and restrictions remgathe performance of the managers. Second, the
ownership is often separated from the managemspécelly at great modern firms: the ownershippiead
to a number of shareholders so the control is imdeaof a small number of managers who profit fréma t
information asymmetry and elude the control ofdler. This can escalate a conflict of interestsabee the
profit pursuing — profit maximization of a sharet@l — does not necessarily mean the utility maxation of
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It was expected that by means of privatisation wadu found such owners who will
dispose of the acquired property responsibly arfitiefitly. The privatisation process
became along the years 1991-1993 the most impomantent in the life of all Czech
firms. One of the most mass privatisation methedsch were used in this period, was
the voucher privatisation what was an original rodthreated in the Czech Republic.

What were the impacts of this method on the foromatof efficient corporate
governance tries to adumbrate, at least in elememtatlines, this paper. This paper
ensued with the financial support of the Czech 18=eFoundation within solving the
GA402/06/0204 grant: "Complex analysis of the cogbe governance aspects under the
conditions of the Czech economy.” Successful fifij of this research project has
necessarily include even the detailed view intopiast on the primary formation of the
corporate governance structures in the Czech Repabla starting - point of the current
situation in this field. In this context it is npbssible to ignore neither mentioned impacts
of the voucher privatisation on the functioningrfpemance and competitive advantages
of the Czech firms.

1. POSITION AND IMPORTANCE OF THE VOUCHER PRIVATISATION
WITHIN THE PRIVATISATION PROCESSIN THE CZECH ECONOMY

The Czech Republic belonged in the initial periddh® transformation, in comparison
with other transitive economies, to the very naii@ed ones. In 1989 produced the
public sector c. 8 of the gross domestic product,24®f the product were produced by
the co-operative sector and onBp 4vere produced by the private sector.

During the realisation of the privatisation itsilfvas appeared from and idea that the
privatisation process has to be finished as sogoasible, because the period of the pre-
privatisation uncertainty paralyses to a greatrixtee investment and enterprise activities
and rational performance of the whole economic smh€&his idea was brought in the
Czech Republic in its principle to an extreme positand the main objective de facto
became the privatisation at any pfic@n the date of 30December 1998 were privatised
assets in the accounting value of 1.4-1.5 billi@Z, whereas the yield of the state was
only a seventh of this amount, about 0.2 billionKCZ

The means of production privatisation included altbed “small privatisation”, which
was related especially to a disestablishment abuarshops and business premises, and
“great privatisation” of state enterprises.

Within the “small privatisation” were privatiseds&ss in the accounting value of 23
milliards CZK, the income of the State Property &uUdrnom realised sales reached 30
milliards CZK. The embarrassment of this disestdilient method was the fact that the
sales often proceeded without fixed and set rulesat in its results often led to
liquidation of local services and to inception dafismess premises which were less
sociality beneficial. This form of privatisation wafficially finished in December 1993.

the managers. As it is shown in various empiritadiies, managers” earnings are rather in correlatith the
firm’s size than with its profitability.

3 It is possible to claim, that as fast as there, wagormer socialistic Czechoslovakia, achieved ltfighest rate
of the socialistic ownership in the economy (alm@&% in 1953), was at that time achieved the pigagibn
objective faster than in any other transformingneeny when, at least according to political declaret, the
transformation, including the privatisation, wasldeed as finished in 1994.
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Much more important, in its extent or its importanwas “great privatisation”, as the
value of offered assets represented almost 1 hilB@K. The “great privatisation” law
determined, among others, even the methods thragh it is possible to privatise the
assets. These were especially the direct sale fredetermined applicant, public
competition, public auction, property investment & company with subsequent
privatisation of their concern and voluntary coraege to municipality (Table 1).

Table nr. 1: Volume of the privatised assets adogrtb main forms of privatisation in 1998
(in milliards CZK)

Way of transfor mation Assetsvolume
Resituated 70 - 130
Conveyance of assets to municipalities (disestainkstt) more than 350
Small privatisation 23
Great privatisation in total: 934
- of assets invested to joint stock companiestal:t 757
from that:
deposited into a reserve fund 42
deposited into a basic capital of all compani 715
in this:
1. sale of the stocks in total 95
a) tender offer 24
b) direct sales 45
c) employee shares 2
d) public competitions 24
2. voluntary conveyance in total 410
a) coupons 333
b) voluntary conveyance of stocks 54
¢) stocks for RIF 19
d) stocks for a deposit into joint stock q@mies 0
e) restitutions 2
f) NIF 2
3. not privatised to date 210
- of other assets 177
from that:
a) tender offer 8
b) public competitions 32
c) direct sales 66
d) voluntary conveyances 66
e) restitutions 5
Transformation of co-operatives 200 — 250
Assets transformation in total 1577 - 1687

Source: Ministry of Finance of the Czech Republitate Property Fund, Czech Statistical Office.

The most important method, from the viewpoint ofvatised assets volume, is the
form of the assets transformation into joint stooknpanies (757 milliards, i. e. &) with
consequential privatisation of capital participatio This method occurred in several
forms: direct sale of stocks, voluntary conveyaata concern in a joint stock company
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to municipality, sale through a broker in a capiterket or public competition, but also in
the form of so much discussed voucher privatisation

Stocks, which were not privatised by any of abowentioned ways, were temporarily
retained in the possession of the State Propenty lew the Land Fund by the reason of
possible subsequent sale especially to foreigniappk. A small amount of stocks
(mostly up to %) was conveyed to municipalities in cases whenrapamy polluted the
environment markedly in a particular urban areawas distinctively adherent to it in
some other way. There were also issued employeeshahich were to a great extent
underprivileged by the sale for a nominal price.

The certain speciality of the Czechoslovakian pibadion is represented by
restitutions. They were put through even despiittaliresistance of some authors of the
economic reform. They were at first afraid of perhk resulting from the endless legal
disputes, which could have in eventuality negagiviefluence the rate of privatisation
process. These premises appeared to be wrong.

On the basis of restitution law were in the fitstge returned the assets nationalized in
1955-59. The second stage included the program of retgrttie assets nationalized in
1948-1955, which was extended for the restitutibthe agricultural assets and lantt is
not possible to express in numbers the exact asagis, which was within restitutions
returned to the original owners or to their heliscause these assets were in the majority
of cases returned by particular firms, but it isreated to be 70-130 milliards CZK in the
accounting value. Assets in the value of more tB&A milliards CZK was by law
returned also to municipalities.

The last form of the state assets transformatiotheoprivate assets was the property
law transformation of the co-operatives affiliatedth conversion to new enterprise
subjects, which took place in the period 1992-%&Heco-operative had a duty to work up
its transformational project and to submit it fpeoval to a general meeting of those,
who set up a claim to a membership share till #trudry 1993. By this way the assets in
the value of c. 200-250 milliards CZK were transied during the year 1992. This
transformation of co-operatives influenced mosthe tfield of agricultur® The co-
operatives transformation facilitated in considératmaller extent even the privatisation
in other branchés

2. IMPACTSOF THE VOUCHER PRIVATISATION ON THE FORMATTING
OF CORPORATE GOVERNANCE IN THE CZECH REPUBLIC

The privatisation should, as was mentioned abovwesthe problem of real owners
missing. In the case of the Czech Republic were ss@eral methods, however for then
and after all even for today’s economic environm&ate and are determining following
two privatisation methods, the direct sale on d¢redd the voucher privatisation. Both
methods were an attempt to creation of domesticeosvrin fact it was only an insertion

“ These were more than 70.000 of tenement buildimgshouses with non-residential premises, whickesed
are used especially for trade, services and sraaihbss purposes.

® This made it possible to return other c. 30 thodsadustrial and administrative objects and alnuost half of
state forests, state agricultural assets and dignialland.

® From 1197 farmers’ co-operatives arose 1321 nawtprco-operatives and companies.

" There were chosen approximately 500 co-operaticeeies, 100 consumer co-operatives and approglgnat
100 other co-operatives for the transformation.
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of a mediator between the seller (the state) andhaser, which is capital strong. In
a case of a great enterprise it is with a high gbilly in most cases only a foreign
strategic investor. However these were not, unékey. in Hungary, brought in on the
privatisation in a sufficient extent.

The interlayer of temporary owners, rather quasernsanwas and is not able to pass
muster in the long term without an own capital ihighly open economy as is the Czech
economy and were and are forced to sell the aadja@issets soon or later as shows the
present development. From a strategic viewpointitlea of this way of privatisation
would have a sense on the assumption that thissqubsat sale would be carried out by
the “guasiowners” very quickly and at least a pdHra commission, which they obtain
from the sale, would be invested back into the eopnin the form of non-debt capital.
However these expectations were not in the realgyin grain.

In the cases of direct sales was definitely not thetdeclared thesis concerning the
rate of sales intermediation to a strategic inwestothe environment of a moral hazard,
imperfect rules and their inconsistent enforcemgd not the owners who privatised
a great enterprise sufficient motivation to makeeal to a strategic investor. There were
even, at first sight short-sighted, trends to eethfby an own way, i. e. to obtain another
bank credits and continually enlarge the group Bizpurchasing of other enterprises.

The results of the voucher privatisation were arel rmuch worse, when the small
shareholders (former holders of investment coupamg)ressed their preference of
liquidity and subsequently sold the acquired staukd consumed eventually lodged them
into banks. The yield from the voucher privatisatior further investments was used,
according to carried out surveys, by onlyd 6f the participants. The investment funds
only regrouped their concerns and subsequently@atidhe majority interests to strategic
investors. Many of them than performed as moneyketarr bond market funds. A part of
privatisation funds even left the stock market, rlas the funds” stockholders were often
derogated in this process.

If we look at the structure of ownership rights iseat the late 90s of the Y@entury,
whose basis was the process of privatisation, we state that the most of large and
middle-sized enterprises was generally controliedH-. Tens of large and middle-sized
enterprises were during the process of privatisagither sold to direct foreign investors
or deposited into joint ventures established wiheiign firms. There were also cases
when some large enterprises were sold to a Czeaht@rindividual or a private firm.
However the standard situation was that a typi@@do@ enterprise was under the control
of IPF and in many enterprises privatised by a fieuenethod had the state henceforth an
inconsiderable concern. This status persists irestases up to these days.

The question of the ownership rights structurenighe dominant part of the Czech
economy incorporated into a question, how are lsetotvnership rights to IPF and who
are their decisive owners. If we focus only on theup of the most important
privatisation funds, we will find among this grospveral private funds controlled by the
Czech private individuals in the background withagital of an indistinct origin, further
there were several funds of foreign banks andekewas (is) controlled by major Czech
banks (Agrobanka(eska spiitelna, CSOB, former IPB and KB) andeska pojigovna.
With the exception of Agrobanka the state in thenfof State Property Fund has been
until recently the major shareholder in all otheentioned institutions. IPF — at least much
of the decisive ones — were founded by the statan@ial institutions and remained
closely associated with them. They were not ableréwide long term finances to “their”
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enterprises so they were and are only another meedietween banks and enterprises
who increase transaction costs in total. In thistext it is not possible to miss out the fact
that beside this existed and still exists in theolhCzech commercial banking system a
significant cross-ownersHipof minority interests what further made uncleard an
complicated the situation in the field of ownerskipuctures.

It is possible to say that the privatisation, whas&n purpose should be solving the
problem of a nebulous ownership rights settlemehermwise the missing ownership
inherited from the centrally planned economy, is frinciple did not bring the
replacement of the one system of institutions bynesocompletely new system of
institutions but it was rather some kind of “corsien” of former institutional elements
which were restructured and again consolidatedtheanstitutional settlement which was
in some features similar to the past pre-reforrtiesaent. In our country was the role of
the “recombined”, formerly state, than formally \@ie ownership enacted by the
institutional cohesion of state — privatised bardesd by them founded IPF. The
recombined institutional ownerships were and ewglay in some cases are receivers of
immense assets as their portfolios include evermragwhundreds of enterprises, often
greater than were managed by former departmente¢tseiats. These institutional forms
were and are not very efficient. The indirect ovetdp of the final owners (diks) remains
highly diversified and is henceforth — as an owhigrgight — considerably limited. The
only factual right is the right of exit and eversts tied up by the limited liquidity of the
stock market.

This kind of hybrid ownership structures providetaae room for moral hazard in
various non-transparent activities. The recombimeehership of this, let's suppose,
transitional type still falls into the category wfong defined structures, which could be
characterized by very imperfect divisibility, pdstlity and enforcement of the ownership
rights. At that it is not possible to miss out fhet that the cross-ownership structures are
very arduous for direct determination of choicegamnd restrictions, i. e. rules for the
ownership rights exercise of managers, various osynexecutive boards, supervisory
boards, municipalities and state in the given stdgeprivatisation process.

The problem of such a settlement is given by a thett on the one hand are the IPFs
ineffective from the viewpoint of efficient corpdeagovernance of hundreds enterprises
which they have in their portfolios and on the othand are the individual participants
ineffective from the viewpoint of their control avéhe funds. If there had been, for the
state ownership of the past system, charactetiséiccertain quasi-ownership structure,
during the 90s of the last century was formed tlvaearship, which was formally private
but de facto quasi-private. The institutional ict@rnection and cohesion of promotion
banks (originally state-owned, later privatised) aheir IPF, accentuated by mutual
“cross-ownership” of the banks and funds and thegiral dependence of this institutional
interlacement on the state results in the new ofgeaternalism. This settlement could be
considered as a reproduction of pre-privatisatiegative models of performance: the
information privilege henceforth remains on thet mdrenterprises which provide to their
governing bodies only the purposefully filteredarrhation (the question of asymmetric
information), the enterprises are henceforth cdletidoy managers who might at best co-
opted into their coalitions the representativesiRif. These representatives are in the

8 This is also often referred to as the recombinedesship.
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majority of cases individuals, who should repregantls under inferior mandate or other
contracts in the statutory bodies.

As a common feature of the cross-ownership devedoprim this stage of ownership
rights redistribution can be considered the stramituence of managers during the
ownership rights exercise without effectual indigoal control of their responsibility.
The position of the management within the structfréhe corporate governance in the
Czech economy at the end of the last millenniummse® be thus far the surest and as
compared with the period before the privatisatibeven seems that the power of the
management has even grown. In this context it iy wdten discussed as so-called
“managers’ capitalism”. The enterprise’s managenasngn agent who fundamentally
controls the internal information about the entisgis usually able to persuade the other
members of the executive board and supervisorycboficorrectness of his suggestions
and proceedings within the decision-making procesBke executive board as well as the
supervisory board than usually do not interven¢han decision-making processes of the
management very much.

According to course books the only one effectuatrimiment in this system, which
would maintain the discipline of the managers is threat of “hostile takeover” of the
enterprises and with this related possible thréah® management exchange once this
allows that the price of stocks depreciate belosegain value. The efficiency of the
“hostile takeover” threat however depends to a tgesdent on such a course books
presumptions, which condition the functioning ofwwdties markets. On the assumption
that the stock markets are characterised by a yschioptidity, by a distortion of
information concerning enterprises and investmentl$, as is often the case of the Czech
Republic, all the presumptions fall in and the #tref “hostile takeover” of the enterprise
is minimal.

Especially in consequence of the voucher privatisabccurred the complicated and
non-transparent interconnection of the enterpngeie with banks and by them founded
investment funds It is necessary to state that the investment Suhese days are not
engaged in exercising the of such ownership righitéch could lead to restructuring of
enterprises and increasing their efficiency. Thaokhis the enterprise managers can and
often surpass the control not only of small shaldgrs (they are in the majority of cases
ignored) but even the control of significant and jonashareholders who rather
concentrates on operations on the stock markeg.néot possible to be surprised than that
there increases a number of asset stripping casesiitted by the receivers of the assets
or various financial groups. Instead of a concemaf due course of the management and
a strategic development of the enterprise is tharagr part of them obliged to face the
threat of the asset stripping.

There existed and still exists a number of entegs:i which did not pay not only to
their suppliers but also to revenue authoritiegjadaand health insurance companies. If
these enterprises pay back their credits it isipessnly due to gaining another credits.
The banks in a way adopted the redistribution gaditthe state. As they were and some
of them still are in the final instance coveredtbg government, they afford to carry out
the policy of a moral hazard on which they try taka a profit through the interest policy.

It is possible to suppose that the authors of theckier privatisation conception were
aware, since the beginning of this experiment, haf fact that by the transfer of the

9 Within the same context is also used the termKtsaialism”.
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citizens” imaginary concern in the all-society ovaiép to a tradable form will arise the
most diversified form of a private ownership thaisipossible to be imagine and that this
form is not able to set up efficient corporate goemce. It is indisputable that this
considerably diversified ownership will have to tecessarily concentrated again. There
exists a correspondence among the economistssapadimit as well. The question is by
which form and by which ways should this concemrattake its course so the
institutional settlement, which will be set up, Weyprovide a chance for a successful
result of the whole operation, i. e. for the formiof the corporate governance efficient
structures.

As o problem appears the fact that the state didulfil in the sufficient extent the
role of a controller over the adherence of the llegder so the economic relationships
were and are significantly deformed by not-solvedbfems of the moral hazard. From
the part of the state it is necessary, for the eodment of the ownership rights
exercising, to define formal rules of law into amagers” budget constraint, which would
ensure the extinguishments of privations resultfrgn the information asymmetry,
transaction costs and setting the ownership rights.

If we should draw a conclusion we can state thatrtew owners of the former state
enterprises were in the late 90s of the last cgrituthe majority of the cases IPF, thus
institutional owners without appropriate managiogntrolling and supervising abilities
and capacities. They manage the extensive assedssimtens of enterprises but their
personal and technical prerequisites of this assetsagement were to a great extent
limited. As was often the cases in the period efdbntrally planned economy they suffer
from the lack of information, when the informatiascendancy, if not the monopoly, is on
the part of the enterprise managements. In thistitn is for the efficient functioning of
these enterprises very important the interest wfithe management and IPF or the banks
as owners. On the other hand, in a case of a cooflisplit between managers and owners
arises the problem, which is in the economics knaw/the relationship principal — agent.
In the very specific Czech conditions of the lodekoand such phenomenon as bad
payment morals and the insignificant stock markeh ¢his fact have considerably
unfavourable effects. The given situation can ttedain extent remind a situation of the
“pre-privatisation agony” where are the enterprisgthout any efficient ownership
control and their managements can in principle aispof them as they please. The
proceeding privatisation results in an extensivd kmg-term phenomenon of “missing
the real owner”.

What is more, the most of enterprises privatiseith wie help of the voucher method
were in the situation when they had not any mayener and particular IPFs, which often
control only relatively small equity securitiesgarot able, but often also are not willing,
to look for and find mutually acceptable solutianthey have different strategic interests
and objectives. An example of the conflict situatiwithin an enterprise, which is
controlled by several IPFs, can be the dispute éetmPF, which prefers high dividends,
and IPF, which prefers the capital accumulation thedgrowth of the enterprise.

3. CONCLUSION

The starting — point for the formation of the cutr@wnership rights in the Czech
Republic became in the early 90s the privatisatibhe privatisation in the Czech
Republic was based on the institution of individwed privatisation projects for the
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particular parts of assets. As a result it wasghliii decentralized process whereof the
government generally set up the rules accordinghich should the particular players, the
private individuals, firms, managements and otlpsly and to adhere and respect them.
The success of the great privatisation than inxareme extent depended on the private
initiative of the above mentioned players. The miogportant forces in this process
proved to be the enterprise managements, whichn ofite the voucher privatised
enterprises factually exercised and exercise a eurobthe ownership functions. The
government could usually only approved or rejestbdt the managements proposed.

The privatisation process to a great extent prauesthe future of each privatised
enterprise. On the other hand it is necessary tatiorethat not any exploratory study on
the given topic confirmed the existence of a sigaift relationship between the form of
privatisation and the economic results (includifficiency, profitability and productivity)
of the privatised enterprises. Two enterprises \githilar initial conditions privatised
in the same way can get onto considerably diffedtelopment paths, whilst e. g.
a development of two other enterprises with simiitétial conditions but very differing in
the way of privatisation can be very alike.

The ownership provisional arrangement, turbulerafe®vners’ relationships or even
the ownership interregnum create at most specificirenment for the activities of
a management. In such an environment originatesirarsually wide room for the
management’s activities, sometimes broking out itite loss of the factual owners’
control over its activities. Admittedly, in a stard economy with clearly defined owners’
relationships and properly fulfilled owners” dut@®uld not exist anything like this.

The instability of the ownership rights settlemand from them derived to a certain
extent functionless structure of the enterpriseaagament became during the last years
self-evident. The promising stabilisation step wtre decisions concerning the sales of
the government concerns in the banks and theiresutesnt realisation. Positive in the
same way could be the sale of these state capitatipations in particular enterprises.
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PRYWATYZACJA VOUCHEROWA A EFEKTYWNE ZARZADZANIE
PRZEDSIEBIORSTWEM W REPUBLICE CZESKIEJ

Streszczenie

Gléwnym celem artykutu jest ocena wptywu prywatjzekuponowej, ktéra byta jedn
z gtdwnych metod procesu prywatyzacji czeskiej gaspki w latach 90-tych ubiegtego wieku,
a take ksztaltowala struktarwtasndci w czeskiej gospodarce. Jakostruktury wiasnéciowej
decyduje o wydajnizi nadzoru korporacyjnego, ktory w konsekwencji yva na konkurencyjnis
czeskich przedsbiorstw na rynku midzynarodowym oraz na rynku Unii Europejskiej.
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