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Abstract

Research on corporate characteristics and the ownership structure is relevant due to the need
for improving corporate governance and reducing the possibility of corporate conflicts. The article
points out an increase in the protection of shareholders in Russia, which attracts potential
investors. The features of agency relations, behavioural factors are significant generators in the
development of corporate strategies. To stimulate the development of an enterprise, it is necessary
to solve the priority internal corporate tasks, increase the convergence of interests, and take into
account the quality characteristics when developing strategies. It is reasonable to use a complex
approach to choose capital sources on the basis of theanalysed constraints — financial, institutional
and agency factors. To investigate a set of factors that are usually not taken into account in the
traditional agency model, it is necessary to use the complex of indicators for different stages of
an organisation’s life cycle. The approach to modelling a company's development as a dynamic
system is explored on this basis. Empirical research focuses on an enterprise’s transition along
the life cycle curve. The author builds logit-regression models on the basis of Russian panel data
and creates the life stage matrix illustrating an enterprise’s transition to a new stage of the life
cycle due torisk and growth dynamics. Thus, the article deals with crucial indicators influencing
a company’s transition along the life cycle curve.
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Introduction

The control over enterprise is usually separated from the ownership. The owners transfer a part of
their functions to managers. And managers operate firm assets as they want. They can use firm
resources according to their own ideas [Berle, Means, 1932]. A manager’s activity is difficult to
supervise; owners can’t check the quality and optimality of their decisions. Managers and owners-
shareholders pursue the opposite targets. Owners focus on the increase in dividends and growth of the
enterprise value. Managers inspire to accelerate current cash flows, which they can directly operate,
the wages and bonuses. Such activity may decrease a firm’s efficiency. Thus, agency theory explores
agent — principal relations, where an agent is a manager, and a principal is an owner. The solution of
the problems with opportunistic behaviour was associated with an increase in the interest of
management, the convergence of its interests with the owners. This is achieved by endowing a
company’s stocks. But it leads to another problem with management entrenchment [Morck, Shleifer,
Vishny, 1988].

Traditionally high ownership concentration is determined as a deteriorate factor that undermines
activity. Moreover, large owners can discriminate minority shareholders. For example, there is an
empirically confirmed positive effect of a low concentration of ownership at the growth stage, but after
a critical value of over 50% it reduces the performance indicators, Q-Tobin [Stepanova A.N., Balkina
E.A. (2013].

The main part

Although for Russian enterprises high ownership concentration has been the defense from unstable
institutional environment, the presence of long run motivated owner to improve agency relations,
mitigate agency problems. Eventually ownership structure is an advantage of corporate performance.

According to the World Bank Doing Business study in 2020, the Russian Federation has
strengthened the protection of minority investors by increasing shareholder rights and their role in key
corporate decisions [Ease..., www]. An increase in shareholder protection in Russia has been
established. However, the responsibility of managers and directors remains low.

Variability of preferences and interests of the large lenders was found as elements and as a part of
corporate relations, influences the development of an enterprise. Different empirical results relate to
the non-equal samples and data, environment. In advanced capital markets, ownership concentration
reflects potential problems and in emerging ones — protection.

General patterns and specific characteristics of Russian corporate relations and differences between
the economic agents interests and the impact of these differences on the strategy and the effectiveness
of financial and economic activity were identified on the basis of the results of the research on national
and global trends in corporate governance and the development of enterprises.

Focused on Russian and foreign models of the ownership structure impact on the development of
enterprises, also based on the results of empirical analysis of the project of the features of corporate
relations in the non-stationary economy, | see the significant influence of agency factors and the
interactions of the key actors of innovation activity in the investment and innovation strategy
enterprises and the results of financial and economic activity. The essential role of these factors in the
formation of internal innovation environment significantly affects activation of innovative processes at
the macro and micro level, especially in terms of external risks, internal instability, imperfect market
and regulatory environment.
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Figure 1 - Agency protection?

To investigate a set of factorsthat are usually not taken into account in the traditionalagency model,
it is necessary to use the complex of indicators for different stages of an organisation’s life cycle, which
reflects the preferences of stakeholders and characterises an organisation’s performance for different
economic agents. The approach to modelling a company's development as a dynamic system is
explored on this basis.

H1: A decreased interest and involvement in an enterprise lead to the emergence of agency
conflicts, slowing the pace of development. It is established that the account of behavioural
characteristics helps to reduce theasymmetry of information between participants in economic activity,
is reflected in the adoption of weighted investment and strategic decisions. The influence and
characteristics of decision-makers and managers have been studied, and empirical validations have
been carried out. Concentration of Russian enterprises can be viewed as a forced measure of the
protection of owners in an unstable environment.

H2: The features of agency relations, behavioural factors are significant generators in the
development of corporate strategies. To stimulate the development of an enterprise, it is necessary to
solve the priority internal corporate tasks, increase the convergence of interests, and take into account
the quality characteristics when developing strategies.

Agency conflicts decrease when ownership rises in Russian enterprises. But there is a variance
level of ownership, when agency conflicts strengthen.

The analysis of an enterprise’s activity and the study of economic performance often lead to not
exact, sometimes contradictory results. One of the reasons for such discrepancies is determined by the
difference in the activity and strategies for companies with significant distinguishing in corporate and
internal relations. Other things being equal, internal, corporate relations are significant factors
influencing the development of strategies, decisions, and challenge to growth.

A real example was used to identify the key development targets of large domestic private, foreign
and institutional owners. It is shown that in the scenario, development is a convergence of interests of

1 According to the World Bank Doing Business.
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minority and major shareholders, and opposed to institutional shareholders objectives. A strongly
interested owner is one of the key factors for Russian companies. A reduced interest in the activities of
a company leads to the appearance of agency conflicts, slow down the rate of development. Short-term
and long-term motives and their reflection in the preferences of the owners were studied in the context
of the ownership structure of the dynamics of a national enterprise, operating in the Russian retail
industry. Revealed preferences and interests of participants of corporate relations help to identify and
characterise the dynamics of the preferences of a large owner-founder of a company. Agency relations
are explored not only in the principal —agent concept, but also in the study of internal connections at
each stage, highlighting the nature of corporate relations, the role of stakeholders at the micro and meso
level. | identify and characterise positive trends in agency relations for domestic companies associated
with an increase in the protection of shareholders, the improvement of Russia's place in country
comparison.

Corporate behaviour and preferences have an effect on developed strategies, like the priority source
of capital. Raising capital is a necessary condition for sustainable growth. Sources of capital structure
depend on the life cycle stages, which helps to reduce the costs of financial instability in the context of
strategy formation. The cost of capital is determined by the required rate of return, risk premium that
takes into account company-specific risk. It has been explored that the risk rate is connected with a
company's size, sector of activity; and the risk premium of raising capital varies during different life
cycles of an organisation.

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

Figure 2 - Sources of financing investments in 2012-2019 for SMEs?

2 According to the World Bank data.
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The development of young and mature companies is not the same. My results of testing of
economic and mathematical models have shown that young companies mainly use internal sources,
throughout the development — raise bank loans. Structuring potential sources of capital for every level
of an organisation can help to support its sustainable growth.

Firstly, | have tested the impact of the life cycle on capital structure in general on the basis of
Russian panel data.

Stages: Slow growth => Boost => Maturity => Decline

Finlev=a +b, *opm, +b, *cr, +b, *mc,, +b4*ne, +b, *stage, + ¢,

| found that at the boost and decline stages enterprises have high leverage, but at the maturity and
slow growth ones it is lower.

Then | built a probability model on the basis of Russian panel data for determining the relation
between a source of capital (reflecting in capital structure) and a company’s development. The results
of economic-mathematical probability modelling using logit-regressions demonstrate the significant
role of different factors at the life cycle stages.

1
1+e™*

p=F(@)=

Z=a +b, *opm, +b, *risk, +b, *mc, +b4*ne, +b, *cr, +b, * finlev, +b, *indl+

+bg *ind3+ by *ind3+ ¢,

p — probability that an enterprise belongs to the explored stage compared with the baseline stage;

opm — operating profit margin;

risk — risk premium;

mc — market capitalisation;

ne — number of employees;

cr — current ratio;

finlev — financial leverage;

ind — industry, dummy variable.

In previous research, | found that probability to stay at the boost stage regarding slow growth
increases according to the rise in leverage [Krasil'nikova, 2018]. Inthe present article | determine the
special matrix, reflecting life cycle distribution in terms of quadrants: leverage and margin, growth and
risks.

Ifan enterprise has high leverage and an operating profit margin, it is at the boost stage. When high
leverage is constant and the margin reduces, so transfers from the boost stage to decline.

The highest specific risks of an enterprise are risks that can’t be eliminated through diversification,
which corresponds to the decline stage, the lowest point — to the slow growth stage. It means the
following: if acompany’s specific risk goes up, the probability to stay at the boost stage decreases than
that at the maturity stage. The company’s highest growth obviously occurs at the boost stage.
So, if an enterprise suffers high risk and poor growth, it mostly transfers from maturity to the decline
stage.

Agency problems and transfer along life cycle for Russian enterprises
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Figure 3 - Crucial obstacles and drivers to transfer along the life cycle curve

In the case of the constant level of risk, a decrease in growth reflects a rise in the probability to
transfer to the slow growth stage (1.a.). And if risk goes up and growth decreases, a company will
transfer from the boost stage to maturity (1.b). If these changes are drastic, a company transfers to the
decline stage, passing maturity. Thus, crucial obstacles and drivers to transfer along the life cycle curve
were found.

Conclusion

To encourage an enterprise’s development, it is necessary to solve the priority internal corporate
tasks, increase the convergence of interests, and take into account the quality characteristics in creating
strategies. Research on corporate characteristics and the ownership structure is relevant due to the need
for improving corporate governance and reducing the possibility of corporate conflicts. However,
Russia improved its position in minority protection. Ownership concentration could be a strategic
achievement in poor institutional conditions and influence forming strategies, decisions. Not only
agency relations, but also the key factors change at different life cycle stages. The presented matrix
indicates enterprise transition along the life cycle curve. If an enterprise performs a high growth and
operating margin, significant leverage, actively attracting debt, it belongs to the boost stage of life
cycle. When the profit margin remains high and leverage decreases, an enterprise transfers from the
boost stage to maturity. The same approach is applied to risk and growth.
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AHHOTanud

[ToBbIlIeHNE YPOBHS 3aLIUTHI AKIMOHEPOB B Poccuu mpuBieKaeT MOTeHIIMATbHBIX HHBECTOPOB.
OCOOCHHOCTH areHTCKMX OTHOIICHUH, IMOBeACHYECKHE (HAKTOPBl SABISAIOTCS 3HAYMMBIMU
reHepaTopaMu IpHU pa3pabOTKe KOPIOPATUBHBIX CTpaTernid. Jlias CTUMYIMpPOBaHUS pPa3BUTHUS
KOMIITAaHMM HEOOXOJIMMO pellaTh IPUOPUTETHbIE BHYTPUKOPIOPATUBHBIE 3ajaud, IOBBILIATH
KOHBEPI€HILIMIO NHTEPECOB, a TAKXKe YUUTHIBATh KAUECTBEHHbIE XapAKTEPUCTUKHU IPU pa3paboTKe
ctparteruii. L{enecoobpazHo MCH0JIb30BaTh KOMILJIEKCHBIN TOIX0/T K BBIOOPY HCTOYHHKOB KaluTalIa,
UCXOASd M3 aHAIM3UPYEMbIX OrpaHudeHuil. Jlns ucciegoBaHUs COBOKYMHOCTH (akTOPOB
MIPEAIOKEH KOMILJIEKC ITOKA3aTeNnen UIsl PasInuHbIX CTaqui KU3HEHHOro ukia. Ha ocHoBe 31010
uccienyercsd MoAXod K MOJEIMPOBAHMIO Pa3BUTUSA KOMIIAHMM KAaK JUHAMUYECKOM CHCTEMBL
OMIUpUYECcKOe UCCIIeI0BaHUE ObLIO COCPEOTOUCHO HAa KPUBOM )KU3HEHHOTO IIMKJIa TPEATPUSATUSL
Ha ocHoBe poccuiickix maHeNbHbIX JaHHBIX ObLIN TOCTPOEHBI MOJIENN JIOTHCTUYECKOM perpeccuu,
KOTOpBIE ITPEJICTABIISIOT BEPOSTHOCTh OCTAThCs HA OIPESICHHOM 3Tarle 10 CPaBHEHUIO ¢ 6a30BbIM
sTanioM. B pesynprate Oblia cocTaBiieHa MaTpUla 3TAloOB >KU3HEHHOIO LMKIJA, KOTOpas
UJUTFOCTPUPYET NEPEXO0]] NPEANPUATUS HA HOBBIM 3Tall KU3HEHHOTO IMKJIA. bplIo J0Ka3aHO, YTO
Ba)KHEHILINE [TOKA3ATENN BIUAIOT HA IIEPEXOJ 110 KPUBOU )KM3HEHHOIO [IUKJIA.
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