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Abstract. Article points out conflicts of interest that mighrise in an enterprise between different actors
involved in carrying out specific activities. Issalpursuing and decisions taken on the implememtati
codes of corporate governance to resolve disagresrbetween the majority and minority shareholders,
between shareholders and managers, and not thiinlasthe company management and employees. The
basic idea of which starts is that the harmoniratibjectives of all persons involved in business
operation is a basic criterion for achieving higloomic performance. This study considers the way i
which governments and business yourself are willimgccept a change to the management and control
system so that all involved to obtain the satisfecof their expectations without the interventioh
specialized bodies to to resolve problems that owur between different categories of participants
the development enterprise.
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1. Introduction

The last decade of the century just ended markesl dhtline of a specific field of
scientific management, most important - corporadeegnance. Has been achieved on numerous
studies, including reports by groups of expertsresgnting major institutions - universities,
stock exchanges, banks, governments etc.

Of these, the most successful and publicized adb@g Report in the United Kingdom and King
report, developed in South Africa. Cadbury Code wlas basis for the Code of Corporate
Governance of the London Stock Exchange, contaipiingiples and basic rules for managing a
company in order to achieve its efficiency and reenany discrimination between shareholders

Since 1992, many such codes appeared for examplgerful multinational companies like
Microsoft, General Electric have adopted their osates of corporate management, becoming
more transparent to investors.

Corporate governance has crystallized in respams$eet delimitation of its management company
owners. Traditionally, the company was run by thaers or some family members. In terms of
economic developments, management, science angoledly in the second half of last century, it
was necessary to lead firms - especially largeraadium - by professional managers.

There was a new category of managerial and econmetations and processes - which did not
exist in the previous period - the owners of firamed their managers. Corporate governance is

CORPORATE GOVERNANCE AND SOCIETY



FuroEconomica
Issue 1(27)/2011 | SSN: 1582-8859

intended precisely modeling these relationshipsexmiicise. Two are from prospects that can and
should be considered corporate governance: thedfrathe overall economy.

2. Quality of the corporate governance system - relevant criterion for assessing the overall
perfor mance of the company

Company performance is not confined only to theltesn simplistic accounts higher respectively
maximum profitability, stable financial balance,ildp to generate cash necessary in future
operations and expansion, but to all aspects offinancial and financial business. Investors are
not only interested in the historical past of thempany, reflected in the relevant financial
indicators but rather future prospects arising froesources development, financial, human,
informational and organizational aspects.

Overall performance of the company's concept igdan the theory of interest holders. Company
managers can not maximize value if it ignores thierests of social partners: shareholders,
employees, creditors, suppliers, customers, etfoffeance of quoted firms is significantly
influenced by the shape of corporate governanamehathe ability of policy makers to identify
and harmonize the interests of their most sigmiticeocial partners. Harmonization of these
interests is ensured through the system of corpgaternance.

Inappropriate allocation of resources due to exbegefit granted is subject to management theory
Agent (Agent theory or principal-agent theory). §theory assumes that the manager (agent) to act
for the shareholder (principal). With clear separabetween ownership and control, the question
inevitably arises why managers would want to adhiinterests of shareholders. Principal-agent
problems arise because managers and shareholdgtsavedivergent interests, and under certain
conditions, monitoring of management costs exckedyains to shareholders.

8
Various corporate governance practices and stregtto reduce costs reflects the agent and
minimizing conflict between shareholders and mara¢grincipal and agent). So the effectiveness
of various systems of corporate governance is ssdeaccording to their ability to resolve
inevitable conflicts that arise between the varieasial partners of the firm, particularly between
shareholders and managers (reducing staff costs).

Ability of managers and other decision makers, saglshareholders, Board of Directors, auditors,
to harmonize and prioritize those interests, diyeicifluences the risk and earnings generated by
investment in shares company. So the quality aredadjponal efficiency of corporate governance
determines the shape of control variables that laavienpact on financial and economic results of
enterprises. Thus, according to a study conducted&rst & Young Center for Business and
Innovation (1997) on the use of indicators of nimafficial, corporate culture, quality management,
quality system of communication with investors gualicy effectiveness of the remuneration of
executives is performance criteria of non-finanasgd by investors to assess companies listed.

Also, the study by the McKinsey consulting firm te view of institutional investors in emerging
countries (Asia, South-Eastern and Latin Americanjporate governance, shows that these
investors give at least equal importance as infaonaon corporate governance and financial
information in investment decisions, and in additithey are willing to pay a premium for
companies that apply corporate governance standémdSouth-East and Africa recorded a
maximum award of 30% of market capitalization 92D

3 Convergence and divergence between corporate gover nance codes - Principles of OECD
(Organisation for Economic Cooperation and Development) cor por ate gover nance

Corporate governance rules and standards are iampazbmponents of business environment in
developed market economies. Although the conceptogborate governance can be defined in
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many ways, it reflects the mechanism by which apamy is managed and controlled. Corporate
governance code is a set of principles, standandsb&st practices of governance given by a
particular institution whose application is notdiimg, but one option.

Starting from the principle of respecting and gjtbening private property rights, corporate
governance code establishes a set of rules andreawnts affecting the management of a
company in terms of strategic planning and decssittm optimize the interests of shareholders,
creditors, customers, employers and employees.

In the European Union there was adopted a numb@&b aodes, each country having at least one
corporate governance code. Most of these codeswE) issued after 1997 and after financial
scandals and bankruptcy cases of companies quotedeoUK stock market. Work to develop
codes of corporate governance has increased ebypeaiter the years 1997-1998, a period
dominated by the Asian economic crisis. Investdtedvawing capital from Asia, Russia and some
South American countries led the business commuiutysing on investor confidence and
corporate governance principles of transparenaypadability and fair treatment of shareholders,
which resulted in international OECD principlescofporate governance development.

Corporate governance codes were issued by diffezatities, such as governmental groups,

committees or commissions organized by nationakguowents or the stock exchanges, business
associations, industrial and academic associatibrdirectors, investor groups, etc. Most, about

one third of all applicable codes in EU countriest were developed by groups or associations of
investors. Variety of issuers default generatefediht official status of these codes of corporate

governance in the countries issuing and codes miexeheir views on what should be a good

corporate governance practice.

Although different in terms of developing their pose and degree of detail, all these codes valid
in European Union countries address four key issias treatment of all shareholders, whose
interests should be a priority, clear responsipitit the Council administration and management,9
transparency and accuracy of company financialremdfinancial reporting timely, responsible for
the interests of minority shareholders and othera$partners and respect for law.

Application of the principle "comply or explain” fiing pressure on companies in order to comply
with the principles largely avoid these codes dmrtfailure reports. Thus, although applications
of such codes is not mandatory, they exercise fgignt pressure on corporate governance
practices of companies in the EU. Moreover, theilfiéty of corporate governance codes is a key
advantage because freedom of decision and acti@s dghe companies to achieve their strategic
objectives.

The main convergence and divergence of these codesern different aspects of corporate
governance, and representation of employees, tiius of the company, shareholders' rights and
participation mechanism at the General Meeting dfar&holders, Board structure and
responsibilities, financial and non-financial refjag.

Corporate governance codes give flexibility andraoebinding, even if the principle of "comply or
explain”, companies are free to not follow the reomendations of codes provided reporting and
explain their failure. Because these are not mamgatheir observance raises a question mark on
their effectiveness in practice, there is a resk of their non-application. The main advantages of
corporate governance codes are:

« stimulate the debate on corporate governance issues

e encourages companies to adopt recognized stanofagdsernance;

e an explanation of the requirements of governmert Brvestors corporate governance
practices;

» conceptual basis and can provide information necgte improve capital market regulation
and company law.
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In conclusion, the most important differences irveggoance practices applied in EU countries
under the legal regulations and capital market le¢iguns, and codes of corporate governance
recommendations that have a high degree of simyildrhese differences do not lead to
insurmountable barriers to market functioning comriJ capital, so do not require developing a
unique corporate governance applicable to all Euhtries.

However there differences between these codes,reegpecific measures to eliminate legal
barriers to regulate capital markets (informatido) enable accurate and easy assessment of
corporate governance of companies by investorstii®jafrom the different codes and practical
models of governance, have identified some comniements that define an effective corporate
governance. So they brought the OECD PrinciplesCofporate Governance. The document
contains two parts: the first aimed at five keyaagrenamely shareholder rights, equal treatment of
shareholders, role of interest holders, reportimgj ttansparency of information and responsibilities
of the Board of Directors. In the first part, foralh area addressed together principle is one of
several recommendations. Part two contains theagapbry notes and comments of each principle
and recommendation.

4. Types of corpor ate governance

4.1. Models of cor porate gover nance used by the companies from the European Union

The Member States of the European Union standsgeveral models of corporate governance
characteristics distinct corporate governance médglo-Saxon (UK specific companies, but also
the U.S., Hong Kong and Australia) and German a@tgogovernance model ( specific companies
in Germany and continental Europe and those frqrana

Model of Anglo-Saxon corporate governance (simiarU.S.) is a system based on external
influence exerted by active capital markets througbquisitions and mergers of listed 10
companies. Thus, through active capital markets @ading companies achieved control of
securities, under dispersed ownership. All AnglagBacountries in general are characterized by
highly developed capital markets and investor mtata, under the absence of major shareholders,
is an ongoing concern of the regulatory institusiai the market through corporate governance
practices and policies.

That the Anglo-Saxon countries (UK, U.S., Austratiad Canada) companies generally have
similar corporate governance models, namely a aimgllependent Board of Directors, which
monitors and controls management to improve itsviagct but the latter control method,
performance improvement and turnaround companideng through hostile acquisitions made in
the capital markets of developed countries.

German corporate governance model (similar to Js®Enis a system based on internal control,
being centered on the strong influence exertedchyeacapital markets, but the existence of strong
shareholders such as banks. Features of this maatdér particular social and commercial
environment that has arisen. Thus, in Germanyn dspan, shareholders who hold large blocks of
shares usually is actively involved in managingrthespective companies. Their role is to punish
poor management, to foster economic efficiency soalal partners to achieve harmonization of
the interests of the company, including its stdfiman capital is considered of utmost importance
in the German model.

In contrast to Anglo-Saxon model is based primaoitythe capital market, the German model is
centered on the banking system. Although GermadyJapan banks have large holdings of shares
in the companies it funds, they nevertheless exsttong influence and control over their system
of government. The main advantage of this modetasitoring and flexible financing companies
and banks and effective communication between tisrong involvement of banks in leading
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companies of this system gives great stability aadpriority direction for economic
development. However, there are disadvantagessaeyhtem of corporate governance.

Shleifer and Wishny (1997) found that small investbave no interest in any capital market.
Franks and Mayer (2001) talk about a detailed @malpf ownership and control of German
corporations. Germany has more than 800 compariied & contrast to 3000 in Britain. In
Germany, 85% of the largest quoted companies haweentrated ownership, a shareholder
holding more than 25% of the vote. Often owned proypin the form of intercorporate pyramid.
Frank Mayer and they found virtually no market émrporate control in Germany, as in U.S. or
UK. They observed an active market in shares obmaitributes: large blocks of shares vendors
are part of all benefits, minority owners havingmerit.

= Comparative study of benefits and disadvantagesnwdels of corporate governance in
developed countries, the Anglo-American model dredGerman-Japanese model suggests
that a company's governance system can be imprased result of action following
factors:
acquisitions of companies in developed countries WK, USA, France, Germany, Japan
there is a regulated market purchases;

competitiveness of products and services also enfle the corporate governance of the
company, but this factor is slow action, sharehsldsan lose huge amounts of product
quality due to degradation, loss of customers aatket segments due to low efficiency of
company management;

capital market, which actually provides officialcognition of a firm's performance and
management of default by the company's share price;

creditors who contract with the company to protbeir rights and for infringement may
request initiation of insolvency proceedings fagithiecovery;

institutional investors represent a potential for@enfluence the governance of companies,
particularly in the UK and U.S. At the same timeeyt constitute a danger in terms of
power control you can exert on companies undergelpercentage of holdings in their
capital. Thus, in U. S. restrictions on holdingsbéres in the hands of the concentration of
institutional investors and banks, and also regtris on the exercise control over public
companies, while institutional investors in Japad &ermany have a decisive role in the
rights of shareholders;

labor market for managers, who punished on manageeosreceive benefits without undue
performance as by their replacement by the Boatudclwentails the impossibility of
finding a similar job.

4.2. Cor por ate gover nance systems used by companiesin Central and Eastern Europe

Unlike the German model based on internal influefiosider - based model), enterprises in
Central and Eastern European countries have a canmualel of governance based on internal
control as a result of privatization and restrucyirprocess undertaken during the past 13
years. Economist Aoki (1994) defined the model Hasa internal control as a form of
organization of firms resulting in seizure contrights by managers or employees of former state-
owned enterprises in the privatization process, evaliip of substantial blocks of shares by
persons insider (insider - i) in case of privai@at or pursue their interests in decision-making
process at the strategic business when compamiesilistate property.

Internal control is considered a key issue becawmseagers have excessive control of enterprises
can act against shareholders, employees and otuweal artners, thereby jeopardizing the
financial health and performance of firms. Althougtt like taking corporate governance models
of developed countries, Aoki analyzes cause ofptittern of European countries in transition and
need it more efficient by developing capital maskahd banking systems as a means of external
influence or internal corporate governance systnms in transition economies.
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Inevitably, the establishment of appropriate megms for corporate governance of privatized
enterprises in these countries was difficult inmgrof non-legal infrastructure, the appropriate
regulatory institutions and the lack of legislatiframework on property rights, financial and
accounting reporting requirements , bankruptcy, @mpanies. For example, countries have relied
on funds investing in the privatization process pemblems with the functioning and efficiency of
doing business.

Governance structures of enterprises in Europeamtges in transition were significantly
influenced by the objectives of privatization, ndyngpeed, political responsibility, and effective
legal regulation of privatization. Considering gority of these objectives and specific political
and economic conditions, the privatization procgss relatively different forms in countries of
Central and Eastern Europe.

That corporate governance systems in Central arsleEfa European countries are ineffective,
either because the concentration of power in tmeldh@f employees or management, and lack of
control exercised outside or inside of other magbareholders such as banks, institutional
investors, or through active capital markets. Althio there are signs that financial and economic
results of the privatized firms are on average @ighan those of former state enterprises, however,
restructuring is carried out slowly and the procetSsnvestment is very low, which will affect
long-term performance of their respective ownemihant forces, such as employees and
managers to meet the prevailing form coalitiongntdrests, slow restructuring of production and
staff or even lead to bankruptcy firms.

5. Conclusions

As seen from the experience of countries with dgwed market economy, development and
improvement of corporate governance mechanismsdetesmined mainly by the difficulties that
arise in relations between shareholders and masatjex to different interests and objectives
pursued by the shells, and different time horizbad to each of the two categories of "actors".12
Relevant issues, adds that are usually when therenany small shareholders holding equity
shares in the company is too expensive for eatheoh to do the analysis necessary to ensure that
managers act in their interest each shareholdéerprio be "free rider" (free rider), or to receive
certain benefits without paying.

6. References

Haim L.,(1998) Principles of Corporate Finance’, Hebrew University of Jerusalem, Editura Southstéen College
Publishing.

Onofrei, M., (2004),Finatele intreprinderii”, Bucurgi, Editura Economi,

*** Corporate Governance in Romania, OECD Report, 2001

*** OECD Principles of Corporate Governance, OECD Coaly27-28 April 1998

CORPORATE GOVERNANCE AND SOCIETY



