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Abstract. This paper describes the corporate governance models used in developed countries,
and about opportunities of applying them in Uzbekistan. It also depicts the features and trends of
Uzbek corporate governance development.

Aunnomayus. B 1DaHHOW cTaThe ONUCAaHBI MOJCIM KOPIOPATHBHOTO  YIPAaBIICHUS,
UCIIONIb3YEMbIE B Pa3BUTHIX CTPaHaxX, a TaKKE BO3MOXXHOCTH WX MPUMEHEHHUS B Y30EKHCTaHe.
OnuceIBalOTCSI OCOOCHHOCTH M TCHJIICHIIUU PA3BUTHS KOPIIOPATUBHOTO yIpaBicHHs PecmyOnmmuku
V30eKHuCTaH.
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From the first years of independence, the Government of Uzbekistan began step-by-step
implementation of institutional reforms and corporatization of state enterprises, which resulted in
foundation of open joint—stock company (JSC). These types of firms are considered as am effective
form of corporate entrepreneurship in the world.

At present, JSCs play an even greater role in determining the future of the national economy,
expanding the scale of production and the creating of new jobs. On the other hand, ineffective
system of corporate governance hinders the implementing of effective organization of corporate
entrepreneurship, attracting domestic and foreign investment, applying the corporate strategy and
other priority tasks.

Thus, when choosing a strategy for the development of JSCs, improving the roles of corporate
governance bodies, evaluation methods for the effectiveness of JSCs, the dividend policy, as well as
internal corporate governance mechanisms are the most important challenges in economic
modernization and diversification of production.

In fact, this question was addressed by the President of Uzbekistan Islam Karimov 6 years ago
by mentioning: “... almost all of the production facilities in Uzbekistan have been established on the
principle of joint-stock companies, however, to what extent are they operating in accordance with
their status, and how are they using their rights? What market mechanisms do we need for JSCs to
operate in accordance with their status? Thus, taking into account these, the law “On joint stock
companies and protection of shareholder rights” should be critically reviewed, its new edited
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version should be adopted. Such edition should clearly define the rights and responsibilities
corporate governance and regulatory authorities. This law should further support the role and
importance supervisory boards, annual general meetings, the audit commission, and rights of the
minority shareholders, and should give access to information about the activities of the joint—stock
companies for all shareholders and potential investors” (1).

Consequently, on May 6, 2014, according to the new edition of the law of the Republic of
Uzbekistan On joint stock companies and protection of shareholder rights, and to the amendments
and additions to some legislative acts of the Republic of Uzbekistan, and annulling some acts as of
14.05.2014, the former open and closed forms of JSCs were abolished; instead, public joint stock
company and limited liability company types were established.

Accordingly, the affirmative features of JSCs are:

—Non-restriction on the number of investors. Hence, investor of any amount of capital can
participate as the owner. Moreover, it allows attraction of free capital of the public to the real
sector;

—Division of initial capital into shares, that is, diversification of shareholders;

—The responsibility of shareholders on obligations of JSCs is limited to the percentage of the
shares they own. Thus, reducing risks of property loss;

—Sale of shares as an object of open trade; that is, the change in ownership does not change
the rights and obligations towards the company’s assets and its shareholders;

—Attracting large amounts of investment to fund innovative ideas and R&D achievements;

—Formation of middle class and welfare improvement by means of distribution of profits
among large number of shareholders;

—to achieve the changes in the attitude towards the public property as each employee becomes
a shareholder, etc.

Present experience in corporate government development in Uzbekistan shows justification
for foreign investors’ ownership as the optimal form of ownership, along with the national
shareholders. Currently, over 4000 enterprises with foreign capital and foreign corporate
governance principles are operating in Uzbekistan. Thus, in-depth study and analysis of these
foreign enterprises’ experience allows to create the standards for corporate governance structures,
and on the same basis, to reform the system of management bodies in the real sectors of the
economy with the purpose of implementing the corporate governance principles actively.

Following this motive, in 2015 the President Islam Karimov chose following as one of the
most important priorities for country’s socio—economic development and national economic
program: a thorough transformation of the principles and approaches in corporate governance
system, establishment of up-to-date international standards in corporate management
for production, foreign trade and investment (2).

Indeed, the main objective of the corporate governance of any country is to ensure a balance
of interests of all participants of corporate relations involved in the activities of the JSC.

According to the definitions given by OECD, corporate governance includes a set of
relationships among the company’s administrative body, its board, shareholders and other
stakeholders. On the other hand, the World Bank defines the corporate governance as amalgamation
of the legislation, the principles and the private sector; such mixture allows companies draw
financial and human resources, and efficiently operate; thus, providing its shareholders value
through long—term profit—seeking economic activities.

The participants of corporate relations, government bodies, hired managers, shareholders,
employees, creditors are represented in Table 1:
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Table 1.
THE MAIN DUTIES AND INTERESTS OF THE PARTICIPANTS OF CORPORATE RELATIONS

The participants of

: Duties Interests
corporate relations
Establishing the basis for Stable operation of Companies and JSCs;
regulatory, organizational and legal payment of taxes and non-tax payments;
Government bodies formula for corporate relations new jobs generation.

Management duties at JSCs and sustainable financial status and earnings of
Hired managers companies JSCs and companies;
their lasting positions.

Financiers for JSCs and companies |steady dividends;

Shareholders the sale shares at higher prices when needed.

Carrying out industrial, commercial, |stable performance of JSCs and companies;

Employees of the advertising and other economic improvement of job positions; provision of
company activities for JSCs and companies  permanent jobs and income.

Functioning as a financiers of stable performance of JSCs and companies;
Creditors industrial, commercial, advertising |having regular customer;

and other economic activities for  |accrual on loans.
JSCs and companies

Source: the author.

Globally, following corporate governance models are used:

—English—-US model;

—German model;

—Japanese model.

However, one cannot observe any of these corporate governance models in Uzbekistan; rather
national model is developing gradually. And its main features are as follows:

—a process of continuous distribution of property at JSCs;

—specific motivation of most managers and major shareholders towards the company’s assets
and controls on financial flows;

—weak or unusual role of traditional mechanisms of external management (securities market,
bankruptcy, the market for corporate control);

—relatively high share of the state in charter capital, etc.

Comparative analysis, strengths and weaknesses of the above mentioned three models
of corporate governance are given in the following Table 2:

While English-US model is characterized by extreme focus on short-term interests of
investors, mutually contradictory processes can be observed in banks in German and Japan
models. In such models, the banks play both as the creditor and shareholder, which might often lead
to the clash of interests.

Besides, special consideration is given to the role of the state and the freedom of competition
in German and Japan models. According to the researchers in corporate governance matters, “...
there are serious restrictions on competition under these corporate structures, which ultimately
leads to loss of efficiency” [1].
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Table 2.
COMPARATIVE ANALYSIS OF THE CORPORATE GOVERNANCE MODELS
Features English-US model German Japanese
model model
Social norms and values  |Freedom of choice, social cooperation Cooneration and trust
system individualism P P
The role of trade unions  |Passive Active Active participation
The bgsm method of Stock market Banks Banks
financing
The |mbglance of Management Management Bank
information
The duration of the
investment Short term Long term Long term
The cost of capital High Medium Low
Capital market Highly liquid Liquid Liquid
The basic economic unit Company Holding Financial and industrial
(for large business) group
Management . .
Remuneration High Medium Low
;I'ti;ilftructure of the capital Weak Strong concentration Concentrated

To prove their hypothesis, they observe the efficiency of corporations in accordance with the
stages of economic development: their level of efficiency reduces as the economies reach their
highest level of development. Over the past century, Germany and Japan experienced such situation
when their growth rate dropped sharply.

On the other hand, a relatively open US model gives the opportunity to develop
competition. It should be noted that this model requires high economic democracy, and society to
be more open.

Accordingly, though corporate governance is widespread in the world, their essence, their
potentials still remain mystery. Therefore, a thorough study of this issue are equally important for
both economically advanced and newly developing countries.

Moreover, corporate governance is very important in the formation of effective and free
market economy based on the rule of law. Not understanding the rules of corporate governance,
ignoring or inefficiently applying them negatively effects on the investment climate; consequently,
it leads to loss of investment that provide sustainable economic growth. In addition, it hinders the
creation of competitive environment that operate obeying the laws of the market [2].

Regulation of JSCs through the system of corporate governance is based upon the recognized
efficient models applied in advanced nations. It should be noted that today the Republic of
Uzbekistan has full created such legal framework completely.

Nearly 25 years after independence, corporate or joint—stock form of ownership increased
rapidly in Uzbekistan. More than 1.1 thousand JCSa were established as a result of
denationalization and privatization, with the total capital of 11.7 trillion UZS that grew more than
5.3 times in the last ten years (2).

However, in the sectors of the national economy, and in the provinces of the Republic, one
can observe unresolved issues in income distribution and other areas of the privatization due to
increasing corporatization scale. In particular, in most JSCs, especially in companies with control
packages belonging to the state, minority shareholders with small and dispersed shares are
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disadvantaged in governance and decision—making process. As a result, production management in
JSCs is still done by the directors as before.

For that reason, a thorough study of international practice in corporate governance models,
their features and the most convenient aspects is very important research agenda. New technology
and modern management methods increase the efficiency of enterprises in the context of
globalization of the economy, and they have a strong competitive struggle to survive on the ground.

A number of constructive work has been done in this direction in 2015. In particular, the
privatization of state assets, primarily to sell for foreign investors was aimed, and appropriate
conditions for it was ensured. For example, 506 property complex was sold to new owners at zero
value, provided that they invest. In this regard, it should be noted that these investors had
commitment to invest nearly $ 1 trillion UZS and 40 mIn USD, as well as to generate 22 thousand
new jobs (3).

353 state—owned facilities provided for in the privatization program, which were not being
used/under constructed have been destroyed, and 120 hectares of land area was emptied as a result.
Of that area, 80 hectares was given for facility construction purposes for industrial and services
entrepreneurs.

Moreover, 319 such objects in the form of state property were inventoried and offered in
auctions for private ownership; and last year alone 102 of them were sold to new owners. In
addition, the state shares in 378 JSCs were valued and offered for sale to foreign strategic investors
in public auctions.

It should be noted that partially state—owned, strong and stable functioning and operating
successfully JSCs at national, regional and international markets, such as Jizzakh Battery Plant,
Navoiazot, Fargonaazot, UrganchEkskavator, Kyzylkum Cement Enterprises, as well as Banks such
as “Turonbank”, “Alogabank”, insurance companies such as “UzAgroSugurta” also offered some
state shares for sale. For example, state shares at “Quqon Yogmoy zavodi” JSC was sold for 2.5
USD. Such measures are just part of large—scale works to radically change the form of ownership in
Uzbekistan.

The head of the Uzbekistan, I. A. Karimov also mentioned the importance of corporate
governance for national economy, saying: “the principles and approaches corporate governance
system radically changed in 2015 to ensure it to have real market characteristics, and it was a great
contribution to overcome the conservative view towards it” (3).

Indeed, in 2015, study of contemporary international experience in the corporate management
enterprises, and the corporate governance system requirements allowed to elaborate new model
structure for a JSC, and Classifier for 566 new staff positions; and all of them were approved in
2015.

On the basis of the Classifier, majority of the heads at JSCs were tested to check their
knowledge in the field of modern methods and principles of corporate governance, management and
marketing. Unfortunately, according to the results of the attestation, only half of 721 of the heads,
or 49 percent was found to be qualified; one third was conditionally certified, and one fifth was of
them were found to be not worthy of their positions (3).

According to these figures, a timely and important measures were conducted to make changes
in the management system of JSCs in the country. In addition, senior officials resigned as a result of
attestation were replaced young professionals to who can apply methods in modern economics,
finance, business administration, management and marketing.

In 2015, with active participation of Germany—based European School of Management and
Technology, Corporate Governance Research and Education Center was established. The main
objective of founding such Center was to train and develop skills of managerial staff and specialists
at Uzbek JSCs, and to educate modern corporate management methods for them. So far, more than
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160 corporate executive officers have studied there and improved their corporate management
skills.

Besides, the efficiency of corporate governance system in business is an important mechanism
for the protection of the rights of property owners, and decisive factor attraction of investments,
including foreign investments to the real sector of the economy.

Indeed, the effectiveness of corporate governance is well known in the world. In addition,
strict adherence to the principles of corporate governance is one of important factors in investment
decisions.

Therefore, in our opinion, in order to improve corporate governance at national companies
and organizations following measures should be implemented:

—First, governance costs of JSCs should be reduced by reorganizing their structure through
principle of horizontal corporate governance. Also, a variety of promotional tools and methods
should be used to create image and brand of JSCs to increase the value of their stock;

—Second, management efficiency should be improved by optimization for intermediate
management structure;

—Third, the Supervisory Board of the JSC should include independent body of researchers
with foreign degrees, and independent consultants in order to strengthen the control to increase
transparency of investment and audit decisions. Such independent body should have instant access
to decision making process to make efficient strategic decisions;

—Fourth, an effective and transparent system should be established to to further improve
protection of the rights for corporate relations, including those of ownership and control, corporate
governance and investors; and to form transparent system of decision—-making and their
implementation at JSCs;

—Fifth, evaluation system should be introduced for bodies at JSCs to implement innovations,
optimize the internal distribution of financial resources, and to increase the motivation for
production, service and management personnel.

Implementation of above mentioned suggestions will lead to further improvement of the
corporate governance at JSCs that eventually leads to the progress of the national economy.
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