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Introduction. Good corporats sovernance is verv important for sustainabls
development, not only for the individual bank, but also for the economy as a whols.
The gualitr of governance should be continuously improved and good governance
should be promotad. However, what is not measurad cannot be improvad. Hanca,
thers is ansed for a measurs of the corporats governance performance. Maw spacific
measure of the corporate sovernance in Ulkrainian and Italisn banks will help taks
into account the featuras of corporate governance in different countries, including
diffarantlevals of their development. This is one important fisld, whils the analvsis
of common principlas of corporate governancs systems in differant parts of Europe is
another. Therafore, comparative research has explored the different foundations of
corporats sovernance svstams in Italv and Ulkrains.

Dasecribing the guality of corporate governance exceptionally in terms of
formal (fixed bv law) or informal (recommendsd bv warious codes and "beast
practices” raguiraments to the structurs and composition of the board of diractors,
deeraa of disclosura, ate.) might be usaful to daseribe the nature of the process, but
not sufficiant for picture of the guality of corporate governance process. Therafors,
should be changsd the method of measura’s construction itself, in particular, the
measuring should bs moved from a mechanical approach based on formal
components {as structural and others), to organic, primarilv basad on the use of
qualitative criteria along with the quantitative. Morsover, measuras / indicators of
corporats eovernance can be quite limited application in relation to dstermination of
performance (primarily financial: revenus growth and sharsholdar valug), becausa in

manyv casas significant criteria /indicators of quality are not taken into account. Each
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bank looks for the performance in order to guarantesa the survival In fact, the manner
whose bank measurs performance is crucial for their progress because the
performance plavs important rols in the development of stratagic plan, the assessmeant
of bank objactive and managers’ remunaration.

Wa can distinguish two broad approachss to measurs the corporate governance
performance, sach with strengths and limitations. One approach ralies on “broad but
shallow” multi-country eross-sactional studies across many countrias {for exampls,
Arpparwal Eral Stulz and Williamson, 2006; Elappar and Lowve, 2004; Duymey and
Kim, 2005; Doidegs. Barolviand Stulz, 2007). Thase studias potentially offer greater
generalizability. At the same tims, what matters in governance mav well differ
between developed and emerping markets and most studiss sither mix the two or
examins only developed marksts. Morsover, for emerging markets, the availabla
Eovaimance measuras ara limitad, puraly cross-sactional, cover only tha largast firms
in sach country, and datad {2001 for the Cradit Lyvonnais Sacuritias Asia survey;
2002 for the Standard and Poor's disclosure survev). In most cases, commercial
corporate governance performance measures (such as S&P index) are limited to
disclosura, and rely partly on analvst views, which could be affactad by bank
performance. Control variables, essential to address omitted wariable bias, ara limitad,
dues to data availabilite.

The second approach, and the ons we pursue, involves narrow-and-desap
studies of particular, important countriss. These studias sacrifice generalizability in
exchangs for abilitv to develop sovernance measuras that ars tailored to a particular
country’s laws, ability to focus on particular tvpas of countries, broader coverage of
firms within a countrv, stronger control variablas, and, in some studies, accass to
pansl data or to legsl shocks that can provide idantification. Generalizability can be
addressed by examining results from a number of countries and looking for patterns —
of the lack thersof. Published studiss exist for Brazil (Carvalhal-da-3ilva and Laal,
2005, Leal and Carvalhal-da-Silva, 2007); Hong EKong (Chsung, Connallv,
Limpaphavom and Zhou, 2007); Korea (Black, Jang and Kim, 2006a); and Enssia
{Black, 2001; Black, Love and Rachinsky. 2006).
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The aim of this paper is to underline the differsnces between two different
svstems of corporate governanca (in Italy and Ukraina), to explain the reasons that
may detarmins the choice of one or another of the measuras of corporate governancs
performance in bank and to construct a composite measure of corporate governancs
parformance that detarminate the laveal of corporate governance development.

Wa sugeast that the banafits of corporate governance practices vary basad on
bank and country characteristics, neither of which is wall undarstood. Governancs is
not one-size fits all. Our paper shows that sovernance ratines can mostly be
axplainad by countrv characteristics because itis costly for firms to adopt sovernance
provisions. We axtend previous investisations bv using data on actual governancs
provisions, financial statement rather than governance ratings based on qualitative
assassments,

An evaluation is made of various wavs in which corporate governance can ba
operationalized as part of a panel data sconomestric analysis. Corporats sovernancs is
nota concept that can be directly obsarved. Consaguently, it is necessary to identifv
suitable proxv variablas. hManv indicators have been davelopad at international laval
to evaluata the qualitv of corporate sovernanca. The paper emphasizes the difficulty
of usingindaxas to raflact the tvpe of governance that characterizas banks operating
in continental Europsan countriss {as Italy) and Post Sovist Arsa (as Ukraine). In
order to evaluats the quality of governance of banks a specific model is formulatad
taking into account the main wvarisbles useful in understanding the asvmmetry
existing between minority and majority sharsholdars.

The structurss of corporate governmance presentad in banks operating in
diffarant national, leeal and cultural contexts, active at global level, pose some
problems concerning measuring of effactivenass of modals of corporate govemmanca.
The most affective governance svstem’s measurement depends on context and on
banks’ specific circumstances and svstems' of corporate governance as a whola, It
would therafors be difficult for an indsx, or anv ons variablas, to capturs nuancas
critical for making informed decisions. Thus, we dacided to analvze differances of

two svstams of corporate governance adopted in Italy and Ukrains with intant take



into account their peculiaritiss in measuring of corporates governance in banks. The
Italian corporats governance svstam bealongs to the Latin sub-group, although it has
its own individual f=aturas, and doas not fit complataly into the international standard
modsals. There wea can sea resemblance with Ukrainian corporate governance model
bacause it also has its own peculiarities. But, neither svstem is perfact.

In recent vears, comparative corporate governance has focused on the systams
of Germany, Japan and the Unitad States. This has given the imprassion that the only
alternative among rival corporate governance svstems axists between the system of
bank govemance in Japan and Germany and the protections provided by the lagal
system and the market for corporate control in the Unitad States. If nothing alse. a
study of the Italian and Ukrainian corporate governancs svstem shows that there ars
alternative systams. The Italian svstem appears to be a failure in the sense that it
provides only extramely modast legal protection for minority sharsholders, and doas
not provide a mechanism for constraining managerial excess, either through
institutional investor monitoring, a market for corporata control, or strong lagal mlas.
The Italian modsl of corporate governance is charactarized bv a high deseres of
ownership concentration. In the sbsence of an institutional frameswork facilitating
mora dispersad ownership, as in the Anglo-Saxon countries, or mechanisms for
financial supervision, as in some Continental European countrias, a limitad dagras of
separation betwsen ownership and control is achieved mainly by using pyramidal
Eroups.

Inveastieataed unique practica of corporate governance in Italy and Ukraine, wea
remark that both, Italian and Ulkrainian modsl of corporate governance is
characterized bv a high deeree of ownership concentration. In the absence of an
institutional framework facilitating more disparsad ownearship., as inthe Anglo-Saxon
countries, or machanisms for financial suparvision, as in some Continental European
countrizs, a limitad degras of separation between ownership and control is achisvad
mainly by using pyramidal sroups. Almost all banks are controllad by a small group
of majority sharsholders. often just one individual privats owner. For Italy it's ausual

practice when smallar banks are separated betwesn larger banking groups. As for



Ukraina thars ars big financial-industrial groups which directly or indiractly (via
Cvprus companiss or other wavs) ars tha sharsholders in banks. At the end of 2010,
thara wears 760 banks operating in Italv, for Ukraine that numbear was — 176 (fisurs

1).
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Figure 1, Number of banks operated in Italy and Ukraine during 2007-2011.

In Italy the number of banking groups is 76 (including 2 largest - UniCradit
and Intesa Sanpaolo, which also presented in Ukrainian banking svstem). One of the
main differences between Ukrainian and Italian banking svstem is a rate of foreign
capital in banks equity. For Ukraine this number is 40,6 %o (at the end of 2010), at the
same time in Italv foreien sharsholders held sguity interast of more than 3 %%
hloreover, foreign investors do not play a significant rols in manasement procass in
Italian svstem of corporate governance. And we can reamark about existing barriers
for foreign investors.

Investigation the characteristics of different systams of corporate governance
we have chosen on the basis of two banks: Madiobanca. a representative of the Italian
corporate governance svstem, and First Ukrainian International Bank (FUIB), as a
reprasentative of the Ukrainian svstem of corporate governance. Madiobanca’s cora
businessas are landing and investment banking, halping its clisnts, which includs
leading Italian corporates as well as numerous medium-sized businesses and
international groups, to grow by providing them with profassional advisorv servicas

in addition to traditional medium-term bank cradit.






First Ukrainian International Bank which represents Ukrainian corporats
governance svstam based on two-tier Board of directors and consists of Supervisory
board and Manasement board. The Supervisorv board modsl is continental
According to these characteristics corporate governance in Ukraine is similar for
corporate governance in Germany, but without delzgation of representatives from
Labor group to Supervisory Board. These significantly raducs the lavel of protection
of labor group richts and the laval of corporate social responsibilitv of the bank
institution.

snmmary, lherefore, the aim of this paper is to undarline the differances
betwaan thase diffarant svstams of corporate sovernancs and to explain the reasons

that mav determina the choice of the corporats governancs performancs measura bra
bank or othar users of this 1'.1:|f|:-1{:uat{|:|:|1.

devaloping marksts, It's difficult to form an intsgratad tool to monitor corporats
governance in diffarant countries with their own traditions and culturs. But still thav

should be based on intepritvy, transparency. accountability and responsibility
principals.
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AHOTALII

Bpeaxo AL AL Poarn cTpaspeEY  ocolaEBOCTREH  pPOIBHTEY  CHCTEM
KOPOOPATHEHOTO YOPAETIHHE OpH OOIHD IX e eKTHEHOCTL

Metow zgamoi cTaTTi £ JeMOHCTpAmi= OCHOEHEDT XSDAETSDHCTHE CHCTSM
EOPIOPATHEHOTO VIODESETIHHE E pizect Epaimax (Itaniz, Yepaims) @ pizEeod pieHsu
IXHEOTC DOSEMTEY. ¥ CTATTI POSEPHTC INTAHHE Op0 OMOHEEY EODIODATHEHOTO
VIPAETIHHE AnE ECiX EDAIH, OpPOSHATIZ0EIHO SeETHEHICTE MOESSHHEE OLIHER
EOPOODETHEHOTO VIPAETIHHE., ¥ CTATTL POOHMTECE EMCHOEOE, IO HaM3€ €IHHOTO
"HafEpamoro’ EMMIDIESYA EODIOPATHEHOTD YVIDAETIHHE, 4 HAHOiNem =deETHEHA
OINHES CHCTEMHE EODIOPETHEHOT O VIDAENIHHST 23CHOESHS Hi 0CO0NIHEOCTEN EOEHOL =
EPAaiH i H3 EOHEDSTHERX 0COONHECCTEX DAHEIECEED] JIENEHOCTI 30EDSMa.

Frarowoei cnoea: EOpDOODATHEHS VIDSETIHHE, OMOHES ZEOCTL, EMMIDHOEST
abeETHEHICTE, PeETHEHT, OaHE.

Bpemwo M. M Poas cTpagnBmlx  ocofeHHocTeH pAaIBHTHR  CHCTEM
KOPOOPATHEHOTD YOPAEJeHHA OPH ONeHKE HY 3 (exTHEHOCTH.

Iznero gapmHod CTETEM SEMSSTCE JSMOHCTPAIMI OCHOEHEDN XSDAETSDHCTHE
CHCTSM EODIODATHEHOTO VIDEETSHHE E pazneaHes crpaHax (Hramms, Vepamsma) c
PAZNMYHEN VDOEHSM HX DSIEMTHI. D CTETE2 DAECEDET EOOPOC 00 HIMSDSHMK
EOPOOPATHEHOTO VIPAEMSHHE J0% ECSX CTDEH, [P OSHATHIMDOEIHA 3bbeETHEHOCTE
MOESZETSISH OLSHEH EOPIODATHEHOTO VIPAENTSHME. D CTATEe J2788TCHE EMEOT, 9TO
H2T HH OJHOTD HEHIVUINSTO  HIMEDHTENE EODOOPETHEHOIC VIDSENSHHE, 2
HapDoT2e 3ROSETHERST OISHES CHCTSME! EODIIODATHEROT O YIDAETSHIE 0CHOESHA HA
OCOOSHHOCTEN ESEIOH H: CIPEH M HA EOHEDSTHEDN OCOOSHHOCTEN OSHEOECEOH
O2ETaNEHOCTH.

Frrowsgrss c¢noEs: EODHOODSTHEHOS VIDSETSHHS, OISHES ESYSCTES,
HEIMEDHTEIH, 3pHeETHEROCTE, PEHTHET, DSHE.

Marvoa M. Brychko The role of the country peculiarities of corporate
governance sysiems development in the assessment of their effectiveness,

The purpose of the atticls is to dlustrate the main characteristics of the

corporate sovernance systams of the countrias (Italv and Ukrains) with diffarant laval
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of their development. Wa then address ths issus of corporate governancs
measursment for all countrizs and analvsa the affactivenass of corporate governanca
indicas. The paper concludas that thers is no one "best” measure of corporats
governance. | he most effactive corporate governance svstemn depends on contaxt and
on banks" specific circumstancas.

Kevvwrords: corporate governance, quality assessment. maasure, affactiveness,
rating. bank.
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