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A brief description of the monograph
Chapter 1. Institutional, system and functional specifics of the corporate basis of a market economy
Corporation is the basis of the conceptual apparatus of a corporate system.
Laws in most market economies define a corporation (in contrast to individual ownership companies and partnerships) as a legal entity separated from its owners. In Russia, corporations correspond to joint-stock companies (“JSC”).
The state acts towards unitary state-owned enterprises and state-controlled companies as a group managing assets owned by the citizens. An enterprise with a sole registered owner, in contrast to a corporation, cannot issue shares and in bankruptcy the enterprise owner has to use his own property to meet his debts. In a market system, state-run enterprises and individual private enterprises behave as corporations and can be regarded in the usual conditions, i.e. when not in bankruptcy, as economic entities equivalent to corporations.
In fact, corporations and equivalent market entities in most modern economies account for the bulk (for example in OECD countries 80-90%) of national economic activities.
By and large, most corporations in advanced economies are part of various ‘superstructures of the first level’ like holdings, concerns, formal and informal cartels, syndicates, financial and industrial groups (“FIGs”), or asset management groups, associations of manufacturers, etc.
Besides, the set of corporations and superstructures of the first level in the economy of any developed country feature a higher level of superstructures (subsystems): core and periphery, local regional corporate modules, sectoral corporate segments, and functional corporate modules.
The core of a corporate system is a restricted number of large corporations and financial entities controlling up to 50 to 70% of the financial and production assets of a country’s total corporations. The other corporations and superstructures of the first level are attributed to the periphery of the corporate system.
Local regional corporate module (“LRCM”) is a corporate subsystem carrying on the bulk of economy activities in a locally restricted area of the country. Several subsystems of regional clusters (according to Michael Porter) of different sectoral and functional orientation may function within one LRCM. For example, the LRCM of California, the USA, includes regional clusters of computer-based intellectual technologies (Silicon Valley), shipbuilding, military-industrial complex facilities, winegrowing, and others. Most corporations and superstructures of a regional module (except in some export-oriented regional clusters) usually market the bulk of their turnover (including goods and services) within a LRCM.
Sectoral corporate segment (“SCS”) is a corporate subsystem ensuring the performance of a basic sector of the national economy.
Functional corporate module (“FCM”) is a corporate subsystem servicing basic sector corporations by performing specialised functions. For example, agricultural corporations service the FCM of fertiliser production, agricultural machinery, and others. The FCM of construction and road maintenance, road and transport machinery, and so forth, ensure the performance of transport corporations. 
In some cases, the corporate system is distinctly split into two poorly linked subsystems, one of which primarily covers the domestic market, while the other caters for the external market.
Fig. 1 shows the above structural elements, which  taken together, make up the basis of a country-level corporate system (“CS”). 
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Stable direct and back links between its elements and subsystems is a necessary property of a corporate system. Main types of such links are shown in Table 1.
Table 1. Main links and relations affecting the structure of a corporate system and its parameters
	Factors of competitive corporation individualization
	- Purchase and sale market relations
- Competitive market relations

- Competitive specialisation and diversification

	Factors of horizontal and vertical system co-organization of corporations and superstructures (factors of CS system linkage)
	- Steady production, marketing, service and other links of horizontal and vertical cooperation
- Relations of commercial lending to subcontractors 
- Relations of long-term investment lending
- Relations of capital participation (including mutual or cross participation in capital)
- Relations of confidential personal links
- Informal agreements on market sharing, raw material sources, product range, activity areas and / or regions
- Interdependence on externalities arising in the course of operations
- Positive impact of the above links and relations on reduction of aggregate economic (investment, production, marketing, pricing, etc.) risks.


Sole businessmen (tailor, car mechanic, hairdresser, cosmetician, etc.) with a narrow circle of clientele as well as customers in a shop are market agents. But they are not CS elements as they do not have stable system links with other market agents and institutions. A multitude of links – both horizontal and vertical – between the elements is a necessary condition for a CS to acquire systemicity. As we see, these links are diverse and reach far beyond competitive relations.
Apart from the above-mentioned structural subsystems, developed CSs generally generate and reproduce a financial core with its specific structure as well as multi-business, specialised transregional and transnational corporations, groups and banks, etc. (Fig. 2).

The structural organization as well as vertical and horizontal system links outlined above ensure the operation of a CS as an integral system.
At the same time, the CS permanently interacts with the country’s economic, social and political institutions, and, to some extent, with the external (international) institutional environment and doing so acquires external system links. That is, by definition, becomes an open system (Fig. 3).





















The state, structure and configuration of links in a CS keep changing because of self-organisation driven by market signals and affected by the state and other subsystems of the institutional environment. Merging and splitting-up, nationalization and privatization, or changes in corporation strategies occur in response to crises and shocks of the global business environment, etc.
Thus, a corporate system:

- is distinguished from social, political, economic institutions by its specific functions that implement the bulk of economic activities within a national economy
- is characterised by the presence of structurally related specific elements and subsystems and also specific links between the elements and subsystems that ensure its system integrity
- supports the system of links with the external institutional environment, and 
- is characterised by the way structures and links change.
This suggests that a CS is a specific complex open dynamic system. It calls for looking into the CS structural and system specifics, its interaction with the institutional environment and possibilities to increase its efficiency.
A CS as an open system due to direct and back links interacts with the external institutional environment and depends on its parameters. Some of its parameters like climate, territory, the raw material and demographic basis of the economy are super-stable. Others, such as the sectoral and regional structure of a CS, labour force quality, experience and efficiency of the local community of businessmen and managers are changing slowly due to market self-regulation and regulatory impacts. Some parameters may change rather fast as a result of regulating impacts of the objective setting and economic policy and owing to CS system links with the institutional environment.
All these parameters are a sort of operation “framework conditions” for a CS (Fig. 4).




Regulated framework conditions (economic objective setting and main elements of the economic policy) and the system of external actions are able to impose external dynamics driven by market signals that one way or another conflicts with the CS adaptive self-regulation processes on its structures and segments.
In this connection we distinguish basic framework conditions (super-stable and slowly changing) to which a CS is generally able to adapt over time in response to market signals, and regulatory framework conditions (national objective setting and economic policy and external actions, including shocks) requiring from all CS subsystems fast – and not always feasible – adaptive responses.
Due to differences in the development history and operation framework conditions the structural state of any CS is determined by multiple characteristics, including: (1) availability of a CS core and distribution of the economic potential between the CS core and the CS periphery; degree of involvement of the periphery corporations in the system links with the core corporations and superstructures; (2) permeation of a CS with superstructures of the first level, including financial and industrial  groups and holdings with their own core in the form of large financial institutions; (3) availability and quantity of LRCMs, their development degree correlations, specialization, competition and cooperation among LRCMs; (4) availability of basic SCSs, their degree of development, basic SCSs with associated FCMs, the system linkage of associated SCSs and FCMs; (5) shares held by the CS subsystems of corporations and superstructures controlled by residents, non-residents and institutional investors, including the state, in the assets and production; (6) overall permeation of a CS as a whole and its subsystems with horizontal (including production, service, and marketing) and vertical (including lending and capital participation) system links; (7) competitiveness level across the entire CS and its subsystems; (8) proportion of exports and imports in the production pattern of basic SCSs, LRCMs and FCMs, etc.
Further the entire set of corporate system characteristics will be called CS format.
An analysis of the CS in different countries made under this study suggests that the most essential generalised structural characteristics of a CS are:
- proportion of the CS corporate core, including the financial core, in the CS assets. The strength of the CS core is determined by the proportion of core corporations and superstructures in the CS assets and production and the ability of the core to ensure financially the main reproduction processes within the CS and perform the functions of system co-organisation for the CS periphery;
- degree of CS system integration (overall CS permeation with horizontal and vertical system links);

- degree of CS integration in terms of the territorial horizontal (the depth and strength of system links of various types between local regional corporate modules);
- CS functional completeness (the ability of a corporate system, including its sectoral elements as well as regional and functional modules, jointly to perform functions that are basic for the economy in question, such as investment and infrastructure support, production, exports, imports, commercial distribution and social functions, etc.).
The special role of the CS core is to concentrate the main CS ‘efficiency potential’. International experience suggests that in successful economies the CS comprises scores of major corporations united by superstructures and accounts for 50 to 70% of CS assets and sales. Generally, such economies have a strong CS financial core containing scores of major financial entities controlling up to 50 to 70% of the financial system assets and liabilities.
A strong CS core is important because corporations and groups within it normally have: (1) high financial stability and reduced susceptibility to overall risks; (2) the ability to invest in large projects, R&D and absorb new technologies; (3) the ability to integrate the economy across the territorial horizontal using transregional corporations and groups within the CS core; (4) high competitive power in foreign and domestic markets; (5) high susceptibility to regulatory impacts of economic laws, monetary and fiscal policy; (6) the ability to exercise direct and indirect control over a significant part of the CS periphery through cooperation production links and capital participation system; (7) hence, the ability to translate regulatory impacts from the economic policy into the CS periphery.
Thus in 2007, 50 U.S. largest financial and non-financial corporations and groups filling the CS core controlled about 58% of the total national assets with most of them being transnational or, at least, transregional corporations and groups. In 2005, General Electric spent over $5bn on R&D that exceeds Russia’s total relevant spending. In 2008, 90 major private corporate groups and state-run enterprises controlled about 60% of the non-financial assets of the Indian economy.
National CSs vary widely in structure. Weak economies often have a loose core or even totally lack it while featuring a functionally imperfect CS poorly permeated with vertical and horizontal system links. Economies with a small territorial basis do not need several LRCMs. Countries without substantial raw material resources have undeveloped SCSs and FCMs servicing them, or lack them, and generally have more advanced export-oriented SCSs and FCMs associated with them. In country-level CSs, capital shares of residents, non-residents and institutional investors, including the state, in the assets of the structural CS subsystems vary greatly.
In general, essential structural subsystems of a CS are its core, local regional corporate modules, sectoral segments and functional corporate modules. All these subsystems with their system links must be adapted to the super-stable operation framework conditions of a CS to support the reproduction process in the national economy.
Based on the above, the monograph introduces the concept of CS structure quality. CS structure quality is characterized by the share of core assets in the CS as a whole, presence and development level of associated subsystems of local regional corporate modules, sectoral corporate segments and functional corporate modules that support the reproduction loop of the national economy (degree of CS functional completeness relating to the available super-stable operation framework conditions), as well as by permeation of the CS with system horizontal and vertical links.
A CS with a strong core and developed LRCM, SCS and FCM subsystems densely permeated with horizontal and vertical system links and highly adapted to super-stable operation framework conditions has high structure quality. 
For example, India lacks a stable winter transport connection through the Himalayas and its CS can be built only if this fact is taken into account. Taiwan SCSs have no powerful national primary corporations as the country lacks raw materials. However, there are advanced export oriented subsystems in SCSs and FCMs.
High structure quality imparts only a certain potential of its efficiency to the CS to secure the reproduction process in the CS proper and across the national economy. To realize the above potential, CS system characteristics, including its structure, should be adapted to all basic (super-stable and slowly changing, including internal and external) CS operation framework conditions (Fig. 4).
Based on the above grounds, the concept of CS system quality is introduced. CS structure quality and the degree of harmonisation between main CS characteristics and  its basic operation framework conditions determine the system quality. The higher CS structure quality and the better its characteristics are harmonised with the basic operation framework conditions, the higher CS system quality. The system quality, which takes into account the degree of CS adaptation to basic framework conditions, also partly determines the CS dynamic potential, i.e. its potential ability to ensure the reproduction process in a national economy under changing operation framework conditions. 
A deficiency in CS structure quality may be partly compensated by high harmonisation level of the CS characteristics with operation framework conditions, thereby ensuring acceptable CS system quality. So, for example, in India the relatively low CS structure quality (weak core, many underdeveloped LRCMs, SCSs and FCMs) is compensated by heavy public financing of development programmes and establishing state-run corporations in the weak CS subsystems. Numerous measures are taken there to coordinate CS structural characteristics with such operation framework conditions as a huge proportion of the non-modern sector in the economy, redundant and low-skilled labour, etc.
High system quality is a necessary, yet insufficient condition for a CS to be highly efficient. It is clear that, apart from system quality, CS operation is affected by regulatory framework conditions (“RFC”). In the absence of external shocks, these are primarily changes in the national objective setting and economic policy.
In this context, we introduce the concept of economic subjectness resource (“ESR”). For a corporate system ESRCS is defined as the ability of a CS to operate and develop under specific conditions as autonomously as possible from the negative effects of economic systems and factors that are external to the given economy, including external shocks. For example, when most of the major corporations  borrow abroad  from abroad and greatly depend on the portfolio investment of non-residents in their negotiable securities and / or bonds (like in modern Russia), ESRCS cannot be high.
For the overall state system, ESRS is defined as the ability of state power, under specific conditions, to shape and implement an economic policy based on its own objective setting system with its hierarchy of priorities. It is clear that if the state heavily depends on external debt and economic policy directives associated with IMF stabilization loans (like Russia in the 1990s and Greece in 2010-2011), ESRS cannot be high. 
In the context of expanding globalization it is often maintained that country-level CSs (“CCSs”) will soon lose their system linkage having been transformed into a single global corporate system (“GCS”).
The GCS is impacted by rather strong integration factors: (1) the set of international markets of goods and services, whose agents are corporations, particularly TNC, and CCSs; (2) division of labour among CCSs; (3) the system of reserve currencies; (4) such organizations as the GATT (later the WTO), the IMF and the IBRD. 
At the same time, strong disintegration factors affect the GCS: (1) economic and political state sovereignty; (2) directly state-controlled economic subsystems; (3) the regulated GDP redistribution system within the national “boundaries” (through the state budget, and other regulated channels); (4) a multitude of currencies (monetary sovereignty factor); (5) existence of different ‘capitalism models’ (Rhine, Anglo-Saxon, Japanese, etc.) and significant differences in economic laws; 6) the sector of services, most of which cannot be imported; (7) the factor of the shadow and criminal economy predominantly operating within the national boundaries; (8) competing macroregional economic blocs (EU, NAFTA, MERCOSUR, etc.) (9) crises always resulting in lowering the GCS integration degree.
Some signs are suggesting that now, after the integration peak late in the 20th century, the GCS is entering a disintegration phase in which a special focus is placed on enhancing the efficiency of country-level CSs servicing national economies.
Chapter 2. Conditions for maintaining the efficiency of the economy corporate basis at a level ensuring the sustainable operation of the reproduction loop
In this study the concept ‘CS efficiency’ is explained by the concept ‘CS potential’. The Central Economics and Mathematics Institute of the Russian Academy of Sciences (“CEMI RAS”) employs the ratio between the actual and potential CS operation result
 as a measure of efficiency.
CS potential is characterized by its results achievable at the highest utilization of creative opportunities, its intrinsic system qualities and economic subjectness resource under particular conditions of the changing national objective setting and economic policy, or external shocks. CS efficiency is expressed by potential unfolding, the extent of which is indicative of CS efficiency. Hence, CS with a high system quality and high economic subjectness resource (ESRCS) operating in an economy with high ESRS that is implementing an economic policy optimal in a given situation has the highest efficiency.
Structure quality, system quality and CS efficiency are tied by direct and back links both to other CS parameters, including its economic subjectness resource, and to the main parameters of a state system, including the economic subjectness resource of the state, objective setting principles and economic policy. For example, the economic subjectness resource of the state and the range of choice of economic policy tools depend on CS structure and system quality, and vice versa. Basic relations and links between the economic policy, the above CS system properties and its efficiency are shown in Fig. 5.











Generally, an efficient CS is characterized by: (1) substantial economic subjectness resource; (2) own high financial potential and, accordingly, financial stability; (3) low susceptibility to aggregate risks; (4) the ability to invest heavily in large projects, R&D and absorb new technologies; (5) the ability to integrate the economy across the territorial horizontal using strong transregional corporations and groups within the CS core; (6) high competitive power in foreign and domestic markets; (7) high susceptibility to regulatory impacts of economic laws and economic policy.
In case of CS quiet (crisis-free) development its efficiency can be quantitatively evaluated by correlating long-term growth rates of per capita income in the national economy in question and in other economies comparable in scale and basic operation framework conditions (including development level). If these rates exceed the average ones in the compared economies, the CS efficiency may be deemed high.
In transformation and crisis periods of development, CS efficiency may be defined as its ability to implement national economic objective setting priorities.
The retention of CS efficiency by using adaptive transformation of its format to the set of operation framework conditions highly depends on national objective setting and economic policy. This means that optimal economic objective setting must be harmonised with both the current CS format and its basic operation framework conditions. That implies that with any CS system quality the national objective setting and economic policy are key factors to secure the efficiency of that CS and the national economy, which it services.
However, the choice of objective setting and economic policy always one way or another is constrained not only by the CS format, its basic operation framework conditions and economic subjectness resource ESRCS, but also by the economic subjectness resource of the state (“ESRS”).
One of the most important internal restraints of ESRS is the influence of the so-called ‘groups of special economic interests.’ Such groups are always present in a national economy and the CS servicing it (as sectoral, financial, regional, trade union and other lobbies). They always seek to obtain strong positions in legislative and executive power whereby to influence the national objective setting and economic policy. Where the choice of the national objective setting and economic policy is dominated by one of the competing groups of interest, ESRS declines, and a conflict arises between the national objective setting and main CS system elements and structures, while the economic policy is deoptimized reducing the CS efficiency.
National objective setting and economic policy are always a result of the coordination of interests of various economic, social, political groups, and in this sense they are always conventional. However, the opening of national economies during globalization gave rise to global conventionalization of operation norms of main nationwide economic systems, including CSs servicing them.
One of the most powerful factors of global conventionalization was the coming of the international monetary system off the gold standard and transition to, under the 1976 Jamaica Conference agreement, national currency market rates that dramatically raised the volatility of the rates as well as market and investment risks in all markets.
Another powerful factor of global conventionalization is the transformation of one of neoclassical economics versions into a real ‘ideological mainstream’ that establishes the norms of certain ‘single world economic policy’. They are maximum privatization, liberalization, CS competitiveness and openness of economies for goods and capital streams, minimum budgetary GDP redistribution and state non-interference in the economy,  etc. These norms became requirements imposed by the IMF and IBRD for recipient countries, GATT and then WTO rules. These requirements equated local and foreign investors in the rights effectively banning tariff protection of domestic markets and preferences supporting the competitiveness of national CS segments. The norms essentially limited the permissible adaptation mechanisms of the CS corporations and subsystems to the operation framework conditions. 
Compliance with the requirements of ‘world economic policy’ implies delegating a material part of the ESR of the states and national CSs to external economic partners and world markets that is an especially painful blow to the CS of weak economies.
It is remarkable that the so-called ‘Asian Tigers’ had showed the highest economic growth and development rates before they joined the WTO, and especially before the 1997-98 crisis. Thereafter they had to restructure their CSs in compliance with the IMF stabilization loan requirements, substantially reducing ESRS and ESRCS. So, for example, GDP growth rates in South Korea plummeted after its ‘chaebol’  were split under the pressure of IMF into specialized corporations, and the IMF imposed budget cuts reduced the potential for the state management   of CS system quality. China joined the WTO only when its ESRS and ESRCS became higher than in most countries of the world. When administering their CS, China and India refuse to follow world economic policy recommendations (for example, to radically reduce the public sector presence in the CS and stop supporting exporting corporations through low national currency rates).
One of the most essential mechanisms for possible deoptimization of an economic policy is departure from regulating the economy openness through a tariff and currency policy.
Tariffs for imports closing certain national market segments had been used as a primary tool to manage the competitive ability of national economies and CSs servicing them prior to the present period of economic globalization. In the age of globalization the WTO rules minimizing import tariffs promote the growth of world trade through reciprocal opening of national markets.
However, tariff minimization cannot always open a market. After exchange rates departed from gold and became dependent on the market, the exchange rates of weak economies are being steadily undervalued two to four times in comparison with purchasing power parity (PPP).
The undervalued exchange rate of a national currency strengthens the price competitiveness of goods and services of a local CS in the domestic and global markets, whereby partially protecting the national economy from competition with corporations of the countries whose currency rates are close to PPP. Yet the national economy remains open for CS products from countries that also maintain a low exchange rate of the national currency.

Moreover, an undervalued exchange rate of a national currency supporting exporters exacerbates the situation for importers of technology, equipment and other investment products, and does not allow controlling CS parameters optimally, because an undervalued rate of exchange protects both strong and weak sectors alike. And finally, an undervalued exchange rate of a national currency effectively multiplies investments from mature economies in accordance with the ratio of the national currency exchange rate /PPP, at the same time increasing market and investment risks for resident corporations.
The replacement of tariff tools for market protection with an exchange rate tool essentially lowers the ESRCS of countries with weak currencies and dramatically reduces the manageability of system quality and CS efficiency for these countries.
International capital inflows (direct and portfolio investment) into a weak national economy bring about both well-known positive effects and certain negative implications.
When the corporate system of a weak economy is permeated with TNC branches its susceptibility to regulatory impacts (especially by monetary and fiscal policy tools) inevitably diminishes.
In a weak economy with low home market capacity, a significant portion of corporations controlled by non-residents works chiefly for a foreign market. As a result, the CS tends to be split into ‘foreign market CS’ and ‘domestic market CS’ segments within a loosely linked system.
When the receiving economy has a vast territorial basis, corporations controlled by non-residents generally are scattered across the national territory that creates risks of CS spatial fragmentation. For example, as corporations with foreign capital are primarily located in the coastal provinces of China, the national CS tends to be split into weakly interlinked LRCMs of Coastal China and Inland China.
A substantial proportion of foreign portfolio investment in the stock market of a weak economy creates risks of critically dangerous speculative attacks on the national stock exchange and credit and financial system.
Finally, massive international capital inflows into a weak economy generally drive out local businessmen from the CS sectors attractive for foreign capital. The reason is that the efficiency of a local public community of businessmen and managers is low. Besides, investments in a weak economy from mature economies are subsidized by the ratio of the currency exchange rate /PPP because typically the exchange rate of the national currency is undervalued in most weak economies.
The above inhibits the formation of a core in the national CS from major corporations and groups controlled by local capital, and a financial core, thus undermining possibilities for enhancing ESRCS potential and efficiency. This results in a shortage of investment resources in the national CS and necessitates the liberalization of the foreign exchange policy and capital flow to qualify for short-term foreign borrowing and portfolio investment. As a result, a national economy in crisis is badly hurt, as it was in most South-East Asia countries in 1997-1998, and in Russia then and now.
Any relatively advanced market system, even with a low ESRS, always contains an economy operation management system (EOMS) aiming, inter alia, at CS efficiency management.
An EOMS usually involves measures and mechanisms to raise the CS structure quality and improve slowly changing and regulated CS operation framework conditions (Fig. 6).











Regulatory impacts on a CS differ in channels, types and targets. So, the CS format can be affected by:
- changing general regulated CS operation framework conditions, including monetary, currency, credit, tax, depreciation, tariff, budgetary policies, as well as the control policy over certain market prices and the policy regulating capital import and export;
- changing laws and by-laws directly relating to the activities of CS structures and subsystems;
- regulating the composition, structure and target functions of the CS public sector corporation and enterprise system;
- direct administrative incentives for CS structures and subsystems, including encouragement of corporation spin-offs or, on the contrary, mergers, acquisitions and restructuring;
- measures that ‘programme’ the target transformations of a CS (development of the infrastructure basis of certain sectoral corporate segments and local regional corporate modules, budget redistribution for the investment support of priority CS subsystems, creation of special economic zones and ‘export processing zones’ enjoying privileged tariff, tax and credit regimes, and others).
Chapter 3. Uncontrolled and controlled transformations of the corporate basis of an economy: patterns, tools and impact on development processes
The economic history of developed and developing countries shows that initially most structural and system novations changing the format of a CS before achieving sustainability were adaptive responses to the market signals from operation framework conditions and market risks. Generally, CSs that reached a certain level of efficiency positively respond to gradual changes in operation conditions by ‘self-transformation’ both at the level of activity organization in individual corporations, and at the level of CS subsystem restructuring and the system link configuration (Fig. 7).


However, firstly, the ability of a CS to undergo quick adaptive self-transformations under market factors is limited. Thus, the CS adaptation in the U.S. to antitrust laws emerging at the turn of the 19-20th centuries was rather painful and took a long time.
Secondly, in a crisis situation or when the global business environment abruptly changes, CS market adaptation to the operation conditions that have changed often is not feasible within an acceptable timescale. Such was the situation in the early stages of World War I and II and when most European countries were recovering their economies after World War II. Many countries are facing the same challenges in the current crisis.
Thirdly, in different conditions, national objective setting priorities may comprise economic growth rates, technology modernisation rates, development of some industries and territories, growth of the exportability level of the entire CS or its segments, change in the social profile and population welfare, etc. These priorities may be revised as relevant objectives are achieved in the course of CS evolution.
In all these situations the state power faces a need to compensate for the CS inability to adapt through responses to market signals to a new set of operation framework conditions. This compensation is also made by changing the overall (budgetary, tax, monetary, etc.) economic policy, or by direct impacts on corporations and the CS subsystem, or by changing CS public sector parameters.
Economic policy in regard to CS format management in its extreme scenarios may be universal or selective, though in practice most countries use a combination of universal and selective regulatory economic measures and tools.
Universal economic policy creates a single statutory framework and operational environment for all economic entities, and then gives freedom of action and self-organization under market factors to these entities, including corporations and other CS entities.
For its formulation, implementation and control such a policy will require moderate efforts and relatively compact management and supervision vehicles. Its main drawback is that it is limited in CS efficiency enhancement capacity as the formal equality of the ‘rules of the game’ in most cases preserves the CS structure and system defects.
Therefore, countries already having a CS with sufficiently high efficiency (without a strong need for its increase), or countries lacking political, financial, intellectual, human and other resources to produce and implement a selective economic policy generally focus on a universal economic policy.
Selective economic policy uses special tariff and tax treatment for priority segments and CS subsystems, provides privileged credit and investment support to them, establishes a base infrastructure and supporting facilities for faster growth of priority CS subsystems, assists in mergers and acquisitions of corporations and banks to strengthen the CS core, and arranges public private partnerships projects in priority sectoral CS segments and modules, etc.
Implementation of a selective economic policy requires a relevant control module. The module must be furnished with ramified back links with controlled CS subsystems. Regulation measures should be designed and ‘dynamically adjusted’ by content and activity with respect to different CS subsystems. Analytical, administering and controlling facilities should also be in place to implement the above measures.
The primary advantage of a selective economic policy for CS efficiency management is that it can provide more powerful regulatory potential and higher management action variability and efficiency. And, accordingly, economic objectives, including development of the CS proper and the entire economy, will be achieved faster.
For this reason most countries that made forced modernisation a priority (the so-called  ‘Asian Tigers’ is a prime example), extensively used such an economic policy. Taiwan, South Korea, Malaysia, Indonesia and other countries built their successful modernisation efforts on a sophisticated selective economic policy being continually adjusted to the current CS and the entire economy state.
But mature economies in crisis generally complement a universal economic policy with selective CS management actions. So, after World War II the UK pursued special multiple exchange rate policies and introduced tariff preferences to boost the competitiveness of corporations and protect the segments of the national CS weakened by the war from being acquired by foreign (above all, American) competitors. In the USA, the Nixon Administration in a time of crisis introduced preferences for certain CS segments, and restrictions on the price of some goods and services. Recent shining examples of these are acquisitions approved by the U.S. government of banks in crisis by their more successful ‘colleagues’, Merrill Lynch and Washington Mutual by JPMorgan Chase Bank, and Wachovia by Wells Fargo Bank.
The main disadvantage of the selective CS management policy is its complexity that envisages relatively extensive administrative machinery and supervision, as well as high requirements for analytical, managing and controlling human resources. This type of management is more sensitive to such aspects as the effect of special economic interests, clan groupings and corruption on the economic policy. The above ‘world economic policy norms’ essentially constrain the use of selective CS efficiency management. Precisely this sum of circumstances has become one of the main causes of failure of ‘catch up modernisation’ projects in many countries of Africa and Latin America.
In most economies, including highly developed ones, the state, apart from managing the t CS using universal and selective economic policy tools, plays a role of a major proprietor and strategic investor in the CS, often far beyond CS segments, providing the so-called ‘public benefits.’
In doing so, the state alone is authorized and able through taking relevant legislative measures and special budgetary and extra-budgetary programmes, to refocus CS management on a universal or selective economic policy, or the use of the public sector.
As a result, in its entirety the economy operation management system and its CS includes the following managing modules (Fig. 8):













The set of management mechanisms using universal, selective policy methods and the public sector determines a regulatory potential of economy operation management system, which can be used for managing the quality and efficiency of the CS structure and system.
Tools of universal and selective economic policy allow to carry out CS transformations required for boosting its efficiency, including strengthening the production and financial core. Prime examples are adoption of economic legislation favourable for mergers and acquisitions, the state’s pressure on corporations and banks to merge aiming to create a strong CS core. That happened in the UK after World War I and in South Korea in the early implementation stages of forced modernisation programme. Another tool is concessional financing of the development of priority CS segments, as happened with Taiwan’s and India’s export segments, from the budget.
A positive policy of ‘state entrepreneurship’ adds tools of forced CS defect compensation to the above mechanisms. No less shining examples are mass renationalizations and creation of state-run megacorporations and banks to compensate for the weakness of ‘market’ CS core in France after World War II and in most ‘newly industrialized countries’ in the modernisation stage and the recent actual nationalization in the USA of AIG, the biggest underwriter, and Fannie Mae and Freddie Mac, the main national mortgage financing companies.
The special role of the state in CS efficiency management as a proprietor and strategic investor stems from the fact that as a market agent, creditor and borrower of the highest instance it is less sensitive to integrated risks than even the largest corporate entities. In this role the state can be instrumental if it helps:
1. the non-public sector of the credit system mobilize and redistribute investment resources (for example, by establishing large state-run banks and financial corporations);
2. the CS non-public sector finance investments (particularly into big capital-intensive projects); create infrastructure, production and financial prerequisites to accelerate the development of the CS non-public sector;
3. reduce the inflationary potential of the economy by establishing a system of administered prices for the public sector and alleviate the pressure of state-run producers on CS non-public sector prices;
4. accumulate technological potential when the CS non-public sector fails to do so, and transfer the technological potential into the CS non-public sector through cooperation ties. By and large, the CS public sector (starting with state-run laboratories and enterprises) has been sending the ‘waves of technological modernisation’ to the non-public sector not only in developing economies, but also, at certain stages, in highly developed economies, including the U.S. and European countries;
5. reduce the need for regulatory actions in regard to the CS non-public sector through universal and selective economic policy tools. So, the dislike of private corporations to invest in capital-intensive projects can be compensated by financing relevant programmes through the state budget or a system of state-controlled corporations. The bigger the size of relevant investments through the state budget, the smaller is the need for their financing through the public sector, and vice versa. The privatization of state assets in the 1980s in most of the mature economies gave rise to tax and regulatory deliberalization of the economies and boosted GDP budgetary redistribution. In the 1980s-90s budget expenses in OECD countries rose on average from 37% to 48 % of GDP, but in the current crisis they exceed 51%.
6. Another extremely significant function of the CS public sector is to support and strengthen the economic subjectness resource of the state and the CS.
The public sector becomes one of the most critical tools for needed CS transformations when there is an acute need for CS transformations aiming to enhance its efficiency, and the above ‘world economic policy’ bans many regulatory measures of universal and selective nature.
A crisis always considerably unbalances a CS and lowers its efficiency. Hence, compensation of a lack of CS efficiency is a must for post-crisis economic recovery. 
First of all, compensation must target: (1) the ability of a CS (particularly of its financial sector) to produce excessive market and investment risks for market agents; (2) the similar ability of the social environment disorganized by a crisis; (3) the similar ability of the external economic environment in crisis; (4) a lack of the CS ability to create investment demand in an unregulated regime; (5) a lack of ability of the national economy to create consumer demand in an unregulated regime.
All well-known major anti-crisis programmes (the New Deal of Franklin D. Roosevelt, the British Great Depression programme, European recovery programmes after World War II, etc.) included the compensation for the above listed crisis-generating factors within the boundaries of a regulated mixed economy. So, in the UK even in 1980 the public sector comprised the entire electric power, coal mining and natural-gas industries, telecommunication companies, a significant portion of steel and shipbuilding industries and airlines, half of the automotive industry. At that time, the public sector in the CS of France, West Germany, Italy, Sweden, and Austria played a similar role.
Global experience indicates that it is practically impossible in a large-scale crisis to generate sufficient anti-crisis investment and consumer demand with a small CS public sector (and, the more so if there is not any). That results in crisis ‘stretching’ (in terms of the modern economic theory, a U-crisis curve with a long trough). For a quick recovery an economy in deep crisis needs: (1) a controlled CS operation mode; (2) capital flow regulation, abandonment of excessive currency and tariff liberalization (as a factor restraining anti-crisis demand and promoting market and investment risks); (3) redistribution of a significant part of investments through controlled channels, including the public sector.
Where the development level deficiency is rather high and the development objective priority is low (that was typical for most underdeveloped economies before World War II), the public sector presence in the CS is generally minor, or it can be totally lacking. If at some time the objective setting gives a priority to economic growth, it practically always results in the etatization of the economy and its CS (nationalization, large-scale investments in the public sector). In advanced economies, the public sector usually widens its presence in the CS when economic, social, military, and political risks dramatically increase. Where the CS is in crisis or its level of development is insufficient, all the above results in a mixed regulated economy with a significant presence of the public sector in CS investments and assets.
By and large, it is typical for successfully advancing market economies that the higher the CS efficiency, the less the public sector is present in the CS. However, sometimes the share of the public sector in the CS assets can stabilize or even grow as it happened on Taiwan when the market and investment risks increased in the course of liberalization efforts in the national economy in the sense of the above-mentioned ‘world economic policy norms’.
Chapter 4. Management of corporate system efficiency in different stages of a modernisation cycle
One of the basic types of active CS transformations is its restructuring in the course of national economy modernisation. This restructuring will require a modernisation agent – an investor and holder of technological potential capable of initiating the modernisation of economic institutions, including the CS and its subsystems, and the entire economy. Local private capital, foreign capital, or the state can perform a modernisation agent's functions.
Local private capital was the main agent of primary modernisation in old developed countries (the Netherlands, England, Germany, the USA, France, small developed European countries). At the same time all primary and secondary (post-crisis) modernisations of the second half of the 20th century have been performed under active state regulation.
In this case, local capital in the primary modernisation stage of developing countries (where no credit system capable of granting investment loans exists, and the borrowers from international capital markets have an extremely low ranking) cannot be a modernisation agent. But as a rule, foreign capital is not inclined to play this role outside of a small part of the receiving economy. The CS public sector emerged in most developing countries as a strategic investor and modernisation agent in the 1950s-70s as in specific economic conditions (with considerable resources of tax revenues and foreign borrowings) it had no alternative.
At high modernisation rates this process is unfolding unevenly across different territorial and functional segments of the economy. The lower the start-up level of economy development, the more its industries and territories tend to split into modernised (organized) and traditional (unorganized) sectors.
However, global experience of primary modernisation in the 20th century shows that the public sector everywhere bolstered the creation of a segment capable of performing modernisation functions in the non-public sector of the economy (above all, in the CS non-public sector). At the same time, foreign capital coming to the receiving economy to make profits through operations in its market or produce goods for export is usually confined to few industries and regions. As a rule, it creates in the CS only relatively small modernisation side effects.
A similar situation seen in advanced market economies after World War II necessitated CS remodernisation, but at the same time cardinally undermined the capacity and inclination of the private sector to invest. As a result, almost in all western European countries, including France, Italy, the UK, West Germany, state capital played a crucial role in the post-war remodernisation.
Apparently, the current economic crisis is likely to result in a wave of remodernisation in some economies, including the U.S. economy. Note that John Kerry, the Democratic Party candidate for the U.S. presidency at the 2004 election, has already proposed a U.S. economy remodernisation programme, which, in particular, envisages the return of a significant portion of capital and production facilities of U.S. TNC to the USA.
In the initial modernisation stage, a developing economy usually has a weak CS with its small input in GDP in comparison with the informal sector of the economy, an inefficient market mechanism and a low economic subjectness resource. Implementation of a modernisation programme requires an economic policy based on high priority development objectives and providing growth rates higher than those in relatively developed nations.
Prime objectives of such a policy are: (1) raising funds necessary for development where it cannot be done using an undeveloped market mechanism; (2) harmonisation of the operation conditions of the national market module that is a target of modernisation with the external economic environment (with a view to use financial, technological and other resources of that environment to meet the development objectives); (3) CS transformation to raise its structure and system quality as well as maximization (to a level conceptually feasible at any given moment) of its efficiency; (4) compensation for a lack of efficiency in undeveloped economy subsystems, including low CS structure and system quality; (5) active regulation of the CS and the entire economy, as well as controlled framework conditions, to harmonise as much as possible the CS format and its operation framework conditions.
One or another combination of the following is used as a tool to meet the above challenges: (1) monetary policy; (2) national currency regulation; (3) management of financial flows by redistributing them through the controlled channels, including the state budget; (4) tariff and non-tariff export and import regulation; (5) regulation of capital imports and exports; 6) impact on price movement, level and structure; (7) impact on the processes unfolding in an economy through public sector channel; (8) direct control of certain market transaction categories.
The solution to the modernisation problem in the primary modernisation stage of advanced economies in the 1950s-70s involved actions taken in the following sequence: (a) structural and technological modernisation of the public sector, formation on its base of a CS core and key elements of local regional corporate modules, sectoral segments and CS functional modules; (b) further, in the next phase, structural and technological modernisation of the CS non-public sector and involvement of its corporations in the CS core; (c) and only then the structural and technological modernisation of the unincorporated economy sector. Under this policy, first, the growth rates of the CS public sector outpace those of the entire CS, and then the growth rates of the CS non-public sector catch up and outpace those of the public sector and the entire CS.
The presence of a large public sector in a CS promotes rather than inhibits the attraction of foreign capital to it, if: (1) the public sector is responsible for the infrastructure support and charges moderately for infrastructure services to the private sector; (2) public sector corporations supply relatively cheap electric power, oil products, materials and others to the entire economy, including the CS private sector; (3) state-controlled banks are capable of providing working capital and even low interest investment loans to foreign investors. In some cases involvement of foreign capital even helps preserve a strong public sector in a CS (as it lowers demand for privatization as a method to increase budget revenues and raise the technological level of an economy) as it happened in the course of the modernisation of Taiwan, and, to some extent, in South Korea and China.
It is typical that in its initial stages the modernisation process of an economy and its CS is local in terms of territory and selective in terms of industry sectors. That creates risks of the CS splitting (including its core) into regional and sectoral segments weakly interlinked within the system. These risks increase where corporations controlled by non-residents and involved at the system level in the CS of other countries play a significant role as modernisation agents. These risks are reduced by setting up state-run companies and corporations in modernised CS segments, by the state participation in the capital of joint ventures with non-residents, and by special entry requirements for foreign capital, including location of primary (raw stock, materials, constituent parts, services) production facilities in the receiving country.
As the market self-regulation of structure and system development in the CS improves, the demand for non-market effects on the CS, including the developed public sector, declines. Meeting modernisation objectives paves the way for gradual economic liberalization, and hence for privatization of state assets.
Such growth rate constraints as rising capital intensiveness and research intensity of corporation and subsystem development in a more complex and functionally complete CS, resource shortages, and so forth, become increasingly important as modernisation of the economy and CS servicing it unfolds. However, the experience of Taiwan, South Korea, India, China and other countries shows that balancing between efficiency enhancement of market CS self-regulation and non-market regulatory impacts can ensure steadily high rates of economic growth practically throughout the entire modernisation cycle.
But even in a relatively modernised economy a fast reduction in the regulatory potential of non-market management modules, where market CS self-regulation is not efficient enough, leads to a sharp fall in CS efficiency and losses across the entire economy. The experience of South Korea, Indonesia, some Latin America countries and others in meeting IMF requirements for obtaining stabilization loans shows that the deregulation of an economy within a short time dramatically reduces GDP growth rates, and in some cases leads to a drop in production and GDP.
Chapter 5. Conditions for maximising the export efficiency of the corporate system segment for manufacturing production
Generally, the highest CS export competitiveness is secured by the presence of big multi-business corporations and financial and industrial groups (“FIGs”) and TNC based on national companies in its core. All other things being equal, CS export competitiveness is relatively higher, if (1) it is permeated with big corporations, (2) the state is the main contributor to the infrastructure base of the CS export sector, and (3) the state shares with CS non-state corporations the risks associated with new technologies and products, and their manufacture and promotion to global markets.
This approach gave a birth to the modern export CS segments of most advanced economies and successfully developing countries after World War II. Specifically, in Japan and South Korea megacorporations (‘keiretsu’ in Japan and ‘chaebol’ in Korea) with their highly ramified corporate peripheries consisting of middle and small firms became a stepping stone to CSs with high export capacity.
The input of small and middle firms of the CS periphery into the export capacity of an economy is restrained by: (1) world market demand for competitive products manufactured by small and middle firms; (2) effect of economies of scale on costs (if the volume of this market is low, small and medium enterprises can generally compete with large ones); (3) the lowest threshold level of output which is needed to stay competitive in a specific world market; (4) the impossibility of obtaining strong positions in the global trade infrastructure.
To turn the above mentioned peripheral CS segment into an efficient exporter it is necessary to compensate for its deficient export competitiveness. It can be done through concessions and preferences, state participation in investment and technology level upgrading programmes, creation of an infrastructure and service system to support the marketing of export products manufactured by small and middle firms, etc.
The experience of Taiwan (in a sense, exceptional) can exemplify such an economic policy. The efficient export CS segment was created in the 1960s-70s based on middle and small firms when there was a shortage of foreign currency (and, accordingly, an urgent need to boost exports). The role of the state was: (1) to create a practically turn-key infrastructure base to develop such firms and supply them with necessary commodities, raw materials, and investment goods; (2) to assume the functions to promote exports; (3) establish a special selective management module for the periphery export CS segment with a specific diversity, on-target-orientation, and activity of regulatory impacts.
Expansion of a large-scale export CS segment calls for heavy investments: (1) in the infrastructure that ensures the operation of export segment corporations; (2) into the CS segments whose products are consumed by the export segment (raw materials, semi-finished products, constituent parts, etc.); 3) into export-oriented corporations. Therefore, export-oriented economies (particularly in the stage when they are nearing, in terms of development level, the advanced economies) generally show growing CS functional completeness.
The success of Taiwan, South Korea, India, China and some other countries in the development of export-oriented CS segments are directly linked with credit and financial and manufacturing facilities created for them. These facilities in all the above countries were based on state entrepreneurship and selective economic policy measures, and were in place before the export production received material and infrastructure support.
The above suggests that any (raw material or even high-technology) deep export specialization of a CS is not good for high export efficiency of the economy and the CS, which it services. Such a specialization produces strong dependence of the CS and the economy on operation framework conditions, and particularly on external economic effects, including fluctuations in niches and external shocks, and inevitably diminishes ESRCS.
Chapter 6. The corporate system of modern Russia: establishment, status, efficiency enhancement capacities and mechanisms
Russia’s burgeoning CS could follow in structure and functions the CS of advanced or newly industrialized countries with a strong corporate core. However, already in the initial stages of reform, a significant part of large enterprises was unbundled, and Russia’s CS was evolving with predominantly small and middle corporations in the private sector and a poorly developed core containing major corporations and financial and industrial groups. The functions of such a core are partly performed by major companies in which the state capital dominates.
Throughout the reform, Russia's CS advanced deprived of a strong financial core and using only highly reduced borrowings (except those made abroad). The aggregate potential of Russia’s banking system is less than that of any big international financial corporation that considerably narrows investment opportunities for the non–financial CS sector.
Accordingly, the ability even of the largest corporations in Russia’s manufacturing industry to implement large-scale R&D programmes and upgrade the technology level is rather low. This lowers the competitiveness of their products in the international and domestic markets and fosters their high susceptibility to market and investment risks. As a result, Russian manufacturing corporations are still not ranked among the world's 500 and 1000 biggest companies (Table 2).
Table 2. The average market capitalization of five largest corporations of the world and Russia by main sectoral segments, billion dollars.
}
	Industry
	World
	Russia

	Oil and gas
	205.1
	45

	Banks
	158.2
	9.5

	Telecommunications
	118.3
	7.6

	Pharmaceuticals and biotechnology
	106.8
	0.38

	Transport
	84.1
	3.3

	Electric power
	40.1
	2.1

	Engineering and automotive industry
	61.8
	0.28

	Chemical industry
	29.2
	2.6


The author’s estimates are based on FT Global 500 and Expert 400 for 2008
The sectoral corporate segments of the Russia’s manufacturing industry, even taking into account the state-run corporations, are still loose in terms of organization, finances and structure. They need large multi-business corporations with a considerable degree of vertical integration of production and advanced marketing units capable of accumulating investment capital for development and withstanding market and investment risks.
Russia's CS local regional corporate modules differ widely in development level, and are almost incapable of autonomous operation. At the same time they are loosely interlinked with the transport logistic infrastructure and transregional corporation activities. All these entail high risks of the country’s economic and political disintegration.
Russia’s CS functional corporate modules are immature, and some segments lack them altogether. Even the most powerful fuel and energy sector (“FES”) faces an acute shortage of state-of-the-art service corporations engaged in geological and geophysical exploration and the manufacture of high-technology equipment for development wells and field facilities.
Russia’s CS core corporations are loosely tied by horizontal and vertical system links both to each other and to the corporate periphery. This largely happens due to the considerable isolation of most export capable primary corporations from the domestic market, low level of law compliance, and deep mutual mistrust in the business environment.
All the above causes low Russia’s CS structure quality.
Russia's CS was burgeoning during the marketisation of the former Soviet economy. However, its basic operation framework conditions, which are specific, like vast land, climate, poor infrastructure facilities, lack of market experience of domestic businessmen and managers, lack of legal capital to privatize assets at market prices in the early stage of Russian reform, etc., practically were not taken into account. The impact of the CS operation framework conditions on the level of joint entrepreneurial risks was ignored. Hence, Russia’s CS system quality is still low.
The objective setting adopted originally (and being still reproduced) and based on neo-liberal ideologems of ‘world economic policy’ has adversely affected the development of Russia's CS. These objective setting flaws as well as a strong impact on the economic policy of groups with special economic interests still fuel the low level of the economic subjectness resource of the Russian state and the national CS.
The forced privatization of state assets at undervalued prices has not only preserved the problems of legitimization of corporate ownership and compliance with economic law, but has also  made the stock market persistently undervalue the CS assets. The opening of the domestic market, where the   national corporations are weak and their competitiveness is low, has allowed foreign competitors to capture many markets and practically degraded a number of Russia's CS sectoral corporate segments.
The above processes have further split the Russian CS into a more advanced sector of ‘foreign market corporations’ oriented towards exports (mostly of raw materials) and external demand, and a much less advanced sector of ‘domestic market corporations.’ Due to the hypertrophic development of ‘foreign market corporations’, Russia's CS has low susceptibility to the regulating impacts of the national economic policy and high susceptibility to the processes (including crises and market shocks) taking place in global markets.
Non-residents investments in the Russian economy are subsidized due to the undervalued exchange rate of the rouble and the market value of Russian corporations is underestimated. Hence, the positions taken by foreign capital in Russia's CS hardly ever match the actual size of this capital inflows. Due to exchange subsidies to non-residents, Russian investors often are not able to compete with foreign investors in the domestic markets.
Accordingly, the arrival of foreign investors in Russia diminishes the inclination of potential Russian investors to investments and, ultimately, inhibits the efficient upgrading of Russia's CS productive assets. Russian investors are unable to compete in Russia with foreign investors due to exchange subsidies to the latter. That is one of the main reasons why capital flees Russia to purchase assets in those countries where the difference between the currency exchange rate and PPP is minor.
Most selective management measures were abandoned in the 1990s to qualify for IMF stabilization loans. So was the substantial tariff protection of markets to qualify for WTO membership. These steps have been particularly painful for Russia’s CS development. Due to the defective objective setting even available (rather limited) ESRS and the regulatory potential of the economy operation management system are used inefficiently. It should be admitted that the current Russia's CS general state and the conditions of its operation roughly correspond to the state of the CS of most European countries devastated by World War II. It is worth mentioning that such parameters as the average efficiency of the business community and law compliance quality roughly correspond to the initial modernisation stages of developing countries.
The Russia economy is excessively liberalized and opened in terms of both the country’s business community efficiency and competitiveness and efficiency enhancement of the economy corporate basis. At the same time, the regulatory activity of the state in regard to the CS as a whole and its segments is plainly insufficient.
For many years, Russia has been rejecting most CS development management methods, except the universal economic policy in the sense of ‘neo-liberal’ ideologems. As a result, the economy operation management system has low regulatory potential and both the state and the national CS have a low economic subjectness resource. Whereas the consolidated budget expenditure in OECD countries was increasingly growing and averaged 46% of GDP in 2004-2005, the relevant expenditure in Russia in 2004 was 27.5%.
The above flaws do not allow Russia's CS to enhance its efficiency by adapting to the set of operation framework conditions driven by market signals and managing the CS format by using state economic policy tools.
Russia’s CS is inefficient due to its low structure and system quality and because the chief control conditions required to unfold the CS potential – national objective setting and economic policy – rely on erroneous premises and do not contain compensation measures for CS structure and system flaws.
From this viewpoint, state-owned companies and recently launched state-run corporations must act as agents of the state transformation policy in Russia's CS. However, they fail to perform this role because the economic objective setting that has dominated in Russia throughout the post-Soviet market reform years was inefficient as it gave a high priority to liberalization, privatization, demonopolization, and openness. The low economic subjectness resource of the state and the impact of special economic interests on the economic policy and the market behaviour of state-run corporations have further aggravated the situation. 
The experience of the post-Soviet market reform shows that neither domestic private capital, nor foreign capital so far has become a significant agent of Russia's CS modernisation and the entire Russian economy. An economic policy under which state capital does not spearhead the modernisation process and state-run corporations are liquidated or become fully market-oriented appears to be wrong for a country that badly needs system modernisation ranging from the basic infrastructure to key industries.
The Russian manufacturing industry, with few exceptions like military-industrial complex (“MIC”), space industry and others, lacks transnational corporate entities capable of independently promoting its products to global markets and entrenching there firmly, without strong support by the state. At the same time, a fierce fight for these markets becoming particularly notable in crisis call for an economic policy that is tailored to immediately tackle export competitiveness challenges of the national CS.
The credit and financial and production base for export-oriented segments of the national CS is underdeveloped in Russia. This is one of the main factors that hinder the exports of Russian corporations’ industrial products and removal of ‘raw materials bias’ in the national economy.
Thus, the economic policy option (liberalization, privatization, demonopolization, openness as objective setting priorities) that have been dominating throughout Russia’s market reform convincingly enough has proved its inefficiency.
If this economic policy option is suspended, Russia's CS efficiency can be improved to some extent by: (1) better performance of financial markets (above all, credit and stock markets); (2) improving the economic law (in particular, through anti-raider and anti-corruption laws, by adopting new laws on financial and industrial groups (“FIGs”) and state-run corporations) and law compliance; (3) restructuring the corporate system through selective encouragement of corporate mergers and development, as much as possible, of the small and medium business corporate periphery associated through the system with the CS core.
However, the above measures are insufficient to boost the efficiency of the CS servicing the Russian economy. Preservation in Russia of the ‘neo-liberal’ economic policy is likely to reduce rather than enhance (especially when compared with vigorously developing China, India, Brazil and others) Russia’s ESRS and ESRCS. Moreover, the continuance of this policy will hinder any essential growth of the regulatory potential of the economy operation management system (“EOMS”). 
A switch of the Russian economy and its CS over to an efficient development mode requires a change in the economic objective setting and economic policy. Here, the experience of European countries and Japan gained during the recovery and modernisation stage after World War II, as well as the experience of ‘newly industrialized countries’ gained from the forced modernisation development towards a mixed economy would be instrumental. Such a change in the objective setting and the policy appears feasible in the context of the current economic crisis where most developed nations tend to abandon the basic principles of the neo-liberal economic doctrine.
Such a change in the objective setting must focus on setting priorities to enhance the CS efficiency and mechanisms to implement these priorities by tools of the universal, selective and economic policy of ‘state-entrepreneurship’. Top priority will be to enhance the regulatory potential of EOMS, ESRS and ESRCS. From this viewpoint, Russia should not return to financing main investments in and by the CS and budget deficit through massive foreign borrowing and should not rush to the WTO.
To enhance the CS efficiency of the Russian economy and turn it into a workable tool to meet modernisation challenges requires deep CS restructuring through: (a) establishing special investment banks in the banking system to bring investment lending to a level high enough to meet modernisation challenges; (b) raising in the CS, beyond the primary sector, the proportion of big corporations that by size of assets, employment and turnover rank among the world’s 500-1000 biggest companies; (c) restructuring the CS by increasing the proportion of transregional corporations in it; (d) limiting the presence of foreign capital in Russia's CS to economically sound amounts; (e) securing a controlled operation mode for a significant portion of the CS, and, especially, to regulate the interaction of the CS and the external economic space.
Therefore, to manage Russia's CS efficiency enhancement it is necessary to: (1) increase the budgetary redistribution of GDP; (2) review the monetary, foreign exchange, and customs tariff regulation policy in order to make the openness of Russian markets manageable by CS sectors and segments; (3) limit capital export and tightly control the rouble exchange rate (maybe by introducing a special exchange rate of the rouble for capital transactions, as did the developed European countries after World War II); (4) actively use state capital and the public sector when managing the CS.
The listed measures can be successfully implemented only if anti-corruption, anti-raider and corporation laws as a whole are improved and law compliance is cardinally enhanced.
Changes in corporation and common laws should be, first of all, made to (1) law on state-run corporations precisely defining their target functions, operation environment and resource supply, and measures to control the implementation of objective and resource use; (2) law on FIGs replacing the repealed one to establish and support major (including, vertically integrated) corporate entities competitive in global markets; (3) loosen antitrust law provisions for domestic corporations operating in the open segments of the domestic and international markets; (4) law on depreciation of fixed assets with compulsory differentiating the depreciation rates by CS sectoral segments, otherwise fast technology upgrading of domestic manufacturing industry is hardly feasible; (5) law on standardization of products and services; and there is a pressing need for a  system of standards and technical regulations to ensure high quality and competitiveness of  mass products manufactured in Russia.
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Fig. 1. Structure of a corporate system in a broad sense
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Financial CS core is a limited number of major financial entities controlling a significant portion of the assets and liabilities of the financial system





CS core is a limited number of big corporations and groups performing a significant part of CS economic activities





Fig. 2. Generalized representation of a corporate system structure
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Fig. 3. A corporate system within the institutional environment








Mutual direct and back links 








Framework conditions for corporate system operation








Directly regulated conditions








Conditions gradually changing due to market forces and regulatory impacts
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External political and economic impacts, including crisis shocks





Degree of CS dependence on international markets of capital, commodities and technology, exports and imports.


Degree of CS dependence on the country’s international commitments (WTO membership, regional blocks, etc.).


 Role of corporations controlled by non-residents in the CS.


Competitiveness and positions of CS corporations and groups in domestic and world markets.


Sensitivity of the CS to external politico-military risks and shocks of the global business environment
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Fig. 4. Typology of main framework conditions affecting corporate system operation and development





Degree of economy privatization / etatization. Economy openness degree. Nature of common and economic legislation. Budgetary, tax, tariff, monetary, currency, depreciation, structural and other policies








State objective setting priorities and economic policy





Economy development level, its sectoral and regional structure. Quality, employment and labour mobility. Experience and efficiency of the local community of businessmen and managers.


Socio-political and criminal situation.


Quality of law compliance in the economic field. Level of total economic, social and political risks challenging businesses, etc.








Territorial and demographic basis of the economy. Climatic conditions. Availability of natural (raw materials, etc.), and communications (seas, rivers, etc.) resources
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Fig. 5. Economic policy, CS system characteristics and efficiency: nature of links





Actions to manage CS operation framework conditions








CS structure quality management actions








Economic objective setting and its target priorities.


Economic policy








General programmes of CS research and technology modernization. Modernization programmes for economy branches. Training and retraining programmes for employees. Programmes for improving economic and legal knowledge. Employment programme. Programmes for training managers and consulting business starter entrepreneurs. Programme for social assistance to the disabled, etc.








Encouragement of corporate mergers and acquisitions, and establishment of large state-run companies, corporations and banks to strengthen the priority CS segments and its core. Development of basic transport and other infrastructure to strengthen the priority CS segments and modules. Support to investment programmes (including public private partnership) to develop priority sectoral, regional and functional CS modules. Privileged tax, tariff, depreciation, credit, and other regimes, and other incentives to develop the priority CS segments and modules





Designing and financing (co-financing) programmes and mechanisms:


:





Economic law and law compliance, as well as budgetary, foreign exchange, tax, tariff, monetary, structural and other policies that minimize, under the given CS operation framework conditions, social, political, economic risks for corporation business. General measures for strengthening law and order








Other measures promoting the adaptive market self-regulation of CS evolution through loops of direct and back system links operating within its framework








Fig. 6. Basic mechanisms raising the CS system quality by managing its structural quality and operation framework conditions








Pressure of changing framework and market conditions





Fig. 7. Main types of CS adaptive self-transformations aiming to raise their efficiency driven by market signals





Splitting and divestiture of assets. Emergence of specialized divisions and independent sectoral and regional corporations.





Changes in structure and type of links between the core and CS periphery. Acquisition of periphery corporations, contracting and subcontracting relations, outsourcing, virtual corporations, etc.





Mergers and acquisitions of corporations. Emergence of multi-business (multi-divisional) and vertically integrated corporations, TNC, etc.





Emergence of new CS superstructures. Cartels, syndicates, trusts, FIGs, holdings, concerns, associations of manufacturers, etc.





Adaptive CS self-transformations driven by market signals





Individual corporations, superstructures, sectoral segments, core and periphery, CS regional and functional modules





Economic objective setting and economic policy development
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Module of CS management by selective economic policy means








Module of CS management by universal economic policy means





State-run enterprises and corporations


Corporations with a major participation of state capital


Public private partnerships projects





Проекты государственно-частного партнерства





Module of CS managed by state entrepreneurship means
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Adaptive self-organization of entities, structural elements and corporate system subsystems (Cm) driven by market signals





Fig. 8. A generalized chart of CS efficiency management by universal and selective economic policy and state entrepreneurship means








� See, for example, Sukhotin Yu.V., Dementiev V.Ye., Petrov А.I. On public production efficiency category // Economics and mathematical methods. 1986. Vol. XXII. Issue 1; Sukhotin Yu.V. The potential of economic theory. Moscow: Nauka, 1989.





1

