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Abstract: The article presents an empirical study of institutional maturity as a determinant of companies’ value
and well-being of countries as a whole. Regression models of value multiples with inclusion of institutional
factors are developed. Value of companies is studied in terms of the following multipliers: Price-Earnings Ratio
to Growth, Enterprise Value to Earnings before Interest and Tax, Price/Book Value ratio. Quantitative parameters
were grouped on the basis of residency of public companies with market capitalization of $5 million and higher.
Level of property rights protection, degree of judicial independence, incidence of corruption, minority investors
protection, efficiency of financial and goods markets, innovation activity of companies served as indicators of
institutional environment development. Empirical analysis shows extreme sensitivity on the part of investors
towards the performance of key market economy institutions: they demand significant premiums to required
returns in jurisdictions, characterized by inadequate institutional environment.
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INTRODUCTION Net outflow of capital from Russia for the last 5 years

However comprehensive  the  title  of  this  article country, which is approximately equal to one fifth of GDP
may sound, its main purpose is to provide  evidence of and annual gross investments) (Central Bank of Russia
especial importance the institutional environment quality estimates: www.cbr.ru). Financial markets are currently
has for value creation in emerging market economies. By highly unstable against the background of permanent
no means being a panacea, fundamental value creation Euro-zone sovereign debt crisis. The resulting decline in
combined with “enlightened” stakeholder approach to level of risk-tolerance on the part of investors puts certain
corporate governance provide a solid brick into the pressure on developing financial markets. However,
foundation  of   the   wall   supporting   social  and outflow of capital from Russia takes place against the
political stability  in   the   countries   where  sustainable relatively high oil prices and recent round of quantitative
democratic traditions are an exception rather than  the easing by the US monetary authorities. Whatever
rule. Deep divisions between “haves” and “have-nots”, explanations can be offered for this process, it is hard to
between several westernized centers and impoverished disagree with Sergey Ignatiev, Russia’s Central Bank
underdeveloped province, characteristic even for some former Chairman, that the major course of capital outflow
very large “BRICS” countries, can easily become a source is not entirely favorable investment climate in Russia.
of uncontrollable social unrest as well as emergence of The modernization agenda is hardly realizable under
populist  and  unpredictable  leaders. Of course the the conditions of such an unfavorable investment climate.
existing  gap  cannot be closed overnight; nevertheless This makes it ever more important to conduct an empirical
the  development  of  sizable middle class possessing study of key “undervaluation” factors of Russian
non-speculative assets seems to be the only alternative to companies. Relative market values of the companies,
undemocratic rule. For former socialist countries like calculated on the basis of value multiples, act as a valid
Russia the unwelcome legacy of risk-ignoring Marxist aggregate indicator of disproportions, characteristic to
theories adds to the significance of governments’ national financial market, which in turn distort and
measures to improve investment climate for disorientated obstruct the investing decisions of market agents. As a
savers. matter  of  fact  we  presume capital markets to be efficient

amounts to $360 bn. (enormous sum of money for the
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enough to price financial assets fairly according  to  the [5, 7-9]. Institutional development leads to reduction of
risks they carry; while the assertion of “undervaluation” required return which in turn makes it possible to attract
of companies in emerging markets is based entirely on funds for large-scale investment programs.
their comparison with those on mature markets. The study performed has continued the line of

Empirical Evidence Review, Hypothesis, Method and Data: addressing   specifically    the    process   of  value
Modern economic science views the degree of national creation   in     the      developing      financial    markets.
institutional environment development as a corner stone We report the results of statistical analysis of the impact
of sustainable well-being of the countries. We define the quality of institutional environment has on the
institutional environment as legal and administrative companies’ value.
framework by means of which individuals, companies as Formally the hypothesis developed can be defined as
well as public authorities interact in the process of value follows: institutes’ quality is a significant determinant of
creation and distribution. In addition, taking into account value creation. 
that the role of institutional development goes beyond the In the numerical analysis conducted the relative value
boundaries of legal terrain, the informal relations between multiples-Price-Earnings Ratio to Growth (PEG), Enterprise
the state and market agents become especially important. Value to Earnings before Interest and Tax (EV/EBIT),
Overwhelming bureaucracy,  excessive  regulation, Price/Book  Value  ratio  (P/BV),  GDP  per capita-were
corruption, lack of transparency and reliability, political used as dependent variables. Dividend Payout Ratio,
influence over law enforcement inflict significant Debt Ratio, Return on Equity, Financial Development
additional costs on businesses and result in slowdown in Index, Corruption Perceptions Index, Property Rights
economic development. Despite the concentration of Index, Judicial Independence Index, Strength of Investor
economic literature mainly on the influence of state Protection Index, Quality of Overall Infrastructure Index,
institutions, interaction of market agents without direct Goods Market Efficiency Index, Value  Chain  Breadth
interference of public authorities appears to be an Index  and Companies’ Spending on  R&D  were   used
important element in the value creation process as well. as   independent  variables (variable definitions and

It has to be noted that empirical studies confirm description of data are presented in Table 1).
strong influence of institutes' quality on competitiveness An analysis of value multiples makes it possible to
of economy and rates of economic growth [1-3]. identify the factors leading to variation in the ability of

Institutional environment influences the investing different companies to create value. PEG is defined as
decisions and plays key role in distribution of the wealth Price/Earnings multiplier divided by expected EPS growth
created between the members of society as a whole. In the rate. To demonstrate the influence of internal variables
particular case of corporate shareholders, poor level of determining the PEG value (in the efficient financial
protection of their rights results in insufficient incentives markets market price of assets is close to their
to invest in maintenance and improvement of assets they fundamental value) we present the Gordon model as
possess [4]. In the latter case the owners behave follows:
according to the “ideology of favorites”, maximizing
short-term profits at the expense of long-term value
creation. (1)

According to economic theory, well developed
institutional environment is essential for control over where  P   denotes   the   fundamental   value   of  stock,
information and transaction costs which hinder the PR-Dividend Payout Ratio, EPS -Earnings per Share in the
efficient accumulation and distribution of capital. Well year 0 (current year), k  - market  capitalization  rate, g-
developed legal institutions protecting investor’s rights expected earnings growth rate (constant). Dividing both
contribute to the development of financial system as a sides of equation (1) by EPS  and expected earnings
whole [5, 6]. growth rate we come to the following relation:

A significant number of empirical studies
demonstrate positive correlation between institutional
development  and   companies’    financial   performance (2)

research  reported  in  the  abovementioned publications,
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Table 1: Variable definitions
Variables Data Source Description
Price-earnings to growth ratio Damodaran Online : Home Page* Current values of P/E-multiplier were used as well as annual average
(PEG), January, 2010 http://pages.stern.nyu.edu/~adamodar/ compound growth rates of companies’ profits for the last 5 years

New_Home_Page/datafile/countrystats.html (we assume that the rate of growth in mid-term time horizons will
stay constant)

EV/EBIT ratio, January, 2010 * The sample included only public companies Fundamental value of company (EV) divided by operating
with market capitalization over $5 million; profit (EBIT)

P/BV ratio, January, 2010 Data bases: Capital IQ, Value Line. Market price of a share divided by its book value
Dividend payout ratio (PR), Annual dividends paid divided by the net income of the company
January, 2010
Return on equity (ROE), Net income divided by the book value of equity
January, 2010
Debt ratio (D/C), Book value of total debt divided by the book value of total assets
January, 2010
GDP per capita, 2009 World Bank (World Development Indicators), Gross domestic product (expressed in US dollars in current prices)

http://data.worldbank.org divided by average annual population size. 
Financial market development World Economic Forum, The Financial Aggregated index, incorporating three groups of components:policies and
index (FMD), 2009 Development Report 2009, Executive Opinion institutions; financial intermediation; access to financial resources

Survey, (1 = low, 7 = high)
Property rights protection www.weforum.org Property rights, including those on financial assets (1 = poorly defined
index (PRI), 2009 and not protected by law; 7 = clearly defined and well secured by law)
Judicial independence index Is the judiciary in a particular country independent from influences
(JI), 2009 of members of government, citizens, or firms? (1 = heavily influenced;

7 = entirely independent).
Corruption perception index Transparency International, Corruption Composite index measuring the perceived level of corruption in a
(CPI), 2008 Perceptions particular country. The index is determined by expert assessments

Index, and opinion surveys. Higher scores indicate less extensive corruption.
www.transparency.org

Quality of infrastructure index World Economic Forum, The Global Composite index of quality and adequacy of transport, power
(ID), 2009 Competitiveness Report 2010-2011, Executive engineering and telecommunications infrastructure (1 = low, 7 = high)

Opinion Survey
www.weforum.org

Goods market efficiency index Composite index of solid assets market competitiveness, antitrust
(GME), 2009 policy efficiency, ease of opening business, activity in application of

domestic market protection tools, bureaucratic pressure on business
(1 = low, 7 = high)

Value chain breadth index Do exporting companies have a narrow or broad presence in the value
(VCB), 2009 chain? (1 = narrow, primarily involved in individual steps of the value

chain (e.g., resource extraction or production); 7 = broad, present
across the entire value chain (i.e., do not only produce but also perform
product design, marketing sales, logistics and after-sales services)

Spending on R&D index To what extent do companies in particular country spend on R&D?
(RD), 2009 (1 = do not spend on R&D; 7 = spend heavily on R&D)
Investor protection index Doing Business, The index includes three components:
(IP), 2009 http://www.doingbusiness.org/data - transparency in transactions with related parties;

- management responsibility for misuse of corporate assets for personal gain;
- opportunity for shareholders to file a lawsuit against members of
 Boards for malpractices

According  to relation   (2)  PEG  is  a  function of Unlike the PEG ratio EV/EBIT multiplier is based on
risk,  dividend   payout   ratio   and  firms  growth fundamental (intrinsic) total value of the company rather
potential. At the same time PEG to a certain extent than its market price of equity. Fundamental value of a
neutralizes the growth effect since the relationship company with constant growth rate can be computed from
between PEG and  growth  rate  is  described  by a the formula
concave curve [10]. As a result it is  more  suitable  for
intercompany comparisons than traditional P/E
(price/earnings) multiplier. (3)
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where: EV denotes the fundamental value of  the Companies in the sample were grouped according to
company, EBIT-operating income, T-effective tax rate, the country of origin for 36 countries. Data over PEG,
WACC-weighted average cost of capital, g-EBIT growth EV/EBIT, P/BV multipliers, dividend payout ratio, debt
rate. Dividing both sides of equation (3) by EBIT we come ratio, return on equity, were grouped according to the
to the formula: residency of 27643 public companies-residents with

(Morgan Stanley Capital International) World index
(4) classification 17 countries out of 36 were classified as

EV/EBIT multiplier is less suitable for interstate Table 2 contains descriptive statistics of the initial
comparisons since growth rates and corporate  income tax data. We observe significant dispersion of value
rates differ significantly. multiples; relative values of companies vary significantly

P/BV (price/book value) multiplier can be related to from country to country. Such indicators as dividend
the following factors (similarly to (1), with the numerator payout ratio, debt ratio and return on equity are also quite
in the Gordon model written as ROE*BV*(1+g)*PR): volatile.

maturity of institutional environment of the countries is
(5) somewhat lower. Nevertheless, correlation between

where:  P    denotes     market    value     of     the     share, countries demonstrate better figures practically for all
BV-book value of equity capital, ROE-return on equity, variables of institutes’ quality under consideration. As a
PR-dividend  payout  ratio,  k -market capitalization rate, result the multicollinearity effect leads to some problemse

g-expected earnings growth rate (constant). with reliability of regression coefficients estimates in
P/BV multiplier is an increasing function of return on multifactor models, notwithstanding high coefficients of

equity, dividend payout ratio and expected earnings determination values (correlation coefficients between
growth rate and is inversely  related  to  risk  level. main variables are presented in Table 3).
Specific nature of our research leads to less reliable A one-sample Kolmogorov-Smirnov test was
estimates in regressions on the multiplier: factors act in conducted to check whether the distribution of dependent
different directions since the companies from developing variables is normal (Table 4). It can be concluded that with
countries are more profitable and expand their operations high degree of reliability the zero hypothesis about the
much more dynamically, operating in much riskier normal distribution of variables is not rejected (deviation
environment compared to those of the developed from normal distribution is considered to be significant if
countries, which operate in much more institutionally Sig.<0.05). Since the distribution of variables is close to
advanced environment. normal the use of parametric tests is valid.

market capitalization over $5 million. Based on MSCI

developed, while 19-as developing countries.

Dispersion of qualitative indicators characterizing the

independent variables has to be noted. Developed

Table 2: Descriptive Statistics of Data
Variables Mean Median Std. Deviation Minimum Maximum
PEG multiplier 1.864 1.609 1.018 0.270 3.818
EV/EBIT multiplier 22.945 21.859 8.565 10.005 48.296
P/BV multiplier 1.944 1.860 0.589 1.118 3.110
GDP per capita 25533.144 23450.000 21457.213 550.965 79089.128
Dividend payout ratio, PR 0.326 0.362 0.125 0.019 0.559
Debt ratio (debt to total assets), D/C 0.520 0.469 0.144 0.311 0.791
Return on equity, ROE 0.092 0.074 0.098 -0.035 0.549
Financial market development index, FMD 3.983 3.975 0.813 2.920 6.550
Property rights index, PRI 5.143 5.280 1.079 2.410 6.610
Judicial independence index, JI 4.771 4.860 1.294 4.000 9.300
Strength of investor protection, IP 6.251 5.700 1.401 2.100 9.300
Corruption perceptions index, CPI 5.744 5.350 2.477 2.020 6.770
Infrastructure development index, ID 4.883 5.035 1.211 3.140 5.650
Goods market efficiency index, GME 4.626 4.810 0.609 3.000 6.300
Value chain breadth index, VCB 4.517 4.350 0.993 2.400 6.000
Company spending on R&D, RD 3.989 3.850 1.000 3.800 5.870
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Table 3: Correlation Coefficients between Main Variables

PEG EV/EBIT P/BV GDP per capita PR ROE D/C FMD PRI JI IP CPI ID GME VCB RD

PEG 1
EV/EBIT 0.2646 1
P/BV 0.0631 0.0831 1
GDP per capita 0.6170 0.3661 -0.1994 1
PR 0.4476 0.3694 -0.1718 0.5542 1
ROE -0.4881 -0.1549 0.4763 -0.5434 -0.4728 1
D/C 0.5062 0.5366 0.0430 0.6509 0.3092 -0.2541 1
FMD 0.6043 0.5183 0.0455 0.8070 0.4430 -0.4743 0.5428 1
PRI 0.5863 0.5681 0.1362 0.7763 0.5243 -0.2963 0.4882 0.8744 1
JI 0.5508 0.5373 0.0917 0.7660 0.4674 -0.2963 0.4683 0.8210 0.9327 1
IP 0.3839 0.0123 0.0900 0.1544 0.1404 -0.1438 -0.2026 0.3957 0.3767 0.3556 1
CPI 0.6269 0.5357 -0.0357 0.8670 0.5250 -0.4878 0.5784 0.9017 0.9050 0.8923 0.3308 1
ID 0.5426 0.5177 -0.1496 0.7443 0.4478 -0.5443 0.5025 0.8951 0.7892 0.6977 0.2626 0.8233 1
GME 0.5066 0.5086 0.0404 0.6320 0.4090 -0.3747 0.2857 0.7626 0.8262 0.8083 0.5260 0.7716 0.7580 1
VCB 0.6222 0.5132 -0.2214 0.6843 0.3986 -0.4712 0.5828 0.7266 0.7182 0.6591 0.2017 0.7404 0.7872 0.6844 1
RD 0.6498 0.4951 0.0677 0.7072 0.4497 -0.3950 0.5282 0.7508 0.7726 0.7262 0.3020 0.7648 0.6784 0.6266 0.7727 1

Table 4: One-Sample Kolmogorov-Smirnov Test

PEG EV/EBIT P/BV

Normal Parameters Mean 1.864 22.945 1.944
Std. Deviation 1.018 8.565 0.589

Most Extreme Differences Absolute 0.159 0.124 0.108
Positive 0.159 0.124 0.108
Negative -0.083 -0.067 -0.061

Kolmogorov-Smirnov Z 0.926 0.715 0.619
Asymp. Sig. (2-tailed) 0.358 0.686 0.838

Table 5: Independent Samples T-Test for subsamples of companies from developed and developing countries

Levene's Test for Equality of Variances t-test for Equality of Means
---------------------------------------------------------- ---------------------------------------------------------------------------------------------
F Sig. t Sig. (2-tailed) Mean Difference Std. Error Difference

PEG 1.673 0.205 4.003 0.000 1.147 0.287
EV/EBIT 0.015 0.902 2.624 0.013 7.097 2.704
P/BV 0.014 0.908 2.582 0.015 0.388 0.150

Analysis and Results: In this section we report the results Following the line of our investigation we tested
of testing the hypothesis formulated in the previous institutional factors which can cause an increase in
section. Prior to the detailed discussion of  the  results required return thus resulting in the companies’
obtained, it should be noted that in general the undervaluation (Table 6). We find that factors of
hypothesis has been confirmed at sufficiently high level institutional environment are characterized by high
of reliability. explanatory power in description of variance of

The results of Independent Samples T-Test of companies’ value. Almost all the factors of institutional
dependent variables for subsamples of companies from environment quality regressed on PEG are significant at
developed and developing countries provide empirical 1% level, while regressions on EV/EBIT and P/BV produce
evidence in support of the otherwise obvious fact: less reliable estimates for the aforementioned reasons.
companies representing developing markets are traded An analysis of separate explanatory power of
with significant discounts as compared to those institutional  factors  produces  following  results
representing the developed ones (Table 5). Excess of (pairwise regression analysis results are not reported here,
value multiples of companies from the developed while coefficients of determination can be obtained from
countries over those from the developing countries is Table 3 as squared correlation coefficients): around 39%
significant at 5% level. The Levene’s test for homogeneity of PEG variance can be explained by the country-specific
of variances in general produces satisfactory results for perception level of corruption; 34%-by  degree of
each subsample, so the hypothesis about the equality of property rights    protection;     30%-by   degree of
variances is not rejected. judicial  independence.  Expropriation   risk, politically  or
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Table 6: Regression analysis results1

FMD PRI JI IP CPI ID GME VCB RD

PEG ratio 0.632***

[3.374]

0.457***

[2.991]

0.344***

[2.75]

0.236**

[2.352]

0.222***

[3.451]

0.360**

[2.720]

0.650**

[2.481]

0.541***

[3.697]

0.572***

[3.898]

PR 1.824 1.576 1.983 3.273 1.332 2.086 2.352 1.934 1.587* *** * * *

[1.220] [1.192] [1.66] [2.741] [1.043] [1.68] [1.84] [1.68] [1.350]

Constant  -1.250 -1.002 -0.422 -0.691 0.152 -0.572  -1.906  -1.210  -0.936* * * *

[1.821] [1.464] [0.748] [0.937] [0.374] [0.94] [1.710] [1.917] [1.696]

R - squared 0.41 0.37 0.35 0.30 0.42 0.35 0.33 0.44 0.46

EV/EBIT ratio 2.799

[1.502]

2.902**

[2.108]

2.121*

[1.914]

0.500

[0.548]

0.957

[1.445]

1.974*

[1.726]

4.947**

[2.371]

2.15

[1.38]

2.002

[1.32]

PR 9.888 5.079 7.59 14.163 8.169 9.244 6.876 11.307 10.357*

[0.923] [0.465] [0.711] [1.335] [0.725] [0.864] [1.671] [1.073] [0.956]

D/C 20.756 20.001 21.02 29.209 20.272 21.166 24.173 20.315 21.87** ** ** *** * ** * * **

[2.085] [2.157] [2.261] [3.128] [1.98] [2.198] [1.845] [1.963] [2.204]

Constant -2.216 -4.034 -0.579 -0.008 4.246 -0.710 -14.752 -1.010 0.215

[0.361] [0.685] [0.111] [0.001] [0.866] [0.130] [1.647] [0.173] [0.040]

R - squared 0.38 0.42 0.40 0.34 0.38 0.39 0.43 0.37 0.37
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Table 6: Continued 1

FMD PRI JI IP CPI ID GME VCB RD

P/BV ratio 0.270**

[2.085]

0.171*

[1.950]

0.115*

[1.71]

0.066

[1.031]

0.632

[1.476]

0.091

[0.837]

0.250

[1.551]

0.003

[0,022]

0.182*

[1.890]

ROE 4.461 3.932 3.832 3.469 4.181 3.896 3.969 3.320 4.139*** *** *** *** *** *** *** ** ***

[3.824] [3.629] [3.474] [3.184] [3.444] [3.015] [3.484] [2.671] [3.656]

Constant 0.474 0.719 1,066 1.237 1.217 1.165 0.442 1.654 0.856** *** *** * *** *

[0.585] [1.434] [2.709] [2.845] [3.697] [1.902] [0.554] [2.934] [1.891]

R - squared 0.32 0.31 0.29 0.25 0.28 0.25 0.28 0.23 0.31

economically motivated and selective use of law, countries (with adjustments for country-specific and
corrupted business environment are indeed of critical industry-specific differences) demonstrate 1% higher
importance for investors and significant premiums to annual growth than others [7]. Moreover, financial
required return in this case are inevitable. Thus, according underdevelopment hampers primarily the sectors of
to Paulo Mauro estimates [11] if Russia could lower its economy with high levels of added value.
corruption level towards that of Greece or Czech Republic, With lesser reliability it can be stated that
investment into the country would increase by 4% of codification of corporate law controlling agency conflicts
GDP, while GDP growth rate-by at least 0.5 percentage in particular jurisdictions increases value of the
points per year. And if the level of corruption in Russia companies incorporated in those jurisdictions: strictness
would be as low as in Scandinavian countries the effect of corporate law explains only 15% of PEG variance.
would be 3 times as much. However, certain steps in this direction too are being

Financial markets development accounts for 37% of currently taken by Russian authorities. Moves to improve
PEG distribution. Apparently, assets traded on financial regulation of corporate relations, such as changes in civil
markets characterized by low levels of informational law, replacement of state  officials  in  the  boards of
efficiency and liquidity, are perceived as exceptionally state-owned companies by professional administrators,
risky. However, actively discussed idea of turning introduction of the institute of Authorized Investment
Moscow into international financial center, creation of Representatives can be seen as important components of
financial market “megaregulator”, much talked-of merger modernization agenda.
of two major national securities exchanges at least Overall infrastructure development level and the
demonstrate certain concern on the part of Russian goods market efficiency explain 29% and 26% of PEG
authorities over the necessity to facilitate the variance respectively. Countries where highly competitive
development of capital markets. It should be also noted exporters are widely involved at various stages of value
that according to Rajan and Zingales estimates, in the chains are generally characterized by higher PEG values;
long run companies  from  financially  developed with  explanatory power of 39%. The latter conclusion can
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be empirically confirmed in a different way. Summing up High explanatory power of aforementioned factors
the results of empirical research, conducted by KPMG over the GDP per capita variance (column 5 of Table 3)
Russia, The Laboratory of Corporate Finance of National makes any additional comments about their critical
Research University ‘Higher school of economics’ and importance for national well-being redundant. One should
Kazan Federal University, it is possible to produce a simply note that sustainable economic growth as well as
generalized portrayal of “national champion” in value adequate structural changes to national economy are
creation. It is large, fast-growing company of oil, natural impossible without consistent steps towards improvement
gas or metallurgic industry with efficient corporate of institutional environment.
management. The winner is by no means unexpected.
Since value creation is generally based on competitive Summary and Limitations: We are fully aware that the
advantages, presence on international markets provides study conducted can suffer from a number of limitations
high quality approximation of national companies’ ability due to the pitfalls of “mechanistic” application of
to create value. Export structure can be viewed as an correlation analysis. In particular, different approaches
indicator of industry affiliation of companies, sustainably and techniques can be used in different countries to
creating value (oil, natural gas and metallurgical sectors collect and process the information leading to
account for almost ¾ of Russia’s export, Federal State incompleteness   and   inconsistency   of   overall   data.
Statistics Service). Unfortunately, the major source of In addition, different time horizons and general variability
value creation by national “champions” appears to be the of the data on different countries can cause the problem
persistent, rather than temporary economic rents, of using average values. One should add the overall
resulting from access to limited resources. The latter, limitation of correlation analysis: it identifies the
however, is direct result of low quality institutional correlation itself, but not the causality.
environment. Significant numbers of institutional quality indicators

Investors also tend to price more generously the which can theoretically possess explanatory power in our
incomes of the companies actively investing in  R&D case, make our analysis to a certain extent exposed to
(42% of PEG variance explained). This is apparently due accusation of “data mining”. Moreover, the more
to the ability of those companies to generate steady independent variables are being included in regression,
economic rents by investing in innovations. the higher is probability of multicollinearity effect, which

Explanatory power of the factors considered above, complicates identification of isolated effects of
regressed on value multipliers EV/EBIT and P/BV is independent variables. Nonetheless, the findings of our
significantly lower for the aforementioned reasons. study are sufficiently reliable; they can be rationally
Nevertheless they are statistically significant with interpreted and generally provide the reference and path
sufficient level of reliability. for future research.

An increase in coefficients of determination of In sum, the evidence provided by the analysis
regression models explaining interstate variance of value performed makes it possible to conclude that in
multiples is achieved by inclusion of additional variables developing markets the “undervaluation” effect can be
(Table 6). Thus in regressions on PEG  EV/EBIT it is largely explained by current level of financial markets
important to  take  into  account  dividend  payments, development, spread of corruption, strength of property
while in regression on P/BV  it  is  return  on  equity. rights protection, degree of judicial independence, overall
These additional variables act as internal variables of infrastructure quality, goods market efficiency level,
multipliers. An improvement in quality of regression on export structure and innovational activity.
EV/EBIT is also achieved by inclusion of leverage ratio, For all the aforementioned institutional quality
which most probably can be explained by higher value of parameters Russia’s economy is rated below not only
multiplier due to reduction in discount rate (WACC) as a those of developed countries, but a number of developing
result of aggressive leveraging. market economies. Therefore popular among local

The Gauss-Markov modeling conditions are met; investment analysts view of “fundamental
Durbin-Watson statistics for the models are close to 2, undervaluation” of Russian companies’ shares seems not
which makes it possible to reject the hypothesis of to be fully justified.
substantial influence of autocorrelation on the validity of Empirical analysis shows extreme sensitivity on the
the models. Graphical analysis of normal probability plots part of investors towards the performance of key market
of residuals, scatter plots of standardized residuals shows economy institutions: they demand significant premiums
that there is no heteroscedasticity problem. to required returns in jurisdictions, characterized by
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inadequate institutional environment. With the very few 3. Acemoglu, D., S. Johnson and J. Robinson, 2002.
exceptions, mostly in production of raw materials, Reversal of   Fortune:  Geography  and  Institutions
productive assets in such jurisdictions  are  not  capable in  the   Making   of   the   Modern   World
of  generating  incomes   large   enough   to  cover the Distribution of Income. Quarterly Journal of
risk-premiums required by investors. This in turn results Economics, 117(4): 1231-94.
in underinvestment, gross violations of interests of 4. De  Soto,   H.,    2000.    The   Mystery  of Capital:
minority shareholders as well as major nonfinancial Why    Capitalism      Triumphs      in     the    West
stakeholders. The latter lack any incentives to invest in and  Fails  Everywhere  Else.  New  York: Basic
specific capital and see the only solution to their problems Books.
in redistribution of national wealth. The vicious circle 5. La Porta, R.F., F. Lopez-de-Silanes,  A.  Shleifer  and
closes. To brake the vicious circle, to initiate the R. Vishny, 1998. Law and Finance. Journal of Political
investment boom in Russia and to provide real progress Economy, 106(6): 1113-1155.
in modernization processes it is critically important to 6. La Porta,   R.F.,   F.   Lopez-de-Silanes,   A.  Shleifer
implement effective measures of institutional and R. Vishny, 2000. Investor Protection and
development, modernization of infrastructure as well as to Corporate Governance. Journal of Finance, 58: 3-27.
enhance the efficiency and competitiveness of financial 7. Rajan, R. and L. Zingales, 1998. Financial
and goods markets. This is hard to put into effect  without Dependence and Growth. American Economic
political transformation, since under the conditions of Review, 88: 559-586.
transition society “early winners” [12] intransigently 8. Carlin, W.  and  C.  Mayer,  2003.  Finance,
defend their position of “securing the stability”. The very Investment and Growth. Journal of Financial
size of “Gross Domestic Pie” is not relevant for them as an Economics, 69: 191-226.
optimality criterion for the policy adopted, while structural 9. Djankov, S., R. La  Porta,  F.  Lopez-de-Silanes  and
reforms offer prospects of shrinkage of their slices in the A.  Shleifer,   2008.   The   law  and  economics  of
however expanded pie. self-dealing.   Journal    of     Financial   Economics,
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Appendix

Fig. 1: Financial market development and value of companies 
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Fig. 2: Level of property rights protection and value of companies

Fig. 3: Incidence of corruption and value of companies


