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DOES CORPORATE FinAnCiAL ARChiTECTuRE 

COnTRiBuTE TO SuSTAinABLE CORPORATE GROWTh? 
ThE EViDEnCE FROM RuSSiAn COMPAniES

Ivashkovskaya I.

 Stepanova A.

Eliseeva N.

abstract
in this research the analysis of the impact of corporate financial architecture on a company’s performance 
is conducted for a sample of large Russian companies. We focus on sustainable growth identified through 
the application of intrinsic value change criteria. We employ the integrated approach in order to understand 
the determinants of the sustainable growth based on key structural characteristics of a company. The 
financial architecture is represented by the ownership structure (managerial ownership, foreign ownership 
and ownership concentration), corporate governance (the structure of the board of directors and internal 
control) and capital structure. We examine the difference in characteristics of growth sustainability of 
Russian companies representing three different types of financial architecture of more than 50 large 
Russian firms. Our results indicate that corporate financial architecture has a significant impact on the 
sustainable corporate growth in the Russian market. More importantly, we show that the nature of the 
influence depends on the type of financial architecture.  

jel: G15, G34

Key words: corporate growth, corporate governance, ownership structure, performance, residual income, total 
shareholder return, emerging markets

Introduction
in the dynamic business environment each company needs to achieve the sustainability of growth in 
order to preserve its competitive advantages and market share. The problem of quality and sustainability 
of growth is especially important for Russian companies because of an emerging character of financial 
markets driven by greater volatility and instability. Thereby, the choice of optimal combination of 
structural characteristics, which help to achieve greater sustainability of growth, is among their primary 
tasks. 

in this paper we study the quality of companies’ growth based on the concept of financial architecture first 
suggested by Myers (1999). According to (Myers, 1999), financial architecture of the company is “the 
entire financial design of the business, including ownership, the legal form of organization, financing and 
allocation of risks”. So, for a public corporation, financial architecture may differ at least through three 
main components: the ownership structure, corporate governance and capital structure. The hypothesis 
concerning the influence of these aspects on performance and results of previous studies will be examined 
in the following sections.

The concept of financial architecture in general is relatively new. Just a few studies are devoted to the 
examination of the influence of financial architecture on performance. The major part of the previous 
research takes into account a certain structural characteristic of a company (e.g. the ownership structure, 
capital structure or corporate governance) and examines its impact on performance separately from 
other structural characteristics. Since the interrelations between components of financial architecture 
are mainly ignored, the results of this type of research are quite controversial and unstable in case of the 
sample change. The integrated approach proposed in (ivashkovskaya, Stepanova, 2011) partly solves this 
problem. 

in 2012 (kokoreva, Stepanova, 2012) applied the cluster analysis in order to capture the interrelations 
between different components of financial architecture. They found several types of financial architecture 
of large Russian companies. On the basis of these findings we analyse the link between financial 
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architecture and sustainable growth of companies. We contribute to the literature on corporate growth 
by several results. First, we introduce a new measure for sustainable growth (Sustainable growth index, 
SGi) and capture not only a sales revenue rate of growth, but also the intrinsic value changes of the 
companies in the sample. Second, we also use a market value based performance metric, namely total 
shareholder return (TSR) in order to understand the expectations about the quality of growth and the 
contribution of corporate financial architecture to the investor’s perceptions of growth. The use of this 
set of measures facilitates the understanding of multiple dimensions of sustainable growth, namely from 
the points of view of strategy and finance. Third, we further develop the conceptual framework on the 
sustainable types of financial architecture among large scale Russian firms. The preceding findings imply 
that there are robust combinations between financial architecture components of Russian large companies 
and these clusters may provide and support different performance. Our results clearly indicate that the 
contribution of financial architecture components to intrinsic value changes and market-based measures 
of performance differs in each of three clusters that have been identified in the previous studies. 

in the following sections, we show the main results of literature review concerning the impact of separate 
components of financial architecture on corporate performance. in Section 2 we develop the research 
hypotheses. We explain our approach and the measures for sustainable corporate growth, the research 
model and the data in Section 3. The description of types of financial architecture of Russian companies 
and the results of empirical research are discussed in Section 4.

Financial architecture and the company’s performance: 
review of empirical studies

in this section we discuss the results of the stylized studies of the influence of different components of 
financial architecture on the company’s performance. The previous approach is stylized because it is 
mainly based on the separate study of each of the structures – the ownership, governance, capital structure 
and their relationship with performance. in the review below we focus on the ownership structure and 
board’s independence while paying special attention to the emerging markets.

Ownership structure

The first component of financial architecture is the ownership structure. Based on the results of the 
previous research on the emerging markets we focus on insiders’ ownership, ownership concentration 
and foreigners’ ownership.

There are two main hypotheses on convergence of interests (Jensen, Meckling, 1976) and entrenchment 
hypothesis (Morck, Shleifer and Vishny, 1988) offering controversial ideas on the effect of insiders’ 
ownership on performance. The results of the prior research concerning the relation between managerial 
ownership and performance are quite controversial. Wahla and Shah (2012) found out the negative 
influence of an increase in managerial ownership on performance on a sample of Pakistani companies. 
Thereby, they confirmed the validity of the entrenchment theory. These results are in line with those 
obtained for the market of iran. Alipour and Amjadi (2011) showed a negative and statistically significant 
relationship between managerial ownership and performance. however, they also proposed an alternative 
explanation for this finding: the majority of companies in the sample with a large fraction of shares 
possessed by managers were “family companies” which are characterized by poorer transparency and 
incomplete information disclosure. The evidence in favour of the hypothesis of the convergence of 
interests was also found in some papers. in particular, on a sample of German companies Mueller and 
Spitz (2006) demonstrated that the participation of managers in the share capital leads to an increase in 
the company’s performance by 40%. uwalomwa, Olamide (2012) came to a similar result on a sample of 
nigerian companies. The authors showed a positive effect of managerial ownership on ROA.

Another interesting phenomenon which was discovered in the prior research is that there is a non-linear 
relationship between performance and managerial ownership. For example, hermalin and Weisbach 
(1988) reported that managerial ownership positively affects performance when the fraction of shares 
owned by managers varies from 0% to 1%; the sign of association changes in the interval 1–5% and again 
becomes positive when managers owe 5–25% of shares. 
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A number of researchers studied managerial ownership and its impact on performance in Russia. For 
instance, kuznetsov and Muravjev (2000) identified a positive influence of insider ownership on return 
on equity for Russian companies. however, these authors also concluded that this relation becomes 
statistically insignificant when the endogeneity of the ownership structure is taken into account. The 
endogeneity of the ownership structure was, however, rejected in the papers on the sample of companies 
from Russia and Europe (ivashkovskaya and Stepanova, 2010; ivashkovskaya and Stepanova, 2011a; 
ivashkovskaya and Stepanova, 2011b). 

Ownership concentration can have an ambiguous influence on performance. The leading theory, explaining 
the logic of the association between ownership concentration and performance, is the agency theory. 
however, it does not provide the univocal explanation of the link between ownership concentration and 
performance. On the one hand, there is a conflict of interests between managers and shareholders which 
ownership concentration is aimed to resolve. For example, Demsetz (1983), Shleifer and Vishny (1986), 
Denis, Denis and Sarin (1995) and  Agrawal and Mandelker (1990) show that in case of significant 
ownership concentration shareholders possess more resources, so they can better monitor and control 
managers.  in this case managers are less likely to pursue their own interests instead of maximizing the 
company’s value. Thereby, ownership concentration should positively affect the company’s performance. 

The papers on emerging markets demonstrate the controversial evidence for the influence of ownership 
concentration on performance: in case of Tobin’s Q negative for the firms from Russia and Brasilia 
(Maslennikova and Stepanova, 2010), a positive but statistically insignificant influence of ownership 
concentration on Tobin’s Q for Pakistani companies (Wahla, Shah, 2012), a positive influence of 
ownership concentration on residual income (ivashkovskaya, Stepanova, 2011). A positive effect of 
ownership concentration on performance measured by pre-tax profit was found by karaca, Ecsi (2012) 
on the sample of Turkish companies. Finkelstein (1992) came to a similar conclusion and explained this 
result by the fact that the increase in shares fraction controlled by the members of the board of directors 
improves their motivation and leads to a faster innovations implication and adaptation to changes in 
business environment.

in a number of studies a nonlinear association between ownership concentration and performance was 
documented. kuznetsov, Muraviev (2000) found out a non-linear u-shaped relation between ownership 
concentration and profitability of Russian companies in the period 1995–1997. kapelushnikov (2001) 
also showed a non-linear relation. he reported that companies with ownership concentration varying 
from 10% to 50% are more efficient. however, Radygin and Entov (2001) indicated a positive effect of 
ownership concentration on performance. The absence of statistically significant relationship between 
ownership concentration and performance was reported by Dolgopyatova and kuznetsov (2004).

in some studies, particularly, devoted to emerging markets, the attention is paid to the presence of 
foreign investors from developed countries among companies’ shareholders. This component of financial 
architecture is of main importance for the analysis of emerging markets due to the absence of tradition 
and effective standards of corporate governance. Foreign investors contribute to the implementation of 
new technologies in production, as well as the introduction of new standards of corporate governance. in 
addition, they transmit their valuable expertise, which should have a positive impact on the performance 
of companies, and, consequently, on their value. As a proxy of foreign ownership the authors use the 
fraction of shares held by investors from abroad. uwalomwa, Olamide (2012) confirmed that the presence 
of foreign investors positively affects performance on a sample of companies from nigeria. Gregory and 
McCorriston (2005) showed that the companies from emerging markets acquired by companies from the 
uk are characterized by better performance.

Corporate governance

Corporate governance is the second structural component of financial architecture. An efficient corporate 
governance system aims to achieve the balance of interests between managers and owners and within 
owners by means of choosing the appropriate composition and structure of the board of directors and its 
procedures. in particular, several components of corporate governance should be examined: the size and 
composition of the board of directors, its efficiency and structure, the policy of the board of directors in 
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respect to management. The key aspect of corporate governance we focus on in this paper is the presence 
of independent directors in the composition of the board of directors. An independent director is the 
representative of the board of directors who is not affiliated with a company.

According to the agency theory, the presence of independent directors should positively affect performance 
due to the fact that independent directors are able to monitor managers more efficiently and motivate 
them to maximize the company’s value. Besides, the presence of independent directors should settle 
the conflict between majority and minority shareholders. independent representatives should ensure 
the rights of minority shareholders because if their rights are violated the reputation of an independent 
director can suffer. Thereby, according to the agency theory, the presence of independent directors should 
have a positive impact on performance because they are able to settle all kinds of agency conflicts.

however, according to the stewardship theory, it is more reasonable to include only representatives of 
the company in the board of directors, because the primary goal of the company’s representatives is 
maximization of its value. hall, Liebman (1998) argue that the representatives of the board of directors 
who invested their funds in the company are more motivated to increase its value because in case of 
opportunistic behaviour they will suffer significant losses. Besides, the representatives of the company 
are more familiar with the specifics of its business and know all the “pitfalls”, which allows them to make 
more reasonable decisions with respect to the future strategy of the company (Davis and Donaldson, 1991). 
Another argument in favour of the company’s representatives is that in comparison with independent 
directors, they have a better access to the information (Fama and Jensen, 1983), and they are more able 
to indicate problems of the company and work out solutions for these problems. Thus, for a number of 
reasons, the representatives of the company might undertake more appropriate and efficient strategic 
decisions in comparison with independent directors (Baysinger, hoskisson, 1990).

The results of empirical studies concerning the impact of independent representatives’ participation in the 
board of directors on performance are quite controversial. however, a general logic can be observed. in 
the majority of studies conducted for developing countries, the increase in the proportion of independent 
directors positively and statistically significantly affects corporate performance. For example, ho and 
Williams (2003) indicate a positive relationship with the economic value added on intellectual and 
physical capital (TVAiC, TVAPC) for the companies from South Africa. Shan and Mciver (2011) also 
report the existence of positive relation between the fraction of independent directors and performance in 
Chinese companies. however, this result turned out to be valid only for large corporations which are the 
subject of public attention. it confirms the hypothesis that independent directors are highly motivated to 
implement efficient government practices in order not to ruin their reputation. Thus, in countries with a 
poor level of institutional development and ineffective standards of corporate governance the presence of 
independent representatives in the board of directors might actually improve the performance. 

however, many authors did not find any statistically significant influence of the presence of independent 
directors on performance in the samples from developed countries. in particular, Biener et al. (2004) used 
the simultaneous equations methodology and reported the absence of statistically significant association 
between these variables for companies from Switzerland. ho and Williams (2003) also did not find out 
any influence of independent representatives in the board on TVAiC and TVAPC when they studied 
companies from Sweden and the united kingdom.  

Capital structure

The third component of financial architecture is the capital structure of the company because it captures 
the risk allocation between shareholders and other stakeholders of the firm. 

According to the stakeholder theory, non-financial stakeholders (customers/suppliers, government, 
employees) are affected by the firm’s financial instability. A highly levered capital structure has an impact 
on the company’s strategic performance. indeed, customers can reduce their demand for the company’s 
products if its long-term survival is questionable. Suppliers may provide resources on less favourable 
terms. highly qualified employees are also reluctant to work in highly levered companies because it 
may affect their salaries and bonuses. Bae, kang and Wang (2010) report that firms which treat their 
employees fairly (as measured by high employee-friendly ratings) maintain lower levels of debt. Opler 
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and Titman (1994) show that highly levered firms lose market share to their more conservatively financed 
rivals during industry downturns. To be more precise, they report that firms from top deciles of leverage 
levels face a 26% higher decline in sales during a downturn than their more conservatively financed 
competitors. Margaritis and Psillaki (2010) demonstrate that the firms involved in the R&D process 
suffer the most in turbulent periods and find support for the core prediction of the agency costs theory. On 
the sample of French industrial companies they show that higher leverage is associated with improved 
efficiency over the entire range of observed data.

 The Hypotheses

in order to understand the influence of corporate financial architecture on corporate growth we develop 
and test a set of the following hypotheses. 

Within the governance structure in the overall financial architecture the independency of the board 
of directors is an important component which should affect corporate growth. Due to the fact that 
independent directors can contribute to the resolution of conflicts between majority and minority 
shareholders, the presence of independent representatives in the board of directors should improve 
the development of strategic vision and the quality of monitoring function of the boards. This impact 
should be especially significant in case of a poor level of institutional development and poor protection 
of minority rights in emerging capital markets.  

Hypothesis 1: The presence of independent directors should improve the quality of corporate 
governance and thus have a positive impact on the sustainability of growth.

in a number of the previous studies it was demonstrated that the impact of insider ownership on 
performance is non-linear (holderness et al., 1999; Ellili, 2011). The same relationship may exist 
between insider ownership and the sustainability of the company’s growth. At first the increase in 
the proportion of shares in hands of managers may improve the performance due to convergence 
of interests. however, after a certain point, when there appears an entrenchment effect, the increase 
in insider ownership can have a negative impact on the sustainability of growth. Thus, the second 
hypothesis can be formulated as follows.

Hypothesis 2: There is a non-linear relationship between the increase in insider ownership and 
sustainability of the company’s growth.

in companies with high ownership concentration, on the one hand, there is more power in hands 
of major shareholders, so they are capable for more efficient monitoring of managers. Besides, 
shareholders with high fraction of shares have a better access to the information, so they can take 
better strategic decisions. Thus, ownership concentration should positively affect the sustainability of 
growth. however, taking into account the specific of emerging markets in terms of lower quality of 
governance and conflicts resolution, it is reasonable to assume that high ownership concentration gives 
a rise to agency conflicts between majority and minority shareholders. Thus, the third hypothesis can 
be stated.

Hypothesis 3: Russian companies with large ownership concentration show lower performance in 
terms of sustainability of growth.

As shown in the previous research, foreign investors from developed countries can transfer their expertise 
and undertake better strategic decisions, which should positively affect corporate performance on all 
stages of the business cycle. Besides, since foreign investors can contribute to the implementation 
of better standards of corporate governance, higher foreign ownership should positively affect the 
sustainability of growth. Thus, the fourth hypothesis can be stated as follows.

Hypothesis 4: The increase in the proportion of foreign ownership has a positive impact on the 
sustainability of growth.

The increase in leverage can, on the one hand, provide an additional instrument of control over 
management. On the other hand, it can destroy the company’s value especially in the crisis period 
due to higher bankruptcy costs and negative attitude of stakeholders to companies with high level of 
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leverage. The impact of capital structure on the sustainability of growth is ambiguous. Thereby, the 
fifth hypothesis can be stated in the following way.

Hypothesis 5: Capital structure has a significant influence on the sustainability of growth; however, the 
direction of this influence depends on the stage of the business cycle.

Methods and data
The primary goal of each company is to maximize its current performance. however, in circumstances of 
the dynamic business environment and growing competition it is important to consider not only current 
performance but also the company’s growth and its sustainability. indeed, only the company that is able 
to maintain sustainable growth can survive and compete successfully with its competitors in both product 
and capital markets. 

Sustainable growth indices

The approach to corporate sustainable growth was first developed in the 1960s by experts of Boston 
Consulting Group.  The sustainable growth rate was defined as a sales revenue growth rate which can 
be achieved by a company given its current operational and financial policies. This model is aimed at 
the analysis of balance between the company’s current operating policy and sources of its financing. 
however, this approach does not take into account investment risks associated with the company and 
returns required by investors for this level of risks. 

From the point of view of corporate finance it is necessary to consider not only accounting profit but also 
economic profit creation based on opportunity costs (cost of capital) and investment risks. indeed, the 
negative value of economic profit means that accounting profit is not sufficient to cover the investment 
risks in this company. Therefore, the analysis of sustainable growth should incorporate strategic 
dimension of growth focused on the dynamics in the product markets and ability of the company to 
generate positive economic profit. To capture both sides of growth quality – strategy and finance – we 
introduce a sustainable growth index (ivashkovskaya, 2010). 

( )1
* * max 0, ,k

s i ii

lSGI g ROCE WACC
k =

= −  ∑         (1)

where gs is a geometric average sales growth rate; k – the length of observation period; l – the number of 
years when the company had positive income spread; ROCE – return on capital employed in the period 
i; WACC – weighted average cost of capital in the period i. 

This formula assumes the residual income spread to be calculated as the difference between return on 
capital employed and weighted average cost of capital. however, the lack of financial data concerning the 
issuance of bonds by Russian companies makes it difficult to determine cost of debt for these companies.  
however, this measure is necessary for the calculation of weighted average cost of capital (WACC). 
Mistakes in values of this indicator can lead to biased results and inadequate conclusions. in our model 
we used a modified approach - the residual income available for equity holders presented below:

RI = NI – Ke*E,                     (2)

where RI is residual income available for equity holders; NI – net income for the period; Ke –cost of 
equity; E – equity (average value).

Thus, the residual income spread corresponding to the residual income available for shareholders can be 
represented by Formula 3:

 .e
NISpread K
E

= −             (3)

Thus, for the purpose of the current research the sustainable growth indices were calculated according to 
Formula 4:

( )1
 * * max 0, .k

s i eii

lSGI g ROE K
k =

= −  ∑         (4)
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The next indicator revealing the sustainability of the company’s growth, which will be examined in the 
current research, is total shareholders return. TSR can be decomposed into capital gain and free cash flow 
return. According to the goal of the current research, it is reasonable to concentrate predominantly on a 
capital gain component of TSR as it reveals the dynamic of fundamentals and investors’ expectations. 
Besides, we can face the lack of data concerning such components of TSR as share repurchases and debt 
repayment. Thus, only dynamic of dividend yield will be considered. Thereby, in the current research 
TSR will be calculated according to Formula 5. 

_  
  , 

Margsales Op EV div yield
EBITDA

TSR G G G G= + + +
        (5)

where Gsales is the growth rate of sales;  
MargOpG – the growth rate of operating margin; GEV/EBITDA – the 

growth rate of EV/EBiTDA multiple; Gdiv_yield – the growth rate of dividend yield. The growth rates of all 
the components of TSR will be calculated as geometric averages. 

On the second step the mean values of components of SGi and TRS will be calculated across companies 
representing a particular type of financial architecture. On the basis of these values, we compare the clusters 
of financial architecture. 

Due to the fact that each cluster includes companies from different industries, on the following step the 
performance of representatives of clusters will be compared to the median levels of a corresponding industry. 
This is reasonable because various industries can be on different stages of the life cycle and, as a result, vary 
significantly in terms of an average sales growth rate, for example. So, after the values of components of 
SGi will be calculated they will be compared to the median levels in corresponding industries in order to 
find out whether the accessory to a particular type of financial architecture allows reaching sustainability of 
growth above the industry median level. 

in order to calculate industry mean levels of sales growth rate, sustainability of growth and residual income 
spread, necessary data was collected for the companies included in industrial stock indices on MiCEx 
stock exchange.  Such a choice of companies is based on several reasons. First, they are comparable with 
companies from the examined sample in terms of size. indeed, it is not reasonable to calculate industry 
mean levels across all companies, including small ones as the results can be biased due to the fact that 
performance of companies of different sizes can vary in different stages of the life cycle. Thus, in case 
medium and small companies were included in calculation of median levels we could obtain inadequate 
results. Second, small companies often do not disclose their data concerning the cost of capital. Therefore, 
the calculation of median values of residual income spread would be problematic.

however, the impact of components of financial architecture on the sustainability of growth might vary 
in dependence on stages of the business cycle. Thus, it is reasonable to estimate the characteristics of 
sustainability of growth separately for different stages of the economic cycle. This will provide an opportunity 
to trace the change in the impact of components of financial architecture on the sustainability of growth, 
depending on the conditions of business environment. The observation period will be divided as follows: 
the pre-crisis period (2005–2007), the crisis period (2008–2009) and the post-crisis period (2010–2012).

Financial architecture of Russian companies

We study the sample of 50+ largest Russian nonfinancial companies that published their reports according 
to iFRS or uS GAAP within 2005–2010 years and which belong to the three types of financial architecture 
according to the previous research. These companies represent various industries including transport, oil 
and gas, metal and mining, energy, automobile production, telecommunication, the chemic and consumer 
sectors. The description of clusters including the characteristics of financial architecture and performance 
is presented in Table 2.1.

Table 1

The description of types of financial architecture

Characteristic Cluster 1 Cluster 2 Cluster 3
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Independence of the board of 

directors

This cluster is characterized 
by almost constant fraction of 
independent representatives in 
the board of directors with the 

mean level 34–35%.

This cluster has the highest frac-
tion of independent directors 

with the mean level varying in 
the range 39–42%.

This cluster is characterized by 
the lowest fraction of indepen-
dent directors. Except for the 
year 2008, the mean level is 

about 30%. 

ownership concentration

The ownership concentration 
almost does not change in this 
cluster. its mean level is about 

68–69%.

This cluster demonstrates first 
the increase of ownership con-
centration to the highest mean 

level of 74% in 2009 and then a 
significant decline to 61%.

This cluster has the highest 
ownership concentration with a 
highest mean value in the pre-

crisis period of 76%.

Foreign ownership

This cluster is characterized by 
the highest and increasing for-
eign ownership during all  the 
observation period. The mean 

value of foreign ownership 
increases from 20% to 24%.

Foreign ownership in this 
cluster is the lowest. The mean 

value increases through the 
observation period from 2% 

to 4%.

This cluster is characterized by 
the intermediate level of foreign 

ownership with mean values 
11–14%.

Managerial ownership
Managerial ownership is the 

lowest in this cluster. its mean 
level is slightly more than 5%.

Management ownership for the 
representatives of this cluster is 
the highest in comparison to the 

other cluster. in the pre-crisis 
period the mean level varies in 

the range 17–27%.

This cluster is characterized by 
the intermediate level of mana-
gerial ownership with the mean 

values around 15%.

Capital structure

This cluster has the most con-
servative capital structure with 
the mean level of leverage of 

about 30%.

This cluster is characterized 
by the intermediate level of 

leverage. The mean levels of 
leverage vary in the interval 

30–40%.

The companies from this cluster 
have the most aggressive capital 

structure. The mean level of 
leverage is never lower than 

40% and the highest leverage is 
in the crisis 2008 year – more 

than 50%.

Tobin’s Q

These companies have the low-
est values of Tobin’s Q during 

all the observation period. how-
ever, they are the most stable in 

terms of this indicator.

These companies are character-
ized by the intermediate values 
of Tobin’s Q around 2 in stable 
periods. however, in the crisis 

the reduction of this indicator is 
also significant.

These companies have the high-
est values of Tobin’s Q during 

all the observation period. how-
ever, they experience the most 
substantial fall of this indicator 

during crisis.

Sales growth rate

According to this criterion, the 
companies from this cluster 

outperform the rest in the crisis 
and post crisis periods.

The companies of this cluster 
are characterized by the inter-

mediate growth rate of sale with 
the most significant fall in 2008.

These companies have the low-
est sales growth rate.

CaPeX growth rate

These companies have the high-
est CAPEx growth rate in the 

post-crisis period with the mean 
value of 8–10%.

Companies from this cluster 
have a stable growth rate of 

CAPEx with the mean values 
of around 7–8%.

These companies had the 
highest growth rate of CAPEx 

in the pre-crisis period with 
the mean value of 11–13%. 

however, after the crisis they 
experience the most significant 
fall of this indicator to the mean 

level of 5–6%.
Thus, the types of FA have the following distinctive features.

Cluster 1: it is characterized by the highest foreign ownership and the lowest managerial ownership and 
ownership concentration. The capital structure is the most conservative for this cluster.

Cluster 2: it is characterized by the highest managerial ownership combined with the highest level of 
independency of the board. Foreign ownership is the lowest in this cluster and the leverage is moderate.

Cluster 3: This cluster is characterized by the medium foreign and managerial ownership, but the highest 
level of leverage and ownership concentration.

it is also important to mention that no industry effect on clusters formation was found. in other words, 
each cluster contains the representatives of several sectors. 

The methodology of the research assumes comparison of SGi values and values of its components for 
companies from the sample with industry mean levels. however, several industries are poorly represented 
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in the sample. Thereby, it is necessary to expand the sample in order to obtain adequate mean levels across 
industries. For this purpose, the data was collected for the companies which are included into industrial 
indices on MiCEx stock exchange. Such a choice of companies provides an opportunity to reach the 
comparability of companies in terms of size and ensures that necessary information will be disclosed. All 
necessary financial data was collected from Bloomberg database. 

empirical results
As far as the aim of the research is to test the relations between financial architecture of a company 
and sustainability of its growth on the current step the task is to check whether companies representing 
different types of financial architecture vary in terms of sustainable growth index.

 On the first step the SGi was calculated for the whole observation period (2005–2010). The results 
of calculations are visualized by means of matrixes of quality of growth (Diagrams 1 and 2) and the 
histogram of mean values of components of SGi for companies representing different types of financial 
architecture (3). 

The matrixes of quality of growth are constructed on the basis of components of SGi. Both of them show 
the strategic component of growth (average growth rate of sales) and the ability of a company to create 
positive economic profit. The last component is represented by the sustainability of growth (l/k measure) 
on the first diagram and on the second diagram it is reflected by the accumulated for the period residual 
income spread (

2010

2005
( )

i
ROEi Rei

=
−∑ ). 

Diagram 1: The sustainability of growth of Russian companies (2005–2010)

Diagram 2: The sustainability of growth of Russian companies (2005–2010)
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Diagram 3: The mean values of components of SGI for Russian companies (2005–2010)

According to Diagrams 1 and 2, we cannot draw a univocal conclusion that the companies in various FA 
clusters differ significantly in terms of sustainability of growth. nevertheless, we can demonstrate several 
important findings. 

First, we can observe that the firms of the first and the second clusters are characterized by the higher 
average growth rate of sales. For the first cluster the mean growth rate of sales for the period is 34%. 
For the second cluster it is 24% and for the third cluster the corresponding value is 19%. Besides, the 
first cluster is characterized by the largest and growing over time foreign ownership, which can also 
positively affect the sales growth rate as foreign investors from developed markets are able to share a 
valuable expertise and implement more efficient standards of corporate governance. These results provide 
evidence in favour of Hypothesis 4. 

For the second cluster the lack of foreign ownership is compensated by considerable insiders’ ownership. 
As far as the sales growth rate refers to the amount of indicators that can be easily observed by shareholders, 
managers should be interested in its maximization in order not to be replaced.

in terms of sustainability of growth (l/k  – the fraction of the observation period when the company 
earns positive economic profit) the companies from different financial architecture clusters are mixed. 
however, more than 20% of companies from the first and the second cluster generate positive economic 
profit during all the observation period, while for the third cluster the corresponding ratio is only 12%. 

As it was mentioned before, no sustainable influence of industries on the clusters was found. in other 
words, each cluster contains companies from various industries. Thus, it is reasonable to compare 
indicators of quality of the company’s growth to corresponding industry average levels. This is justified 
due to the fact that various industries can be on different stages of the life cycle and the comparison of 
characteristics of companies representing various industries can be inconsistent. Thereby, it is reasonable 
to consider not absolute values of SGis but the values in comparison to the mean ones of corresponding 
industry. 

The median values of the components of SGi across industries are reported in Table 2. The discrepancy 
in median values of average growth rates of sales and accumulated residual income spread confirms 
the validity of our approach. Since the variation between industries in terms of components of SGi is 
significant, it is reasonable to compare the company’s performance to industry average levels.

Table 2 

Median values of SGI components across industries

 g_sales SGi l/k (sustainability) Accumul. spread

Automobile production 1,11 0,14 0,33 -0,31 

Metal 1,17 0,47 0,67 0,33 
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Oil and gas 1,25 0,51 0,92 0,41 

Telecommunication 1,07 0,43 0,67 0,38 

Transport 1,12 0,34 0,67 0,39 

Energy 1,44 0,17 0,33 0,08 

Chemistry 1,14 0,38 0,75 0,43 

in order to classify the companies from the sample according to the level of sustainability of growth 
the following criteria were applied. The companies whose performance exceeds the median level in 
the industry by more than 25% were attributed to the most efficient type in terms of sustainability of 
growth. Companies which demonstrate performance below 75% of the median were assigned to the least 
effective type. The companies with parameters of sustainability varying in the range of 75–125% of the 
median were assigned to the group with average characteristics of the quality of growth. 

it is important to understand whether the clusters of financial architecture coincide with types of 
sustainability of growth formed according to three criteria: revenue growth rate, steadiness of growth 
and accumulated residual income spread.  The results of comparison are represented in Table 3.

Table 3

Comparison of Fa clusters with types of growth

Criteria The fraction of matches

SGi 41%

Steadiness (L/k) 46%

Accumulated Spread 46%

in almost 50% of cases the type of financial architecture corresponds to the type of sustainability of 
growth. This result provides only minor support for the hypothesis that the type of financial architecture 
determines the sustainability of growth. nevertheless, it is important to mention that more than 70% 
of companies characterized by the first type of financial architecture (most efficient) outperform the 
industry mean levels according to the sales growth rate and accumulated residual income spread. For the 
third (least efficient) cluster of financial architecture the corresponding characteristics are 55% for the 
sales growth rate and slightly more than 40% for accumulated residual income spread.

On the following step, the volatility in terms of key characteristics of sustainability of growth was 
estimated. An interesting result was obtained with respect to value creation criteria. The companies from 
the first cluster are characterized as the least volatile. The standard deviation of residual income spread for 
these companies during the observation period is 14% and the year-average of residual income spread is 
6%. For the representatives of the second cluster corresponding values are 16% and 5%. The companies 
from the third FA cluster are the most volatile: the standard deviation of economic profit is almost 35%. 
These results provide evidence in favour of Hypothesis 2 concerning non-linear relations between 
managerial ownership and sustainability of growth. insignificant participation of managers in equity 
helps to align the incentives of shareholders and managers and motivate the least to maximize the value 
of a company.  More significant insider ownership, however, negatively affects the value creation process 
as the managerial entrenchment effect takes place. The representatives of the third cluster confirm this 
theory. The mean value of insider ownership in this cluster varies in the interval 13–16%, so managers 
have significantly more power than those from the first cluster where managerial ownership is slightly 
more than 5%.  having more shares in disposition, managers would rather care about the stability of the 
business than the maximization of the company’s value. 

The next step of the research is to examine the characteristics of the quality of growth for representatives 
of different clusters in various circumstances of business environment. Thus, it is useful to distinguish 
the pre-crisis (2005–2007), crisis (2008–2009) and post-crisis (2010–2012) periods and estimate the 
components of SGi separately for these periods. however, due to the fact that several companies went 
public just before the crisis and did not report their financial data before, the decision was taken to exclude 
the pre-crisis period because of the small sample size. Thus, the components of SGi were calculated 
separately for the crisis (2008-2009) and post-crisis (2010–2012) periods. 
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Table 4 reports the mean and median values of the sales growth rate, sustainability and accumulated 
income spread for the companies from various FA clusters in the crisis period.

Table 4

Sustainable growth characteristics for different clusters in the crisis period (2008–2009)

Criteria Cluster 1 Cluster 2 Cluster 3

 Mean Median Mean Median Mean Median

G_sales 108% 109% 99% 98% 102% 105%

L/k 0,321 0,000 0,417 0,500 0,467 0,500

Accum. spread -0,052 -0,058 -0,082 -0,109 -0,464 0,074

Table 4 shows that in the crisis period the companies from the first and the third clusters still have 
on average a positive sales growth rate; however, for the third cluster this value is close to zero. The 
companies from the second cluster are characterized by a slightly negative sales growth rate. This can 
be explained by the fact that in the pre-crisis period these companies had the lowest growth rate of 
investments which resulted in the loss of customers in the crisis period. Besides, the reported dynamic 
of sales in the second cluster is mostly driven by the metal companies such as nLMk and Severstal 
which faced a substantial price decrease. We can also argue that these results correspond to the logic of 
the stakeholder theory of capital structure and are in line with those of (Opler and Titman, 1994) who 
reported that highly levered firms lose market share to their more conservatively financed rivals during 
industry downturns. Thus, this result provides support for Hypothesis 5.

Concerning the sustainability of growth, contrary to predictions, the companies from the second and the 
third cluster demonstrated stronger results. however, if the representatives of the first cluster obtained on 
average moderately negative economic profit, the companies from the other clusters demonstrated larger 
variation. it can be explained by the differences in capital structure of these companies. 

On the next step, the impact of financial architecture on the sustainability of growth in the post-crisis 
period was examined. The mean and the median values of components of SGi in the post-crisis period 
(2010-2012) are contained in Table 5.

Table 5

Sustainable growth characteristics for different clusters in the post-crisis period

Criteria Cluster 1 Cluster 2 Cluster 3

 Mean Median Mean Median Mean Median

G_sales 1,161 1,160 1,169 1,192 1,128 1,143

L/k 0,62 0,83 0,58 0,67 0,40 0,33

Accum. spread 0,04 0,08 -0,04 -0,02 -0,24 -0,11

We can observe that companies from the first and the second clusters are characterized by higher sales 
growth rates in post-crisis periods than the representatives of the third cluster. it can be explained by 
the fact that more conservative capital structure for these companies resulted in the lower cost of equity 
in post-crisis periods which provided an opportunity to make additional investments to increase sales. 
Besides, it can be stated that companies from the first cluster demonstrate the most sustainable growth 
(according to l/k criterion) in the post-crisis period while the representatives of the third cluster perform 
poorer according to this criterion. The same result was obtained for the accumulated residual income 
spread. On average the representatives of the first cluster generate positive economic profit every year 
after the crisis period. The companies from the second cluster generate almost sufficient income to cover 
the required return on equity. As a result, the average accumulated residual income spread is close to 
zero. Concerning the companies from the third cluster, apparently they have higher costs of equity due to 
the higher level of risk associated with them. Thus, they have a negative economic profit for the majority 
of the period and a significantly negative accumulated spread. These results confirm Hypothesis 5.

Despite the fact that the variation across companies according to different characteristics of the quality 
of growth is not so significant, the general pattern can be observed. All in all, the companies from the 
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first cluster on average outperform the representatives of the second and the third cluster. The most 
noticeable discrepancy can be observed in terms of value creation. While the companies from the first 
cluster generate positive economic profit during almost all the post-crisis period, the representatives of 
the second and especially the third cluster are not able to generate income sufficient to cover their cost of 
capital required by investors. Thus, the combination of insignificant insider ownership, the efficient board 
structure, foreign investors’ participation and conservative capital structure provides an opportunity to 
reach sales growth rates exceeding industry median levels and generate cash flow sufficient to cover 
cost of capital. The increase in managerial ownership leads to the entrenchment effect accompanied by 
opportunistic behaviour, which negatively affects the company’s value. These results confirm Hypotheses 
2 and 5. 

however, the increase in the share of independent representatives in the board of directors provides an 
additional instrument of management control and motivation, which prevents them from opportunistic 
behaviour and provides an opportunity for the company to reach the steadiness of growth. Thus, 
Hypothesis 1 can also be confirmed.

The impact of financial architecture on Total Shareholders Return

it is also vital to examine the influence of corporate financial architecture on components of total 
shareholders return because this indicator is of crucial importance for investors as it provides them with 
a “useful snapshot of value creation” (BCG, 2000). in this section the influence of financial architecture 
on the components of total shareholders return will be examined.

Diagram 4 depicts the mean values of TSR components during all the observation period (2005–2010) 
for companies representing different clusters of financial architecture.

Diagram 4. Total shareholders return (2005–2010)

We can observe that the representatives of the first FA cluster significantly outperform the other 
companies in the sales growth rate and operating margin growth rate which together constitute the growth 
of fundamental value. These results are in line with those obtained for the sustainable growth index. 
indeed, a significant participation of foreign investors in the equity of these companies combined with 
reasonable managerial ownership ensures the proper stimuli allocation for the growth of fundamental 
value. As far as foreign investors control on average more than 20% of equity of these companies, they 
can contribute to the management process and implement new technologies and expertise. This can help 
both to work out the right marketing strategy and achieve better levels of operating efficiency, which 
can result in impressive sales and operating margin growth. This result provides support for Hypothesis 
4. Contrary to the firms of the first FA cluster, the companies from the third cluster are characterized by 
the moderately negative operating margin growth rate during the 2005–2010 period, despite the fact that 
foreign investors control more than 10% of equity. This can be explained by the fact that the ownership 
concentration is larger in the third cluster which might lead to conflicts between majority and minority 
shareholders and complicate the process of decision-making by the board of directors. Thus, there might 
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be negative influence on the efficiency of the board, which results in poor strategic decisions. This result 
provides evidence in favour of Hypothesis 3.  

The next component of TSR is a value multiple EV/EBiTDA. Concerning multiple growth rates, we 
can observe that all the companies demonstrate negative average values for the whole period. This is 
caused by the consequences of the financial crisis when the capitalization of the majority of companies 
fell substantially and the recovery was long and complicated. nevertheless, we can observe that the 
companies from the third cluster face more significant reduction in this multiplier, which can be explained 
by higher leverage that negatively affects market valuation in the crisis period. 

The last component of total shareholder return is dividend yield. First of all, it is important to notice that 
dividend yield is only a minor source of cash flow for shareholders of Russian companies. The majority 
of companies from the sample either do not pay dividends on a regular basis or do not do this at all. 
Since the data concerning dividend yield is very poor and filled with gaps, it is hard to draw adequate 
conclusions on its basis. Less than 50% of companies from the sample pay dividends at all and a lot of 
them pay dividends just episodically. Thus, on the basis of data provided by Bloomberg data base we can 
observe that the dividend yield of the firms of all the clusters decreased on average during the observation 
period. This can be caused by the consequences of the financial crisis 2008–2009 as companies did not 
have enough free cash flow to pay out dividends. it is also interesting to notice that more than 60% of 
companies from the second cluster pay dividends whereas the corresponding figure for the first and the 
third cluster is 50% and 20% respectively. The companies of the second cluster are characterized by the 
highest insider ownership, so it is reasonable to assume that the dividends are paid in order to motivate 
managers and provide them an opportunity to obtain benefits without selling their stock, which is a 
negative signal for investors.

now it is reasonable to divide the observation period into the crisis (2008–2009) and post-crisis (2010–
2012) ones and examine the differences in components of TSR for the representatives of various FA 
clusters. Diagram 5 presents the mean values of components of TSR for companies from different FA 
clusters. Due to the lack of data, the dividend yield growth rate was excluded from the analysis. Thus, 
the diagram includes mean values of growth rates of sales, operating margin and EV/EBiTDA multiple.

Diagram 5. Total shareholder return in the crisis period (2008–2009)

The dynamic of sales was discussed in details in the previous section as the sales growth rate is also a 
component of sustainable growth index. 

Concerning the operating margin dynamic, all the companies faced the reduction of this indicator in the 
crisis period. nevertheless, for the companies from the first and the second cluster the fall in operating 
margin was significantly less than for companies with the third type of financial architecture. This is the 
evidence in favour of better operating performance of companies with the first and the second type of 
financial architecture which can be explained by more efficient combination of the ownership structure 
and corporate governance.
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We can also observe that in the crisis period all the companies demonstrated the decrease in the values of 
multiple that is to be expected. however, the companies characterized by the first and the second types 
of FA experienced a slightly less severe fall in values of multipliers. This confirms that these companies 
are perceived by investors as less risky and provides support for Hypothesis 5.

now it is reasonable to examine the influence of financial architecture on the components of total 
shareholder return in the post-crisis period (2010–2012). The data on mean values of sales, operating  
margin, EV/EBiTDA multiple  and share price growth rates are presented in Diagram 6.

Diagram 6. Total shareholder return in the post-crisis period (2010–2012)

The discrepancy between the clusters in the average growth rate of sales was discussed in the section 
devoted to the analysis of sustainability of growth.

Concerning the dynamic of operating margin, we can observe that, contrary to the companies with the 
third type of financial architecture, the representatives of the first and the second cluster demonstrate 
a positive movement of this indicator. Thus, the financial crisis caused more serious consequences for 
companies with the third type of financial architecture. This can be due to the combination of a less 
conservative capital structure and a highly concentrated ownership structure. The first factor negatively 
affects cost of equity for these companies and leads to lower investments. The second factor might lead to 
conflicts between majority and minority shareholders and complicate the decision making process. Thus, 
the evidence in favour of Hypotheses 3 and 5 is provided.

According to Diagram 6, the representatives of all the clusters on average face the reduction of EV/
EBiTDA multiple. This can be explained by the fact that by the end of 2009 the share price of many 
companies almost reached and in some cases even exceeded the pre-crisis levels but in the subsequent 
periods there was a correction. in general we can observe that the companies with the first type of financial 
architecture demonstrate only slight reduction in the value of the multiple whereas the representatives of 
the second and especially the third cluster experience a more substantial decrease. This can be due to a 
more conservative capital structure of the companies from the first cluster, which makes them less risky 
and more attractive for investors in the unstable post-crisis environment. Moreover, the companies with 
the first type of financial architecture are characterized by the most significant and growing participation 
of foreign investors, which has a positive impact on market valuation (Tobin’s Q). These results provide 
support for Hypotheses 2 and 5.

in general we have observed the differences in the sustainability of growth (revealed through SGi and 
TSR) between the companies characterized by various types of corporate financial architecture. Despite 
the fact that there is no clear division of the firms of different clusters according to sustainability growth 
index, several patterns of growth can be observed. First, the companies of the first and the second cluster 
outperform the rest according to both the strategic component of growth and the financial one – economic 
profit creation. Besides, they provide a higher level of total shareholders return. Especially considerable 
differences between the representatives of various types of financial architecture can be seen from the 
prospective of fundamental value. The companies with the smallest managerial ownership and substantial 
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participation of foreign investors in general are less volatile and provide positive residual income spread 
for the majority of the observation period. The summary of results is presented below.

Cluster 1. The companies representing this cluster outperform the other companies in terms of both 
the fundamentals growth rate and accumulated residual income spread. Thus, they are characterized by 
the most sustainable growth. This can be explained by significant foreign ownership and the smallest 
managerial ownership combined with the most conservative capital structure, which allows decreasing 
the cost of equity and generate on average positive economic profit.

Cluster 2. These companies occupy the second position in terms of sustainability of their growth. They 
demonstrate a higher variation in the sales growth rate in comparison to the representatives of the first 
cluster and generate on average moderate economic profit. Such dynamic can be explained by the lack of 
foreign participation and a less conservative capital structure, which destructs the sustainability of growth. 
The highest level of managerial ownership in this cluster is compensated by a significant independency 
of the board of directors, which provides a higher quality of control over management.

Cluster 3: These companies perform poorer in terms of sustainability of growth in comparison with the 
other companies. The companies characterized by this type of financial architecture demonstrate the 
lower growth rate of fundamentals and generate on average negative economic profit. These companies 
also demonstrate higher volatility in terms of residual income spread. There are several explanations 
of these results. First, the companies representing the third cluster have the highest level of leverage 
during all the observation period. Thus, these companies are associated with the highest level of risk, 
which negatively affects the cost of capital and, consequently, the residual income spread. Second, these 
companies are characterized by more significant managerial ownership than the representatives of the 
first cluster, which leads to the entrenchment of managers. Finally, a quite significant level of foreign 
ownership in this cluster is compensated by the highest ownership concentration, which might prevent 
the implementation of new technologies and standards of corporate governance due to conflicts between 
majority and minority shareholders.

in general, the results of the current research provide support for all the stated hypotheses. The first 
cluster with the highest foreign ownership and the most conservative capital structure outperform the 
other clusters in terms of sustainability of growth, which supports hypotheses 4 and 5. The involvement 
of independent directors in the board improves the sustainability of growth as it provides a better control 
over management (hypothesis 1). Ownership concentration negatively affects the quality of growth 
due to conflicts between majority and minority shareholders (hypothesis 3). The representatives of the 
third cluster provide evidence in favour of this logic, since, in spite of a significant foreign ownership, 
they perform poorer in comparison to the representatives of the second cluster characterized by the 
lowest foreign participation.  Finally, the evidence in favour of non-linear relations between managerial 
ownership and sustainability of growth was found (hypothesis 2). The companies from the first and the 
second clusters (with the smallest and highest levels of managerial ownership respectively) outperform 
the firms of the third cluster in terms of sustainability of growth. 

Conclusion
This study contributes to the examination of the impact of financial architecture on the company’s 
performance. in general, it provides evidence supporting the hypothesis that financial architecture 
influences the sustainability and quality of the company’s growth. For a sample of large Russian 
companies it was demonstrated that the firms representing different types of financial architecture vary in 
terms of sustainability of growth. in particular, the companies with a more conservative capital structure, 
insignificant managerial ownership and active participation of foreigners in equity capital outperform the 
others in terms of sales, operating margin growth rates and residual income spread. These companies were 
also shown to be less volatile in both the crisis and post-crisis periods. The most substantial difference 
between the representatives of various types was found in terms of residual income spread which is one 
of the most important aspects from the point of view of contemporary financial analysis as it takes into 
account alternative costs of capital and reveals the ability of a company to generate positive economic 
profit. 
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This study also supports the hypothesis that the components of financial architecture cannot be studied 
separately. Therefore, a complex model of the analysis of performance should be applied as the components 
of financial architecture are interconnected and affect each other. in particular, it was demonstrated 
that in the companies with higher ownership concentration, foreign ownership has a less impact on 
performance, which can be explained by arising conflicts between majority and minority shareholders. 
Also, for companies that are characterized by large managerial ownership the involvement of independent 
directors can positively affect the sustainability and quality of growth as independent representatives are 
able to monitor managers better and motivate them to maximize the value of a company.

The results obtained in this research are in line with the results of the prior research for the Russian market 
conducted by ivashkovskaya and Stepanova (2011a, 2011b, 2011c) and kokoreva and Stepanova (2012). 
These results can be interesting for managers of Russian companies because they can help to establish 
an appropriate financial design of a company, providing an opportunity to reach more qualitative types 
of growth and thus improve the perception of a company by all types of stakeholders, including financial 
and non-financial ones.

The current research provides a background for future studies. There are several ways of how this research 
could be continued. First, the methodology of the analysis could be applied to developed countries and 
cross-country differences could be examined. Second, there exists a possibility to extend the sample so 
that the companies from the second echelon could be included in order to obtain greater variation in terms 
of performance. however, it could be realized only providing the fact that all financial and non-financial 
data is available for these companies. The third way to continue the current research is to examine the 
non-linear relations that can arise between the components of financial architecture and performance.
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