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State and Municipality Owned 
Enterprises – How to govern, What to 
retain, What has to be sold?



If management is about running business, governance 
is about seeing that it is run properly. All companies
need governing as well as managing.
Prof. Robert Ian Tricker, 1984

Corporate governance is a set of relationships 
between a companies management, its board, its 
shareholders, and other stakeholders.
OECD

Corporate governance is about promoting corporate 
fairness, transparency and accountability.
James Wolfensohn, former president of the World Bank

Management vs Governance

A google search of the words “Corporate Governance” notes that 
there are 61,3 million references to be found in the worldwide web



• For one, corporate governance is not to be confused 
with the tasks of management. 

• Corporate governance refers to the way that the 
state sets high level strategic goals, and how it 
implements them through corporate structures 
such as boards. 

• Good governance also relies fundamentally on 
systems of reporting, audit and control that 
minimize risks, the potential for corruption, and 
conflicts of interest.
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But…. What is SOE governance?



CG is not about having a nice 
checkbox
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“Good corporate governance is about 
'intellectual honesty' and not just sticking to 
rules and regulations, capital flowed towards 
companies that practiced this type of good 
governance.“

Mervyn King, 
author of the new South African King III Code of Governance 2009



SOEs Landscape in Latvia
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The State is a significant owner 
of SOEs in Latvia
• 115 companies, including 66 

fully owned, 5 with decisive 
influence 

Y2016:
• 52 114 employees in SOEs 

(~5,4%), with MoEs - 78 000 
Overall asset value 8,72 bEUR

• Turnover 3,25 bEUR



SOEs are fundamentally 
important to the economy

They provide crucial services to industry and the 
public. 

– When things go well, they can provide a solid 
base for economic and social development,
contribute significantly to state budgets, and be 
an important tool to achieve government 
policies.

– When things go wrong, they can become a 
crushing financial and political burden.
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Impact and benefits from CG 
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Business 
environment

Clear rules of the game

State reputation

Sustainable business

Motivation to pay 
taxes

Transparency & 
Accountability

Trust

Company, 
management

Competitiveness

Options to attract finance

Better financials

Fulfilled strategic objectives 

Clear roles, responsibilities

Effective risk management

Reputation and image

Possibility to attract better 
employees

Shareholders, 
Investors 

Impact on company 
value

Safety of investment 

Trust among 
shareholders

Reputation

Interest from new 
investors
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Aspects of SOEs reform agenda
from 2010

State role in 
business Ownership policy Strategy setting 

(from objectives to KPIs)

Boards in all 
commercial SOEs 

with stronger 
independence

Transparent 
nomination of 

board members 
and CEO

Transparency, i.e. 
disclosure, 

reporting, non-
financial reporting, 

etc.

Remuneration 
policy Dividend policy

Involvement of 
ministries to 
operational 

decisions of SOEs
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OECD Guidelines on CG of SOEs 
(2015) 

I. Rationales for state ownership
II. The state’s role as an owner
III. State-owned enterprises in 
the marketplace
IV. Equitable treatment of 
shareholders and other investors
V. Stakeholder relations and 
responsible business
VI. Disclosure and transparency
VII. The responsibilities of the 
boards of SOEs



Legislation in Latvia: Public persons may perform 
commercial activities:

• Market failure 

• Management of strategically important assets (e.g. 
infrastructure, state security)
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Rationales for state ownership



• Consistent with the rationale for state ownership, 
the legal and regulatory framework for SOEs 
should ensure a level playing field and fair 
competition in the marketplace when SOEs 
undertake economic activities

• A. Clear separation between the state’s ownership function 
and other state functions. 

• B. Stakeholders and other interested parties, including 
creditors and competitors, should have access to efficient 
redress when they consider that their rights have been 
violated
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State-owned enterprises in the 
marketplace (1-2)



• C. Where SOEs combine economic activities and public policy 
objectives, high standards of transparency and disclosure 
regarding their cost and revenue structures must be 
maintained

• D. Costs related to public policy objectives should be funded 
by the state and disclosed. 

• E. As a guiding principle, SOEs undertaking economic 
activities should not be exempt from the application of 
general laws, tax codes and regulations.

• F. SOEs’ economic activities should face market consistent 
conditions regarding access to debt and equity finance. 

• G. When SOEs engage in public procurement, whether as 
bidder or procurer, the procedures involved should be 
competitive, non-discriminatory and safeguarded by 
appropriate standards of transparency
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State-owned enterprises in the 
marketplace (2-2)



Company objectives and strategy, competitive neutrality 

Effective supervisory board 

Transparency and disclosure

Remuneration, governance of MoEs, State as shareowner
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BICG recommendations to 
government, November 2017



• Should the state/ municipalities do business, or 
should the enterprises be sold?

• How to ensure that OECD recommendations for 
competitive neutrality (also corporate governance)
are respected?

• How to raise the sustainability, productivity, and 
competitiveness of SOEs?
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Topics to discuss today


