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Abstract––The article presents a new approach to interested-

party transactions as a legal mechanism that includes elements of 

its functioning, namely, preliminary measures and measures of 

subsequent legal protection. Designing legal regulation on the issue 

of interested-party transactions is discussed. It is revealed that the 

factors in the formation of this legal mechanism are the 

institutional environment, political, and legal foundations. The 

authors suggest an optimal model of legal regulation of interested-

party transactions. The research purpose is to solve the problems 

of legal support for counteracting the withdrawal of assets by 

improving the legal mechanism for regulating interested-party 

transactions through the use of legal CSR tools. During the 

research, the authors follow the functional and instrumental 

approaches and use the methodology of economic analysis of law. 

Within the framework of these approaches to the study of legal 

phenomena, philosophical methods (dialectical, metaphysical, 

analytical), general scientific (analysis, synthesis, abstraction, 

generalization, induction, deduction), special scientific (formal 

legal, legal modeling, synergetic) are used. The researchers 

conclude that the identification of the relationship between the 

institutions for regulating interested-party transactions and CSR, 

as well as the influence of this relationship on the business 

reputation of commercial corporations contributes to the 

improvement of the legal mechanism of interested-party 

transactions. In the short and especially long term, increased 

attention to improving the legal mechanism of interested-party 

transactions and the voluntary implementation of the principles of 

its functioning by potentially interested parties of corporations will 

positively affect not only the business reputation of subjects of 

social and economic relations in regards to the CSR tasks 

implementation, but will also improve their financial and 

economic indicators. 

Keywords––information disclosure; approval of the transaction, 

invalidity of an interested-party transaction, corporate social 

responsibility, prevention of corporate conflicts, formation of the 

corporation business reputation. 

I. INTRODUCTION

During the COVID-19 pandemic, the problem of social 
sustainability and economic development has clearly 
aggravated. Thus, according to the baseline forecast, global 
GDP will contract by 5.2 percent in 2020, which, according to 
the World Bank, is an indicator of the “deepest recession” in 
recent decades, despite the efforts of states to counteract the 
economic downturn through fiscal and monetary policies. At 
the same time, the reasons for the long-term nature of such a 
recession are a decrease in investment, a fragmentation of 
global trade and supply chains. 

Obviously, in order to preserve the business during the sharp 
changes in the structure of markets, the owners are forced to 
restructure it, optimize the activities of the organization, i.e. to 
reduce costs, as well as to change business strategy. In such a 
situation, ensuring the legitimate rights and interests of minority 
shareholders (participants of commercial corporations) and 
corporate employees becomes especially relevant, since both 
managers and majority shareholders, as follows from the well-
known “agency problem”, tend to withdraw assets from the 
corporation for their own selfish purposes, especially in the 
context of the acute economic crisis. 

II. RESEARCH QUESTIONS

• Identification of problems to be solved by improving the
legal mechanism of interested-party transactions in the
formation of this mechanism.

• Implementation of the potential of the legal mechanism

Advances in Economics, Business and Management Research, volume 164

Proceedings of International Scientific and Practical Conference “Russia 2020 - a new reality:

economy and society” (ISPCR 2020)

177
Copyright © 2021 The Authors. Published by Atlantis Press B.V.

This is an open access article distributed under the CC BY-NC 4.0 license -http://creativecommons.org/licenses/by-nc/4.0/.



of interested-party transactions in increasing the stability 
of intra-corporate relations by coordinating the 
relationship between this legal mechanism and the 
institution of corporate social responsibility (hereinafter 
– CSR).

• Application of CSR to improve the efficiency of legal
regulation of interested-party transactions of
commercial corporations and increase the investment
attractiveness of the Russian economy both in the short
term (at the post-COVID-19 stage) and in the long term.

III. RESEARCH PURPOSE

The research purpose is to solve the problems of legal 
support for counteracting the withdrawal of assets by improving 
the legal mechanism for regulating interested-party transactions 
through the use of legal CSR tools. 

IV. RESEARCH METHODS

When working over the problem “Identifying the tasks that 
can be solved by improving the legal mechanism of interested-
party transactions in the formation of this mechanism”, a 
functional approach and methodology of economic analysis of 
law are used. There is a detailed description of the factors that 
determine the choice of the effective regime of legal regulation 
of interested-party transactions by regulators, taking into 
account the structure of the legal mechanism of interested-party 
transactions. The analysis of the positions presented in the 
literature sources serves as the basis for determining the goal 
and directions of the implementation of legal policy on the 
regulation of interested-party transactions. 

Implementing the potential of the legal mechanism for 
regulating interested-party transactions in increasing the 
stability of intra-corporate relations is carried out through the 
coordination of relationship between the legal structures of 
interested-party transactions and CSR, i.e. the use of the CSR 
institution to increase the efficiency of legal regulation of 
interested-party transactions of commercial corporations with 
the help of an instrumental approach to law and economic 
analysis of law methods. Thus, the authors identify the 
motivation for Russian corporations’ compliance with the 
norms of socially responsible behavior; the level of demand for 
corporate rationing in the socio-economic sphere; the risks, 
benefits, and advantages that corporations get if they comply 
with CSR standards; the degree of increased stability of intra 
corporate relations; the growth of the investment attractiveness 
of corporations. 

Within the framework of these approaches to the study of 
legal phenomena, philosophical methods (dialectical, 
metaphysical, analytical), general scientific (analysis, 
synthesis, abstraction, generalization, induction, deduction), 
special scientific (formal legal, legal modeling, synergetic) are 
used. 

V. DISCUSSION AND RESULTS

The issue of choosing an effective mode for legal regulation 
of interested-party transactions is determined not only by purely 
legal aspects, but by other, first of all, socio-economic factors 
(corporate governance structure, actual business environment, 
etc.) existing in a particular economy [1], as well as, in a broader 
sense, by the institutional environment [2]. In general, we are 
talking about the choice of the subject and method of legal 

regulation that affect the legislator’s definition of the subject 
area of the key interests of the state and economic entities, 
which are taken into account when designing legal regulation 
of the institution of interested-party transactions. 

Reaching the balance between imperative and dispositive 
regulation is especially relevant for influencing the legal 
mechanism for implementing interested-party transactions, 
since a change in the proportion in a combination of methods 
immediately forms favorable or unfavorable conditions, which 
hinder the development of the corporation, as well as creates the 
effect of reducing and (or) increasing the rate of return for 
various categories of participants in intra-corporate relations. 

Besides, there are also political and legal reasons for the 
appearance of this or that model of interested-party transactions 
regulation. A comparative legal study of the legal institution of 
interested-party transactions in the legal systems of the USA, 
Great Britain, France, Germany, Italy, Spain, Finland, and 
Poland, allows making a conclusion that “tolerance” towards 
interested-party transactions and economic development are 
interrelated. New firms (start-ups) are most prone to making 
transactions with an interest, since “transactions between 
independent participants (arm’s length transactions) are not 
always available to unverified firms” [3]. There is also a well-
grounded opinion that the “soft option” of regulating interested-
party transactions and the execution of provisions on such 
transactions throughout the world is “equivalent to the implicit 
legalization of the extraction of material private benefits” 
through such transactions [2]. 

Therefore, the mode of legal regulation of interested-party 
transactions in a specific legal system cannot be created in 
isolation from the above-mentioned socio-economic and 
political factors characteristic of a given country. It is known 
that the positive effects of an interested-party transaction can 
include “reduction of transaction costs, efficient creation and 
distribution of resources within the group (companies), 
maintaining an important but less profitable business”, etc. 
Obviously, the major negative effect of transactions with 
interested parties is the withdrawal of assets from the 
corporation by insiders (controlling persons) and management 
[4]. 

Considering the economic consequences of an interested-
party transaction for corporations and participants, legal 
scholars put forward two opposite hypotheses: the conflict of 
interest of interested-party transactions and their effectiveness. 
Accordingly, the first approach presupposes the legislative 
limitation of interested-party transactions and their strict 
control. From another point of view, such a model of legal 
regulation would be detrimental to the financial activities of a 
commercial corporation, since there are interested-party 
transactions that are made in the “best interests of the company” 
and therefore are legitimate per se. 

It would seem obvious that an intermediate approach should 
be taken, that is to prohibit unprofitable interested-party 
transactions and to allow transactions that do not entail damage 
to the legal entity, rather than to prohibit interested-party 
transactions at all. However, in this case, the difficult question 
arises of how in practice the members of the corporation, 
members of its board of directors or regulators can determine 
which related-party transactions are profitable for the 
corporation and which are not [5], especially in the long term 
and in regards to accounting transactions on the results of the 
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financial year made by the corporation in aggregate. A 
transaction that, at first glance, looks like it was made in the 
personal interests of the controlling person or a member of the 
management body, could be not a transaction of the kind, but, 
on the contrary, the person interested in the transaction could 
positively contribute to ensuring the corporation performance 
in the long run if the personal experience and developed 
connections of the decision maker are used. 

The legal mechanism for interested-party transactions 
consists of the following elements: 

• preliminary measures (preliminary information 
disclosure and the transaction approval); 

• measures of subsequent legal protection (recovery of
damages, recognition of an interested-party transaction
as invalid, subsequent information disclosure).

The use of this mechanism is important for investors who 
assess to what extent they are able to control the activities of the 
corporation, and, in fact, whether by studying interested-party 
transactions, they can block unprofitable ones by voting. Thus, 
the specified legal mechanism is manifested in the effective 
implementation of preliminary measures and subsequent 
methods of legal protection used in critical cases of the 
corporation and its members. 

At the same time, in accordance with international 
experience, the most important in this mechanism are precisely 
ex ante measures. “A stronger board structure reduces the 
likelihood of expropriation in related-party transactions” [6]. 

As the world experience shows, the next stage of the 
mechanism for protecting the rights of participants and 
corporations when making interested-party transactions is the 
procedures for regulation and approval after the identification 
of such transactions. 

As it was noted earlier, there are interested-party 
transactions that are profitable both for the corporation and its 
members. Accordingly, the question arises of how to ensure the 
execution of such transactions on market conditions. 
Obviously, it is necessary at the regulatory level to provide 
persons authorized to make corporate decisions and control the 
activities of the corporation with the rights to analyze and 
approve interested-party transactions. Consolidation of rights is 
possible according to three models – courts (ex post 
investigation of interested-party transactions), shareholders and 
directors (ex ante approval of interested-party transactions). As 
an extension of the dispositiveness of the legal regulation of the 
interested-party transactions institution, one can offer the 
corporation members a choice from the proposed set of models, 
as well as a two-stage or mixed model. 

Ensuring the stability of corporate relations should be 
sought not only directly in positive law, but also in legal 
regulation on the issue of increasing economic and other 
incentives for business decision makers (insiders). One should 
consider the CSR toolkit, which leads to an increased efficiency 
of legal regulation of the legal mechanism of interested-party 
transactions through the performance of socially significant 
corporation functions during a pandemic that entailed a deeper 
economic crisis by the members of the corporation’s governing 
bodies, majority shareholders, and the controlling persons of 
the organization; interaction with stakeholders will also have a 
positive impact on financial results, it will promote the goal of 

sustainable economic development, as well as create “a positive 
image of a corporate citizen” [7]. It is not correct to believe that 
CSR lies outside the scope of legal requirements [8], since, as 
noted in the same study, CSR includes four elements: 
economic, legal, ethical, and charitable. 

CSR was institutionalized in 1992 with the creation of the 
International Association “Business for Social Responsibility”, 
the mission of which was to work with business in order to 
create a fair and sustainable world [9]. For many decades, 
researchers of corporate social responsibility have associated it 
with the principles of sustainable development, which means 
that organizations are obliged to make decisions taking into 
account the short-term and long-term social, environmental and 
other consequences of their activities. It is noted that “improved 
environmental and social performance does lead to higher 
levels of financial performance”. However, at the same time, 
this position is controversial: it is difficult to speak of an 
unconditional positive relationship between increased attention 
to compliance with social responsibility standards and the 
growth of corporate financial performance due to the existence 
of factors that can, on the contrary, lead to a decrease in such 
indicators (for example, an excessive shift in the attention of 
management to improving environmental and social policy and 
its financing to the detriment of the key strategies of the 
corporation). Despite this, “the responsiveness of companies in 
relation to numerous stakeholders is consistent with their 
interests, it does not promise huge profits, but protects against 
sharp downturns” [10]. In addition, according to one of the 
theories of managing the interests of stakeholders called the 
“internal model of stakeholder obligations”, corporations are 
sometimes interested not only in maximizing profits, but also in 
taking moral obligations [11]. 

The relationship between improving the financial 
performance of companies and its policy aimed at 
implementing socially responsible behavior has acquired a new 
and louder sound in the context of quarantine. In particular, 
according to the Bank of America (BofA) Report, because of 
the current climate change, environmental degradation, 
cybersecurity and inequality issues due to COVID-19, “long-
term government policy on trade and economic incentives, as 
well as corporate strategy on sourcing, will take security and 
climate change into account more seriously than in the past”; it 
will entail greater investors’ attention to corporations that take 
long-term risks into account and are therefore more reliable 
[12]. Moreover, “stakeholders are concerned that the company 
they support has business practices which positively influence 
society in achieving financial success” [13]. 

Introduction of the legal institution of CSR into the Russian 
legal system results in the most effective ex ante execution of 
the element of the legal mechanism of interested-party 
transactions implementation, which, as noted above, plays a key 
role in ensuring the stability of intra-corporate relations. 
Managers and controlling persons who are interested not only 
in increasing the value of the corporation and in receiving 
higher wages and/or dividends, but also in improving social and 
environmental performance of the corporation will be more 
responsible for their business decisions, as well as for making 
and approving interested-party transactions. Recent studies 
have shown that the more a corporation publically reports on its 
CSR compliance over a certain period, the more pronounced the 
relationship between sales of the corporation through 
interested-party transactions and the value of the corporation 
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becomes, which entails a decrease in the risk of opportunistic 
behavior of members of management bodies and other persons 
who actually control corporation, since CSR reporting reflects 
the desire to be more ethical and credible [14]. 

The development of corporate social responsibility in 
Russia helps to increase the investment attractiveness of the 
national economy. Thus, according to the report of the 
international firm EY on the results of 2019, Russia is ranked 
ninth among the ten most attractive countries for European 
investors. At the same time, “the overall indicator of the number 
of foreign direct investment projects in the Russian economy is 
quite high”, if we take into account the global slowdown in 
economic growth and the ongoing sanctions [15]. By 
stimulating Russian corporations to develop CSR, Russian 
regulators can significantly affect the improvement of the 
investment climate of the Russian economy by increasing ESG 
(Environmental, Social, and Governance) – an investment that 
assumes that investors take into account how the corporation’s 
values correspond to their own. 

VI. SUMMING UP

Conceptually, the legal regulation of interested-party 
transactions should fulfill two important tasks: firstly, to 
consolidate a significant difference between legitimate business 
decisions and transactions in personal (illegal) interests; 
secondly, to establish appropriate mechanisms to regulate such 
transactions. Among the stages of its implementation can be 
distinguished preliminary (ex ante) and subsequent (ex post) 
stages. 

The mechanism for regulating interested-party transactions 
in business companies occupies one of the central places in the 
legal regulation of the protection of minority participants 
(shareholders) from illegal actions of members of management 
bodies and major participants (shareholders), namely the 
withdrawal of assets from an organization to a controlled 
person. 

In a situation of social and economic instability, including 
the one that appeared during the extreme period of the COVID-
19 pandemic, ensuring the legitimate rights and interests of 
minority shareholders (and members of commercial 
corporations) comes to the fore. In order to stabilize intra-
corporate relations at a time of high risk of asset withdrawal 
from the organization, first of all, members of management 
bodies and controlling persons should normatively define the 
tools of corporate social responsibility in the legal mechanism 
of interested-party transactions. This legal mechanism 
stimulates the performance of socially significant functions of 
the corporation by members of the governing bodies of the 
corporation, majority shareholders, and controlling persons, 
also during a pandemic, which will also have a positive effect 
on the business reputation and financial results of commercial 
organizations and, ultimately, create incentives to reduce the 
risk of self-serving behavior by those interested in making 
unprofitable interested-party transactions. 

There is a close relationship between the legal institutions 
of interested-party transactions and CSR. Firstly, both legal 
institutions solve the problem of stabilizing corporate relations, 
with the difference that the legal mechanism of interested-party 
transactions solves it “within” the corporation, while CSR acts 
“from the outside”, because the interests of clients, corporation 
employees, etc., who are not shareholders, do not belong to 

corporate interests, but are “outside” the corporation being a 
subject of relations which are broader in content than 
exclusively legal and socio-economic ones. Secondly, 
information on both the facts of interested-party transactions 
and the implementation of socially responsible behavior by the 
corporation is the factor that affects the investment 
attractiveness of the corporation. Improvement of the legal 
mechanism of interested-party transactions actually contributes 
to an increase in the efficiency of the implementation of CSR 
goals [16]. 

VII. CONSCLUSION

Revealing the relationship of institutions regulating 
interested-party transactions and CSR, as well as the influence 
of this relationship on the business reputation of commercial 
corporations, contributes to the improvement of the legal 
mechanism of corporate relations. In the short and especially 
long term, increased attention to improving the legal 
mechanism of interested-party transactions and the voluntary 
implementation of the principles of its functioning by 
potentially interested parties of corporations will have a positive 
effect not only on the business reputation of subjects of social 
and economic relations in the light of the implementation of 
CSR tasks, but also on the improvement of their financial and 
economic indicators. 
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