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This paper examines the connection between corporate governance and innovation and the motivation effects of governance procedures on management actions. The life cycle theory of the firm provides a framework for the analysis contained in this research. Companies in Russia making the transition to the professionally managed stage of their life-cycles have to build new capabilities in order to compete globally and survive. These companies need also to establish governance systems that ensure the accountability of their managers. Failure to assemble and deploy a wider array of capabilities and introduce efficient governance can severely limit Russian companies’ strategic flexibility as they pursue new opportunities. Using agency theory and the knowledge-based view of the firm, this paper demonstrate how Russian companies’ governance systems and their strategic leadership can complement or substitute each other in ways that foster or limit their strategic flexibility. The long term sustainability of firms is connected to building proper governance mechanism. The paper examines both longitudinal data and case studies of Russian firms’ behavior.

