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Abstract 

 

This study analyzes the impact of private and public order institutions on 

the provision of trade credit in Russia. It shows, ceteris paribus, that 

managers‘ perception of their own ability to use legal terminology and their 

perception of lawyers‘ effectiveness in the solution of commercial conflicts 

have a significant impact on the provision of trade credit to clients. The 

perception of the effectiveness of commercial courts and law enforcement 

has little or no impact at all on the provision of trade credit. 246 managers 

in three towns in northwest Russia participated in the survey. The results 

propose that internal legal determinants in the form of legal consciousness 

better explain provision of trade credit than do external legal determinants in 

contrast to current theory. This observation suggest that human legal 

capital has unexploited potential for explaining financial transactional 

behaviour. 
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This study compares private and public order contract enforcement mechanisms and their effect 

on the managers‘ trade credit decision in Russian enterprises. It shows that human legal capital 

both in the form of managers‘ legal self-efficacy and their appreciation of lawyers‘ ability to solve 

commercial conflicts have an impact on the trade credit decision that is equal to or greater than 

the public order mechanisms of courts and law enforcement. The paper also adds to the theory 

of law and finance in that it surveys the issue of external funding of enterprises from a legal 

consciousness perspective and compares it to external legal institutions. It is also a reaction and 
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comment to McMillan and Woodruff‘s (2000) study that surveys various mechanisms of private 

order in Eastern Europe.1 

 Previous research by Jörgensen & Svanberg (forthcoming) has demonstrated a 

strong positive and significant correlation between legal self-efficacy and the use of sanctions 

against other firms. The purpose of the study is to test the impact of human legal capital on 

contracting; legal self-efficacy and the perception of lawyers in comparison to other common 

mechanisms of contract enforcement. This paper tests five mechanisms that support contractual 

assurance on trade credit of Russian managers. The mechanisms are divided into two groups, the 

first one is private order mechanisms; legal human capital in the form of legal self-efficacy, and 

the perception in lawyers‘ ability to solve commercial conflicts. The third factor in this category is 

social network capital in the form of trade associations. The second group is that of public order 

mechanisms; the perception of effectiveness of courts and that of law enforcement agencies on 

the trade credit decision of Russian enterprises. 

Law as a means of communication – coined legal self-efficacy in doing business is at least as 

important for reducing transaction costs for enterprises as the institutions of private and public 

order, such as trade associations, law enforcement, and courts. Legal self-efficacy is used as a 

measure of legal capital of the individual. It‘s an application of Torpman and Jörgensen‘s (2005) 

and Jörgensen & Svanberg (forthcoming) new theory of legal efficacy.2 According to this 

definition of legal efficacy individuals tend to accept legal communication if they believe they 

comprehend it and feel at ease with legal terminology. Laymens‘ use of law diverges from that of 

professionals. Professionals are familiar with the exact phrasing of laws. Laymen on the other 

hand structure their relationships with their private and often confused understanding of abstract 

concepts, i.e. rights, debts, contract, and property. Knowledge of legal concepts makes 

communication with them more likely and consequently law will be more frequently referred to. 

According to the definition of legal efficacy of Torpman and Jörgensen (2005), which can be 

referred to as the ―application perspective‖ on legal efficacy, law is effective when users feel 

confident in their ability to use legal terminology and in the acceptance of the communication as 

law. Businessmen who have a high level of legal self-efficacy are labelled law businessmen. Almost all 

businesses in Russia receive trade credit.  

Trade credit is the single most important source of external financing of Russian firms. 51 

percent of total debt by Russian firms (23 percent of firms‘ total assets) is in the form of trade 

credit. 97 percent of all Russian enterprises receive trade credit from their suppliers. Yet only 41 

percent of firms report having bank credit. Even among the enterprises that have bank loans, it is 

only the second most important source of credit after trade credit.3 The trade credit decision is 

affected by many firm specific factors, the most cited being information asymmetry – suppliers 

                                                 
1McMillan, J., Woodruff, C., (2000) ―Private Order under Dysfunctional Public Order‖ Michigan Law Review 98(8) p. 
2421-2458. This study surveys various mechanisms of private order contractual assurance mechanism with the aim 
of finding out if and how private order mechanism can act in the place of a faulty public order in five former Soviet 
republics and Eastern Europe. They find that social networks, such as a trade association, and informal gossip 
substitute for the formal legal system, while business networks and trade associations work in conjunction with the 
formal legal system. 
2
Torpman, J., Jörgensen, F. (2005)‖Legal efficacy: Theoretical Developments on Legal Transplants‖Archiv für Rechts 

und Sozialphilosophie, (4) p. 515-534.Jörgensen, F., Svanberg J., ―Legal self-efficacy and Managers‘ Use of Law‖ 

accepted for publication in Archiv für Rechts und Sozialphilosophie.  

3See IMF International Financial Statistics and Huang, H., D. Marin and C. Xu (2002) ―Financial Crisis, Economic 
Recovery and Banking Development in Former Soviet Union Economies,‖ IMF mimeo.  
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know more about their client enterprises than other lenders, such as banks. Other cited factors 

are price reduction as a measure to stifle competition, and the maintenance of a beneficial 

corporate image.4 Only a handful of studies have looked at the determinants of supply of trade 

credit in developing countries.5 The factors that affect managers‘ trade credit decisions in Russia 

have not received a lot of research attention. One study concludes that the quality of courts has 

an impact on the trade credit; however the effect is more significant on bank finance.6 The 

research field of law and finance, which studies the relationship between legal systems and the 

external financing of enterprises, has received increasing attention.7 Individual human perception 

                                                 
4 Cheng, N.S., Pike R. (2003) ―The Trade Credit Decision: Evidence of UK Firms‖, Managerial and 

Decision Economics 24 (6-7) p. 419-438. Schwartz R.A., Whitcomb, D.K. (1979). The trade credit decision. In 
Handbook of Financial Economics. Bicksler J.L. (ed.) North-Holland: Amsterdam, 257-273. Other factors include 
the financing motive; trade credit can be considered an interest free loan, for which the monitoring costs are lower 
than for banks. Especially if the seller is wealthy and buyer has poor financing this motive becomes especially strong. 
Very wealthy entrepreneurs don‘t need trade credit, and the conditions for granting of trade credit to very poor 
entrepreneurs are similar to that of the granting of bank credit. Meltzer, A. H., (1960), ―Mercantile Credit, Monetary 
Policy, and Size of Firms‖, The Review of Economics and Statistics , 42(4) p. 429-37. Suppliers may lend more liberally 
than banks, since it is less lucrative for an opportunistic borrower to reroute direct inputs than to divert cash. This is 
true especially in countries with an imperfect legal protection of creditors, since trade credit loses its advantage since 
it becomes as difficult to divert cash as to redirect trade inputs. Perhaps this is why trade credit is relatively more 
prevalent in countries with worse legal institutions. Burkart, M., Ellingsen, T. , Giannetti, M. (2004) ―What You Sell 
is What you Lend? Explaining Trade Credit Contracts‖ Stockholm School of Economics Working Paper. This study 
shows that ceteris paribus, service suppliers offer as much trade credit as suppliers of differentiated goods and 
significantly more than suppliers of standardized products. It also shows that the most important product 
characteristic for explaining trade credit contracts is the ease with which the input can be diverted.Demirgüç-Kunt, 
A., V. Maksimovic, et al. (2002). Firms as Financial Intermediaries: Evidence from Trade Credit Data. World Bank 
Working Paper. The investment motive: receivables, such as trade credit, should be treated as an investment rather 
than a passive consequence for sales. Copeland and Khoury (1980) ―A Theory of Credit Extensions with Default 
Risk and Systematic Risk‖, The Engineering Economist, 26(1), p. 35 – 52. It signals an intention from the seller to keep 
an on-going relationship with the customer. It also allows the seller to invest in the buyers business to this end. It 
signals an intention from the seller to keep an on-going relationship with the customer. It also allows the seller to 
invest in the buyers business to this end. Finally there are marketing and competitiveness motives behind the 
granting of trade credit. Trade credit forms a part of a package deal, which stimulates demand. The lengthening of 
trade credit can also be considered a price reduction, and when competition is strong, the granting of trade credit can 
be considered a tool for competition with other similar sellers. Finally, trade credit can be seen as a part of keeping a 
beneficial corporate image (Cheng and Pike 2003). 

5 Johnson, S., J. McMillan, and C. Woodruff (1999) ―Contract Enforcement in Transition,‖ CEPR Discussion Paper 
No. 2081. This paper shows that firms that have more confidence in courts are more willing to extend trade credit to 
customers. Fisman, R., Raturi, M. (2003) Does Competition Encourage Trade Credit Provision? Evidence from 
African Trade Credit Relationships. NBER Working paper 9659. This study examines the relationship between 
monopoly power and credit provision, using data on the supply relationships of firms in five African countries. It 
finds that monopoly power is negatively associated with credit provision. Fafchamps, M. (1996). ―The enforcement 
of commercial contracts in Ghana.‖ World Development 24: 427-48. The paper documents how commercial contracts 
are enforced in Ghana. Results show that compliance with contractual obligations is mostly motivated by the desire 
to preserve personalized relationships based on mutual trust. Harassment is the main form of debt collection. Other 
enforcement mechanisms — court action, reputation effects, use of illegitimate force — are less important. 
McMillan, J. and Woodruff, C. (1999) ―Dispute Prevention without Courts in Vietnam”. Journal of Law, Economics, and 
Organization, 15(3) p. 637-58. This study surveys private order mechanisms when firms cannot fall back on courts to 
provide contractual assurance. Firms use repeated-game incentives. Contracting is supported by the threat of loss of 
future business. Most businesses do not have access to external finance markets, only 21 percent of surveyed firms 
had bank loans. The absence of laws governing property rights adds to the hazards of investing. McMillan, J. and 
Woodruff, C. (1999) ―Interfirm relationship and informal credit in Vietnam‖ The Quarterly Journal of Economics, 114(4) 
p. 1285-1320. This study shows that firms belonging to business networks receive more trade credit. Networks are 
used to sanction customers that default on the payment of trade credit. If a customer finds it hard to locate alternate 
suppliers, it is easier to get trade credit. The length of the trade relationship is positively correlated to the granting of 
trade credit. The more information a supplier has about a customer, the more trade credit is granted. 

6See Shvets, J. (2005) ―Courts, firms and allocation of credit‖ SSRN working paper. 

7Mauro, P. (1995) ―Corruption and Growth‖, Quarterly Journal of Economics, 110(2), p. 681-712. This paper finds that 
corruption lowers investment in firms and subsequently growth. Levine, R. (1997) ―Financial Development and 
Economic Growth: Views and Agenda‖Journal of Economic Literature, Vol. XXXV. In this paper the author discusses 
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of legal institutions and its impact on external financing of enterprises has not been extensively 

studied. Instead the macro level variables of contract enforcement and legal systems have been 

employed. The advantage of studying legal consciousness on the level of the individual is that we 

can study the perceptions of businessmen and they affect transactional behaviour regardless of 

the characteristics of external legal institutions. As this paper argues, the perceptions of 

institutions predict behaviour better than the innate character of institutions themselves. 

The context of this study is in the cross-section between legal sociology, law and economics and 

law and finance. It also related to the research fields of law and society and law and development. 

Research in the field of law and economics and law and finance has focused mainly on law as a 

phenomenon external to the individual and has not studied the legal consciousness on the 

individual level. The law and development school has assumed that better law enforcement, more 

efficient legal institutions, and modernized legal provisions are the key instruments to legal 

efficacy.8 The legal consciousness in relation to economic transactions has not been entirely 

avoided in previous research: sociolegal scholars have looked into the legal consciousness of 

individuals and studied it as factor that has an impact on economic behaviour of managers and 

brokers etc.9 

The ―New Law Merchant‖ is a reaction to the focus only on formal legal institutions as 

mechanisms of change in the process of improving contractual assurance in society. The ―New 

Law Merchant‖ is the collection of trade associations, business networks, and social norms that 

regulate economic exchange. The argument is that it should be more extensively utilized in 

transition economies, at the expense of investing in formal public legal infrastructure.10 The 

World Bank proposes that the New Law Merchant be used because private associations are often 

thought to facilitate relational contracting, provide third-party contract enforcement mechanisms, 

or provide dispute resolution to firms, the new law merchant has proven a favorite prescription 

                                                                                                                                                         
the link between finance and growth. He mentions the legal system as a factor of improving the financial 
infrastructure. Essentially it is an appeal for doing research in the field of determinants of finance since so little is 
known about this subject. Keefer, P. and S. Knack (1995) ―Institutions and Economic performance: Cross-country 
Tests Using Alternative Institutional Measures‖, Economics and Politics, Vol. 7. Mauro (1995) and Keefer and Knack 
(1995) were among the first to demonstrate a significant relationship between property rights and economic growth. 
They used macro level data on panel data sets. La Porta, R., F. Lopez-de-Silanes, A. Shleifer and R. Vishny (1997) 
―Legal Determinants of External Finance,‖ Journal of Finance, 52(3). This paper linked various aspects of law on books 
on the one hand, and quality of law enforcement on the other with external financing. La Porta, R., F. Lopez-de-
Silanes, A. Shleifer and R. Vishny (1998) ―Law and Finance,‖ Journal of Political Economy, 106( 6). This paper 
demonstrates the relationship between legal origin, law on the books and the concentration of ownership. Demirguc-
Kunt, A. and Maksimovic V. (1998) ―Law, Finance and Firm Growth,‖ Journal of Finance, 52(6). They also 
demonstrate a positive relationship between the rule of law and the use of external financing in different nations. 
Pistor, K., Raiser, M. and Gelfer S. (2000) ―Law and Finance in Transition Economies‖, Economics of Transition, Vol. 
8. ) This paper shows that improving legal institutions in Russia to the level of Poland increases total private credit by 
25 percent. Law in action is found to have a stronger impact than law on the books.  

8 Trubek, D.M., and Galanter, M. (1974) ―Scholars in Self-Estrangement: Some Reflections on the Crisis in Law and 
Development‖, Wisconsin Law Review p. 1062–1101. 

9Michelson, E. ―The Practice of Law as an Obstacle to Justice: Chinese Lawyers at Work.‖ Law & Society Review 40(1) 
p. 1–38. Hendley, K. (1999) Demand for Law: Rewriting the Rules of the Game in Russia: The Neglected Issue of 
the Demand for Law. East European Constitutional Review 8(4). Ellickson R.(1991) Order Without Law: How 
Neighbours Settle Disputes. Cambridge, Mass. Harvard University Press.,Bernstein, L. (1992) Opting Out of the 
Legal System: Extralegal Contractual Relations in The Diamond Industry,‖ 21 Journal of Legal Studies 115 

10Cooter, R. D. (1994) ―Structural Adjudication and the New Law Merchant: A Model of Decentralized Law‖ 
International Review of Law and Economics 14, p. 215-231. In this paper Cooter argues in favor decentralized law in 
the form of the New Law Merchant. It is embodied in various voluntary associations outside of the state apparatus 
of making law. New Law Merchant law grows from bottom to the top, and thus carries with it authority and 
acceptance from the communities where it arises. 
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for facilitating market exchanges when the courts are weak.11Underlying this prescription is an 

implicit assumption that private order is a viable substitute for public order. Research and 

evidence on the interactions of public and private order is in short supply.12 

La Porta (1998) pointed out that we really do not know which features of the contractual 

environments that matter and in which combinations.13 There is a significant gap in the literature 

on how the factors that provide contractual support differs both inside and between legal 

systems. The central question in the framework of transaction cost economics is Williamson‘s 

―Which governance mechanism best coordinates the disparate plans and interests of the various 

individuals making up society?‖14 This study is a partial answer to this question in the Russian 

context. 

The key message of Ronald Coase is that individuals who are free to bargain about the price and 

distribution of external effects will come up with more socially efficient solutions than courts, 

since it is far more costly to use courts and the court‘s distribution of private property rights and 

external effects may not become socially optimal.15 The cost of negotiation about private 

property rights between two parties decreases if the parties have confidence in the use of legal 

terminology, i.e. they are law businessmen and therefore possess legal self-efficacy. In the case of 

managers‘ trade credit decision legal self-efficacy has double effect. First, they will have a fuller 

understanding of private property rights and the legal terminology needed to protect it. The costs 

for filing a claim and pursuing it in the legal system are therefore lower. Secondly, they will have 

lower costs for communicating with legal terminology with the client creditor. The effect being 

that the client understands that the costs of default will rise.16 The sum of the effect of legal self-

efficacy on the trade credit decision is that transaction costs for borrowing to clients are lowered. 

Legal self-efficacy is relevant to transactions costs, for example in the protection of private 

property rights, both in the case of trade credit and in the case of Ronald Coase‘s trains and herds 

                                                 
11 World development report: Sustainable development in a dynamic world. Transforming institutions, growth, and 
quality of life (2002) World Bank. Washington DC. World Bank and Oxford University Press. 

12See Katz, E.D., (2000) ―Private Order and Public Institutions: Comments on McMillan and Woodruff‘s ‗Private 
Order under Dysfunctional Public Order‖ Michigan Law Review, 98(8), pp. 2481-249. See also Charny, D.(1990) 
―Nonlegal Sanctions in Commercial Relationships‖, 104 (2) Harvard Law Review p. 373-467 , and McMillan & 
Woodruff note 1 for some guidance. 

13 La Porta 1998 see note 3. La Porta‘s study only included law on the books and not law in action i.e. how law is 
actually perceived and understood by its users. 

14 See Katz (2000) note 12  

15 Coase, R. (1960)‖The Problem of Social Cost‖ Journal of Law and Economics, 3(1) p. 1-44. In this paper Coase 
addressed a problem that had previously been unsolved – the problem of the allocation of external effects in the 
socially most efficient way. He gave two examples to illustrate the problem; the first was that of a rancher whose 
cattle drift onto the cropland of his neighbour. If the rancher is made to contain his cattle, he is harmed just as the 
farmer is if the cattle remain unrestrained. Coase argued that with no transaction costs it is economically unrelated 
who is assigned original property rights; the rancher and farmer will work out an agreement about whether to restrict 
the cattle or not based on the economic efficiency of doing so. By letting the related parties work out the distribution 
of external effects among themselves and not going to court, the most optimal social solution to the problem of 
external costs can be found. In this paper Coase also uses another example of a train that lets out sparks onto 
adjacent farmland. The costs of burnt farmland have to be weighed against the social interest of keeping the train 
running. How can running of trains on a railway track and the costs for farmers be optimized? Coase‘s answer was 
that the farmers and the train company should solve the problems by negotiating the costs themselves, without third 
party or government intervention. The train company will adjust its train schedules to the optimal time table, and 
farmers will be reimbursed for damage caused by the trains.  

16 There may be more effects; such as law becoming a focal point when doing business. Businessmen with a high 
degree of legal self-efficacy can easier spot other such businessmen and therefore use law as a tool for 
communicating social expectations.  

http://en.wikipedia.org/wiki/Transaction_costs
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of cattle. The difference is that Ronald Coase assumed that all people have perfect understanding 

and knowledge of law and know how to find the law and, which they don‘t.17 This study shows 

that legal consciousness matters for transaction costs. Legal self-efficacy improves the chances of 

businessmen protect their private property rights. 

The dilemma of contract enforcement and indirectly transaction costs is extensively 

acknowledged as a key issue in transition of formerly planned economies. The common view is 

that under communist times these countries have relied on state to enforce dealings among state-

owned enterprises. Once the economies became decentralized and privatized, the mechanisms of 

contract enforcement were lacking. The post-Soviet legal systems were universally viewed as 

insufficient for the more demanding requirements of market economies. Many scholars thought 

that a more hurried upgrading of the institutions of law enforcement was the most crucial 

ingredient to achieve success in transition.The absence of contract enforcement may lead to 

selection into less efficient contracts, and put a ceiling on aggregate productivity.18This problem 

has been particularly prevalent in Russia and Ukraine. Survey evidence shows that the insecure 

contractual environment and lacking private property rights in Russia and Ukraine impede 

investment.19 Mechanisms of contract enforcement have always existed in the days of the Soviet 

Union, legal as well as non-legal. However as Russia embraced market economy and a new civil 

code was launched in 1995 the need for legal competence has increased, as a result legal 

proficiency has increased. 

Legal proficiency is low among managers; the average score on the legal test performed in 

another part of the survey was 4 out of 7 (57 percent) questions on credit law, the best proxy for 

knowing civil law. Yet this is somewhat higher than in a previous study with similar questions.20 

The questions are found in appendix 1. The average score at that time was 2.3 out of 6 (38 

percent).21 We might attribute this increase in legal proficiency to a greater demand of law, and 

more contact with law over time. Legal self-efficacy and legal proficiency are not correlated.22 

Legal proficiency has little to do with legal self-efficacy. Legal self-efficacy has more to do in an 

individual‘s belief in his/her ability to use legal terminology and less to do with actual knowledge 

of current law. 

                                                 
17Ellickson (2001) see note 9. He argues that most people do not know law and regularly avoid it. 

18 Blanchard, O. and Kremer, M. (1997). ―Disorganization‖, Quarterly Journal of Economics 112(4) p. 1091-1126. 

19Johnson, S., McMillan, J. and Woodruff, C. (1999). ―Property rights, finance, and entrepreneurship‖. CEPR 
discussion paper. The authors argue that property rights were more of an impediment to growth than lack of access 
to external finance in the early years of transition. 

20These questions pertain to civil law promulgated in 1995, thus it had only been effective for about two years in 
1997. In 1997 when the questions were first asked, the mean score out of six questions was 2.3 (38%). In 2005 (now 
10 years after promulgation), the average knowledge of law was a mean of 4 out of 7 (57%). This increase in legal 
proficiency suggests that it takes time for the population to get acquainted with law, and also that present commercial 
law is in demand in Russia. The first six questions are identical to the questions asked in 1997 for the article Hendley, 
K. Murrell P. & Ryterman, R. Law Works in Russia: The Roleof Law in Inter-Enterprise Transactions in Peter 
Murrell, ed. Assessing the Value of the Rule of Law in Transition Economies, Ann Arbor: University of Michigan Press, 
2002. The seventh question is ours. My gratitude to Professor Peter Murrell for allowing me to use these questions. 

21 Hendley, K. (2001) ―Beyond the Tip of the Iceberg,‖ in Assessing the Value of the Rule of Law in Transition Economies 
Ann Arbor: University of Michigan Press. P. 20-55. In this paper Hendley states that Russian businessmen 
systematically avoid the use of civil law since the fall of the Soviet Union. 

22 An unreported correlation was not significant. 
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We mean that law is efficient when managers‘ feel that they can use the law.23 Only then there 

will be a true demand for law, and demand for law is also a prerequisite for legal efficacy.24 

Previous theory on legal efficacy has used obedience to law as the sole measure. Legal efficacy 

has been measured by the characteristics of legal institutions, such as speed of trial, days to 

register a firm.25 The results from this study on the effect of legal self-efficacy challenge theories 

that resort to solely analyze external legal institutions as the mechanisms of contract enforcement.  

Mechanisms of Contract Enforcement 
 

The selection of private order mechanisms such as legal self-efficacy is motivated by previous 

studies which have shown that it has a more significant impact on the use of law than do 

perception of courts and the effectiveness of the legal system.26 The public order mechanisms of 

courts and law enforcement are selected as they are the most observable public order 

mechanisms to which all manages have a relationship. The most popular method of conflict 

resolution with a client or supplier is without outside intervention. Lawyers are the most popular 

choice among third parties, and the legal system the second choice. Trade associations and 

informal organizations linger far behind, see figure 1 below and table 2 in the appendix. 

 

Figure 1. In order to solve a commercial conflict, my firm;  

 

Prefers to 

use the 

legal system 

Prefers to 

use a third 

party, such 

as a lawyer 

Prefers to 

use a third 

party, such 

as a trade 

association 

Prefers to 

solve the 

conflict 

without 

external 

intervention 

Prefers to 

use informal 

organizations 

I don‘t 

know 

                                                 
23See Hendley, K. (2001) ―Beyond the Tip of the Iceberg,‖ in Assessing the Value of the Rule of Law in Transition 
Economies Ann Arbor: University of Michigan Press. P. 20-55. She states-‖ Most of the scholarly attention has been 
devoted to analyzing the content of these reforms, rather than to investigating their impact on the day-to-day lives of 
ordinary Russians.‖ She goes on ―…‖demand‖ has taken on a more expansive meaning, standing for the bundle of 
attitudes and behaviour toward law as affected by historical experience, both personal and societal. It goes beyond 
seeking victory in specific categories of cases to encompass a broad acceptance of law as a means of both protecting 
and advancing one‘s interests‖.Hendley thus has captured the use of law that this paper wishes to convey, law as a 
tool for advancing the interest of the individual in society. 

24 See Hendley, K. (2001) P. 20-55 note 21. She states-‖ Most of the scholarly attention has been devoted to 
analyzing the content of these reforms, rather than to investigating their impact on the day-to-day lives of ordinary 
Russians.‖ She goes on ―…‖demand‖ has taken on a more expansive meaning, standing for the bundle of attitudes 
and behaviour toward law as affected by historical experience, both personal and societal. It goes beyond seeking 
victory in specific categories of cases to encompass a broad acceptance of law as a means of both protecting and 
advancing one‘s interests‖. Hendley thus has captured the use of law that this paper wishes to convey, law as a tool 
for advancing the interest of the individual in society. 

25 See Doing Business 2004 and onwards - EBRD, editions from 1995-2005 of ―Transition report: economic 
transition in Eastern Europe and the former Soviet Union‖, London.World Bank.Doing business in 2005: obstacles 
to growth. Washington, DC. 

26 Torpman & Jörgensen (2005) see note 2, Jörgensen & Svanberg, forthcoming see note 2.  



 167 

 

20.9 % 

 

30.9% 

 

1.3% 

 

33.9% 

 

1.7% 

 

11.3% 

 

 

Private Order Mechanisms: Legal Self-efficacy, lawyers, and trade 

associations. 
 

Private order in Russia has evolved in response to deficient public order.27 Private order fosters 

economic efficiency by making gains from trade realizable. It is a supplement to law, yet it cannot 

entirely replace it. In order for private order to be able to realize gains from trade, there need be a 

democratic public order that can help curb the potential for private order inefficiencies.28 Private 

order norms can produce benefits that the public realm cannot produce effectively.29 When the 

public order mechanisms such as courts and law enforcement failed, private order mechanisms in 

the form of trade associations, private networks and reputation were take their place. Yet there 

are ample reasons not to rely entirely on private order despite dysfunctional public order. Private 

order, such as trade associations can discriminate traders on various grounds. Price collusion 

among closed groups of traders is another problematic feature of the public order. Private-order 

organizations‘ enforcement techniques can overflow into criminal violence.30 Legal self-efficacy 

cannot replace a faulty legal system, lawyers cannot replace judges, and trade associations cannot 

replace courts to achieve contractual assurance.  

Legal Self-efficacy 

This study may be conceived of as a study of legal self-efficacy, and is, as such, an application of a 

tried and tested theory of cognitive psychology on individuals‘ use of law. Legal self-efficacy has 

not been discussed previously in relation to transactional behaviour. Jörgensen & Svanberg 

(forthcoming) demonstrates that legal self-efficacy is a stronger determinant of managers‘ use of law 

than perception of formal legal institutions. This study is the first study on the impact of legal self-

efficacy on managers‘ transactional behaviour.  

Legal self-efficacy may be a very useful concept for understanding laymens‘ use of law. Legal 

professionals are familiar with the exact phrasing, connotations and implications of laws. Laymen 

                                                 
27McGrory, D. (1995) ―Civilizing the Russian Underground Economy: Requirements and Prospects for Establishing 
a Civil Economy in Russia‖, Transnational Law & Contemporary Problems 5, pp. 66-70 

28Katz (2000), note 12 p. 2488 

29 Ellickson (2001) see note 9, Bernstein, L. (1992) Opting Out of the Legal System: Extralegal Contractual Relations 
in The Diamond Industry,‖ 21 Journal of Legal Studies 115.Bernstein, L. (1996) ―Merchant Law in a Merchant Court: 
Rethinking the Code´s Search for Immanent Business Norms‖, 144 University of Pennsylvania Law Review 1765-1821, 
and Bernstein, L.(2001) Private Commercial Law in the Cotton Industry: Creating Cooperation ThroughRules, 
Norms, and Institutions,‖ 99 Michigan Law Reviewp. 1724-.Charny note 12, see Katz note 12. Professor Katz criticizes 
legal and law and economics scholars of devoting too much attention and energy to the public law sphere, and too 
little on consulting to private order actors. Larson, E. (2004) ―Institutionalizing Legal Consciousness: Regulation and 
the Embedding of Market Participants in the Securities Industry in Ghana and Fiji‖ Law and Society Review 38(4), p. 
737-768. 

30See note 1 
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however, structure their thinking along more symbolic paths of reasoning. Their understanding 

of abstract legal concepts such as obligation, rights, debt, and contract may not always be clear. 

However familiarity with these concepts makes their use more likely and as a result they will be 

uses in communication more easily. According to the Torpman & Jörgensen definition of legal 

efficacy, the effectiveness of law is a direct result of their ability to use legal terminology and in 

their acceptance of law as a means of communication. 

It is reasonable to assume that self-efficacy is relevant for the choice to apply a legal perspective 

to a situation. Although there is presently no prior research on self-efficacy regarding the use of 

law, self-efficacy assessments mediate the influence on other predictors of behaviour on 

particular performance. Earlier experience and performance help create self-efficacy perceptions, 

which are strong predictors of subsequent performance.31 Self-efficacy is a mediating mechanism 

of personal agency that mediates between the sources of its creation and subsequent outcomes.32 

The foretelling and mediational role of self-efficacy has received support from a growing body of 

findings from diverse fields and applications33 Self efficacy has been proven to be effective in; 

lessening alcohol and drugs abstinence34, exercise35 , avoidance of tobacco smoke36, personal and 

social development of youth37, weight loss38, parental skills39, knowledge-sharing40, computer use 

at work41. The role of intellectual abilities for self-efficacy is found to have a significant 

                                                 
31 Pajares, F., Kranzler, J. ―Self-Efficacy Beliefs and General Mental Ability in Mathematical Problem Solving‖, 
Contemporary Educational Psychology 20 (1995), p.426-443. 

32Ibid. 

33Maddux, J.E., Norton, L.W., Stoltenberg, C.D. ―Self-efficacy expectancy, outcome expectancy and outcome value: 
Relative effects on behavioural intentions‖, Journal of Personality and Social Psychology, 51 (1986), p. 783-789. 

34 Barragan Torres, L., Flores Mares, M., Medina-Mora, M., Ayala Velazquez, H., (2007) ―Integrated model or 
everyday satisfaction in alcohol- and drug dependent users‖, SaludMental 30 (3), p. 29-38. Self-efficacy worked as 
mediator between behaviour and emotion for patients that went through a program to lessen alcohol and drugs 
abstinence. 

35Lee, L.Avis, M. , ArthurA. (2007) ―The role of self-efficacy in older people‘s decisions to initiate and maintain 
regular walking as exercise — Findings from a qualitative study‖Preventive Medicine45(1) p.62-65. The theory of self-
efficacy was supported in the process of initiating and maintaining regular walking as exercise for older people. 

36Chen, C.M., Ching-Min, L., PH, et al. (2007) ―Avoidance of environmental tobacco smoke among pregnant 
Taiwanese women: Knowledge, self-efficacy, and Behaviour‖ Journal of Womens’Health 16 (6) p.869-878. A multiple 
regression revealed that overall avoidance of environmental tobacco smoke was positively associated with self-
efficacy, with a no-smoking policy at home, and with both a woman and her partner‘s educational levels. 

37 Johnson, L., Johnson, L.R., Johnson-Pynn, J.S, et al. (2007) ―Youth civic engagement in China - Results from a 
program promoting environmental activism‖ Journal of Adolescent Research 22(4) p. 355-386. Self-efficacy has an impact 
on the personal and social development of Chinese youth. 

38 Murat, B, Selahattin, D, et al. (2007) ―Self-efficacy and restraint in relation to weight loss among obese men and 
women in Turkey‖ International Journal of Obesity, 31 (9) p. 1490-1490. Self-efficacy has a significant impact on the 
efforts to obtain weight loss. 

39 Leerkes, E.M, Burney, R.V, et al. (2007) ―The development of parenting efficacy among new mothers and fathers‖ 
Infancy , 12 (1) p. 45-67. Prenatal self-efficacy for mothers was significantly related to post natal self-efficacy. For 
fathers this was not the case, whose postnatal self-efficacy was primarily a function of their amount of involvement 
in parenting tasks and social support. 

40Lin, H. (2007)Knowledge Sharing and Firm Innovation Capability: An Empirical Study.International Journal of 
Manpower, 2007, 28(3-4), p. 315-32.This paper shows that knowledge self-efficacy significantly influence knowledge-
sharing processes. 

41Ng, Y. (2006) ―Levels of Computer Self-Efficacy, Computer Use and Earnings in China― 

Economics Letters, 90(3) p. 427-32. Levels of self-efficacy in computer use were found to be positively related to 
computer use at work among a sample of workers in Shanghai. 

http://www.sciencedirect.com/science/journal/00917435
http://www.sciencedirect.com/science/journal/00917435
http://www.sciencedirect.com/science/journal/00917435
http://web.ebscohost.com.till.biblextern.sh.se/ehost/viewarticle?data=dGJyMPPp44rp2%2fdV0%2bnjisfk5Ie46bFRr6i0SrCk63nn5Kx95uXxjL6nrke2pbBIrq2eSbCws0m4prc4zsOkjPDX7Ivf2fKB7eTnfLujr0y2qLFMsq%2bwT6Ti34bls%2bOGpNrgVePZ7D7y1%2bVVv8SkeeyzrlGwr7JPtpzkh%2fDj34y73POE6srjkPIA&hid=102
http://web.ebscohost.com.till.biblextern.sh.se/ehost/viewarticle?data=dGJyMPPp44rp2%2fdV0%2bnjisfk5Ie46bFRr6i0SrCk63nn5Kx95uXxjL6nrke2pbBIrq2eSbCws0m4prc4zsOkjPDX7Ivf2fKB7eTnfLujr0y2qLFMsq%2bwT6Ti34bls%2bOGpNrgVePZ7D7y1%2bVVv8SkeeyzrlCzrrFNsJzkh%2fDj34y73POE6srjkPIA&hid=102
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correlation.42 Students‘ self-efficacy was found to be a useful predictor of perceived competence 

in science.43 Self-efficacy has been proven to be a strong predictor of behaviour in numerous 

fields. 

Self-efficacy reflects beliefs about one‘s ability to organize and execute courses of action 

necessary for attainment of a goal.44 Self-efficacy relates to an individual‘s beliefs about personal 

control and agency. Efficacy beliefs heighten the likelihood that people will strive to attain certain 

goals and be persistent in their goal-directed behaviour, and be successful in their pursuit of these 

goals.45 Self-efficacy is only the faith in one‘s ability to do something, yet there is significant 

support for a positive correspondence between self-efficacy and performance.46 Persons with 

high level of self-efficacy view circumstances as presenting achievable scenarios. They envisage 

success scenarios that provide guides for winning performance. Those who judge themselves of 

low self-efficacy conversely view situations as perilous and cannot seem to visualize affirmative 

prospects.47 

Law shapes the individual‘s expectations, calculations of action and understandings.48 Lindenberg 

(1990) stresses the role of ―framing effects‖ the preferences and action space available to a 

manager depends on the way a situation is framed.49 In many disputes people may choose 

between several different types of norms.50 Claims, during both formation and processing, may 

be framed or transformed in ways that reject law, or include it.51 Legal self-efficacy is facilitative 

                                                 
42 Bosma, H, Boxtel, H. et al. (2007) ―To what extent does IQ ‗explain‘ socio-economic variations in function?‖ 
BMC Public Health 7. Intellectual abilities in the higher socio-economic status groups may underlie the higher 
prevalence of mastery, self-efficacy and efficient coping styles. 

43 Beghetto, R.A. (2007) ―Factors associated with middle and secondary students‘ perceived science 
competence‖Journal of Research in Science Teaching 44 (6) p.800-814. Students‘ self-perceptions of their ability to 
generate creative ideas (i.e., creative self-efficacy) was related to students‘perceived science competence. 

44Maddux, J. E., & Gosselin, J. T. (2003). ―Self-efficacy‖ in M. R. Leary, & J. P. Tangney (Eds.), Handbook of self 

and identity p. 218–238. New York. The Guilford Press. Bandura, A.(1997) Self-efficacy : the exercise of control. 
Basingstoke 

45Judge, T. A., & Bono, J. E. (2001). ―Relationship of core self-evaluations traits—self-esteem, generalized self-
efficacy, locus of control, and emotional stability—with job satisfaction and job performance: A meta-analysis‖ 
Journal of Applied Psychology, 86, p. 80–92. See Bandura note 44.  

46 According to a study by Stajkovic and Luthans of 144 studies on self-efficacy and work-related performance they 
found a correlation of r = 0.38 between the concepts. Stajkovic, A. D. Luthans, F. (1998) ―Self-efficacy and work-
related performance: A meta-analysis.‖ Psychological Bulletin, 124,p. 240-261. Luthans, F., Ibrayeva, E.S. (2006) 
Entrepreneurial self-efficacy in Central Asian Transition Economies: quantitative and qualitative analysis.Journal of 
International Business Studies, 37, p. 92-110.This study finds that self-efficacy has a mediating impact on performance of 
entrepreneurs in Central Asia. 

47 Krueger, N., Jr.,Dickson, P.R. (1994) ―How believing in ourselves increases risk taking. Perceived self-efficacy and 
opportunity recognition‖ Decision Sciences, 25, p. 385-400. 

48 McCann, Michael, and Tracey March. 1995. Law and Everyday Forms of Resistance: A Socio-Political Assessment. 

Studies in Law, Politics, and Society 15:207–36. 

49Lindenberg, S.(1990), ‗Homo Socio-Oeconomicus: The Emergence of a General Model of Man 

in the Social Sciences‘, 146 Journal of Institutional and Theoretical Economics, 727-748. 

50Felstiner, W.L.F., AbelR.L., Sarat, A. (1980-81) ―The Emergence and Transformation of Disputes: Naming, 
Blaming and Claiming…‖ Law & Society Review, 15, p. 631-.Engel, D. (1980) ―Legal Pluralism in an American 
Community: Perspectives on a Civil Trial Court‖ American Bar Foundation Research Journal.p. 425-. Engel, D. 
(1984) ―The Oven Bird‘s Song: Insiders, Outsiders and Personal Injuries in an American Community 18 Law & 
Society Review pp. 585. 

51Merry, S.E. (1990) Getting justice and getting even: legal consciousness among working-class Americans. Chicago: 
Univ. of Chicago Press. 

http://www3.interscience.wiley.com/cgi-bin/jhome/31817
http://www.citeulike.org/user/mwyarbro/author/Felstiner
http://www.citeulike.org/user/mwyarbro/author/Abel
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and enables the individual with the means to construct meaning and negotiate relations with 

other enterprises; it also helps the individual frame a conflict about private property rights in a 

legal perspective.  

It is important to understand the perceptive quality of legal self-efficacy and that the individual 

discernment of institutions, rules and sanctions plays a larger role for behaviour than do the 

inherent qualities of institutions themselves.52 Legal self-efficacy is also a measure of how much 

an individual has internalized legal norms. Internalised legal norms are closely related to emotions 

– non-legal sanctions of the individual upon himself in terms of shame, guilt, and remorse.53 

Emotions of the individual are the sanctions that internal norms impose on the individual. This is 

helpful or enforcing second and third party sanctions as well. Norms enjoy a scale economy, i.e. a 

person who has internalised norms, will be willing to pay a price in order to ensure that other 

people if not internalise these norms, and then at least adheres to them.54 It is therefore less 

costly to transact with a person, or firm, who uses similar norms, as there will be no need to 

teach them or enforce them. An individual can communicate legal norms in various forms; a 

typical one is that of the use of contract, or oral communication with a client. Legal norms can 

also be communicated in oral communication with customers and clients. Typically, a manager 

who has internalised legal norms is comfortable with using them in the line of business. The 

implications are that legal self-efficacy has an emotional side, of self-punishment when legal 

norms are breached. It also helps in written and oral communication with clients. A businessman 

who has a high level of legal self-efficacy finds it less costly to communicate with other 

likeminded businessmen. Legal self-efficacy can therefore help make law a focal point when 

doing business. 

Businessmen‘s use of law is a self-reinforcing mechanism. The more law is used and the more 
successful the use, the more loyal businessmen will be to law. Hirschman (1970) findings that 
customer loyalty is based on the ability to communicate shares many common qualities of the 
concept of legal self-efficacy as a measure on the belief in law as a means of structuring social 
expectations as well as a means to structure business.55 Loyalty to the legal system is created by 
the ability of managers to communicate in legal terms as a way of doing business. It is possible to 
make a comparison of the impact of legal self-efficacy and the impact of public legal institutions. 
From this reasoning follows the proposition: 

 

P1: Legal self-efficacy has a larger impact on the provision of trade credit than do the perceptions 

of public order institutions such as courts and law enforcement. 

 

                                                 
52 Opp, K. (1985) ―Sociology and Economic Man‖, Journal of Institutional and Theoretical Economics 141, p. 213-

243. Denzau, A.T. & North, D.C.(1994)Shared Mental Models: Ideologies and Institutions. Kyklos, 47(1), p. 3-31. 

53 for an overview see Frank, Robert H., (1987) ―If Homo EconomicusCould Choose His Own Utility Function, 

Would He Want One with a Conscience?‖American Economic Review 77(4),p.593–604.Huang P. and Wu H. (1994) 
Journal of Law, Economics, & Organization, 10(2), pp. 390-406.Elster, J.(1996) ―Rationality and Emotions‖ 

The Economic Journal 106 (438) , p. 1386-1397. 

54 Cooter, Robert (1996) Decentralized Law for a Complex Economy: The Structural Approach to 

Adjudicating The New Law Merchant. University of Pennsylvania Law Review 144(5), p. 1643-96. 

55Hirschman, A. O. (1970) Exit, Voice, and Loyalty: Responses to decline in firms, organizations, and 
states.Cambridge, Mass.: Harvard Univ. Press. 

http://ideas.repec.org/a/bla/kyklos/v47y1994i1p3-31.html
http://ideas.repec.org/s/bla/kyklos.html
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1.2 The Role of the Lawyer in Russian Enterprises 
 

Lawyers are a very flexible and versatile part of the private order; their aid in provision of 

contract security is unequalled. Commercial lawyers create value by creating transactional 

arrangement that reduce insecurity.56 Lawyers reduce transaction costs by bridging the cognitive 

cap of businessmen when structuring transactions. Lawyers are transaction cost engineers.57 They also 

function as contractual support for businessmen in legal recourse. Commercial lawyers do more 

than just law; they are at least as often involved in matters of financial, accounting and business 

nature. Lawyers are engaged in developing approaches to private ordering that minimize 

transaction costs.58 Their function is also symbolic, in the notion that if laymen have confidence 

in commercial lawyers, they are more likely to take more risks, as they know that they can rely on 

their commercial lawyer for contractual support, both by structuring the deal, and as a legal aid in 

court. In this paper we measure just to what extent they reduce transaction costs, in comparison 

with judges, trade associations, and law enforcement.59  

Not much is known about the role of Russian lawyers in the provision of contractual support to 

firms. Hendley et al. (2001) find that lawyers are marginalized within the enterprise.60 Lawyers 

focus on established, routine tasks, such as labour relations or drafting form contracts, rather 

than on shaping enterprise strategies in the newer areas created by the transition, such as 

corporate governance or securities law. She further stipulates that the failure of in-house lawyers 

to emerge as agents of change in Russia reflects a continuation of their low status during the 

Soviet era and the lack of professional identity among these company lawyers. In Soviet times, 

lawyers played a diminutive role for doing business.61 The mechanisms of trade were placed 

mainly outside of the firms, in the central planning committees and inside the Communist party. 

After the breakup of the Soviet Union, however, the need for lawyers has increased, as they now 

serve to coordinate among other things firm transactions. In Russia, lawyers are an advantage, yet 

they are not quite as pivotal as lawyers in the United States. No more than about half of the cases 

in courts are unrepresented by legal counsel.62 This is evidence that lawyers play a greater part 

when structuring business outside of court than inside in Russian business. Hadfield stresses that 

lawyers are carriers of legal human capital. In her context legal human capital implies the shared 

knowledge accumulated within the legal profession – judges, lawyers, legislators, and law 

                                                 
56Gilson, R. J. (1984) Value Creation by Commercial lawyers: Legal Skills and Asset Pricing, 94 Yale LawJournal 239,  

p.312-313. 

57 Ibidp. 255 

58Ibid p. 295 

59 It is possible to empirically measure the impact of commercial lawyers, as we do in this paper, in contrast to what 
Gilson (1984) stated ―A truly empirical approach to measuring the impact of a commercial lawyer‘s participation 
seems impossible for a number of reasons. It is unlikely that we could find data covering both a sample of 
transactions in which a commercial lawyer did participate and a control group of transactions which were 
accomplished without a lawyer.‖  

60 Hendley, K., Murrell, P., Ryterman, R. (2001) ―Agents of Change or Unchanging Agents? The Role of Lawyers 
within Russian Industrial Enterprises‖Law& Social Inquiry 26(3) p. 685-715. 

61Hendley, K. (1999) ―Demand for Law: Rewriting the Rules of the Game in Russia: The Neglected Issue of the 
Demand for Law‖. East European Constitutional Review 8(4). p. 860 

62Hendley, K. Murrell, P. Ryterman, R. (1999) Do Repeat Players Behave Differently in Russia?Law & Society Review 
33(4) 833 – 868. 
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professor.63 Lawyers do have the potential to act as agents of transformation in economies that 

undergo reform.64 

When there is a commercial conflict, the choice of norms to solve the conflict depends on a 

variety of factors; such as the efficiency and effectiveness of the norm.65 The lawyer‘s role can be 

interpreted as a mediator between social and legal norms, between private norms and public 

order norms. As such the lawyer becomes very valuable in a changing legal climate.Managers in 

our survey appreciate lawyers more than judges as agents of conflict resolution. A client who 

knows how to use legal terminology will be more likely to be able to communicate with a lawyer 

and will not be screened out. The lawyer can serve as a gatekeeper as to which cases end up in 

court.66 Legal aid attorneys in Chicago screen out clients with which they had difficulties 

communicating and clients perceived as shifty, of questionable moral character and 

credibility.67Lawyers are repeat players in both drafting contracts as well as representing their 

clients in court.68 In comparison to judges, it may very well be so that lawyers are the most 

trusted legal players surpassing judges, and to some extent substitute for the lack of this essential 

part of the public order. Porat (2000) argues that if judges, being the most important part of the 

court system, deviate from their function, all sorts of compensation need to be performed by 

private order.69 I argue that lawyers are one very palpable substitute, which this analysis 

demonstrates. It is possible to make comparison the impact of legal self-efficacy and the impact 

of public legal institutions. We therefore make the proposition: 

P2: Belief in lawyers‘ efficiency in solving commercial conflicts has a larger impact on the 

provision of trade credit than do the perceptions of public order institutions such as courts and 

law enforcement. 

1.3 Trade Associations 
 

Trade associations pool resources among members and can be seen as an uncertainty-reducing 
device. An example of private order is the trade association, which facilitates contracts under 
uncertainty. Trade associations do four things: a) they coordinate information about their 
members, b) they can apply sanctions against members when necessary c) they can often act as 
forum for conflict resolution d) they can promote the interests of the members in society, such as 

                                                 
63 Hadfield, G.H. (2007)‖Don‘t Forget the Lawyers: The Role of Lawyers in Promoting the Rule of Law in Emerging 
Market Economies‖Depaul Law Review 56(389) p. 401-421. 

64 Hajjar, Lisa (1997)―Cause Lawyering in Transnational Perspective: National Conflict and Human Rights 
inIsrael/Palestine.‖Law & Society Review, 31:3, pp. 473-504. Sajo, A. (1993) ―The Role of Lawyers in Social Change: 
Hungary.‖Case Western Reserve Journal ofInternational Law, 25:2, p. 137-46,. 

65Felstiner, W.L.F., Abel, R.L. and Sarat, A. (1980-81)‖The Emergence and Transformation of Disputes: Naming, 
Blaming, Claiming . . .‖, Law & Society Review 15 p. 631-654.p., and Engel, D. (1980) ―Legal Pluralism in an American 
Community: Perspectives on a Civil Trial Court‖ American Bar Foundation Research Journal. p. 425-. Engel, D. (1984) 
―The Oven Bird‘s Song: Insiders, Outsiders and Personal Injuries in an American Community 18 Law & Society 
Review pp. 585- 

66Jacob, H. (1992) ―The Elusive Shadow of the Law‖, Law and Society Review, 26(3) 565-590.Kritzer, H., (1997) 
―Contingency Fee Lawyers as Gatekeepers in The American Civil Justice System‖Judicature, 81(1) p. 22-29. 

67Katz, J.(1982)Poor People’s Lawyers in Transition . RutgersUniversity Press, New Brunswick, New Jerseyp. 29-32 

68 Trubek and Galanter (1974) see note 8 

69Porat, A. (2000) ―Enforcing Contracts in Dysfunctional Legal Systems: The Close Relationship between Public and 
Private order‖ Michigan Law Review 98(8), p. 2459 – 2480. 
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lobbying etc.70 The vast changes in trading patterns that have occurred in transition countries 
have led to firms to find new clients and networks. These networks differ in degree of openness 
and competition.71 Guilds, throughout history, created rules for transactions, with multilateral 
enforcement.72 

The main raison-d‘être of trade associations is the provision contractual assurance and trade 
partners for its members. Trade associations coordinate information and serve as norm 
standardisers. Firms that have a special interest can form trade groups; there are prevalent 
business norms in the trade association. Trade associations proved information about their 
industry to others; it can act as a representative for its industry to the government in lobbying. It 
can serve as an expert when the government creates new legislation. In addition to this, trade 
association coordinate sanctions to members in breach of association norms. They also 
coordinate information between members. In short, they provide several versatile functions to 
their members.73 Membership in a formal organization can, among other things, formulate the 
law in ways advantageous to its membership.74 Some people belong to organizations that are 
regularly counselled by lawyers and others about their legal problems.75 Trade associations help 
raise the confidence in trade between firms, especially if that organisation offers contractual 
support, to solve a conflict. Another function of trade organisations is to disseminate information 
about contractual breaches and coordinates the community‘s reaction to breaches. Trade 
associations and networks lower the costs of information gathering, resulting in better-informed 
manufacturers. Both business and social networks are significantly associated with trading locally, 
which suggests that geographic immediacy makes repute easier to communicate. Fafchamps and 
Minten (2000) conceptualize membership networks as social network capital.76 They find that it has 
a strong positive effect on trade. They divide social networks into three categories – relationships 
with other traders, which help economize on transaction costs, relations with individuals who can 
help in times of financial difficulties and insure traders against liquidity risks, and family 
relationships, which reduce efficiency, as opposed to the former two groups. They also find that 
the density of interpersonal relationships is significantly related to trust and information flows. 
One study finds no evidence that courts or trade associations support long-distance trade.77 Firms 
that believe that courts are effective are more likely to trade locally, and that those who are 
members of trade associations are more likely to sell to distant buyers, but these results are not 
significant.  

A previous study found that the marginal value of business associations increases when the 
parties are in different cities.78 The role of business association in promoting flow of information 

                                                 
70There are various forms of trade associations, some which are very strong in all of these areas, and the other 
extreme, which performs virtually none of the functions above except granting membership to its members. 

71Grabher, G., Stark, D. (1997) Restructuring networks in post-socialism, Oxford University Press, 

 Oxford and New York. 

72Greif, M. & Weingast, B. (1994) Coordination, Commitment and Enforcement: The Case of the Merchant Guild, 
Journal of Political Economy, 102(4) p. 745-776. 

73While trade associations provide many different functions to their members, courts can provide far less services. 
This is an example of the richness of private order in comparison to public order.  

74Macaulay, S. (1979) ―Lawyers and Consumer Protection Laws: An Empirical Study‖,Law & Society Review14 p. 115-
171. 

75Wasby, S. (1970). The Impact of the United States Supreme Court: Some Perspectives. Homewood, IL: Dorsey 
Press. 

76 For a brief introduction to social capital, see p. 1-3 in Fafchamps, M., and Minten, B., (2000). ―Returns to Social 
Network Capital Among Traders.‖ Centro Studi Luca D‘Agliano Development Studies Working Papers No. 145 

77see note 1. 

78Pyle, W. (2005) ―Contractual Disputes and the Channels for Interfirm Communication‖Journal of Law, Economics, 
and Organization, 21(2) p. 547-575 
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is sensitive to the degree of local competition in the members‘ markets. On the other hand, 
another study found that business associations only play a marginal role in helping enforce 
contracts and spread information on prospective customers‘ ability to pay.79 Trade associations 
have many roles that reduce uncertainty for enterprises; they coordinate information about 
suppliers and clients. They inform about contractual breaches and some even provide contractual 
support in case of conflict with a client. All of these roles can be useful for an enterprise that 
decides to provide trade credit to a client. In light of the benefits of membership in a trade 
association the following proposition is formulated: 

 

P3: Membership in trade associations has a larger impact on the provision of trade credit than do 

the perceptions of public order institutions such as courts and law enforcement. 

 

1.4 Public order mechanisms 

 
Some researchers seem to think that private enforcement is inferior to state enforcement of 

contracts, since private enforcement is more costly, creates competition of violence and is more 

difficult to monitor and often inhibits changes in economic institutions that may increase 

efficiency.80 Others seem to think that private substitutes to law can take the place of legal 

arrangements and create the environment that enables economic growth.81 Katz (2000) stresses 

that nevertheless, public order institutions are needed to provide public legitimacy of well-

functioning private order norms.82 Efficient public order norms give legitimacy to private order 

norms and efficient private order norms can serve as examples for norms that the public order 

can adopt. Private and public order can complement and substitute, but they cannot entirely 

replace one another. 

 

1.5 Courts 
 

Courts serve as beacons of legal norms. The strongest impact of courts on the general population 

of enterprises is that of norm communication which informs about which expectations to have 

on breaches of contract. The vast majority of firms are never sued, and likewise do not adjudicate 

other firms to court. The results from this survey show that Russian managers consider courts to 

function rather well. Many scholars agree with these findings.83 They also show that private firms 

                                                 
79Hendley, K., Murrell, P.,Ryterman, R. (2001) ―Law Works in Russia: The Role of Legal Institutions in the 
Transactions of Russian Enterprises‖Assessing the Value of Law in Transition Economies, edited by Peter Murrell, 
University of Michigan Press. 

80Frye, T. (1997) ―Contracting in the Shadow of the State: Private Arbitration Commissions in Russia.‖ In J.D. Sachs 
& K. Pistor (eds.). The Rule of Law and Economic Reform in Russia. Boulder, CO: Westview Press. 123-138. 

81 See note 54  

82See note 12. 

83 Pistor, K. (1996), ―Supply and Demand for Contract Enforcement in Russia,‖Review of Central and East European 
Lawp. 155-87.Hendley, K. (1998), ―Struggling to Survive: A Case Study of Adjustment in a Russian 
Enterprise.‖Europe-Asia Studies 50(1) pp. 91-119. Hendley, K. (2001)―Beyond The Tip of the Iceberg,‖ in Assessing the 
Value of the Rule of Law in Transition Economies, Ann Arbor: University of Michigan Press. Hendley, K., Murrell, P., and 
Ryterman, R. (2000)―Law, Relationships, and Private Enforcement: Transactional Strategies of Russian Enterprises.‖ 
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find that suing another private firm to have reasonable prospects. They refrain however from 

suing state enterprises due to court bias.84 When Russian managers compare judges and lawyers in 

the role agents of resolution of commercial conflicts lawyers come out ahead, see figure 2, below. 

The innate characteristics of courts matter for enterprises, in both positive ways and negative. 

Previous research has shown that the most important features of courts are fairness and honesty 

as opposed to their efficiency or ability to enforce decisions.85 Powerful economic interest groups 

avert weak firms from the justice system.86 The inequality of influence overgovernment 

institutions has a strong negative impact on weak firms‘ use of the legal system.87 This can imply 

that weak private firms are less likely to sue a large state company for unpaid trade credit. 

Measuring perception of courts effectiveness, controlling for court use, is the most effective way 

to assess court impact on trade credit.88 Perception of courts‘ effectiveness has previously been 

shown to have a positive significant effect on the granting of trade credit to clients.89 Courts have 

also shown to have a direct impact on banks‘ lending to enterprises; the effect on trade credit is 

less significant.90 Other effects of the perception of courts have been shown, such as significant 

positive effect on the level of trust shown in new relationships between firms and their 

customers.91 One study found that court effectiveness has a significant impact on local, not 

                                                                                                                                                         
Europe-Asia Studies. Hendley, K., Murrell, P., and Ryterman, R. (2001), ―Law Works in Russia: The Role of Legal 
Institutions in the Transactions of Russian Enterprises,‖ in Assessing the Value of the Rule of Law in Transition 
Economies (Ann Arbor: University of Michigan Press, 2001).Kathryn Hendley, Barry W. Ickes, Peter Murrell, and 
Randi Ryterman (1997) ―Observations on the Use of Law by Russian Enterprises,‖ Post-Soviet Affairs 13, no. 1 
(1997), pp. 19-41. 

84 These results are corroborated by the findings of Frye, T (2002) ―The Two Faces of Russian Courts: Evidence 
from a Survey of Company Managers‖, 11(1/2) East European Constitutional Review. 

85 Raiser, M., Rousso, A., Steves, F. (2003) ―Trust in transition: cross-country and firm evidence‖ EBRD working 
paper 82.This paper shows that trust among businesses is higher where confidence in third party enforcement 
through the legal system is higher. It also found that a variable capturing the fairness and honesty of the courts was 
more closely correlated with trust than the courts‘ efficiency or ability to enforce decisions.  

86 Glaeser, E., Scheinkman, J.A., and Shleifer, A. (2002) ―The Injustice of Inequality‖ NBER Working paper 
9150.The authors point out that when justice is subverted by powerful economic interest groups, other businesses 
tend to turn away from the justice system, with negative consequences for the whole economy. In many countries, 
the operation of legal, political and regulatory institutions is subverted by the wealthy and the politically powerful for 
their own benefit. This subversion takes the form of corruption, intimidation, and other forms of influence.  

87 Hellman, J. and Kaufmann, D. (2004) ―Political Inequality and the Subversion of Institutions in Transition 
Economies‖ in Trust in Post-Socialist TransitionKornai, J. andRose-Ackerman, S. (eds) provide a preliminary 
investigation of the determinants of enterprise perceptions of the quality of the courts in the BEEPS, taking into 
account the role of interest groups and capture. The paper shows a consistent pattern in which the inequality of 
influence over government institutions has a strongly negative impact on assessments of public institutions that 
ultimately affects the behaviour of firms towards those institutions.The data suggest that the inequality of influence 
of weak firms not only damages their trust in these institutions, it also affects the likelihood that they will use and 
provide tax resources to support such institutions. 

88Johnson, S., J. McMillan, and Woodruff, C. (2001). ―Courts and relational contracts‖ National Bureau of Economic 
Research. Working Paper Series No. 8572: 1-67 

89 Johnson, S., J. McMillan, and C. Woodruff (1999) ―Contract Enforcement in Transition,‖ CEPR Discussion Paper 
No. 2081. 

90See also Shvets note 6. In this study Shvets shows that the immediate effect of improvement of quality courts is 
that more firms get access to bank finance, not that more credit is granted to those firms that already have credit. 
Trade credit also responds to changes in quality of courts. However bank credit is much more sensitive to quality of 
courts than is trade credit. Chemin, M. (2004) ―Does the Quality of the Judiciary Shape Economic Activity? 
Evidence from India,‖ mimeo, LSE. This paper demonstrates that the speed of court execution of cases has a 
significant impact on the rate of lending of banks in India on the financing of firms.  

91 Johnson, McMillan and Woodruff (2002) see note 5 
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distant trade.92 Perceptions of Russian courts seem to not diverge very far from actual 

performance. 

Russian courts require 37 steps before recovery of disputed debt, it takes 281 days to get the 

debt, and the price is on average 13.4 percent of the debt. In comparison to Sweden, where there 

are 30 steps before recovery of disputed debt, and the average time period of 508 days, at a cost 

of 31.3 percent of the debt. In the US there are 32 steps, and an average of 300 days at a cost of 

9.4 percent of the debt. 93 The comparison divulges that the Russian court system is not far 

behind Western countries when it comes to the formalities of debt recovery through courts. In 

sum, Russian courts function, however there are serious flaws that deter private and weak firms 

from using them. It could be the case that it is the mistrust of businessmen of courts that deters 

them from using them.  

Figure 2. Lawyers vs. Judges: Efficiency in Solving Commercial Conflicts. 

Scale from (0 to 10) 

 

Lawyers  6.5 

Judges 
4.8 

 

1.6 Law enforcement in Russia 
 

Law enforcement agencies in post-Soviet Russia suffers from severe shortages. They have been 

reported to be underpaid and outnumbered.94 Their place is taken by private armies and 

protection rackets. There are five recognized powers in Russia today, the executive, legislative, 

judicial, the mass media and the bandits. The police are reported to have problems confronting a 

krysha, which literally means ―roof.‖ As a slang word, krysha refers to a criminal protection 

racket, such as a gang that extorts money from a store owner. Many businessmen report that the 

use of krysha as the only way to enforce a contract. Shopkeepers view private protection 

organizations primarily as a substitute for state-provided policeprotection and state-provided 

courts.95 The research on law enforcement in Russia has been focused on the general picture, 

researchers often painting a sad picture of the law enforcement agencies. Corruption is usually 

mentioned as one of the reasons to this. In a situation of debt recovery, law enforcement acts 

upon a court order only, and not preventively. Survey studies that measure the impact of law 

enforcement is in short supply. Law enforcement agencies in Russia leave much to be desired.  

                                                 
92 McMillan and Woodruff (2000) see note 1. 

93Djankov, S.,La Porta, R., Lopes-de-Silanes, F.,Shleifer, A., (May 2003), ―Courts‖, Quarterly Journal of Economics 
118(2), p.453-517. 

94Hoffman D., Washington Post , May 12th1997 p. A01 

95 Frye, T., Zhuravskaya, E. (2000) ―Rackets, regulation, and the rule of law―,Journal of Law, Economics, and Organization 
, 16(2), p. 478-502. 

http://psweb.sbs.ohio-state.edu/faculty/tfrye/published/racketsregulationsruleoflaw.pdf
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Data Collection and the Survey 
 

The survey was completed by the author and his Russian students among 246 enterprises 

between March and May 2005 in St. Petersburg, Pskov and Kaliningrad in northwest Russia.96 St. 

Petersburg embodies three fifths of the enterprises and Pskov and Kaliningrad one fifth apiece. 

Enterprises were represented from ten diverse industrial categories. Enterprises were of sizes 5, 

up to 7.000 employees, with average firm size of 44 employees. The average time span of firm 

activity at the point of the survey was 9.5 years. 72 percent of the respondents were male, 28 

percent female. 7 percent of firms were registered on a stock exchange. 8.3 percent were at least 

state-owned to some degree. 18.1 percent of the enterprises were open stock companies (OAO), 

and 30.3 percent were closed companies (ZAO), the remaining 51.9 percent were of other legal 

affiliation or unrevealed. The blend between industry and services in this survey, is 60 - 40, 

reflecting the Russian economy as a whole. The survey instrument contained 200 queries on 

topics ranging from firm legal strategy to methods of financing the firm to client structure and 

trade credit. We approached CEOs and top managers in each firm at trade fairs and directly in 

offices. The total response rate was 50 percent or above. The internal response rate within the 

questionnaires themselves was 80 percent or above.  

  

                                                 
96 My gratitude to Vyacheslav Eropkin in Pskov, and Olga Belova and Elena Osipova in Kaliningrad for assistance 
with collecting and the surveys.I would also like to thank the Inga-Lill Norlin at the Visby Programme with the 
Swedish Institute and for two generous grants supporting the data collection in Russia.  
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Results and Discussion 
 

In this section the hypotheses are tested controlling for enterprise size and court use. The results 

are examined in light of previous research. In the ensuing discussion the implications for theory 

Trade Credit provision, controlling for enterprise size and court use  

Private order institutions    Public order institutions 

Legal self-

efficacy   

Perception 

on lawyers  ability 

to solve 

commercial 

conflicts  

 

Membership 

in trade 

association   

Perception on   

courts’ ability to 

solve commercial   

conflicts                     

Perception on 

law enforcement 

ability to 

solve commercial   

conflicts                     

 

Trade credit to 

Friends and 

relatives 

-0.001 (0.993) 

Df 184 

0.182** (0.013) 

Df 185 

-0.076 (0.308) 

Df 183 

0.045 (0.548) 

Df 180 

0.027 (0.717) 

Df 182 

Business 

clients 0.150** (0.041) 

Df 184 

0.231*** (0.002) 

Df 185 

0.053 (0.478) 

Df 183 

-0.065 (0.384) 

Df 180 
0.090 (0.225) 

Df 182 

Clients in the 

same town 

0.151** (0.040) 

Df 184 

0.193** * (0.008) 

Df 185 

0.096 (0.193) 

Df 183 

-0.021 (0.784) 

Df 180 

0.138 * (0.063) 

Df 182 

Clients in 

other towns 

and abroad 

0.165** (0.025) 

Df 184 

0.175** (0.017) 

Df 185 

0.012 (0.867) 

Df 183 

0.010 (0.896) 

Df 180 

0.064 (0.388) 

Df 182 

 

 

* Significance at the 10 percent level  Df: degrees of freedom 

** Significance at the 5 percent level 

*** Significance at the 1 percent level 
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Private order institutions; Legal self-efficacy, lawyers and trade associations 

Proposition one: Legal self-efficacy correlates more strongly with the granting of trade credit than 

do the perceptions of public order institutions such as courts and law enforcement is affirmed, 

legal self-efficacy has an equal impact on the granting of trade credit as courts and superior to 

that of law enforcement. Legal self-efficacy can be interpreted as a way of trust in one‘s own 

capacity to use law. This capacity enables managers to grant trade credit to three out of four 

groups, all except friends and clients. The most distinctive characteristic of this measure is that it 

is based in managers‘ beliefs in their legal capacity, as ―citizens in the world of law‖. The mere 

knowledge that one can apply law to certain situations is significant, only that one may not know 

which law to apply. Legal self-efficacy as a measure of distributed legal efficacy in the population 

is affirmed as having as significant impact as courts. In business, the lawyer plays an essential part 

in communicating legal norms between parties. It is no coincidence that internalization of legal 

norms and the use of legal terminology when doing business and belief in lawyers‘ ability to solve 

commercial conflicts concur. An individual‘s belief in law as a means of communication is 

significantly correlated to the confidence in lawyers to solve commercial conflicts.97 Legal self-

efficacy has a medium impact on the granting of trade credit to Russian enterprises. 

Proposition two: Belief in lawyers‘ efficiency in solving commercial conflicts correlates more 

strongly with the granting of trade credit than do the perceptions of public institutions such as 

courts and law enforcement is affirmed; lawyers have a stronger impact on the granting of trade 

credit than do courts and law enforcement. The significance of impact is impressively high, in 

particular among business clients.98 This result supports the view of lawyers as transaction cost 

engineers. The need for lawyers has increased since the fall of the Soviet Union. The findings 

about the role of lawyers as a significant factor for the contractual assurance for Russian firms is 

partial response Hendley et al. (1999), who questions of what the role of lawyers in post-Soviet 

Russia play.99 Lawyers help structure deals between firms, and to recuperate unpaid trade credit. 

The perception of lawyers‘ ability to solve commercial conflicts has a medium impact on almost 

all Russian firms granting trade credit. 

Proposition three: Membership in trade associations correlates more 

strongly with the granting of trade credit than do the perceptions of public 

institutions such a courts and law enforcement isnot affirmed; trade 

associations play an inferior role to that of public order institutions when 

firms grant trade credit in Russia. The findings of Fafchamps and Minten 

(2000), that trade associations have a strong positive effect on trade are not 

supported. McMillan and Woodruff (2000) find no evidence that trade 

associations do not support long distance trade. This study supports that 

observation. Pyle‘s (2005) observation that the marginal value of trade 

associations increases when the parties are in different cities is not 

supported. The study supports Hendley, Murrell and Ryterman‘s (2001) 

observation that trade associations only play a marginal role in helping 

                                                 
97 This theory is validated in a 0.161 correlation with 1.4% significance.  

98 More than in 998 out of 1000 trade credit decisions, the perceived efficiency of lawyers‘ ability to solve commercial 
conflicts has a 23 percent impact. 
99See note 61. p. 860 
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enforce contracts is supported. Trade associations have a weak effect only 

on local trade and no effect on other groups of clients. 

Legal self-efficacy and perception of lawyers‘ ability to solve commercial conflicts have a strong 

impact on the trade credit decision in Russian enterprises in comparison to the impact of courts 

and law enforcement. The human legal capital of businessmen and lawyers are a strong and 

significant factor in the provision trade credit for Russian enterprises. 

 

Public order institutions: courts and law enforcement 

Courts have no impact on the granting of trade credit for any group. Courts are local, just like law 

enforcement and would be expected to have a stronger impact on local clients than on distant 

ones. This may depend on the fact that the firm that puts up trade credit usually writes a 

condition of use of local courts in case of default of payment.100 Law enforcement is local, which 

the results reflect; the only significant impact is on local clients. Courts must first order law 

enforcement agencies to collect an overdue debt, and are not allowed to act on their own.101 The 

view of law enforcement agencies as having difficulties supporting contract enforcement gets 

support in this study. 

 

Discussion and theoretical implications 

Legal human capital has a significant impact on transactional behaviour. La Porta et al. (1997 and 

1998) explain the external legal determinants of finance in terms of legal origin and legal rules 

covering protection of corporate shareholders and creditors.102 This paper takes the opposite 

approach and uses managers‘ perception of their ability to use legal terminology as a determinant 

of granting trade credit to client enterprises. The results of this paper are that external legal 

determinants of finance have no impact on external financing of firms, but that legal self-efficacy 

as an internal legal determinant of finance does. These results add to the theories of external legal 

determinants of finance and contradicts them in that they say that human perception of law is a 

stronger determinant of behaviour than the innate characteristics of legal institutions. Financing 

of firms do not hinge entirely on the characteristics of the legal system, but also on the degree 

that entrepreneurs are law businessmen.  

This paper demonstrates the importance of the individual and the degree of internalization of 

legal norms and reliance on legal means of communication. It has demonstrated that the more 

confident a person is with using legal terminology for defining and communicating about matters 

the more prone a person will be to take the risk of granting trade credit to a customer. The 

assumption derives from Hirschman‘s classical work on loyalty, which has formed the basis for 

significant amount of theory on customer loyalty and service quality.103 According to Hirschman‘s 

original idea customers are loyal not by repetitive trading with a supplier, but by feeling confident 

                                                 
100 The logic behind this reasoning is that the provider of trade credit runs the higher risk, and is therefore 
compensated by use of a local court in case of dispute. 
101 An exception to this may be the Russian tax police, but they are usually not involved in collecting trade credit 
debt. 
102 See note 7 

103See noteHirschman 55 
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in their ability to correspond with a supplier. Thus, what people believe about their abilities to 

correspond through a channel or a set of concepts, constitutes loyalty towards the supplier, but 

notably in this respect, loyalty also to the communication channel and the set of concepts they 

use. In the same fashion, the legal efficacy concept developed by Torpman & Jörgensen assumed 

that law is effective when it is the basis for social expectations.104 One implication of the finding 

that manager‘s legal self-efficacy has a larger impact on the granting of trade credit than the 

perception of courts and law enforcement is that policy makers can find more efficient ways of 

improving contractual assurance. 

In light of current theory on trade credit, which explains the trade credit decision in terms of 

enterprise dependent factors the findings of this paper add a new dimension – legal human 

capital legal self efficacy and the belief in lawyers‘ ability to solve commercial conflicts. All other 

things equal, human capital has a significant impact on the granting of trade credit. The 

implications for trade are that human legal capital boosts growth. In Russia for example, trade 

credit is by far the largest source of external capital and improves the chances of growth of the 

enterprise. Legal human capital helps enterprises guard their private property rights and cut 

transaction costs. In transition economies, where bank financing is even harder to find, trade 

credit plays a larger role for firm growth than in developed economies. Typically, private property 

rights are more challenged and less well established in transition economies. Improvement of 

human legal capital can be a key for advancing growth in transition economies.  

Legal self-efficacy can be considered a means of risk reduction. Risk reduction occurs before the 

management decision with involving risk, as well as after. The way in which a problem is framed 

affects the perception of and attitudes towards risk105. As Karl Llewellyn (1941) put it ―Law 

purposes to channel behaviour in such a manner as to prevent or avoid conflict; and law does in important degree so 

channel behaviour. Without the purposive attitude, law is unthinkable: without the effect attribute, law cannot be 

said to “prevail” in a culture, to have “being” in it.”106 As a result managers who appreciate that their 

ability to communicate with legal terminology will be accepted by their counterpart experience a 

high degree of legal efficacy.107 In the case when both parts of a business agreement accept law as 

communication law can be said to be a focal point.108Law has an expressive effect in that it 

coordinates expectation of behaviour of business partners and can serve as a point of 

equilibrium. Law is thus expected to be a norm in the coordination of an economic exchange. A 

legal rule may guide behaviour merely by influencing the expectations on how others will behave. 

The internalization of law and the acceptance of law as a means of communication, both 

captured in the concept of individual legal efficacy, provide economic actors the means to rely on 

law as a way of coordinating expected behaviour. Individuals who display a high degree of 

internalization of law are more likely to be able to frame a problem in legal terms and 

communicate it in legal terminology, as in the case of i.e. default in the payment of trade credit. 

The communication with the client will be more permeated by legal language. It is only through 

                                                 
104 See Torpman & Jörgensen (note 2) 
105Tversky, A. and Kahneman, D. (1981) ―The framing of decisions and the psychology of choice‖Science 211(4481) 
p. 453 – 458. 

106 Llewellyn, K.N. (1941)The Cheyenne way: conflict and case law in primitive jurisprudence. New York. 

107See Torpman & Jörgensen 2005 note 2 
108McAdams R. (2000) ―A Focal Point Theory of Expressive Law‖,Virginia Law Review, 86 p.1649- 
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the application of law in a population that law can be said to be effective. It is also the single 

occasion when law can have an effect on society.109 

The confidence in lawyers‘ ability to solve commercial conflicts correlates significantly with legal 

self-efficacy. Managers‘ belief in their ability to use legal terminology facilitates communication 

with lawyers. The coincidence of these two observations is not unexpected as lawyers are visible 

representatives of the legal system that communicate with legal terminology. Lawyers function as 

the link between laymen and the legal system in their role as representatives of the legal system. 

Laymen who feel like law businessmen can communicate with a lawyer without strenuous effort. 

This study demonstrated that the impact of the perception of lawyers‘ ability to solve commercial 

conflicts on transactional behaviour is not insignificant. The affirmation of lawyers as necessary, 

useful and trusted supporters of enterprise transactions is a sign of the Russian market that 

moves towards an economy of private property rights. 

Membership in trade associations means being part of a group of enterprises. This group has a 

certain identity, or social network capital. The identity of this group forms a part of the individual‘s 

self concept. The self-concept is a merged view of oneself that is presumed to be formed through 

direct experience and assessments adopted from significant others.110 It is a knowledge 

organization that helps people organize and give meaning to memory and actions.111 As such it 

mostly includes direct self-descriptions and such elements as institutional legal structure can be 

self-descriptive for an individual only as a result of collective classification at the societal or 

national level. It is typically not an important aspect of an individual‘s self. Thus, a person may 

describe him/herself as a good painter, a poor tennis player, and a good brother, but only to a 

much lesser extent as a citizen of a state with inefficient law enforcement. These descriptions 

serve both as guides for (automatic) behaviour choice and as motivators. Other information 

which is not self-descriptive of the individual is also motivating, but only if it has importance for 

the self either through perceivable consequences for the individual or through values that the 

individual hold. Thus, the individual is motivated to use law if ―being lawful, or legal ― gives rise 

to positive effects for the self-concept, for example by making positive interpretations of the self 

possible through self-verification. The individual is motivated to avoid law if it has connotations 

that are unfavourable or unsuitable for the self in a situation. There is solid confirmation in 

psychology that support the primacy of the self-concept as motivator, for instance information 

may be stored better in memory when it is self-relevant and self-relevant information may be 

more systematically linked to other information.112 This study demonstrates that the self-concept 

of the individual does not have a momentous impact on trade credit behaviour of Russian 

enterprises. This suggests that the characteristics of the individual, such as legal self-efficacy are a 

more suitable for analysis of trade credit behaviour of Russian enterprises than group identity or 

social network capital.  

 

This study demonstrates the strength of the human legal capital of the individual manager in 

terms of legal self-efficacy and also of the human legal capital of lawyers in the transactions of 

                                                 
109Torpman and Jörgensen 2005 see note 2 p. 29, 14 
110See Bandura note 44. 

111 Kihlstrom, J. F. , Beer, J. S. & Klein S. B., (2003) ―Self and identity as memory‖. In M. R. Leary & J. P. Tangney , 
eds. Handbook of self and identity, p. 68-90  
112 Lord, R. G. & Brown, D. J. (2004)Leadership processes and follower identity.New Jersey. 
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Russian enterprises. The results underscore the importance of individual characteristics of legal 

self-efficacy and the importance of lawyers for granting of trade credit. Individuals are more 

important for contractual assuredness in the Russian economy than collective organizations, such 

as trade associations. When comparing he private and public order institutions, the public order 

comes out weaker than the private order in this study. The policy implications are that 

programmes for improving individuals trust in their own ability to use law can be at least as 

purposeful as efforts to improve formal legal institutions. The role of lawyers as mediators of 

transactions and interpreters between legal language and laymen‘s communication is evident. It is 

therefore easy to agree with Jeffrey Sachs in that Russia needs more lawyers. It also needs more 

law businessmen who have a high level of legal self-efficacy. The findings in this paper warrant 

future research on the impact on legal self-efficacy and lawyers on other economic transactions, 

such as money lending and borrowing between firms and banks in various comparative country 

contexts.  
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Appendix 

Table 1 

 

Participants responded to the following seven items:113 

 

According to the law, must the following types of agreement be in writing?  

 

Agreement to sell goods: 

 

A. Written form is always required by law.  

B. Written form is sometimes required by law.  

C. Written form is never required.  

D. I don‘t know.  

 

 2. According to the law, must the following types of agreement be done in writing? 

 

Agreement on collateral: 

 

A. Written form is always required by law.  

B. Written form is sometimes required by law.  

C. Written form is never required.  

D. I don‘t know. 

 

According to the law, which of the following types of pledges must be notarised?  

 

Pledges of buildings: 

 

                                                 
113 These questions are identical to the those in Jörgensen & Svanberg (forthcoming) 
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Yes 

No 

Don‘t know 

 

According to the law, which of the following types of pledges must be notarised? 

 

Pledges of vehicles: 

 

Yes 

No 

Don‘t know 

 

 5. According to the law, which of the following types of pledges must be notarised? 

 

   Pledges of inventory:  

 

A. Yes 

B. No 

C. Don‘t know 

 

6. Suppose an enterprise is in the process of liquidation because the enterprise was seriously 

overdue in its payments of taxes to the government and on a loan to a bank. The loan was legally 

secured with collateral. According to the law, which of the creditors – the government or the 

bank – should be paid first from the proceeds of the liquidation? 

 

The government should be paid in full first.  

The bank should be paid in full first.  

Both must be paid, if not in full, then in proportion to the size of the two debts.  

The court must decide which should be paid first.  

I don‘t know.  
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7. When litigation occurs in court, is it necessary for the plaintiff and defendant involved to pay 

salaries of the judges and clerks as compensation for their time? 

 

Yes 

No 

 

TABLE 2 

Answers to questions regarding use of law enforcement methods114 

 

Sanction Percentage of enterprises having applied or threatened to 
apply the sanction (of those reporting) 

Mean value of perceived effectiveness of 
sanction on a scale between 0 and 10 

S1. Telling other enterprises about the behaviour of an enterprise that 
did not honour its agreement 

 

 

 

54 
5.3 

S2. Forcing the enterprise to pay a financial penalty 

 

47.1 5.5 

S3. Stopping trade with the enterprise 

 

76.0 6.9 

S4. Filing a complaint against the enterprise with an antimonopoly 
committee 

 

 

8.4 
3.4 

S5. Sending pretenzia or other notices suggesting a possible court action 

 

 

 

57.4 
5.8 

S6. Filing a claim in court 42.5 6.0 

S7. Reporting the enterprise to a local government organ 

 

13.3 3.5 

S8. Reporting the enterprise to a federal government organ 

 

 

11.0 
3.8 

S9. Report the enterprise to a business association or a financial-
industrial group 

 

 

7.3 
3.3 

                                                 
114 Ibid. 
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S10. Reporting the enterprise to social, religious, or civic organizations  

 

 

 

1.2 
1.5 

11. Reporting to a private security organization or other physical 
persons or group of persons in order to extract unpaid debt 

 

 

 

 

26.1 
5.9 
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