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Foreword 

The Economic Transition and Integration (ETI) Project at the International Institute for 
Applied Systems Analysis (IIASA) started a research activity on the behavior of Rus- 
sian enterprises under liberalization, privatization and restructuring in 1995-1996. This 
a,ctivity originated upon the initiative of the Ministry of Economy of the Russian Fed- 
eration. The major reason for focusing on this subject was the fact that the current 
state and further transformation of Russian medium and large sized enterprises became 
a challenge for the continuation and success of transition related reforms. Despite cer- 
k i n  positive tendencies, numerous enterprises still adjust themselves to ongoing changes 
without considerable market adaptation and modernization. The emerging ownership 
structure and financial markets demonstrate limited positive influence on stockholders' 
incentives, decision-making process and strategies of restructuring. 

In the course of these enterprise studies, a workshop on "Russian Enterprises on the 
Path of Market Adaptation and Restructuring" was organized at IIASA on 1-3 February 
1996. R.ussian a.nd Western experts, extensively working in the area of enterprise perfor- 
inance under transition, focused the discussions on recent empirical findings and analyses 
concerning the following issues: typical models of enterprise behavior; development of the 
financial situation at the enterprises and its determinants; impact of emerging markets 
and competition on enterprises; the consequences of privatization a,nd patterns of restruc- 
turing; and enterprise social assets divestiture and conversion. The workshop arrived at 
110th analytical conclusions and recommendations for policy measures stimulating "con- 
structive" enterprise behavior. Possibilities for a joint research project on the motivations 
and behavior of enterprises in transition economies were also discussed. 

The circulation of selected workshop papers as IIASA Working Papers is undertaken 
in order to provoke broad discussions of presented analytical results. In this paper Pro- 
fessor Igor Gurkov examines the adaptation strategies of recently privatized enterprises 
in Russia, clarifies the overall level and main forms of companies' adaptation currently 
being implemented in Russian industries. 
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Typology of Russian Enterprises' 
Adaptation to New Economic 

Realities* 

Igor Gurkov** 

1 Introduction 

The process of social transformation in Russia has had a plethora of significant effects 

upon production. It is now provoking an economic depression of unprecedented pro- 

portions. It is also increasingly evident that any attempt to effect long-term political 

stabilization in Russia should be based on economic stabilization, or - at the very least 

- the successful adaptation of new rules of economic behavior by the country's principle 

industrial producers. The future will depend on the ingenuity of Russian managers to link 

the legacy of the communist regime and the national patterns of industrial organization 

with the prerequisites of a modern economy. 

In analyzing transition economies and transition management, it is better to develop a 

set of linowledge clusters which can be applied to business thansactions than to construct 

one universal theory. The exploration of organizational transformations in transition 

economies has attracted myriad management scholars. Numerous articles, attempting 

to explain particular aspects of organizational transformations, have been published in 

110th academic and management journals. Analysts have concentrated upon changes in 

decision-making authority (McCarthy and Puffer, 1992; Luthans, Welsh and Rozenkrantz, 

1993; Welsh, Luthans and Sommer, 1993); the emerging new model of leadership (Puffer, 

1995); developing marketing strategies in the most vital sectors of the Russian economy 

(Elenkov, 1995); modification of human resource management (Koubek and Brewster, 

1995) and the acquisition of new knowledge and skills (Holden and Cooper, 1994). 

An examination of such studies, however, reveals a series of inadequacies. First, given 

the incredible speed of change in Russia, the technique of single observation used in most 

studies do not make it possible to accurately retrace emerging trends in organizational 

development and business policies. The limited scope of single observation studies robs 

them of the power of prediction, thereby limiting their usefulness as decision-making 

tools in an era, of constantly changing reality. Second, the aim of most studies has been to 

"Research reflect,ed in this paper was undertaken with the support of the European Community's Tacis 
ACE Programme 1994. 

'"Professor Igor Gurkov is from the Higher School of Economics, Moscow, Russia and is also a Research 
Fellow at the Foundation for Economic Research at Erasmus University in Rotterdam, The Netherlands. 



retrace particular aspects of corporate transformations. Even the most complex surveys 

(such as Wehster et. al., 1994) have focused almost exclusively on the decomposition of 

R.ussia,n businesses rather than their integration and reorganization. 

This paper fills the aforementioned gaps in the study of the transformation of enter- 

prises in Russia through an examination of the adaptation strategies of recently privatized 

industrial companies. Specifically, the goals of this study are: 

1. To clarify the overall level of companies' adaptation in terms of productive efficiency 

and social adaptation dynamics. 

2. To retrace the differences in corporate environment and business strategies between 

cornpallies at various levels of adaptation. 

3. To explore the algorithms of corporate success in main Russian industries. 

4. To classify the main forms of adaptation currently being implemented in Russian 

iildustries and to assess the perspectives of each form for the further development 

of the Russian economy. 

The paper is organized as follows. The second section outlines the main assump- 

tions in the evaluation of adaptation processes and present the methodology and research 

instruments of the study. The third section describes the main prerequisites of the adap- 

tation process. The fourth section is devoted to the results of quantitative analysis of 

the adaptation process - dynamics of productive efficiency. The fifth section presents 

the results of qualitative analysis of companies' strategies. "Micro case studies" are used 

here to illustrate the principal steps for corporate successes. The dynamics of personal 

adaptation is presented in the sixth section. The typology of corporate adaptation is 

exposed in the seventh section, while conclusions and suggestions for further studies are 

drawn in the last section. 

Methodology for the Analysis of Adaptation 

2.1 Basic definitions and assumptions in exploring adapt at ion 

processes 

The adaptation of enterprises in transition economies is a complex phenomenon which 

may be viewed in three "dimensions": 

the adaptation of enterprises as production systems to the radical changes in  exter- 

nal conditions which determine their performance. This includes the response to 

opening-up of domestic markets to foreign competit ion, accommodating conditions 

of high inflation, chaotic tax legislation and other "delights" of transition economies; 



the social adaptation of employees, both managers and workers to the new conditions 

of life, including the appearance of unemployment and the fall in the purchasing 

power of wages in industrial sectors; 

the insel-tion of enterprises as networks of legal, economic and social relations to a 

new system of economic organization. In a few words such insertion may be called a 

transition "from enterprise to firm" (see Ickes and Ryterman, 1994). This insertion 

comprises: privatization as the first step of legal transformation, the emergence of 

markets for corporate control, the establishment of harder budget constraints, the 

modification of enterprises' objective functions, etc. 

It is believed that these three "sides" of the adaptation process are closely interrelated. 

In exploring their relationship, our working hypothesis is based on the following causal 

connections: 

The insertion of enterprises into the new system of economic organization rests upon 

the creation of new ownership arrangements. According to the classical conception 

of ownership (Barzel, 1988), ownership is identified as the right to  exercise control 

over resource allocation and to receive any residual returns that may remain after 

contractual obligations have been fulfilled. Although agency theory (Jensen and 

Meckling, 1979; Fama and Jensen, 1983) raised the issue of separation between 

ownership a.nd control, it argues that the control structure of the firm is part of the 

firm's production function, together with the technology and productive resources. 

This implies that different control arrangements may result in different production 

possibilities sets and, therefore, in different production efficiency dynamics. 

2. The production efficiency of companies in transition economies depends mainly upon 

the "inventiveness" of their managers in capturing the floating market conditions 

and their readiness to operate in a hyper-turbulent environment. Such a creativity 

is, in turn, the outcome of the optimal solution of the agency problem. 

13. Both over-performing and under-achieving companies emerge as "goods" in the 

market for corporate control. The former present tempting "tid-bits" while the 

latter lack the means to resist corporate takeovers. 

4. In principle, the level of social adaptation of employees should be the consequence 

of companies' performance. On the one hand, however, such an assumption may 

be violated under the conditions of the various types of social policies implemented 

within companies. On the other hand, differences in social adaptation may affect 

the employees' conduct thereby altering the company's adaptability. 

2.2 Research method 

This study uses both qualitative and quantitative methods to generate insights into the 

organizationa.1 development and re-engineering of business in Russian companies. The 



qualitative approach has been employed as a means of revealing several of the more 

obscure, unique and enigmatic aspects of Russian corporate life. The qualitative approach 

was also used in the basic formulation and classification of such complex phenomena 

a,s marketing strategies. This application of qualitative methods is consistent with the 

general function of qualitative research as a means "to seek answers to questions that 

stress how social experience is created and given meaning" (Denzin and Lincoln, 1994, 

p. 4). Quantitative methods were used mainly to assess the performance of companies 

and to estimate the popular perception of company life as a means of verifying and hence 

expanding the results of the qualitative analysis. 

In this study three sources of information are used: 

1. Interviews with top managers of industrial firms and observations of the companies' 

activities by some sort of "expert investigation". 

2. Records of business activities of the observed firms and an evaluation of their per- 

for ma,nce. 

3. A survey of managers and employees using a specially developed questionnaire for 

each group. 

The interviews with company presidents, chief accountants, chief engineers and per- 

sonnel officers were conducted in an informal setting. The principal leading questions 

ra,ised during the interviews concerned the current economic situation of the company; 

the goa,ls of its top managers; the implemented marketing, human resource and organiza- 

tional strategies; and the relationships with outside shareholders, business partners and 

local authorities. 

The length of individual interviews depended largely upon the availability of a cor- 

porate executive, but usually lasted between one and three hours. Shortly after the 

interviews, the structural decomposition and normalization of answers were carried out 

using a special framework which enable us to construct some expert measures. As a re- 

sult of interviews and personal observations of the companies' activities, a set of "expert" 

empirical indexes was created. The main variables were the following: 

1. the share of export in sales - EXPORT; 

2. the level of social orientation in corporate policy - SOCIAL ORIENT; 

3. the intensity of contacts between the company and the local administration - 

LOCAL ADMIN; 

4. the degree of the company's involvement in illegal business transactions - SHAD- 

OW; 

5. the share of a company on the relevant market - MARKETS. 



All these indicators enabled the construction of a "snapshot" of companies to be used 

in perforinance analysis. 

The evaluation of company records provided additional insights into the economic 

viability of the companies under observation. All of the information concerning the per- 

formance of these companies was provided by their accounting offices. Quarterly balance 

sheets and income statements for the last three years were also obtained from these com- 

panies. In addition, copies of the official statistical forms - reporting the physical output 

of these companies in detailed nomenclature, cost structure, shutdown periods, etc., - 

were obtained. Most of the data, including financial data, was adjudged to be reasonably 

reliable. For each surveyed company, 54 quarterly performance indexes were constructed 

for 1992-1994. As an overall measure of performance, an integral index of economic 

efficiency was constructed. 

A method for measuring efficiency known as Data Envelopment Analysis (DEA) was 

implemented. DEA floats a hyperplane on data for a set of operating units, such that units 

with maximal output/input ratios are on the surface and units with less-than-maximal 

output/input ratios are beneath it. DEA is a variation of linear programming, suitable 

for bench-marking efficiency among a set of comparable decision-making units (DMU's). 

This method, invented in 1978 by Charnes, Cooper and Rhodes (1978), has been increas- 

ingly used for the last decade in studies on performance evaluation (see Norman and 

Stocker, 1991; Gurkov, 1992; Land, Lowell, and Thore, 1994; Leibenstein and Maital, 

1994, Gurkov and Maital, forthcoming). This method is especially fruitful in the situa- 

tions where organizational performance should be assessed in non-financial terms. The 

forma.1 forlnulation of a DEA problem looks as follows: 

min h = x vX io /  x zrTyTo 

subject to  

where 

yTj - output r ( r= l ,  ... s) from producer j; 

zij - input i ( i= l ,  ... m) used by each producer j in the sample; 

j = ( l ,  ... n) - index of Decision-Making Units; 

21, - sha.dow prices (dual variable) of output; 

v; - shadow prices (dual variable) of input; 

11 - input based efficiency indices; 

xio,yjo - inputs and outputs of the particular producer whose efficiency is being mea- 

sured. 

The indicator of gross sales, adjusted for inflation, was chosen as a measure of output. 

For inputs, three indicators were chosen: the number of employees (labor input), the 

inverse liquidity ratio (as a measure of capital intensity), and the ratio of quarterly sales 

to stocl<s of finished goods (as a measure of marketing success/trouble). 



Each firm's data was entered, for each of the 16 quarters (1991-1 through 1994-IV) as 

a data point. DEA analysis provided an efficiency measure (a scalar varying from zero to 

100%) for each firm and for each quarter. The quarterly average of the efficiency scores 

was taken as the performance measure. 

The third component of the study was a survey of managers and workers. It involved 

all levels of the managerial staff, as well as production and clerical workers. The ques- 

tionnaires were distributed and collected by research assistants - students of the Higher 

School of Economics, Moscow. Individual respondents were repeatedly and explicitly reas- 

sured that neither their supervisors nor their colleagues would have access to the answers 

which they provided the researchers. 

The questionnaires consisted of several blocks used to measure and map the response 

to the following key variables: 

r the perception of the present economic situa,tion of a company and the causes of its 

successes and troubles; 

r trust in the abilities of top managers to improve the companies' economic perfor- 

mance; 

r tra,nsforinations in the decision-making authority; 

r perception of changes which took place after privatization. 

Assessiilg the individual adaptation to the present economic and social conditions, job 

security and necessary knowledge and skills was done using the following instruments. The 

i~lclividual a.claptation was assessed using an 11-item instrument, which contained state- 

ments a.bout personal purchasing power and job characteristics. The reliability coefficient 

- Cronbach's a ("alpha") - of this instrument was 0.6018. 

Job security was assessed using an original 6-item instrument, which contained state- 

ments a,bout the security of a present job and the possibilities of finding another job in 

the same line of work. The reliability coefficient a of this instrument was 0.7248. 

Assessing job satisfaction required a special 11-item instrument for evaluating overall 

job satisfaction and satisfaction with specific job features. This instrument is a modifica- 

tion of the Michigan Quality of Work Questionnaire (Moch, Cortlend and Cook, 1983), 

a,dopted to the specific Russian conditions. A 5-point scale ranging from "very dissatis- 

fied" to "very satisfied" was used to rank the responses. The reliability coefficient for this 

scale was 0.7669. 

Assessiilg the degree of partnership and mutual confidence between workers and man- 

a.gers was assessed using an original 11-item instrument. The respondents were asked to 

indica,te their opinions about: 

r the abilities of the management to improve the economic position of the firm; 

r the loyalty of managers in defending the interests of their employees; 



the efficiency of conflict resolution within the firm. 

The 5-point respondent scale ranged from "strongly disagree" to "strongly agree". 

The reliability coefficient for this scale is 0.8060. The mutual partnership between workers 

and management and the cohesion within management teams may be considered as an 

important input for measuring changes in both production efficiency and power mapping. 

Assessing the acuteness of routine problems and disturbances in business and produc- 

tion activities was done using an original 11-item instrument. The 5-point response scale 

ranged from "not significant at all" to "extremely significant". The reliability coefficient 

for this scale is 0.8066. The examples of routine problems are "non-paying debtors", 

"shortage of qualified managers", etc. The appraisal of routine problems is a necessary 

element for understanding the companies' situation. The types of problems for each com- 

pany were also ranked and a pattern within the survey set was established. 

All respondents were asked to give their opinion on the real and  desired owner s  of 

a. firm. They were able to choose one answer among 11 items, including "your fellow- 

workers", "managing director" or even "nobody really owns". Respondents were also 

aslied to assess the changes they had observed in nine particular areas as a result of 

privatization. The 5-point scale ranged from "much worse" to "much improved" with "no 

change" set at the midpoint (a  value of 3). The most valuable outcomes of this part of 

the survey was the opportunity to compare the perception of privatization, experienced 

by different groups within the company. This clarifies the results of the satisfaction 

ineasurement ancl adds more information for power mapping. The reliability coefficient 

for this iilstruinent is 0.7058. 

The above described instruments were used in the questionnaires for both managers 

ancl workers. The next parts of the questionnaires were reserved for managers only. 

First, the questionnaire for managers contained 27 items pertaining to four types of 

decisions common in managerial work, namely: 

1. strategic decision and capital investment - 8 items, 

2. human resources - 7 items, 

3. wage and benefits - 5 items, 

4. production decisions (i.e., product characteristics, value chain, quality issues) - 7 

items. 

Managers were asked to describe the level of decision-making authority they experi- 

enced for each decision item on a 6-point scale ranging from "beyond my position's duties" 

( a  value of 0), through "marginal authority" (a value of 1) to LLtotal authority" (a value 

of 5 ) .  This scale is the development of McCarthy and Puffer's instrument (McCarthy and 

Puffer, 1992). The respondents indicated the perceived changes after privatization. The 

additional point on the scale, "beyond my duties", allowed us to restrict the appraisal of 

pel.ceived authority to strongly reliable points. 






















































































