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Abstract. This paper focuses on the management of small businesses in Russia. Despite the growing importance of the
Russian small business sector, there are surprisingly few empirical studies focusing on this topic. As the business environ-
ment in Russia is repeatedly noted to be in constant change, the purpose of the paper is to explore Russian owner-managers
perceptions of the development of their business environment from 2000 to 2004. The paper reports the results of a survey
conducted among 164 business managers in North-West Russia.

The results indicate that Russian owner-managers tend to monitor changes in the business environment and adapt their
management accordingly, if not beforehand. However, the results are not unambiguous, as the study found wide variations
in the extent to which gap the managers monitored and adapted to perceived changes in the business environment.
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1. Introduction

In Russia small businesses have a relatively short op-
erational history. Currently, small business contributes
some 20 % of Russian GDP, compared with typically
50 % or more in developed market economies. Mc-
Carthy et al. (1997) noted that new entrepreneurs in
Russia come from the State enterprises and ministries
or from academic elite, or they have no work experi-
ence in the centralized economy. Further, change in
the management in this sector is evident; as Kets de
Vries et al. (2004) note, Russian business practices
have matured during the past 15 years. For example,
Shama and Merrell (1997) describe Russian managers’
as changing from directors to managers and Czinkota
(1997) highlights that education needs among Russian
managers are now similar to those of managers work-
ing in Western organizations.

In the mid-1980s there were fewer than 100,000 small
companies in Russia. Thus, small business and busi-
ness managers have a relatively short operational his-
tory, and the role of small business is still rather mod-

est. The number of small firms in Russia grew quickly
from 267,000 in 1991 to 865,000 in 1993. However,
after this stage, the number of small business units has
stagnated and even declined. Kontorovich (1999) has
listed likely causes for this stagnation to include 1) in-
creased tax and regulatory burdens; 2) barriers to entry
raised by the authorities; 3) the use of new businesses
to plunder state-owned firms; and 4) the consequences
of the banking crises in 1998.

Managing Russian enterprises is taking place in an
environment, which could be described as turbulent.
Traditionally, the response to a turbulent business en-
vironment has been to display strong strategic work
and strategy management and to choose one’s own di-
rections and actions. Another alternative is to simply
drift along and hope for the best. In between these two
extremes there is a variety of factors, including Rus-
sian culture with its own characteristics related to reac-
tive and proactive behaviour. Thus, in small enterprises
with scarce resources it is appropriate to explore the
extent to which managers rely on these resources and
believe them to affect their competitiveness.
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The purpose of this paper is to study the development
of Russian management in 2000-2004. Special atten-
tion is paid to companies’ strengths and weaknesses as
well as to the threats and opportunities the companies
face — and moreover, how they deal with them. The pa-
per is structured as follows: first we summarize briefly
literature on Russian management. We comment on
changing patterns of business strategies and quote
some researches on Russian business environment de-
velopment. In the third section we present our data.
The fourth section reports the results and the final sec-
tion summarizes the main conclusions of the study.

2. Theoretical background

2.1. Literature on Russian management
in transition

Omeltchenka & Armitage (2006) emphasize the impor-
tance of leadership practices, as in transitional Russian
economy cultural values are under change. Old leader-
ship practices are becoming obsolete and new business
leaders are applying new approaches, which are more
appropriate for the market-orientated environment.

McCarthy et al. (1997) pay attention to the fact that
new entrepreneurs in Russia come from diverse back-
grounds. They state that some current entrepreneurs
(in the mid-1990s) have been employed in State en-
terprises and ministries, while others have been mem-
bers of the technical and cultural elite in academic and
research environments. Moreover, some have been
students with virtually no work experience in the cen-
tralized economy. Shama and Merrell (1997) describe
the transformation of Russian management in the early
1990s by defining Russian managers’ tendency to de-
velop new managerial styles, changing from directors
to managers. They found Russian managers to be ac-
tive, flexible and open-minded, and often possessing
a sales background with strategic and entrepreneurial
risk-taking.

The culture typology created by Hofstede (1984, 1991,
1993) originally included a four-dimension scale (later
he added the fifth dimension). Actually, Russia was
not included in the original study, but Hofstede hy-
pothesised about the country. The first dimension of
the typology is called power distance and is defined as
the degree of equality between people that the popu-
lation of a country considers to be normal. Hofstede
(1993) argued that Russia would be characterized by
high power distance; in other words Russians would
display high tolerance toward inequality in the society
and business relationships. The second dimension, in-
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dividualism, is the degree to which people in a coun-
try prefer to act as individuals rather than members
of groups; the opposite of this is collectivism. Russia
scores in the medium-range on this dimension. The
third dimension, masculinity/femininity, is defined as
the degree to which ‘masculine’ values such as assert-
iveness, competition, and success are emphasized as
opposed to such values as quality of life, warm per-
sonal relationships, and service. Russia scores low
masculinity on this dimension. The fourth dimension,
uncertainty avoidance is the degree to which people in
a country prefer structured to unstructured situations.
Russia scores high on this dimension of uncertainty
avoidance. Hofstede later added a fifth dimension, 1. e.
short-term — long-term orientation, though this was not
thoroughly tested in the original study. Hofstede (1993)
argued that Russia would score low in long-term ori-
entation.

Bollinger (1994) also tested Hofstede’s hypotheses in
his study of Russian managers and found results which
concurred with Hofstede’s assumptions: high power
distance, low tolerance for uncertainty, high appre-
ciation for collectivism, and general equality between
men and women workers. More recently, Lapin (2004)
found that although these values are still in place, other
values are developing, including individualism, risk
taking and assertiveness.

In another study (Ardichivili et al. 1998) explored
certain characteristics associated with Russian entre-
preneurs. Decision-making is done individually (25 %
of respondents of 258 total) or discussing with other
executives (32 % of respondents). 30 % of respondents
described their leadership style as democratic, whereas
11 % identified themselves as autocratic leaders. Nearly
57 % of respondents described themselves as situation-
al leaders, defining this style as using both autocratic
and democratic methods, depending on situation. Ac-
cording to Ardichivili (2001) entrepreneurs were also
more likely than managers to use inspirational and
charismatic leadership behaviours and to motivate by
establishing a direct link between performance and re-
wards. Managers had higher levels of passive, laissez-
faire leadership behaviours than entrepreneurs.

2.2. Changing patterns of small business strategies

Resource scarcity is an important concept in the re-
source-based view of the firm. The resource-based ap-
proach (Wernerfelt 1984; Barney 1991) stresses above
all the importance of making the most effective use
of those resources available. The role of capabilities
is vital in determining the way in which the company
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is able to use its resources. Resource scarcity is rel-
evant in this context in two ways: first, small busi-
nesses face a constant lack of excess resources and thus
they should make strict choices between alternative
investment plans. Second, small business managers of-
ten lack formal business education and the multitude
of managerial tools to guide the development of their
company. Thus, resource scarcity can also be seen as
the low level of managerial knowledge. However, the
lack of a wide array of choices does not necessarily
mean low performance; on the contrary. In their study
on the competitive repertoires, Miller and Chen (1996)
found evidence of the efficacy of the simple competi-
tive repertoires.

Small businesses are generally associated with strate-
gies that are simple, incremental, emergent, informal
and unsophisticated. Strategies can be studied as plans,
intentions, awareness, orientations or different patterns
of company behaviour (e.g. Mintzberg 1978; Gibb and
Scott 1985). In a large proportion of studies of strategic
choices, the relationship between selected strategy and
measured performance has been the basis to single out
small business success factors.

There is a vast body of research highlighting the im-
portance of environment monitoring. This is evident
especially in the concept of competitive strategies.
Cost leadership and differentiation strategies have
been studied extensively (Porter 1980; Sandberg and
Hofer 1987). In his study on the consensus of strategy
decision making, Dess (1987) followed closely Por-
ter’s ideas and he suggested an array of competitive
methods.

The resources needed in a new venture are manifold,
including finance, employees, technology, machinery,
facilities, contracts, know-how and experience, to name
a few (Penrose 1959; Chatterjee & Wernerfelt 1991;
Lieberman & Montgomery 1998; Foss 1993; Wiklund
1998). Klofsten uses the concept of ‘business platform’
to describe the situation where the new venture has
been able to secure its flow of resources and is able to
utilise those resources in the business process (Klof-
sten 1998). Thus, the start-up phase would end when
the resource flows have been secured. Whilst it is likely
that, similar to new ventures, most small businesses
are hampered by the resource scarcity, it is reasonable
to add the basic resource allocation into the strategy
measures.

The most recent addition to strategy measures is net-
working and inter-firm cooperation (Jarillo 1988; Jo-
hannisson 1986). In its most narrow sense, coopera-
tion could be seen as agreements with other firms (e.g.

Aragon-Sanchez and Sanchez-Marin 2005). However,
networking is related to the development trend consist-
ing of flexible specialization, focusing on core compe-
tencies, grasping of new opportunities through wider
market screening and the tightening relationships with
suppliers and customers (Pihkala ef al. 1999; Vesala-
inen 2003; Ginevicius, Korsakiené 2004). Thus net-
working strategy may be seen in various forms, includ-
ing dyadic partnership building with either suppliers
or customers in business to business-environment, or
horizontal cooperation between companies seeking to
gain scale economies by integrating particular activi-
ties together. In the small business context, the main
actors in the network strategies formation are the small
business managers, and it is common that the busi-
ness relationships include also social aspects and vice
versa.

2.3. Russian business environment

Astrakhan and Chepurenko (2003) summarize earlier
surveys and analytical studies on the Russian business
environment by identifying the main constraints for
Russian entrepreneurship development. The most cited
obstacles include legal requirements (and bureaucracy),
taxation system, access to finance, and lack of business
skills and market knowledge.

Hunter (2003) characterises the Russian economy in
the beginning of the 21st century in terms of grow-
ing demand but paucity of competition. In addition, he
recognizes the lack of skilled economic actors, poorly
defined property rights, underdeveloped market institu-
tions, and enduring management practices.

A Moscow-based research center CEFIR (the Center
for Economic and Financial Research) in collaboration
with the World Bank and USAID has monitored on an
annual basis the administrative barriers to small busi-
ness development in Russia. Their results concerning
overall perceptions among entrepreneurs reveal that,
after a rather notable improvement of the situation, the
sector experienced only slow improvement in 2003,
and was then followed by some worsening in 2004.
Most notable is the case of macroeconomic instabil-
ity, which was the most severe threat to firms in 2001
(value 3.28 on a scale 1-5 where 1 indicates not a
problem and 5 — threat to the existence of the firm).
After constant improvement until 2003, this problem
was again among the most severe in 2004, even though
there were no major cataclysms taking place. During
same period competition has become the second most
severe problem by 2004, having been just a minor
problem three years before. Concerns about the level
of fair competition could be interpreted as implying
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that certain degree of normalization in the case of
business environment is taking place. Either there is
growing entry to the markets by competing firms or
their performance has been developing — or both of
these. Further, corruption has gained rather low values
in comparison during the monitored period, but this
worsened in 2004 (Shetinin et al. 2005).

In view of the above findings from literature, we un-
dertook a survey of managers in St. Petersburg. The
main aim of the survey was to a) identify the main
threats and opportunities facing their organisations;
b) identify the main strengths and weaknesses of their
organisations and c¢) assess managers’ perceptions of
the development of their organizations during the pe-
riod 2000-2004. The methodology associated with the
survey is presented below.

3. Data collection and respondents

Michailova and Liuhto (1999) note that managers and
employees in post-socialist organizations are not used
to working with people from academia. This lack of
experience, in turn, tends to lead to a suspicious and
resistant attitude to research. Since in Russia there are
these apparent problems, personal interviews (as op-
posed to a mail survey) were utilized. A total of 164
Russian business owners and managers participated
in this study, and data collection took place in early
2005.

Most of the Russian companies were operating in man-
ufacturing — out of the 164 Russian interviewees there
were 106 operating in the manufacturing sector, 33 in
construction, and 13 in transport, storage and com-
munication sector. The average age of the respondents
was 40.4 years. The Company size was represented by
two variables: number of personnel and turnover. On
average, these Russian companies had 30 employees,
which in international comparison could be stated to
be a rather high number, as the survey was directed
towards small enterprises. However, this partly results
from the fact that labour costs, productivity, and value
added figures are remarkably low in Russia. Moreover,
work is relatively labour-intensive. However, Russian
companies also report rather low turnovers — besides,
one third did not report these figures at all. Half of the
companies had a turnover less than USD 0,2 million,
while 10 % of the respondents reported turnover as
over USD 1 million. We presume this is due prima-
rily to the Russian respondents’ reluctance to reveal
the exact figures. Further, the price level of goods (in
nominal terms) has been and still remains rather low
in Russia. Thus, companies tend to accumulate lower
turnover figures.
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4. Results

In our survey, we asked the St. Petersburg—based man-
agers to name the main threats and opportunities and
also main strengths and weaknesses of their company
and also to describe the development of the business
environment in 2000-2004. From the outset, turbulence
of the business environment is visible, when examin-
ing the variance in perceptions of business leaders.

4.1. Main strengths and weaknesses

First, every company respondent was asked to identify
only one main weakness of their business (Table 1).

Table 1. Main weaknesses of the interviewed
companies (n = 164)

Weakness 2004 2002 2000
Financial problems 40 29 27
Human resource problems 17 14 13
Problems with equipment 15 13 12
Problems with real estate 7 3 4
Marketing problems 6 3 3
Lack of experience 2 0 0
Total number of notions 87 62 59

Almost 47 % of the interviewees did not identify any
internal weakness, either because they denied having
any (perhaps due to the fact that they did not want to
reveal them). The managers’ awareness of weaknesses
could be stated to be increasing, as in comparison with
the year 2000 there were some 20 % more managers
who identified weaknesses. Some weaknesses have be-
come more severe, and almost all of them have become
more problematic as time has elapsed. The most often
mentioned main weakness was lack of finance or other
financial problems, as every fourth respondent identi-
fied it as the main weakness. In this respect the situa-
tion has remained unchanged during 2000-2004.

Human resource problems was the second most often
mentioned weakness — in 2004 some 10 % of respond-
ents admitted to suffer from it, whereas in 2000 this
figure was 8 %. In addition, some companies reported
problems with marketing or simply “lack of experi-
ence”. This might not be surprising, but it is interesting
to note that these problems were more frequent in 2004
than in 2000 and 2002.

The third most oft-stated weakness related to problems
with equipment with 9 % of interviewees citing this as
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the main weakness in 2004. This could be connected
with hardships in maintaining, upgrading and modify-
ing equipment in order to develop production. Also
problems related to real estate were appearing in 2004
more frequently than in comparison to earlier years.
This may be related to rising real estate rents and costs
and also an insufficient supply of real estate.

Table 2. Main strengths of the interviewed
companies (n = 164)

Strength 2004 2002 2000
Professionalism 40 30 29
of employees
Strong management 17 6 7
Uniqueness of product 8 3 4
Developed production 9 10 8
Professional experience 36 17 16
Flexibility 5 1 1
High quality of products 2 1 1
Total number of notions 117 68 66

Taking into account the fact that some 15 % of the
companies identified human resource—related issues
(including marketing and experience) as the most sig-
nificant weakness in 2004, it is rather surprising that
professionalism of employees and professional expe-
rience dominated the strengths — 46 % of companies
indicated these to be their key strengths. Specifically,
professional experience has been rising according to
interviewees — in 2000 it was named as a key strength
in 10 % of enterprises, while in 2004 this figure was
22 %. Production-related issues (uniqueness, develop-
ment and high quality) were identified as the main in-
ternal strength in 12 % of companies in 2004. In this
respect, the situation has remained almost unchanged
in comparison with 2000 and 2002. Thirdly, strong
management was cited as a key strength in 10 % of
responses in 2004, which is twice the figure reported
in 2000.

Even though human resources and management of
human resources are widely recognized as problem-
atic, small enterprises do not seem to have any other
alternative, but to believe it to be the most important
strength of the company. This belief is held by 25 %
of our respondents. Moreover, when there is only a
narrow variety of products, more emphasis is laid on
human resources. Human resources are developed in
a situation, where infrastructure and equipment are
still underdeveloped. Investment in infrastructure and

equipment are seen too risky in the turbulent develop-
ment phase of the business environment.

Some 60 % of the respondents could not identify or
remember any strength to have been experienced in
2000, while in 2004 this figure was only 30 %.

4.2. Threats and opportunities

Threats and business constraints have been discussed
widely in research related to emerging economies and
economic transition. Our survey respondents were
asked to identify their most critical external threats.
This question provided a range of interesting respons-
es. The turbulence and sheer pace of the development
of the business environment is clearly evident from the
responses provided. First, the instability of the Russian
economy remained the most significant threat during
the period 2000-2004, and with a notably high share;
every fourth respondent agreed it to be the main threat
in 2004, even though the Russian economy has expe-
rienced fast growth. Second, competition has become
a more severe problem; in 2000, 7 % of respondents
perceived it to be the most severe ‘threat’, while in
2004 this figure had increased to 12 % of the respond-
ents. The rise of competition in this context is inter-
esting, because it could be assumed to mean that, to
some extent, the economy is developing in a “normal”
direction. Third, legislation had also become a more
severe threat and in 2004 some 10 % of respondents
reported it to be the most significant threat to their
organizations.

Table 3. Most critical threats (n = 164)

Threat 2004 2002 2000
Instability of Russian 40 37 37
economy
Competition 20 14 12
Russian legislation 16 12 11
Decrease in market demand 8 6 5
Increase in costs for facilities 9 6 5
and raw materials
Delays in payments 5 3 3
Corruption, bureaucracy 3 2 2
Total number of notions 101 80 75

Even though the Russian economy has been grow-
ing rapidly in recent years, some respondents noted a
“decrease in market demand” as the main threat they
faced. Similarly, increases in raw material prices and
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facilities were noted. Corruption and bureaucracy were
not reported as a significant threat by the vast majority
of respondents; in fact, only three of the respondents
named it as the main threat. Respondents were asked
to state how many working hours on a weekly basis
managers spend on overcoming bureaucracy. On aver-
age respondents used 20 % of their working hours in
2004 tackling bureaucracy, while in 2000 this figure
was 19 %. Thus, it could be stated that despite aims to
remove administrative constraints, there are no signs
of diminishing bureaucracy.

Table 4. Main opportunities (n = 164)

Opportunity 2004 2002 2000
Market expansion 68 49 49
Enlarging the company 26 16 16
Partnership 11 9 44
Technology development 4 5 5
Total number of notions 109 79 114

Opportunities were mostly connected to growing mar-
kets; over 40 % of respondents reported this to be the
best opportunity. Also enlarging the company is widely
accepted as an opportunity. The respondents indicated
that growth is most probably achievable in the current
circumstances by relying on good personnel. Interest-
ingly, partnership had been seen as opportunity in 2000
with 27 % share, while in 2004 only 7 % mentioned
partnership as most significant opportunity.

Respondents were also asked about their attitude to-
wards the possible appearance of new companies oper-
ating in their field. The majority of respondents (53 %)
reported that they would probably try to collaborate —
however, only a minority was able to say kow they
would collaborate. One third reported that new poten-
tial competitors would not change their situation due to
the fact that market demand is high and every company
can have its niche. (One respondent claimed to have
such loyal customers that a new provider would not
affect his business.) Some 7 % of the companies saw
new market entrants generally as positive, because they
increase competitiveness.

In her study on enterprise restructuring, Linz (2001) re-
ported that none out of 32 studied former state-owned
firms spent money on research and development in
1998. In our study, the outcome was more complicated.
Even though our respondents stated that they spent, on
average, some 28 % of their profits on research and
development activities, only a few respondents consid-

120

ered technology development as the main opportunity
for their company. In addition, product-related aspects
(uniqueness, development and high quality) were re-
ported as a strength by 12 % of respondents. There-
fore, even though companies reported spending notable
efforts on research and development, the benefits of
these efforts were not noted.

5. Conclusions

The purpose of this paper was to study the develop-
ment of managers’ perceptions of the strengths, weak-
nesses, threats and opportunities in relation to small
Russian companies. On the basis of our findings, com-
panies tend to have a resource-based view, even though
resources are scarce and on the low development level.
Improved stability of regulatory and economic-political
environment is seen as the most likely way of ensuring
the development of these resources.

It has been noted elsewhere that there are certain sur-
vival strategies, which small business enterprises may
utilize. First, there is the opportunistic strategy, which
means following business opportunities. Based on ear-
lier studies, in Russian context this has meant changing
the business field frequently according to world market
prices (Astrakhan & Chepurenko 2003). Second, the
risk-avoiding strategy means refraining from growth
and sustaining the existing way of doing business.
Third, the resource utilization strategy refers to utiliz-
ing one’s own current strengths (for example, profes-
sional personnel) as completely as possible. Finally,
the resource collecting strategy emphasizes addressing
weaknesses, which means strengthening the resource
base by networking or through various purchase strate-
gies.

Veiga et al. (1995) stated that young Russian managers
tend to be less authoritative in comparison with older
managers. In addition, young managers have started
planning for longer periods of time whereas their older
counterparts have remained short-term focused. This
is explained by stating that younger managers have
to rely more on themselves to ensure the long-term
success of their company, whereas older managers are
experienced in operating centrally-planned economy
with strong governmental regulation.

Yet despite this knowledge which is already in the
public domain, the business planning horizon of ap-
proximately half of this sample of managers, all based
in St Petersburg, was still short; 6% of respondents
acknowledged it to be less than one year and 31 %
reported a horizon of approximately 1 year. However,



Journal of Business Economics and Management, 2008, 9(2): 115-122

almost 50 % of the respondents reported their plan-
ning horizon to be 3 years or more, which could be
interpreted as meaning that, at least in the case of some
companies, future planning has been adapted to man-
agement practices. Unlike Veiga ef al. (1995), we did
not find a positive correlation between long-term plan-
ning and young managers. On the contrary, according
to our results, there is weak but significant (sig. 0.05)
negative correlation, i.e. older respondents in our sur-
vey tended to have longer business planning horizon
than younger managers.

Finally, there is apparent need for further research con-
cerning not only business managers’ perceptions of the
development of the turbulent Russian market, but also
on their survival strategies.
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