EAST-WEST
Journal ofEconomics and Business
Vol. IX — 2006, No 2 (33-52)

THE POST-SOCIALIST RUSSIAN FIRM
AND THE EXPLICATIVE POWER OF THE
ECONOMIC THEORIES OF
ORGANIZATION

Yorgos Rizopoulo§'and Leonidas Marouda$®

Abstract

Economic research on privatization, restructuring aorporate governance of
the post-socialist Russian firm, has usually beasetd on the hypothesis of
isolated maximising agents, the principal-agent eh@dsuming inadequacy of
incentives or, to a lesser extent, transactionscaolseory. The interesting
insights of such approaches do not always seenpppate to explairsome

major internal and external features (barter anuatetization of exchanges,
networking and labour hoarding) of the post-sosiditussian firm. Therefore,
the aim of this paper is to examine the explicapegver of economic theories
of organization concerning the specific featureRo$sian firm and the process
of its transformation into a capitalist firm. Thelaption of an approach
focusing on the negotiation process between grafpparticipants, power
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structure and control, core competencies, abiliaesumulated knowledge and
the ambivalent conflict/collaboration nature of thrganizational games at both
the internal and external level, shed some lighttlom Russian enterprise’s
evolving organizational equilibrium during the firgyears of systemic
transformation.

KEYWORDS: Economic theories of organization, managerial tsgias,
organizational change, transition, Russia
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1. Introduction

The failure of initial predictions concerning a poged short and conflict-free
transitional period from the former socialist regito a market economy has
raised many questions concerning organizationahahycs and the appropriate
concepts and theories enabling a better understgndf the empirically
observed facts. It is now widely accepted that oizmional transformation
during transition does not constitute a passiveptaii@n to changing
conditions and to formal rules introduced from ad&oVhe switch to market
economy behaviours revealed to be a complex legrpiocess likely to be
influenced by a multiplicity of interdependent $#gic decisions and actions in
reference to new regulatory norms and mechanismsréil, 1996; Grabher &
Stark, 1997; Rizopoulos, 1997 and 1999; Moers, 2000

The aim of this paper is to examine the explicafigever of economic theories
of organization in relation with the specific fes of the post-soviet Russian
firm and the process of its transformation intaagitalist firm along two major
axes:

- Its organizational properties and attributes,ghiecipal interacting of internal
and external groups and the acquired resourcesangetencies, which play a
crucial role during the transition period,

- The way in which its resources and competenciesnabilized in order to
manage uncertainty and to perform organizationahgk under the pressure of
institutional and economic constraints, especiallyough the political
negotiation process at the internal and exterwall le



We are interested more specifically in the posiast privatized
manufacturing enterprises, producing not exclugivadbut essentially
intermediary goods and playing a relatively impottaconomic role at a local
level. Theorizing the enterprises of services,rfimal, energy or other primary
materials sectors may require to take into accdifferent elements.

Economic research concerningrganizations during transition focuses
particularly on privatization, labor relations amdstructuring as well as
corporate governance issues. It has usually besedban property rights and
the principal-agent models assuming maximizing egamd focusing on the
inadequacy of incentives and the distribution ofideal control rights
(Schleifer, 1998; Buclet al, 1998; Filatotchewt al, 1999) or, to a lesser
extent, on the transaction costs theory (JoskoveBn&lensee, 1997).

Meanwhile, the aim of theories of the firm to urgtand theaisons d'étreof a
typical capitalist enterprise (and often to justify superior efficiency) do not
always seem appropriate to make the major intemdlexternal features of the
post-socialist Russian firm intelligible. Indeetietsystemic rupture in Russia
has destroyed much of the productive capacitieerg¢ing the deepest and
longest recession recorded during peacetime. Rugisias have experienced
radical changes in institutional framework, so@atl labor relations, property
rights, macroeconomic policies, supplier/customangactions, relative prices,
structure of production and financial constraints.this extremely uncertain
context, organizational survival and adaptationaboee the major priorities
involving an apparently contradictory mixture ofnovative practices and
soviet-type regulations and interactions: privataa followed by dissociation
between control and property rights, increased geni@ power founded on
alliances with employees and local authorities, mmadive price policies,
separation of performance and financial profitéypilimarket constraints but
demonetized transactions, competition through sgemetworking, cost-cutting
combined with labor hoarding, etc...Despite a greadldof contributions,
economic theories of organization have some difficio propose a theoretical
framework facilitating the understanding of the tgmviet Russian firms’
behaviors, structures, internal and external mtatias a whole. How to
comprehend on the base of these analytical dewvécestuation in which
performance and financial profitability are oftemrelated issues in a context of
generalized demonetization of transactions befd®82 How relevant are
theories assuming optimization strategies pursyetié owners of the physical
assets, when the Russian capital owners do not geeoonform to this
paradigm? What is the appropriate interpretatiaen&work for both extensive
networking and soft hierarchical relations? Is 'faek of knowledge" or rather
the nature of accumulated specific competencies @mhbilities on which



actors have built new (and unstable) organizati@uplilibria, as well as the
initial conditions and constraints that have inflaed the changing process?

The present paper formulates some propositionsecoimg these questions and
is composed of three sections. In the first sectdan underline briefly the
inadequacy of some major theories of the firm imviding satisfactory
interpretations for the post-soviet Russian enisefs behavior. Next, we lay
out our conceptual framework considering the firenaa political system of
connected actors. In the third section we briefigspnt the major internal and
external features (barter and demonetization ohamges, networking and
labor hoarding) of the Russian manufacturing firanidg the first period of the
post-socialist transformation (1991-1998), and thewe discuss the
contributions facilitating the understanding ofatganizational change process
taking into account the main objectives and stiategf the various groups of
participants and their interactive games.

The contribution of economic theories of organizatin

As we are well aware, in the traditional microecmizs framework, the firm is
a "black box" assimilated to a mathematical refativetween inputs and
outputs. Production process is determinist andrsivle, knowledge is without
limits, preference order unambiguous and substantationality leads to
optimization (maximizing) behavior. There is no usture, information
asymmetries, organizational problems or time can#s. “The 'firm' as an
organization is thought to be irrelevant”, andfltan® is not a firm” (Penrose,
1995). This framework is inappropriate to analyo¢ only the post-socialist
Russian firm, but the “firm” in general.

Managerial theories, without refuting the basic dthesis of standard
microeconomic models (substantive rationality arakimization), innovate by
considering managers as a homogeneous group witlwit objective function,
which they try to optimize in oppositioto the interests of shareholders.
Maximization of turnover (Baumol, 1959), of disdoglary expenses
(Williamson, 1963), or of the rate of growth withversification strategies
(Marris, 1963), are the main versions of this appto Such a theoretical
framework could be useful in the Russian contextiery the insiders’
(managers and employees) power following the pdstibn process.
Meanwhile, and beyond the very restrictive maxiritra hypothesis of these
models, Russian insiders are often owners as wdlltiae managerial theories
do not offer any explanation for their preference managerial preferably
shareholder status. Furthermore, their objectivietion appears to incorporate



multiple variables, for instance, “social respoilgii (Vlachoutsikos &
Lawrence, 1996; Maroudas 2001).

Extensive networking, mutual commitment, interndliances and labor
hoarding seem to question also the opportunism thgses of modern
contractual organizational approaches, accordinghh only authority (in
the framework of the transaction costs theory) oprapriate incentive
mechanisms (agency theory) could manage post-cbnéla free-riding.
However, employment relation, and the hierarchictih-organizational power
underlined by the transaction costs theoreticahéaork seems to be soft and
negotiated in the Russian context. Both price airation and organizational
authority seem relatively less important factorstfie Russian manufacturing
enterprise compared to co-ordination by implicitexplicit negotiation. It is
interesting to notice that while Williamson predicin a paper published at the
beginning of the transformation process (Williams@891), that hierarchies
and markets will prevail though "hybrids" will digaear because of the high
uncertainty in the new context, it is exactly th@posite that took place during
Russian transition (Grabher & Stark, 1997; Sedait897; Hendley, 1998;
Hendleyet al.,2000;Moers, 2000; Maroudas & Rizopoulos, 2002).

The principal-agent paradigm (Alchian & Demsetz729Jensen & Meckling,
1976; Holmstrém & Tirole, 1989) considers the fiam an efficient solution
given the costs imposed by the imperfect assessofetfte contributions of
each input and the risk of free-riding in the casfe market contracts.
Nevertheless — notwithstanding the importance o€imive structures in the
unveiling of information concerning the intrinsioality of products exchanged
and the non-observable actions of agents aimirachieving goal alignment,
and despite its valuable insights into specifictcast provisions — the agency
theory ignores the importance of widespread imptiontracts and it carries no
implications for normative behavior (both issueg aery important in the
Russian context, see Vlachoutsikos & Lawrence, 199/lor et al, 1997;
Hendley et al., 2000), neither for power relations implied, foistance, by
ownership, although privatization of assets is @cied process for the post-
socialist Russian firm.

In the incomplete contracts theoretical framewaBtossman & Hart, 1986;
Hart, 1990), pattern of property rights (more pseby, distribution of residual
control rights) is supposed to represent a solutthen contingencies malex

ante efficient contracting impossible. According to H&t990), even though
parties cannot write a contract avoiding hold-upbtems, they have perfect
foresight about the consequences of their inabtiitydo this and bounded
rationality in the Simon's sense is not essentialdrganisations. The owner
ought to be the party whose possession of the uakiights minimizes rent-



seeking costs (that means the party whose contibud the quasi-rents of
cooperation is greater) and the ownership of asslmtsild equates with the
boundaries of the firm. This proposition could haveormative value but it

cannot explain why in the post-soviet enterprisherd is a significant

divergence between formal distribution of shared @al control. Widespread
influence of both internal and external stakehaldera dominant feature of
Russian transition and the links between ownersngd control are quite

complex. For instance, even if a substantial pashares is distributed among
employees it happens that they do not exercise tiggits as shareholders and
confine themselves to the role of employees, oftétmout salary (Clarke,

1998; Earle & Sabirianova, 1999)!

Furthermore, it seems difficult to build an intexative framework for the
post-socialist firm, without taking into accourt initial state (it is not a typical
capitalist firm) and the constraints imposed by dkauine uncertainty implied
by the change of the rules of the game and thepsdl of the formal, internal
and external, co-ordination mechanisms and relat{see also, Suhomlinova,
1999). For all these reasons we stand away froncdhé&ractual, opportunism-
based organisational approaches, considering kieaappropriate theoretical
framework could not be efficient-oriented but rathdaptation-oriented.

Indeed, evolutionary, resource-based and competaeppeoaches (Nelson &
Winter, 1982; Nonaka, 1994; Penrose, 1995; ConnelPr&halad, 1996;
Loasby, 1998 and 2001) seem more appropriate ded aeful concepts to
understand organizational change such as path depea due to accumulated
resources and knowledge, or operational routineg &&n consider that
“knowledge” and “competence” are not limited to afie technological skills
but rather evoke the ability to solve organizatlgmablems. However, beyond
the fact that such concepts are difficult to fixoiran analytical framework
(Potts, 2000), they have to be interpreted in thetext of a radical systemic
change where strong conflicting interests may idzaé the idea of a relatively
stabilized organizational environment (that meahe ttruce" hypothesis
proposed by Nelson and Winter). Furthermore, tie®tetical framework tends
to explain organizational performance and diversily competitive
environments where the specificity of assamtsl privately held knowledge are
sources of advantages. Meanwhile, it is the redagiability of the institutional
framework that could indicate opportunities faailihg the organizational
action and elucidating what could be an advantémeekample, obtain higher
profits through innovation). In the context of pgstialist transformation,
economic organizations have to face a high uncgytanot only in their
specific activity, but also as regards the rulethefgame as a whole, the nature



and the real constraints of their "quasi-marketsl, a&onsequently, the nature
of the relevant advantagés.

The firm as a political system of connected actors

In this perspective, and following the behavioratgdigm, we can consider the
post-soviet Russian firm as a coalition on “impettie specified terms”Its
internal and external participants — employeese@ars, staff and workers),
shareholders, suppliers (upstream enterprises amdlitars), customers
(downstream enterprises, users and distributors), authorities (national or
local) — have diverse interests and motivationse Tonfrontation of the
aspiration levels of participants (March and Simd@58, analyze especially
the internal participants but they do not undeireetie the other categories, see
also Mintzberg, 1983), materializes in an organiggstem of links, in which
objectives are imperfectly rationalized and intgeledence is based on
resources held by each group, bargaining and sigenents. This approach
holds in our case an extra advantage, namely ilisyalo apply its premises in
a context, which is not specific to a typical cafdt firm in a competitive
environment.

Survival is the main organizational priority, foled by performance (the
capacity to attain the objectives). Survival andrfgrenance imply
organizational equilibrium, meaning the particiganwillingness to maintain
their contribution to the organization in excharfge subjectively evaluated
inducements (depending on the perception of bothicehpossibilities and
opportunity costs) they receive from the organ@a{March & Simon, 1958).

Organizational equilibrium is a process of dynanmiteraction between
interconnected actors. It reflects collective léagnprocesses and power
asymmetries of participants which are temporallystallized into rules
(standards which regulate the interactions betwgerups of participants),
routines (“initiating signals or choices and funcing as a recognizable unit in
a relatively automatic fashion” — Winter, 1986: 1 @boup problem solving and
decision making procedures that constitute therazgéional memory (Cyert &
March, 1963; Nelson & Winter, 1982). It represethis conscious acceptance
on the part of participants of the necessity toxiste— in order to more
successfully approach their own particular objexgiv that lies at the core of

* Moreover, our objective here is not to explainfaenance differentials between Russian firms,
but to pinpoint common elements and characterisiitsorder to reach a more generalized
assessment grid.



the coalition’s preservation. For this they wouldllimgly sacrifice some
measures of effectiveness. The organizational ibguim is continually
renegotiated because of the endogenous organiahtsmarch for improved
performance, the redefinition of relations betweggarticipants or external
(environmental) changes, especially in the casesrgénizational failure or
economic and institutional crisis, according to tbeploration / exploitation”
paradigm (March, 1991). Meanwhile, the organizalonules, structures,
routines and procedures are not neutral and empaagr relations by granting
privileges to certain participants while downgragothers. This crystallization
of power may be relatively durable — and even tuastinalized, through
property rights — and consequently coalitions dtenoquite permanent. The
firm, as a specific type of organisation, demorisgalso certain other features
such as value creation and repartition procedurelemua budget constraint
(financial inflows must cover costs).

Another important element is underlined in the wmse-based approaches,
according to which organizations “know how to dangfs” and they are

“repositories of knowledge” (Winter, 1988). Orgaatibns store knowledge in
their procedures, norms, rules and forms (Marcl119Competencies and
resources (including knowledge) lead to a set giabdities that enhance the
chances for growth and survival (Kogut & Zander,92P The available

resources, capabilities, competencies, represensatind the way they are
connected constitute one of the main issues, ith&r assembling which

manage uncertainty and perform organizational chargast experience
conditions the feasible alternatives likely to bergeived and existing

organizational operational mechanisms influencewiag in which presently

acquired knowledge is utilized as well as futur@wledge acquisition and
response to new developments (Conner & Prahal@; T®eceet al, 1997).

In view of the above propositions, we consider tit firm’s organizational

equilibrium has human, material, financial, relaiband cognitive (codified or
tacit knowledge) dimensions, based on and intdelinby collective tangible
or intangible assets: fixed capital, social capitaualifications and

competencies, productive and innovative capaathrnologies, market power,
trademarks, goodwill, distribution and supply netka etc.

The social, material and financial dimensions &f éinganizational equilibrium
are inter-connected. What the firms do “is to depehnd use connections, of
all sorts... [Resources]...are valuable because of ipeicific complementarity
(or connections) to certain other elements” (LoasB®p0l: 400, 407).
Acceptable compromises are those, which — at theinmim — secure the
balance of monetary and material flows, as welltlzes preservation and
reproduction of crucial knowledge and relationsidas and outside the



organization. Market and network relations mustwigsved as complementary
to the internal operational mechanisms, as theyeasential factors in the
tentative to obtain this balance, the legal frastieof the organization
determining the internal or external nature of tharticipants. Indeed,
organizations have access to some resources itigirdwough the exchange
and bargaining with external actors, linked by thea explicit or implicit
relations.

The emergence of alternative relations between phdicipants and the
transformation of the existing operational mechasis— in other words,
organizational change - imply mobilization of imtak and external
competencies, resources and relations. Indeed, itm@lementation of
organizational innovations is dependent on the tiegis organizational
equilibrium and some kind of stability as a necgsgaerequisite for change. In
this sense, disrupting transformations and greaemainty can have a very
contradictory impact. Actors establish new inte@actpatterns and information
channels but, in the absence of a relatively statdgtutional and economic
framework, they will also try to create local s&hicro-environments in, at
least, some fields of their action. In this waygamizations built private
institutional forms, with reference to the alreddyown common rules (which
can be largely informal), behavioral norms and emtions, using elements of
the old action system in order to diminish uncetiaiand to obtain the
necessary resources for organizational transfoomati In general,
organizational change is not a mechanigtiocess of passive adaptation to
changing conditions; it is rather best approacted aomplex learning process
consisting in a multiplicity of interdependent ségic decisions and actions of
the participants.

The post-socialist manufacturing firm as the outcora of internal and
external participants’ political negotiation proces

In the context of genuine uncertainty created by dhistemic transformation
(institutional instability, economic crisis, rup&urof all the previous formal
allocation and exchange relations), the internatiggpants of the Russian
manufacturing firms — directors and employees —eweanable (or naturally
avoided) to undertake entrepreneurial risks andatttéevementf long-term

productive investments. Meanwhile, despite claimsncerning their
inefficiency, resistance to change, market aversmonservative mentality,
incapability to understand the opportunities ofifetgains, and finally the lack



of competencies, skills and experience of their agend, Russian post-
socialist firms underwent important changes. Theservation of existing
structures is combined with rushed adaptation fedjc search for new
opportunities and organizational innovation. Thanategies aim at achieving
an organizational equilibrium, which, while not alyg affected by profit
seeking objectives, may nevertheless allow theigoation of their economic
activities.

Concerning internal relations, the directors focusgtially on securing their

enterprise's autonomy and survival, securing amhgthening the control they
already exerted over their enterprises, as wedlatisfying their own personal
interests by keeping their position. Employees, eesfly the core of

production workers, tended to extend their ownreisonary power to interpret
prescribed rules and allowing the application édimal regulations on the real
production process. Meanwhile, the fall in prodoctithe underplaying of the
role of this section of the workforce in the ent&g's activities as the
productive process tends to be overcome by the eouniah process, the
degeneration of communal sociability and the wideag feeling of insecurity
provoked by the threat of unemployment and the spdead use of wage
arrears changing radically the organizational cant®n the one hand, they
function as negative incentive mechanisms, and hendther they imply a
significant weakening of the core of production keys’ bargaining power and
an increasing strengthening of managerial conttshgin, 1999; Maroudas,
2000).

Throughout the privatization process, the interc@dlition’s cohesion result
mainly from the objective unity of interests of maparticipants’ groups facing
external institutional and economic constraintsisThutual dependence on the
one hand prevents the transfer of control outsfde dnterprise, a potential
threat for all the traditional participants, whda the other it contributes to the
materialization of a consensus process at the vawkp As a result, labour
relations are qualitatively different from the disl employee-employer
relationship and the post-soviet Russian manufagurenterprise is
characterized by aegotiatedhierarchy resembling that depicted by agency
theorists: “[T]he employer continually is involvéa renegotiation of contracts

2 The virtual economytheoretical corpus for which the production of s@fiformal) goods, the
development of barter trade and the absence ofiotgting were due to the tendency of Russian
managers to avoid the risk involved in the purafitformal profits (linked to investments in
physical capital) and invest more on relationalitedfGaddy & Ickes, 1998) was a tentative to
interpret this managerial behaviour. Meanwhiles thpproach has been criticized with special
focus on its abusive distinction between productibhard and soft goods, choice to restructure or
not, and investment in relational or physical capiaroudas & Rizopoulos, 2002).



on terms that must be acceptable to both partidEhjan & Demsetz 1972:
777). As Jensen and Meckling underline (1976: 34f]here is in a very real
sense only a multitude of complex relationships. (contracts) between the
legal fiction (the firm) and the owners of laboomaterial and capital inputs and
the consumers of output”.

Regarding external relations, internal participar@dopt a principle of
exclusivity in selecting exchange partners. Excleangoverned by common
values, behavioural norms, personal commitment saidiarity allow, on the
one hand, the stabilisation of the operative emwitent and, on the other, the
creation of a social capital stock necessary ferdtiective access to emerging
markets and scarce resources. In particular, tisteexce of relational networks
constitutes the necessary condition for the extensse of money substitutes,
such as barter, inter-firm arrears (or offsets) pnomissory notes or bills of
exchange (“vekselya”), which enables managersdolve the problems related
to the shortage of working capital and so maingoduction and employment
under conditions of restrictive monetary policy ardgh uncertainty
(Aukutsionek 1998, Linz & Krueger, 1998; Moers, 20¥akovlev, 2000). In
other words, the inter-organizational relationsatitute a necessary condition
for the organizations’ survival and developmenproglucing, at the same time,
a specific power and interest structure (as wett@sdlicts). They aimed at the
stabilisation of their environment and the increasfe their exchanges’
flexibility. This recourse to non-monetary transews reflects the spontaneous
but relatively homogenous reproduction of a defensiorganizational
behaviour facing radical institutional changes awbnomic crisis, having a
tremendous influence on the relations formed antbagrarious organizational
participants.

The participants’ accumulated knowledge, relationahd bargaining
capabilities led them thereafter to reinstate tlomds and cultivate some
patterns of collective action which had ensuredntha satisfactory
organizational equilibrium in the past. This objeetwas achieved mainly
through relational strategies inside and outsige dfganization - which were
already crucial performance factors during the 8operiod and proved to be
the principal, and sometimes the only, means ofrisihg their assets. It is
important to highlight our disagreement with thede@ly held opinion arguing
that the tangible or intangible assets of the Rwsdirm (fixed capital,

qualifications and competencies, productive cafisds] technologies, market
power, goodwill, etc.) were as a whole of no valaed, therefore, not
exploitable under the new (presumably competiticenditions’® We just

3 The above view lacks plausibility, as Russian gmiges on the one hand had an established
“clientele” base, even in view of the usually lowadjty of their products, and there is no reason to



believe that relational and bargaining capabilittecome the main factors
allowing the valorisation of the other tangible anthngible assets, because of
the extreme uncertainty of the transformation cxinte

The renegotiation process, between the variouscphts, of internal and
external organisational equilibrium’s terms resiilie the emergence of the
self-reproductory organisational triad: the tendento bolster inter-
organisational networks, the high percentage oérienterprise (and to a
smaller extent intra-enterprise) transactions regmed by barter exchange and
the relative maintenance of the worker collectivsze (Maroudas &
Rizopoulos, 2002). This organisational triad, acpanied by heavy
interactions and bargaining with local authoritiessa crucial survival factor
especially for large manufacturing enterprisesated in distant regions (and
even more in one-company towns). Obviously, labbaarding, relational
networks and barter do not aim at preventing lbmes material shortages and
imbalance between labour demand and supply, noust the peripheral
workers in “complementary support jobs” (harvestifguse construction,
etc.), as_itwas the case during the soviet era. The main tbgscare to
preserve the level of production activities, to idveevere conflicts at the
workplacé, to prevent the deepening of social disruption aménhance the
enterprise’s external bargaining power. These featweakened after the 1998
financial crisis, but for about ten years constitlithe main characteristics of
the post-socialist manufacturing enterprise.

Milgrom and Roberts (1990) insist heavily on theewssity of an unambiguous
relation between asset ownership and centralisétbaty. In the post-socialist
Russian manufacturing enterprise, as long as & doeseem possible to affirm
such an unambiguous relation, the informal (netgdiacontrol of physical

assume that all of a sudden they lost all of therket share and the value of their tangible and
intangible assets was directly and radically deggasnmediately following the systemic rupture
(this would come down to saying that all entergige capitalist economies survive because they
produce high quality products which is obviouslis&, and on the other they were not exposed to
some fierce competition, for example from foreigimé (most observers agree that monopolistic,
or at least protected, positions are far from hgdisappeared).

4 Managers-employees coalition and managerial paitsm (Maroudas & Rizopoulos, 2002) imply
that, at the last moment, employees are dependarihe director’s ability and willingness to
protect them from the negative consequences ofsyiséemic reform. Meanwhile, it does not
necessarily imply that employees do not have indeépet strategies, real bargaining power or
means of interest representation. Indeed, the gkedeterioration of the living standards and the
extended wage arrears were at the origin of sigamfi labor conflicts during the first transition
period. According to the Goskomstat data, the nurobenterprises where strikes were registered
increased from 264, in 1993, to 8,278, in 1996, apdto 18,675, in 1997. The number of
employees involved in strikes also increased: 1(®WP in 1993, 6,639,000, in 1996, and
8,369,000, in 1997.



assets from the part of the managerial team seerhs & central risk of the
organizational games. Indeed, the significant djgace between the formal
distribution of shares and the real control exettgdhareholders is especially
prejudicial for the employees, as their properghts proved to be of limited
scope. They are not bihemselves capable of reversing the deterioratfon o
their bargaining position, which, gradually, triggggnificant changes in the
sphere of the internal coalition’s relaticheideed, the managerial team began
to reassert exclusive control over the organizatiGhshwin, 1999;
Dolgopiatova, 2002) as a prerequisite for the appation of a significant
share of proprietary titles controlled by employe@esthis sense, the Russian
firm becomes more “williamsonist” but manageriattarity is the outcome of
participants’ relative power and interactions néteconomizing transaction
costs.

Organizational control facilitates economic contrfidllowed by capital
accumulation strategies. In this sense, we obsarpartial inversion of the
classical process of capitalist development.

Instead of the sequence,
Private property=» Assets contro# Accumulation
We have,
Assets controB Private property=» Accumulation

This phenomenon is parallel to the formation ofaltes between the directors
and certain groups of outsiders. In fact, two mggrd heterogeneous) groups
of external participants have been creasgecially after the financial crisis of
1998 (see also Mésnard, 1999):

- The actors wishing to exert tighter control oa #nterprise, especially if it is
in profitable or monopoly sectors via the redisitibn of property rights and
the marginalization of the insiders (namely finaheigents, foreign investors,
etc.).

- The actors considering that their interests imteet to the conservation of the
existing asymmetric organizational equilibrium aghesithe internal coalition and
the perpetuation of the formal and informal ecormimansactions within the
established relational networks (some suppliers arefomers, but also local
authorities in order to do not disrupt the alre&dgile social balance).

® According to Ashwin (1999: 249) “the leader remains, for good or ill, the embodinmnthe
collective. It is the chief who is responsible fbe good or bad fortune of the collective, and the
immediate solution to bad fortune is not to giverenoeality to the collectivism of the labor
collective, but always to elect a new chief”.



By the end of the nineties, the gravity center fed brganizational coalition
moved toward a more important role of the extepaticipants and the share
of insiders over corporate property sharply dropfedsting empirical surveys
do not provide clear evidence of relations of &ffibn and coalition between
shareholders, but suggest that part of “friendlytsade shareholders become
affiliated with enterprise management and, fregyenteinforcement of
outsiders dissimulates informal control by manadhreugh share acquisition
and/or transfer of shares to affiliates (Radugin A&khipov, 2001,
Dolgopiatova, 2002 and 2003). According to Dolgtopia (2003: 21), “The
attempts to gain control over enterprises resutiesl growing concentration of
stock ownership”. Consequently, the changes inksbomership structure after
the 1998 crisis, indicated a clear shift from apdised and insider-oriented
ownership structure to a stronger concentratioowifiership in the hands of
enterprise managers and large outside sharehol@epsesented by non-
financial enterprises).

Conclusions

Despite a great deal of contributions on privaiorat restructuring and
corporate governance of the post-socialist Russigerprise, very few of them
are oriented towards the construction of a thezmbframework facilitating the
understanding of its behaviors, structures, infeamal external relations as a
whole. Our analysis demonstrates that the interestingglinsi of economic
theories of organization are not always approptiatthe explanation of some
major internal and external features of the Russiamufacturing firm during
the first period of the post-socialist transforroatiindeed, it seems difficult to
build an interpretative framework for the post-stist Russian firm, without
taking into account its initial state, the impoxtarof the labor collective and
the constraints imposed by the genuine uncertampyied by the change of the
rules of the game and the collapse of the fornmkrnal and external, co-
ordination mechanisms and relations. Taking inteoaat the features of
institutional and economic environment which laygéifluences the firms’
decisions, actions, behavior and structural charstics is a necessary
condition to understand such complex phenomenditutisnal isomorphism
(Tsoukas, 1994) is a major state in the life ofamigations. At the same time,
the complexity of social relations, the multipliceind generality of institutional
rules, the differential impact of the economic exttbecause of the own
history, assets and competence of specific orgioim enable the latter to
maintain an important autonomy, choose optionsecsehnd interpret rules.
Thus environments are not absolutely constrainifigns are neither passive



rule-takers, noreact in a standard way to the external stimulithiis sense,
isomorphism and convergence can lead to heterdgear& vice versa.

In this paper we have offered an analytical framéwdacilitating the
understanding of the behaviors, structures, inteand external relations of the
post-socialist Russian firms, which under a higloneenic and institutional
uncertainty, adopted survival strategies that, evhibt always affected by profit
seeking objectives, nevertheless allowed the aagryon of their economic
activities and the preservation of the interestthefmain groups of participants.
In such a context, some intangible assets — nameligtional networks and
bargaining capabilities, which were already crugiatformance factors under
the Soviet regime — proved to be valuable resouraédch helped valorize
certain existing tangible assets. Used by all degdional actors, they are at the
origin of a variety of internal and external asyntmeerelations. Meanwhile, the
organizational and institutional changes that tptdce altered the balance of
power of various groups. The initial rise of theedtors’ bargaining power at a
lateral / horizontal level through the consolidatiof inter-enterprise networks
was an enabling factor to secure control over tierial coalition and, ade
facto owners, to create new forms of alliance with soafethe external
coalition’s influence groups.

As a final point, we can state that most econonhieoties designed to
understand capitalist organizations are not nedgssaitable for deciphering
post-Soviet ones. Consequently, the adoption obm@anizational approach
focusing on the negotiation process between grafpparticipants, power
structure and control, core competencies, capsiliaccumulated knowledge
and the ambivalent conflict / cooperation naturgéhef organizational games at
both internal and external level, seem of grearest so as to understand the
Russian firms’ nature during the first years of teysc transformation.
Undoubtedly, future research has to validate thityabf such an approach to
provide an appropriate framework for the analysis emerging new
organizational forms. Indeed, as mentioned abosainn characteristics of the
post-soviet firms (relational networks, barter dadour hoarding) weakened
after the 1998 financial crisis (see also Clark#g)4). Meanwhile, it does not
validate the proposals made by neo-liberal or nafichoice scholars who have
too often dismissed such part of the Russian fiexgerience, underestimating
its magnitude during the first period of the pastialist transformation (1991-
1998)° What is more, these features, parallel to inteemmise debts and
permanent insolvency without bankruptcy, will necassarily disappear in the
conditions of “free market capitalism” in Russiadsalso Burawoy, 2001). The

®For a critical survey of these views, see MurréB96; Grabher & Stark, 1997; Sapir, 1998;
Maroudas & Rizopoulos, 2002.



theoretical framework offered here enables us ttticoe the study of recent
institutional and organizational changes taking iatcount the new objectives
and strategies of the various groups of particgpant their interactive games.
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