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This is a very tentative paper at this stage, because it is not based on a systematic
analysis of all of our data, so it should not be quoted or referenced under any
circumstances.

Contrary to the expectations of the neo-liberal theorists of ‘shock therapy’, the
collapse of the soviet system did not lead to the rapid and spontaneous development
of the institutions and practices typical of a capitalist market economy. This led some
critics to doubt whether Russia was in transition to capitalism at all. Michael
Burawoy, for example, has characterised the developmental trajectory of the Russian
economy as one of ‘involution’, akin to Weber’s ‘booty capitalism’, in which profits
are extracted by banks and trading monopolies while nothing is reinvested in
production, which continues to be conducted in traditional soviet ways (Burawoy,
1996, 2000). However, since the 1998 crisis there has been a marked penetration of
capital into Russian industry, as an increasing number of industrial enterprises have
been taken over by large Russian holding companies which purport to be the
standard-bearers of capitalist management structures and practices in Russia. In this
paper, we will look at the structures and practices that these holding companies put in
place in their subsidiaries, but first we will outline a theoretical framework for the
analysis, which is based on Karl Marx’s analysis of the development of capitalism in
Europe.

The formal and real subsumption of labour under capital

Karl Marx characterised the capitalist mode of production by the subordination of the
production of things to the production and appropriation of value and surplus value.
This subordination was not a once and for all fact, but a long-drawn-out historical
process underlain by a permanent contradiction between the two aspects of the



capitalist mode of production. In the first stages of this historical process the
‘subsumption of labour under capital’ was purely formal, as capitalists took control of
production which continued to be carried out according to the existing, predominantly
handicraft, methods. However, competition forced capitalists to find ways of reducing
costs which, over time, led them to intervene increasingly directly in the production
process, leading to the ‘real subsumption of labour under capital’.

Marx applied this conceptual framework to the analysis of the development of the
‘capitalist labour process’, from its origins in simple co-operation between handicraft
producers, through the development of the division of labour in the workshop
characteristic of the phase of manufacture, to the mature phase of ‘machinery and
modern industry’. However, perhaps seduced by Andrew Ure’s advertising materials,
Marx tended to identify the real subsumption of labour under capital with the real
subordination of labour to capital in the labour process, with the authority of capital
being embodied in the machine. Critics of Marx have addressed the technological
determinism implicit in this identification, noting that even the simplest of machines
have to be developed by human engineers and even the most sophisticated of
machinery requires human operators, so the subordination of labour to capital cannot
be achieved by technology on its own.

Subsequent theorists of the capitalist labour process have drawn attention to the social
dimensions of the contradiction between the production of things and the production
of value as the basis of a permanent social division within the enterprise which cannot
be overcome by technology but which presents a permanent challenge to capitalist
management. The development of capitalist management can then be fruitfully
analysed within the framework proposed by Marx for the analysis of the development
of capitalist methods of production. The capitalist has to rely on the skills and
initiative of engineers and workers to secure the production of things, while ensuring
that their skills and initiative are employed with a view to maximising the production
and appropriation of surplus value. The development of capitalist forms of
management can be interpreted in this light, including such crucial aspects as the
struggle to break the control of skilled workers over the production process, the
struggle to reduce the autonomy of foremen and integrate line managers into the
management hierarchy, and the shifting balance of power between different branches
of senior management (production, finance, marketing).

The strength of this framework is that it can be deployed for a comparative and
historical analysis of the development of the capitalist mode of production which can
recognise the distinctiveness of capitalism at different times and places, without
losing sight of the underlying structural features of the capitalist mode of production.
In particular, it provides the most fruitful approach to the development of capitalism
in Russia.

The soviet mode of production

The Soviet Union notoriously took its production technology over from capitalism.
Indeed, according to the theory of Marxism-Leninism, capitalist production
technology could only be employed to its full potential once it was freed from the
fetters imposed by the private ownership of the means of production. Some critics of
the Soviet Union have argued that, in adopting capitalist production technology, the
Soviet Union was inevitably reproducing capitalist production relations, but this is
merely to invert the technological determinism of Marxism-Leninism. Capitalist



technology was not employed in the Soviet Union in order to maximise the
production and appropriation of surplus value, because the Soviet economic system
was not based on the production of commodities. The Party-state apparatus certainly
made every effort to maximise the production and appropriation of a surplus, but this
did not take the form of surplus value, but of the forced deliveries of goods and
services by enterprises and organisations. The soviet labour process was not
subordinated to the production of surplus value, but to the achievement of targets for
gross output. Labour, material and energy inputs were determined by technical norms
which should not be exceeded, but beyond this there was little incentive to intensify
labour, lengthen the working day, increase productivity or economise on the use of
resources. So we find a distinctively soviet mode of production in which the
enterprise is a relatively cohesive unit oriented to the achievement of its plan tasks
and to the negotiation of loose norms and plan targets rather than increasing
productivity. The benefits of increases in productivity achieved within the framework
of the plan were not appropriated by the centre or used for productive investment but
tended to be used for the labour collective by redeploying resources to, for example,
the construction of welfare, cultural or sporting facilities.

The management style of the soviet enterprise can be characterised as ‘authoritarian
paternalist’, with the enterprise director having absolute authority in the enterprise,
which was represented as a ‘labour collective’. Management had a rigidly hierarchical
formal structure, but in practice was conducted on the basis of informal relations
which by-passed the formal structures and responsibilities and in which assigned tasks
were constantly negotiated and renegotiated. Production management was
unambiguously dominant over other services, with the line of authority passing from
the director, through the deputy director for production and chief engineer to the shop
chiefs. Auxiliary production shops were subordinate to the core production shops,
with lower rates of pay and inferior status. Finance, personnel and supply were
peripheral services which had little more than accounting and reporting functions to
perform. Responsibility for the achievement of production tasks was delegated down
the line to shop chiefs, section chiefs, foremen and even ordinary workers, with a
system of punishments and rewards that was supposed to ensure that they achieved
their targets, including Taylorist piece-rate payment systems, although the
uncertainties of production and supply meant that in practice the system had to be
administered flexibly and punishments and rewards were discretionary. Shops had a
high degree of autonomy and shop chiefs a correspondingly high degree of authority,
while workers and their immediate line managers had a high degree of control of the
work process, which relied heavily on the skills and commitment of core kadrovyi
workers. Internal conflict tended to be highly personalised and was resolved
informally or by transfer, or occasionally dismissal, while systemic conflict tended to
be externalised and directed against the higher authorities. Within the enterprise, for
example, the shop chief represented the interests of the shop in negotiation with the
general director, while the general director represented the interests of the enterprise
as a whole in negotiation with ministerial bodies.

The transition to capitalism in Russia

The collapse of the soviet system did not at first affect the internal structure and
dynamics of the enterprise, which continued to produce according to its own logic and
with its own priorities. However, the enterprise suddenly found itself having to secure
its own supplies, to find outlets for its products and to buy and sell within the



constraints of its financial resources. The priority of enterprise directors was to secure
the reproduction of their enterprise as a productive unit, on which their own status and
income depended, which was expressed in a commitment to the ‘preservation of the
labour collective’. Initially supply chains were maintained as enterprises continued to
receive from and deliver to their traditional customers, although the break-up of the
Soviet Union imposed severe disruption on those who depended on links with other
Soviet Republics. The erosion of working capital by inflation meant that enterprises
had minimal cash balances, so transactions were financed by an accumulation of debt.
In the face of macroeconomic decline, it was not long before enterprises down the
chain found themselves accumulating unsold stocks and had to cut back on production
and orders. The prospect of decline meant that supply (sales) and finance had an
increased significance. At first they continued to be subordinate to production, their
task being to secure supplies, outlets for the products and financial resources that
would enable the enterprise to continue to produce, but they inevitably assumed an
increasing importance as the means of transmitting market constraints to the
enterprise. Financial constraints could be evaded by accumulating debts and arranging
barter deals, but sales figures increasingly replaced plan targets as the determinants of
production levels. Enterprises sought assistance wherever it could be found, in
support from local and regional authorities and, above all, in the services of the proto-
capitalist financial and commercial intermediaries that had grown up in the interstices
of the soviet system, had flourished under perestroika, and now burst into the open.
Of course, such transactions provided ample scope for managerial corruption but,
however corrupt the senior management might be, it still depended for its position on
securing the reproduction of the enterprise as a unit of production.

This is the phase that Michael Burawoy characterises as that of merchant capitalism,
in which the ‘primitive accumulation of capital’ had led to the formation of predatory
trading capitalists who sought to make profits from their control of supplies, buying
cheap and selling dear and, rather than imposing a capitalist logic on enterprises,
forcing them into an ‘involution’ marked by an accentuation of their soviet
characteristics and a demonetisation of their transactions. However, this could only
ever be a temporary phase. By the mid 1990s the majority of transactions were non-
monetary and the majority of Russian enterprises were loss-making and burdened
with enormous debts, only staying in business because the bankruptcy law in effect at
that time made it almost impossible to force an enterprise into bankruptcy and
because federal and regional governments discouraged the initiation of bankruptcy
proceedings because of their negative social and economic consequences. The end of
this phase was marked by the 1998 crisis, with its default and devaluation. The 1998
crisis revived the prospects for domestic production and initiated a period of
stabilisation and uneven economic growth, facilitating the remonetisation of the
economy. More importantly, it hit the banks very hard and led to a sharp reduction in
the possibilities of profiting from financial operations so that the dominant bank-
centred financial-industrial groups had to turn their attention to other, more secure,
ways of making money. At the same time, the introduction of a new bankruptcy law
in 1998 made it very easy for creditors to use the bankruptcy law to acquire even
solvent enterprises at very favourable prices.® As a result, since the 1998 crisis,
Russian capital has moved into production on a large scale as holding companies have

! The bankruptcy law was revised again in 2002 to make it much more difficult for outsiders to gain
control, but by this time the holding companies had been able to use the 1998 law to take their pick of
acquisitions.



purchased industrial enterprises, often at knock-down prices, through share purchases,
debt-equity swaps or the bankruptcy procedure.?

Russian capitalism — the rise of the holding company

Acquisition by a holding company does not immediately transform the soviet into a
capitalist enterprise. This is the next challenge facing capitalism in Russia. So what
happens when a former soviet enterprise is absorbed into a modern capitalist
company? In this paper we will begin to answer this question by summarising the
findings of a small number of intensive case studies of Russian industrial enterprises
which are controlled by holding companies. These case studies have been undertaken
as part of an ESRC-funded project on management restructuring in advanced Russian
enterprises, which will eventually cover between 50 and 60 enterprises in different
sectors and branches of the Russian economy. So far we have completed 28 case
studies, twelve of which are of enterprises which are subsidiaries of large holding
companies.® These enterprises produce pipelines, aero engines, detergents, fertiliser,
coal, metal-cutting industrial tools, petrochemicals (2), cement, knitwear, electrical
transformers and mobile telephone services.

We would expect the character of restructuring to depend on the objectives of the
holding company in acquiring the industrial enterprise and so we need to distinguish
between different types of holding company. We can very roughly distinguish holding
companies according to whether they are vertically integrated, acquiring enterprises
which form part of a production chain, horizontally integrated, seeking to establish a
monopoly position in regional or federal markets, or diversified, acquiring a portfolio
of enterprises in order to generate profits and shareholder value for the holding
company.

Vertically integrated holding companies have developed particularly in the oil and gas
and metallurgical sectors, where financial-industrial groups centred on oil and
metallurgical companies have acquired supplier and processing enterprises to
establish an integrated production chain, but they are also expanding in other sectors
as the holding company seeks to strengthen the position of its existing subsidiaries in
an economically and politically uncertain environment by securing control of its
supplies and markets. The concern of the holding company in this case is to secure the
reliable delivery of high quality inputs and outputs at an economical price. This often
requires substantial investment to modernise production facilities and ensure that
products of the appropriate specifications can be produced.

Horizontally integrated holding companies have developed particularly in sectors
dominated by a relatively small number of large producers of a standardised product.
The holding company’s main concern is to establish dominance in regional or national
markets and to cut costs by rationalising the operations of its subsidiaries. These
objectives are achieved by concentrating production in the lowest cost producers and

2 Russian financial-industrial groups had been building their shareholdings in industrial enterprises
before the 1998 crisis, primarily as a means of guaranteeing sources of supply and outlets for products
or to gain leverage over local authorities, but in general it was only after the 1998 crisis that they began
to invest and to intervene directly in the management of such enterprises. Even in the profitable oil and
gas and metallurgical sectors, there was little management restructuring and investment remained at
extremely low levels before 1999.

® Most of the other enterprises have substantial outside shareholders, but the latter are not large holding
companies or do not have uncontested control.



by centralising management functions in the holding company, so that the subsidiaries
are reduced to production platforms. Some horizontally integrated holding companies
are export-oriented producers, and their primary objective is to secure control of
supplies and ensure that quality meets world-market standards.

Diversified holding companies tend to take the form of industrial groups, which may
comprise a number of relatively independent vertically and horizontally integrated
holding companies. Diversified companies are concerned above all to maximise the
profits of their subsidiaries and to improve their long-term prospects in order to
increase their shareholder value. This may involve heavy investment in modernising
production facilities or developing new product lines, or it may simply involve
squeezing out the maximum short-run profits by reducing costs.

There are also holding companies which are state-sponsored, whose objective is to
support the policies of regional or federal government, for example to maintain
employment or protect the production of strategic goods. We will exclude such
companies from consideration here, because these holding companies have a different
role, primarily one of providing support services to the enterprise (research and
development, sales and marketing, access to credit), and intervene to a much lesser
extent in the management of the enterprise.

Finally, we might expect enterprises which have been acquired by foreign owners to
impose a more radical restructuring. Foreign investors have various motives for
buying Russian enterprises to produce for the domestic market, rather than making
greenfield investments, but probably the most important are to buy the connections of
an existing enterprise, to buy familiar Russian brand names to access the consumer
market and to acquire a skilled labour force and, in some cases, advanced Russian
technology. But whatever their motives, the foreign owners face the same challenge
as do domestic holding companies, of reducing costs, increasing quality and
establishing an effective sales and marketing network.

In all of these cases, apart from state-sponsored holding companies, the holding
company is an unequivocally capitalist organisation that is oriented to maximising its
profits. The enterprises in our sample include those owned by vertically integrated,
horizontally integrated and diversified holding companies, while two are foreign-
controlled and two have influential foreign minority owners.

In the rest of the paper we will outline the common features of restructuring of
enterprises which have been bought by holding companies, as they have emerged
from our case studies, indicating differences corresponding to the character and
objectives of the holding company where these are significant.

System of Management and Control of Subsidiaries

In all of our case study enterprises strategic decision-making is concentrated in the
holding company and control of the subsidiary is achieved primarily through the
annual budget. The subsidiary either has its own Board of Directors, the majority of
whom are representatives of the holding company, or it is immediately subordinate to
the Board of Directors of the holding company. In general, the holding company does
not interfere in the everyday management of the company, which is the responsibility
of the general director, beyond monitoring its performance. In two cases the holding
company has its own representative in a supernumerary management position (in one
case he is called the ‘executive director’ in another he is the ‘deputy general director



for general questions’) to work alongside the general director, with the authority to
approve decisions on behalf of the holding company. In a minority of cases the
general director is a member of the Board of Directors of the subsidiary or even of the
holding company, but in no case is the general director a significant shareholder.
There is a clear demarcation of the functions of ownership and control.

The acquisition of an enterprise by a vertically or horizontally integrated holding
company almost always leads to the centralisation of the functions of finance, sales
and marketing and, in vertically integrated holding companies, supply in the holding
company, with the corresponding services in the subsidiary largely reduced to their
traditional roles of documentation, record-keeping and reporting. In some cases,
personnel management functions are also subordinated to the personnel management
department of the holding company. In most cases the subsidiary retains some
capacity for independent decision-making in these areas, although all expenditure
decisions require the approval of the holding company. In the case of acquisition by a
diversified holding company, the enterprise is more likely to retain responsibility for
its sales, supply, marketing, personnel management and even finance functions.

The concentration of financial and commercial functions in the holding company
reduces the subsidiary to a production platform, returning it to its traditional soviet
function of a production-oriented labour collective. The planning process and the
control systems put in place by the holding company are also strongly reminiscent of
their soviet equivalents, with the relation between the holding company and the
subsidiary being similar to the traditional relation between the enterprise and the
ministry, although the plan indicators in a capitalist framework are, of course,
different from the quantitative physical indicators of the soviet planning system.

Even though the subsidiary is wholly owned by the holding company, several of our
respondents clearly thought of their enterprise as an independent subject, delivering
its targets to the holding company in exchange for financial resources provided by the
holding company, and distinguished between the resources of the holding company
and the enterprise’s ‘own’ resources, just as they would have done in soviet times. In
some cases the enterprise was permitted to sell ‘above plan’ output on its own
initiative and to use the revenues, with the approval of the holding company, for its
own purposes. However, there is in general very little leeway for such activity
because the holding company keeps tight control of the allocation of resources and the
expenditure of the subsidiary.

The subsidiary prepares a business plan for the following year, with an associated and
very detailed budget, which has to be defended in the holding company and, after
appropriate amendment, is submitted to the Board of Directors for approval. The
business plan will comprise the production plans and associated spending for labour,
raw materials, maintenance and repair and auxiliary services for the following year,
and will be accompanied by proposals for investment in new equipment, buildings
and production facilities.

The planning process typically takes several months and involves all of the
departments and services of the subsidiary. Planning is always driven by target sales
figures for the following year. In vertically integrated holding companies these sales
figures will be handed down by the holding company, since they correspond to the
deliveries required by other enterprises in the production chain. In horizontally
integrated holding companies there will be more interaction between the holding
company and the subsidiary, since the holding company has its overall sales



projections which it has to distribute across all of its production facilities, taking into
account production costs. Otherwise, the sales projections will be prepared by the
marketing department, usually as a target increase in sales on the current year. In
integrated holding companies, projected product prices and, in vertically integrated
companies, the key input prices will also be dictated by the holding company. In other
companies product prices are determined by the sales department in the light of
prevailing market prices and unit costs.

The target sales figures determine the production plan, which will be passed to the
shops and production departments which assess the plans against their production
capacity, making allowances for downtime for maintenance or replacement of
equipment and work out the corresponding requirements for labour and material
inputs, maintenance and repair. Investment plans are based on proposals for re-
equipment from the shops and from the technical specialists but large investment
projects are often proposed by the holding company.

The consolidated plan and its associated budget are put together by the planning-
economic department. If unit costs indicate that production is not profitable, the
expenditure plans might be referred back to the shops to find some economies. The
plan and budget are then defended in detail with the holding company before they are
submitted to the Board of Directors. The approved plan and budget then become the
control document for the enterprise for the following year, with any modification
requiring the approval of the holding company. The plan and budget will be adjusted
regularly in the course of the year in accordance with orders and achieved sales.

Expenditure in relation to the budget is very closely monitored, both within the
subsidiary and by the holding company. Any overspending leads to an investigation
and, usually, the punishment of those responsible, with the demand that the overspend
is recovered by subsequent savings. Any exceptional expenditure, for example in
relation to unexpected breakdowns, must be approved by the holding company.

Management structure and functions in the subsidiary

In most cases the general director, and often the other top managers, are appointed by
the holding company from their own trusted staff, although in some cases the existing
general director and senior managers remain in place or are appointed internally
because of their detailed knowledge of the specific features of production and the
characteristics of the enterprise. A repeated theme is the demand for high levels of
professionalism and loyalty of the senior managers, the majority of whom have both
technical and economic higher education. New managers are generally young and
have often been abroad for management training. The appointment of people from
outside to senior positions sometimes generates some resentment on the part of the
existing managers, because it blocks their career paths and violates the tradition of
appointing senior managers and specialists from within, ‘our people’, who have a
detailed knowledge of and commitment to the enterprise and its traditions. This
resentment is not expressed in any antagonism, so long as the new managers are
recognised to be highly professional people and are willing to accommodate to the
traditions of the enterprise.

In most cases there has been some management restructuring, sometimes initiated by
the holding company, but in other cases on the initiative of a new general director. A
common change at the level of top management is a move away from strictly
hierarchical management to a greater devolution of responsibility and authority to



functional managers and an emphasis on the collegiality of the senior management
team, with horizontal flows of information between department heads, although the
general director always has the ultimate authority, reinforced by his role as
representative of the holding company in the enterprise.

While production management was dominant in the soviet enterprise, it now takes
second place to sales and finance. Where the enterprise retains responsibility for sales
and marketing, the sales and marketing department tends to be the dominant branch in
the senior management team, in accordance with the driving role of sales, which
dictate production plans to the shops and production departments. Where sales and
marketing are controlled by the holding company, the dominance of sales is expressed
in the dominance of the holding company and the sales department of the subsidiary
has a relatively lower status. The finance director is a pivotal figure, often appointed
by the holding company, because he (rarely she) is responsible for overseeing
expenditure, while the planning-economic department is responsible for preparing and
implementing the plan. Most enterprises have introduced or are introducing
computerised management information systems to provide real-time information to
track expenditure and plan fulfilment.

In a few cases there has been a rationalisation of the structure of the enterprise, with
the combination of departments and centralisation of services to reduce the size of the
management apparatus and in a few, particularly foreign-owned enterprises,
divisional structures have been introduced, primarily to provide the more transparent
attribution of costs to different product lines. In only one, foreign-owned, enterprise
has the management structure been flattened and this is probably because of an
enormous cut in the number employed in the enterprise since the soviet period.

In several enterprises the remaining ‘unproductive’ social and welfare facilities of the
enterprise have been handed over to the municipality or spun-off into separate
enterprises. However, in almost every case the traditional social and welfare benefits
and social guarantees, much reduced during the 1990s, have been retained and in
some cases even enhanced. The new managers are typically not hard-nosed
accountants — many of them are committed to the traditions of enterprise paternalism,
now glossed with the fashionable ‘corporate social responsibility’. In all of the
enterprises the trade union continues to perform its traditional social and welfare
functions, with the trade union president continuing to work closely with the general
director.

In several enterprises auxiliary services, such as transport, cleaning, maintenance and
repair, have been spun-off into separate companies and contracted out to those
companies on a competitive basis. This might seem to run counter to the tendency to
self-sufficiency noted below, but these are services which are provided primarily by
small businesses in competitive markets so their outsourcing does not threaten the
independence of the enterprise.

It is very rare for management restructuring to extend below the senior management
level, so production management in almost every enterprise continues in the
traditional ways, with the traditional dependence on skilled workers reinforced by the
increased emphasis on quality, the degradation of equipment and shortages of skilled
labour.* In none of the cases has there been any significant change in the structure or

* The transformation of the traditional soviet organisation of production only becomes possible on the
basis of very large investment in the installation of modern production technologies involving more



functions of production management, although the much tighter control of spending
means that the discretion of shop chiefs and foremen has been significantly reduced,
which can present them with problems in the everyday management of production. In
some enterprises plans are given to the shops in the traditional physical units for
output, employment and materials use, in others they are provided in monetary units,
or in both physical and monetary units.

None of the enterprises has introduced a systematic personnel management strategy,
let alone introduced methods of human resource management, and personnel
management continues predominantly along traditional lines. Even where the holding
company has a personnel management strategy, little has been done to implement this.
Staffing levels continue to be determined primarily by traditional technical norms and
controlled through the staff list and/or the wage fund, although managers can make
special requests to hire personnel in case of proven need. The hiring of senior
managers and technical specialists is usually through competitive hiring on the basis
of professional qualifications and ‘personal qualities’ (potential loyalty and
commitment), with private employment agencies and professional contacts as the
primary channels of hiring. Shop-floor workers are usually hired in the traditional
way, by the line managers, with personal connections being the primary channel of
hiring. In many enterprises all new appointments have to be approved personally by
the general director.

All of the case study enterprises had seen a substantial fall of production during the
1990s and had lost a significant number of skilled employees, so that the recovery of
production faces the problem of shortages of skilled labour. The lack of recruitment
during the 1990s and the fact that careers in industry are unattractive to young people
also means that the core of the labour collective is ageing. For these reasons there is a
renewed interest in training, often initiated by the holding company, and some
companies have resurrected the soviet practice of forming a ‘personnel reserve’ of
employees who are qualified to replace those who leave or retire. Many companies
have also renewed the traditional links with local technical schools and colleges as a
means of ensuring the training and recruitment of the required skilled workers.

Political connections

We have been surprised to find, given the emphasis in much of the literature on the
interpenetration of Russian capital with state structures, that all of the enterprises that
have been bought by holding companies emphasised their distance from the local and
regional authorities, insisting that they neither asked for nor received any assistance
from the authorities and that their obligation was only to pay their taxes, in exchange
for which they asked only that the authorities should not interfere in their affairs.> In
general, as important employers and major contributors to local budgets, they did not
need to exploit political connections to ensure that they got their way. Although in
most cases the enterprises provided some support for the local community, this was a

advanced control systems and less scope for worker initiative. Although some of our case study
enterprises have made very substantial investments, these have not been sufficiently comprehensive to
challenge the traditional organisation of production. Instead they involve the piecemeal or even
comprehensive re-equipment of existing production facilities, while new facilities are installed by
adding shops or sections to the existing production organisation.

® Connections with local and regional authorities are much more significant for independent
enterprises, which do not have access to the resources of a holding company.

10



charitable or a commercial decision, not one made in the expectation of receiving
political favours in return. However, in most cases the holding company was actively
engaged in lobbying the federal government and some enterprises expected that the
holding company would use its weight to lobby on their behalf if need be.

Investment and cost reduction

In all of the case-study enterprises the holding company has made substantial
investments. The most typical investments have been in computerisation of
management information systems, repair and renovation of buildings, energy-saving
measures, the replacement of worn-out equipment and, much more expensive, the
acquisition of modern production facilities. Most investment plans for renovation,
repair and replacement are initiated by the enterprise, while the acquisition of modern
production facilities tends to be initiated by the holding company. The initial phases
of investment are financed by the holding company, either directly or on the basis of
loan guarantees,® but once the subsidiary is back on its feet an increasing proportion
of investment is financed out of its own retained profits or borrowings in its own
name.

A surprising feature of Russian capitalism is an emphasis on self-sufficiency. In the
soviet system, the unreliability of supplies and the political bargaining associated with
securing supplies put a premium on self-sufficiency. This emphasis on self-
sufficiency applied both at the level of the enterprise and at the level of ministerial
structures. Western critics identified enterprise autarchy as a key element of the
irrationality of the soviet system, since it reduced the gains to be made from
specialisation and economies of scale. The transition to a market economy was
supposed to eliminate the need for self-sufficiency as enterprises should be able to
buy inputs more cheaply on the market than they could produce them themselves.
However, the continuing instability of the market in Russia means that supplies are
always uncertain and unreliable, while the market economy in Russia is dominated by
local, regional and national oligopolistic structures, so that self-sufficiency is, if
anything, even more important than it was in soviet times.

Independent enterprises establish their own sales networks and retail outlets to secure
their independence of commercial intermediaries, rely on their own finances for
investment and innovation to avoid dependence on outside financial structures and
construct independent production facilities for their own inputs. Self-sufficiency
(rather than the expensive modernisation of equipment) is an important priority in
investment and innovation of independent enterprises.

Holding companies seek to establish control over vertically integrated commercial,
financial and production complexes that mean that they are independent of outside
suppliers, other organisations and state authorities, as well as seeking horizontal
integration to strengthen their monopoly position at the local, regional and federal
levels (political influence can be very important in establishing such monopoly
powers). Holding companies provide substantial investment funds (often through their
own associated financial structures rather than through external borrowing, unless
they have access to western financial markets) which may be directed to the
modernisation of existing production facilities, but increasing self-sufficiency is also a

® The largest investment projects are usually financed by loans secured by the holding company
through foreign banks.
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major priority. Thus, a substantial number of the enterprises that we have studied have
constructed a boiler house and steam-generating plant, often as their first investment
project, and a few enterprises have even installed their own electricity generating
facilities. These measures not only promise to reduce costs (although in most cases
there had not been a systematic assessment of the cost-effectiveness of the
innovation), but also reduce the dependence of the enterprise on potentially powerful
outside suppliers (the local authority or a neighbouring large enterprise in the case of
the boiler house and Chubais’s UES in the case of electricity generation).’

A primary focus in all of the case-study enterprises is on reducing costs and
improving quality. Cost reduction is typically achieved in a number of ways. First,
through the rationalisation of management functions across the group, with the
centralisation of research and development, finance and sales and marketing in the
holding company and/or one of the subsidiaries which services a group of companies
making similar products. Second, a common priority is to reduce energy costs, which
is supposedly achieved by installing its own steam and electricity generating facilities,
but which is also achieved through investment in energy-saving technology as well as
soviet-style energy-saving campaigns. Third, as noted above, most enterprises which
have been integrated into holding companies have divested themselves of non-income
earning assets, such as their remaining housing stock and sporting, cultural and
welfare facilities, and contracted out some of their ancillary services, such as
transport, cleaning and maintenance.

Because the character of production relations on the shop-floor remains
predominantly traditional, and very few enterprises have made the very large-scale
investments that would be required to transform production relations radically,
attempts to reduce production costs have been made within the traditional framework.
Thus, all our case study enterprises have sought to intensify labour, tighten labour
discipline and encourage multi-tasking and increased flexibility. These attempts are
conditional on labour market conditions and so, in general, are associated with paying
relatively high wages to recruit and retain committed and reliable workers. The
crucial role played by line managers in controlling production costs means that in
practically all of the case study enterprises which are part of a holding company,
senior management has sought to increase the status of line managers and embed
them in the managerial hierarchy.

All investment projects have to be substantiated economically and generally only
those with a very short repayment period will be adopted. Major investment projects
in the modernisation of production facilities are, as would be expected, designed to
reduce costs, improve quality and/or to diversify production.

Shop floor management, payment systems and discipline

Systems of production and shop-floor management have not changed significantly in
any of the case-study enterprises. Shop chiefs still have a high degree of autonomy in
managing their shops, although they are required to adhere strictly to the control
indicators embodied in their budget and production plan and they have less scope than
they had in the past to negotiate deviations from the plan with senior management.

" The coal mine that we have studied is part of a vertically integrated metallurgical holding company,
but the mine produces energetic coal which is not used by the metallurgical enterprises in the group but
supplies a local power station. The motive of the holding company in acquiring coal mines producing
energetic coal is reportedly to provide it with leverage in its negotiations with its electricity supplier.
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This also means that they have fewer levers of shop-floor management since they
have less discretion to reward workers.

The main changes on the shop floor noted by managers and workers in all the case
study enterprises have been an intensification of labour and a tightening of labour
discipline, which is reinforced by the relatively high wages paid by these enterprises
that increases workers’ fears of losing their jobs. Most enterprises had got rid of their
persistent discipline violators during the 1990s, so that the bulk of the labour force is
made up of loyal and experienced workers who are grateful to have a job and can be
relied on to carry out their production tasks. Many enterprises have taken steps to
encourage pensioners, who cannot keep up with the intensified demands of
production, to retire.

The intensification of labour is expressed in an increased pace of labour, pressure to
work overtime and weekends, often without payment, to complete a job, and in multi-
tasking, so that workers are expected to fill in for others in the event of absence or an
emergency. In some cases workers who have mastered more than one profession are
paid a bonus, but in others it has simply become an expectation that workers strive to
meet for fear of losing their jobs.

There has been little change in systems of payment and reward with most enterprises
continuing to pay production workers on a piece-rate plus bonus system and other
staff on time-rate plus bonus, many enterprises continuing to use the old soviet salary
scales as a guide. Bonuses are the traditional plan fulfilment bonuses, usually paid
from the wage fund but sometimes supplemented by bonuses assigned by the holding
company, and continue to make up a substantial proportion of pay. In some cases new
pay scales have been introduced in which each grade point has quite a wide range,
within which the line manager can increase the pay of an employee in recognition of
professionalism, experience, loyalty and commitment. This represents a move towards
an individual payment system, with the line manager having a great deal of discretion,
but line managers have to exercise this discretion with regard to traditional notions of
social justice.

Many enterprises have reintroduced socialist competition, stripped of its political
rhetoric and now called ‘production competition’, and the traditional system for
encouraging rationalisers and innovators.

There is a much greater emphasis on quality than in the past, particularly in vertically
integrated holding companies where quality control guarantees the quality of inputs to
the next stage of the production chain. Despite this, and the fact that many enterprises
are seeking ISO certification, there has generally been little change in the systems of
quality control. Responsibility for maintaining quality is typically that of the
individual worker and immediate supervisor. In some cases the supervisor has to sign
off on a job, but even here this will often be entrusted to the worker. Quality control is
the responsibility of the Technical Control Service, which will conduct appropriate
tests on samples of the finished components or products. All operations are
documented so that if a fault is identified the person responsible can be pinpointed
and the error investigated. If the person responsible is judged to be at fault then he or
she is punished, usually with loss of bonus but for a major error or persistent failure
the punishment may be dismissal.

Quiality control was a major problem in the Soviet Union, because inspectors were
under strong pressure to pass defective products in order to enable the shop to fulfil its
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production plan. It is impossible to say whether this remains a problem in the case
study enterprises, although several of our informants noted that quality was not a
problem because the workers were highly skilled, experienced and conscientious.
Nevertheless, quality failures do not arise only from workers’ errors, but often from
defective or ageing equipment and these failures can only be overcome by substantial
investment in re-equipment.

Only two of the case study enterprises had introduced a ‘no-blame’ culture, one
foreign-owned and the other a new mobile telephone company. All of the other
enterprises retained the traditional soviet disciplinary regime, based on identifying
culprits, issuing successively more severe warnings, imposing deprivation of bonuses
and, ultimately, dismissal. However, the high level of discipline in all of the
enterprises studied meant that dismissal was very rarely used as a sanction, and many
line managers reported that they were very reluctant to deprive people of their
bonuses because their incomes were so low.

Corporate culture and the social structure of the enterprise

Some of the holding companies have sought to impose a new corporate culture on
their subsidiaries, but enterprise management has generally only tried to do this very
half-heartedly. In two of our case-study enterprises, senior managers, when asked
about the new corporate culture, could not remember the slogans that expressed the
mission statement of the enterprise and had to look them up on their computers. In
general the culture of the enterprises that we have studied remains a very traditional
production-oriented culture with a strong factory patriotism. This is reinforced by the
continuation and, in some cases, revival of the traditional celebrations of the culture
of the enterprise: professional holidays, sporting competitions and cultural events,
which are widely welcomed by employees and management alike. The main function
of measures to establish a corporate culture in the current period has been to secure
the stabilisation and consolidation of the labour collective in order to secure social
cohesion in the wake of the economic crisis of 1998 as a central element of post-crisis
management. But at the same time, enterprises which are part of the most advanced
holding companies have sought to structure and differentiate their labour force in
order to increase its manageability, and here the formation of a corporate culture is
seen as a necessary condition for maintaining the integrity of the labour collective and
avoiding the emergence of social tension and conflict.

There is a widespread recognition within the enterprise, born of the hard experience of
the 1990s, that it has to make a profit, but for most people the prime objective of the
enterprise is to increase production, provide stable employment and pay good wages,
and making a profit is simply the means of achieving these objectives. The attachment
of the labour force to the new values and aims of the enterprise to make a profit is
achieved not only by an appeal to the experience of the 1990s, but also by setting
them the task of winning in the increasingly tough competitive struggle. This new task
is presented to the labour force as a common task facing the whole collective, both for
managers and for ordinary workers.

In general the holding company is not seen as an agent of capitalist exploitation, but
as a benefactor which provides the working capital and investment funds that the
enterprise needs to justify its existence and secure its future, and profits are seen as
the legitimate reward for providing such support. Nevertheless, the orientation of
most employees and indigenous managers is still to the reproduction of the enterprise
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as a productive unit and as a labour collective and the legitimacy of the authority of
the holding company is conditional on its commitment to maintaining and expanding
production and employment.

The social structure of most of the case study enterprises is also very traditional.
Many enterprises retain the traditional differentiation between main production shops
and ‘unproductive’ auxiliary shops and departments, which is expressed not only in
the much higher status but also the significantly higher pay of the former. Veterans of
the factory and labour dynasties still enjoy high status, despite the increased emphasis
on professionalism and qualifications. The sharp dividing line between the production
shops and the administration, suits and overalls, remains in place.

Conclusion

In most cases there is a high degree of continuity with, or even a reversion to, soviet
traditions, particularly on the shop-floor, and this has been facilitated by the
centralisation of the functions of sales, marketing and finance in the holding company,
which reinforces the traditionally production-centred character of the subsidiary, to
the great relief of many of our respondents. The transformation of a soviet into a
capitalist enterprise is a slow process and the dividing line between the new market-
oriented individualism and the traditional production-oriented collectivism only
gradually moves down the enterprise. In many cases this dividing line still lies
between the holding company and its senior management appointees, seeking to make
a profit, and the other managers and workers of the subsidiary, focused on production.

The question remains open of whether we are seeing the formation of a distinctively
Russian form of capitalism, based on traditionally soviet production organisation and
values, or whether Russia is still in a transitional stage towards a more familiar form
of capitalism. The fact that many of the distinctive features of soviet production, such
as the relative autonomy of line managers and the control of workers over the labour
process, were also characteristic of earlier stages of capitalist development in the
advanced capitalist countries would suggest that Russian capitalism is in transition
and that Russian management will have to introduce new methods of production and
personnel management if it is to be competitive in global markets.

The dilemma faced by the holding company in this respect is how to transform its
subsidiaries into fully capitalist companies without undermining production, which
still depends on traditional values and relationships. This is reflected in the fact that
there have been few attempts to develop a new capitalist corporate culture and those
attempts that we have found have been half-hearted and of limited success. Much
more successful has been the resurrection of traditional soviet cultural and sporting
activities, and sometimes the restoration of social and welfare facilities, that reinforce
loyalty to the enterprise as a productive social unity.
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