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The research topic of this article “Managing and measuring business networks in Russia” has been under
consideration in three successive research projects oriented to Russian business to business (B2B) networks. The
projects have been accomplished by HAMK, VTT Technical Research Centre of Finland, and Tampere University
of Technology (TUT). Russian experts from The Higher School of Economics in Moscow and the Graduate School
of Management in St. Petersburg were involved in these projects. We asked how managing and measuring B2B
networks should be developed, when a company becomes established to Russian market. Both qualitative and
quantitative analytical methods were used. Results concerning performance measurement presented in this article
are based on data which was collected using survey and a questionnaire. Methodical triangulation was carried out
as both research instruments produced 17 full answers for questions concerning performance measurement. Wider
results are based on about 200 face-to-face interviews and answers for questionnaires. Results indicate that in
Russia the management and leadership models as well as the company performance measurement should be
adjusted to Russian traditions. Networked companies have difficulties in applying matrix type organizations in
Russia, as management practices are based traditionally on authoritarian leadership. However, clear and specific
targets should be set for projects and strategic business areas. Targets and bonuses should be agreed on with
managers and staff throughout the company and the business network. Personal networks, within project stake-
holders, have more emphasis in Russia than in Finland, because personal relations to authorities’, and organizations
are needed at every stage of the project. Therefore, managing SMEs working in B2B networks is challenging in
Russia. In this article, a method for setting and implementing strategic targets for a business networked company is
presented. Understanding networked performance measurement indicators will enable successful business for all
networked partners in the long term.
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Special Character of Russian Business Environment

The results presented in this paper have been produced by three successive research projects, “Profiling
Business Networks Oriented to Russia”, “STROI-Network” and “ROCKET” during the years 2006-2012. The
projects have been accomplished predominantly by HAMK, having also VTT and TUT as domestic partners in
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the projects. Many of the results of this paper have been produced together with the Russian experts from The
Higher School of Economics in Moscow and the Graduate School of Management in St. Petersburg.

Business to business (B2B) networked companies in construction and other technically oriented business
seem to have extreme difficulties in applying matrix type organizations in Russia, as Russian management
practices are based traditionally on strong and authoritarian leadership. According to the interviews, clear and
specific targets should be set to any intended activity like projects, as well as strategic business areas. The
targets and bonuses should be agreed with managers and staff throughout the company. The results suggest that
the targets need to be set to the business network as well (see Figure 1). In Russia, both leadership and personal
networks within project stakeholders have more emphasis than in Finland.

Typical Network in Construction
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Figure 1. Typical network in construction business (Niittymaki, 2010).
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Management and Leadership styles in Finnish-Russian Business Networks according

authors experience and interviews (Expressed as an application of Blake& Mouton -model)
Source for basic model: http://www.leadership-and-motivation-training.com/blake-and-mouton.html (Nov 19, 2009)
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Figure 2. Development needs of management and leadership in Finnish Russian business networks (Based on the

authors’ experience and discussions during interviews as well as the Blake and Mounton model for task and people
orientation).
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Especially in versatile activities like a construction project, personal relations to authorities’ organizations
are needed at every stage. All the facts above mean that in Russian projects, business management and
leadership models should be adjusted to the Russian tradition and business culture. This yields to company
performance measurement indicators as well.

Traditionally strategic planning and strategy implementation may be carried out with numerical models
(described below), by setting measurable targets for each dimension. Many issues will affect target setting:
Results from the previous years, the country in question, and the political, economic, sociological,
technological and environmental situation (PESTE) and the development of these factors in the future.

The Russian situation is more complicated: The political, economic, sociological, technological, and
environmental situation is different compared to western models and partly unpredictable as well. Also, the
business culture is totally different: The power (and the responsibility) is strongly concentrated to the main
director of a company even according to Russian law. The tradition in Russia supports strong and authoritarian
leadership. In Russia former acquaintances are highly appreciated as a part of business culture as well as in
common life (Salmi, 2006). According to the author’s experience and results of interviews among SMEs and
Multinational Companies (MNC), Finnish and Russian Management and Leadership styles differ quite much:
Finnish managers emphasize task orientation and Russians concentrate on people and relations within networks
(see Figure 2).

From Balanced Score Card to Network Score Card

The importance of the network culture and resources in the planning strategy were also indicated in the
interviews (see Figure 3).

From Balanced Score Card (BSC) to Network Score Card (NSC)
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Figure 3. From company balanced score card (BSC) to network score card (NSC).

A Model for Strategic Planning and Strategy Implementation

The planning strategy in project based businesses depends on various perspectives considered and the
expectations about their future development. Perspectives (P1-P6) and factors of business environment are
described below (see Figure 4).
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A Model for Planning and Implementing Strategy in Project Business
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P3: Human
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Figure 4. A model for planning and implementing strategy in business networked companies. In the SME metal sector,
project business is the prevailing way of business.

The most important perspectives are:
* P1: The business sector and country;
* P2: Asuccessful vision for the company and the business network;
* P3: The ways of managing human resources within companies and the business network;
* P4: Internal development and learning within the network;
» P5: Keeping up customer orientation;
* P6: Setting measurable financial and other targets within companies and the business network.

The implementation of the strategy will be possible, if the targets are set and agreed in the network in an
understandable way (for every actor in the network) and people understand their objectives and responsibilities
within the project business in question. Performance measurement indicators for each perspective should point
towards common targets of the network in order to implement the necessary change on the ways of action as
soon as possible (see Figure 4).

Performance Measurement in Business Networks in Russia and Finland

Multinational companies (MNC) in construction seem to have implied their strategy and performance
measurement successfully, as many of these have rewarded their owners with excellent dividends and many of
these companies belong to preferred employers among young graduates. Actually, these companies are working
like huge networks, as from 50%-70% of their turnover consists of purchases from other companies or SMEs.
The model described below has been derived from practices of several MNCs which are working in Russia (see
Figure 5). The model is a base to develop performance measurement indicators (PMI) and strategy
implementation tools for the SMEs working in the metal industry and/or the construction business in Russia.
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Common Dimensions of Performance Measurement

Performance Measurement Indicators (PMI) for Stra plementation
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13. Successor plan key persons
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Figure 5. Performance measurement indicators (PMI) of a business networked company or SMEs for strategy
implementation. The description comes from combining dimensions used in Finnish companies (Niittymaki et al.,
2009). The model is available on the web-site http://www.hamk.fi/stroi.

P4: Development

Figure 5 shows how the original 24 measured and tested dimensions are classified into the most important
groups of measures, given in Figure 4. The relations between the SMEs as suppliers on one hand and the
subcontractors on the other hand, have been taken into account in the original dimensions 6, 7, 8 and 9.

Even the MNC directors feel that the originally measured dimensions have too many aspects to follow and
therefore they asked us to find out the most relevant dimensions to set targets and to follow them up. A survey
(eight management level answers) and a series of interviews (nine management level answers) were carried out
to find out the most important dimensions. This is what we have described in Figure 6.

In addition to the mentioned six indicators, we also found nine indicators which are almost as important as
the mentioned six above (see Figure 7). The importance of work safety has increased significance on SME
metal sector companies.

The list of the most important perspectives (P1-P6) and factors to be measured and followed in business
networks are presented in Table 1.

Application in Finland and Russia

The application of performance measurement indicators in Finland and Russia should be different. In
Russia the position of the main director is different compared to Finland. For the main Russian director there
should be adequate resources in order to carry out all duties for Russian authorities and Finnish headquarters.
An implementation of applied management systems will therefore imply remarkable training efforts for Finnish
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and Russian staff members. Measuring only key financial indicators is not any more adequate, but also
measuring indicators for other perspectives should be created.

Most important factors to be measured according to the Stroi Network Project

Webropol Interview
Business sector and customer
29. Knowledge sharing 1. Market share
28. Common development 2. Company reputation
27. Streamlining activities : 3. Customer satisfaction

Commitment to NW \ 4. Market share of network

26. NW Risk sharing

25. Common NW development
Flexibility 6. Staff turnover
24. Confidence, trust

23. Number of reclamations 8. Development and appraisals

9. Work satisfaction

18. Growth of turnover (%)
17. Profit out of turnover, % i
16. Return on Capital Employed, Finance

14. Innovations
15. Dividing benefits of

Six most important factors for each perspective

Figure 6. The six most important factors (PMI, Performance Measuring Indicators) within SME business networks. In
this figure the importance of measuring innovations is underestimated, as a tradition to measure innovations not exist.
At least does one performance measurement indicator (PMI) should be selected for the following perspectives: (1)
Business sector; (2) Customer; (3) Human resources; (4) Development and productivity; (5) Finance and as well; (6)
Network confidence and flexibility.

Improving staff innovation abilities and initiatives will be challenging in Russia, as this has not been

appreciated within local companies earlier. The starting point for adopting the learning organization concept
could be development discussions (appraisals). During appraisals development and learning targets as well as
possible bonuses can then be agreed upon.

Conclusions and Future Objectives

Finnish companies and business networks seem to rely on matrix type organizations. The learning

organization is quite well known in Finnish organizations at management level. Finnish companies and
business networks have some difficulties in planning and implementing their strategies in Russia, not only due
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to the present financial crisis. In Russia, management tradition and practice are different compared to Finland:
authoritarian management and leadership style is prevailing; staff development discussions (appraisals) are not
well understood and applied.

Most important factors to be measured according to the Stroi Network Project

Webropol Interview
Business sector and customer
29. Knowledge sharing 1. Market share .
28. Common development 5 2. Company reputation
27. Streamlining activitie! s 3. Customer satisfaction
Commitment to NW .4 4. Market share of network
26. NW Risk sharing 5 5. Innovations from customers
25. Common NW development 3 Human resource management
2.5
Flexibility 6. Staff turnover
1.
24. Confidence, trust 7. Staff skill level
23. Number of reclamations - e * . .= 8. Development and appraisals
22. Punctuality in delivery times 9. Work satisfaction
Reliability: 10. Ability to form networks
Network (NW) Development
21. Liquidity 11. Procurement system
20. Profit of a product, % 12. Trend of work accidents
19. Order book change 3 13. Trend of productivity
18. Growth of turnover (%, 14. Innovations
17. Profit out of turnover, % ) 15. Dividing benefits of
16. Return on Capital Employed, Finance

15 most important factors to be measured

Figure 7. The most important factors to be measured within business networks. Items 25. Common development and
27. Streamlining activities are combined later on.

Table 1

The Most Important 15 Factors to be Measured in Different Perspectives (P1-P6). Emphasis Based on SMEs in
Metal Industry

Perspective Factor to be measured Perspective Factor to be measured

P1: Business sector 1 company reputation P4: Internal development 9 trend of productivity

P2: Network aspects 2 punctuality of delivery times 10 work safety
3 number of reclamations P5: Customer orientation 11 growth of turnover
4 confidence within network 12 order book change
?trea(r:r?lrirr]]rirr]](g))nacti\?ii;/eilopment i 13 profit of a product

P3: Human resources 6 staff turnover P6: Finance 14 return on capital employed
7 work satisfaction 15 profit

8 staff skill level development

Clear and specific targets should be set for projects as well as to the strategic business areas. The targets
and bonuses should be agreed with managers and staff throughout the company, and the business network. In
Russia, both leadership and personal networks within project stakeholders have more emphasis than in Finland,
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because personal relations to authorities’ organizations, for example, are needed at every stage of the
construction project. The most important perspectives (P1-P6) and factors to be measured within business
networks, which should have target values for the next two years, are the following:

P1: Business sector: (1) company reputation;

P2: Network aspects: (2) punctuality of delivery times; (3) number of reclamations; (4) confidence within
network; and (5) common development and streamlining activities;

P3: Human resources: (6) staff turnover; (7) work satisfaction; and (8) staff skill level development and
appraisals;

P4: Internal development: (9) trend of productivity; and (10) work safety;

P5: Customer orientation: (11) growth of turnover; (12) order book change; and (13) profit of a product;

P6: Finance: (14) return on capital employed; and (15) profit.

However, the method of application in Finland and Russia should be different. In Russia the position of the
general director is strong compared to Finland where visions and such soft methods are used more frequently. For
the main Russian director there should be adequate resources in order to carry out all duties for Russian authorities
and Finnish headquarters. An implementation of applied management systems will entail remarkable training
efforts for Finnish and Russian staff members. Improving staff innovation abilities and initiatives will be
challenging in Russia, as this has not been appreciated within the local companies earlier. The starting point for
adopting a learning organization concept could be usable in development discussions (i.e., appraisals). During
appraisals development and learning targets as well as possible bonuses should be agreed upon.
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