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Abstract

This dissertation examines the ways in which the transition from command to market
economy affects institutional isomorphic pressures towards strategic and structural
homogeneity within an organizational field, and how different types of enterprises respond
to these pressures. The study develops a conceptual model, which allows examining
institutional processes at different levels of analysis. The national-level institutional context
is conceptualised as consisting of formal and informal constraints, which provide the
institutional framework in which organizational fields are embedded. Field-level processes
are examined by analysing the sources and strength of coercive, mimetic and normative
isomorphic pressures. Strategic responses of enterprises to these pressures are analysed
along a continuum from passive acquiescence to active resistance. Background factors,
such as the duality of institutional pressures faced by MNE subunits, are investigated as
factors accounting for potential variety in strategic responses between domestic and foreign

enterprises.

The conceptual model is empirically applied in a processual case study of the hotel industry
in the Russian city of St. Petersburg. The primary empirical data includes semi-structured
interviews with 27 top managers of former state-owned hotels, foreign-managed properties,
and new Russian-managed hotels. In addition, a database of documentary evidence
consisting of more than 200 articles in the mass media, and industry reports is used to
support the primary data. The empirical data allows distinguishing three time periods
(central planning until 1991, the early transition 1991-1998 and the late transition 1998-
2005), which differ in the nature of the national-level institutional context and consequently

in field- and enterprise-level processes.

The key findings of the study demonstrate that a radical change in the national-level
institutional context affects the nature and strength of institutional isomorphic pressures and
enterprise responses to them. During central planning, the St. Petersburg (then Leningrad)

hotel industry was fairly homogeneous due to the overwhelming pressure from the central



planning system and socialist ideology. In contrast, the early transition was characterised
by ambiguity of institutional pressures, which resulted in intra-field diversity. The main
factor explaining diversity in this period is foreign versus local management. Foreign-
managed hotels resorted to their global resources and practices, whereas Russian-managed

hotels relied on resources and practices inherited from the socialist period.

During the late transition the boundary between foreign and locally managed hotels started
to blur. As the market economy gained a stronger foothold in Russia, foreign-managed
hotels started to resort to local resources and Russian-managed hotels started to pay
increasing attention to factors such as service standards. In addition, the legitimacy of
operations appeared as a new factor accounting for diversity. The field consisted of “the
legitimates”, which operated transparently with shared industry norms and practices, and
“the illegitimates” whose operations were based on the exploitation of loopholes in industry

regulation and on the ignorance of industry norms.

The study advances the institutional perspective of business strategies in transition
economies by showing how enterprise strategies vary as transition proceeds and which
factors account for strategic and structural diversity. In addition, it contributes to
institutional theory in organizational analysis by demonstrating the key role that a change in
the national-level institutional context plays in field-level processes. The dissertation also
has practical implications as it furthers our understanding of the challenges of the Russian

business environment and ways in which enterprises cope with them.

Keywords: Institutional change, Russia, organizational field, strategic responses, hotel

industry
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1 Introduction

The market reforms that started to sweep through the Soviet Union and the socialist
countries of Central and Eastern Europe (CEE) in the late 1980s evoked great interest in
Western enterprises, many of which rushed to these transition economies' with the hope of
exploiting the business opportunities of the formerly closed markets. In the early euphoria
of the economic reforms of the early 1990s many expected that the transition from
command to market economy would take place at a rapid pace. In addition to the
implementation of market reforms on the level of the national economy, the introduction of
Western management models and practices into local enterprises was viewed as an integral

part of the transition.

However, it was soon realized that despite the rather rapid implementation of macro-
economic reforms, the business environment faced by Western enterprises still had many
peculiarities. Some of them related to the uniqueness of the transition, whereas others were
clearly identified as legacies of the centrally planned economy. Therefore, it became
evident that Western management models were not transferable as such, and foreign
entrants had to adapt their business strategies. Also, to the surprise of many reformers, local
incumbents did not change their behavior as fast as expected but stuck to many practices
developed to cope with the socialist system in the transitional period. Moreover, after an
initial boom in the foundation of new, private enterprises, new business creation has not
been as rapid as expected due to bureaucratic and other obstacles of the institutional

framework.

In short, it has become evident that the institutional framework in transition economies has
a major impact on enterprise behavior. Thus, to understand the implications of post-
socialist change in enterprise strategies, the institutional approach is particularly promising.
The potential contribution of the new institutionalism to strategy research comes from its

highlighting of the interactive role that institutions play in both constraining and enabling

! “Transition economies” include the successor states of the former Soviet Union and the former socialist
countries in Central and Eastern Europe (CEE), where state socialism was abandoned for a market economy,
but also China and Vietnam, where market reforms are being implemented within the socialist system.



organizational action (Ingram and Silverman, 2002). When applied to strategy research,
institutions “directly determine what arrows a firm has in its quiver as it struggles to
formulate and implement strategy, and to create competitive advantage” (Ingram and
Silverman, 2002: 20). However, institutions should not be viewed only as immutable
constraints when making decisions, a firm can cultivate and exploit its ability to
successfully manage diverse institutional hazards in its environment (Henisz and Delios,

2002).

In transition economies, the relationship between institutions and business strategies is
underlined. Although some years ago it was argued that the preeminence of institutional
theory in helping to explain the impacts of transition on enterprise strategies would be
limited to the early years of market reforms (Hoskisson et al., 2000), more recent research
has shown that institutional theory has become a new dominant theory guiding strategy
research in transition economies (Wright et al., 2005; Meyer and Peng, 2005). This study
adds to the growing body of research which aims at explaining the linkages between
institutional change and enterprise strategies in transition economies by providing an in-

depth investigation of the St. Petersburg hotel industry.

1.1 Background and purpose of the study

Enterprise operations in transition economies have generated a substantial number of
studies in international business and management research. Both the strategies of foreign
entrants and the restructuring of local incumbents have been in the focus of research, and
also questions related to entrepreneurship and new business creation have started to receive
attention. Theoretical perspectives applied in existing research have varied. Following the
classification of a recent literature assessment in the field (Meyer and Peng, 2005), they can
be broadly divided into three groups; organizational economics theories, resource-based
theories, and institutional theories. This classification is, however, not strict, as many
studies have combined various theoretical perspectives by incorporating institutions into

other theories (Meyer and Peng, 2005).



Empirically, studies focusing on the operations of foreign entrants have firstly addressed
the motives and entry strategies of foreign firms in transition economies, including the
choice of entry mode and entry negotiations (McCarthy and Puffer, 1997; Morgan and
Thorpe, 2001; Meyer, 2001; Bridgewater, 1999; Brouthers and Bamossy, 1997; Peng,
2000a; Karhunen, 2002). Secondly, various elements of the subsequent business strategies
such as human resource management (HRM) practices (Fey et al. 1999; Fey and Bjorkman,
2001; Shekshnia, 1998), and the management of business relationships and networks
(Salmi, 1995; Tornroos and Nieminen, 1999; Johanson, 2004) have been examined.
Moreover, differences between Western and Russian management culture in general
(Puffer et al., 1996; Ralston et al. 1997) and their implications for managerial practices in
regard to, for example, knowledge sharing (Hutchings and Michailova; 2004; Michailova
and Husted, 2003), learning (Child and Markoczy, 1993) and the implementation of

organizational change (Michailova, 2000) have been analyzed.

Business and management research on Jlocal incumbents, in particular state-owned
enterprises (SOEs) and privatized firms (Meyer and Peng, 2005), has been concerned with
various management aspects related to the adaptation of these enterprises to emerging
market conditions. Among the issues studied has been the performance of privatized
enterprises, in particular those with foreign participation (Uhlenbruck and de Castro, 2000)
and strategic change (Whitley and Czaban, 1998). Also, transformation of managerial
behavior and business culture following the change of the economic system has been the
interest of studies addressing issues such as organizational learning (Newman, 2000), the
importance of networks in management (Oleinik, 2004; Batjargal, 2003; Michailova and
Worm, 2003), partner selection behavior (Wright et al., 2002; Hitt et al., 2004), and the
perception of risk among managers (Makhija and Stewart, 2002).

Research on newly established local firms in transition economies is a relatively new
phenomenon, because entrepreneurship is a relatively new phenomenon in transition
economies (Peng, 2001; Wright et al. 2005). Most of the existing literature has focused on
the co-development of the institutional context and entrepreneurship in the transitional

context. These studies have addressed questions such as the challenges for new business



creation (Kontorovich, 1999), and the impact of the lack of formal market economy
institutions (McMillan and Woodruff, 2002) or the ordering of institutional reform
(Johnson et al. 2000; Spicer et al. 2000) on the development of entrepreneurship.
Managerial values and the business culture of the post-socialist generation of managers

have also received some attention (Grachev and Izyumov, 2003; Heliste et al. 2005).

As the brief literature review above indicates, existing studies have often focused on one
group of enterprises (foreign entrants, local incumbents, or newly created businesses) at a
time. Treating these enterprise groups separately has been justified, as in the early years of
economic transition the challenges faced by each of them varied greatly (see, e.g. Peng,
2003). Foreign entrants had to cope with a totally unique host environment, formerly state-
owned enterprises had to restructure their operations to meet market conditions, and new
businesses had to cope with institutional imperfections for new business creation. However,
those studies that have investigated the behavior of the three groups of enterprises in
parallel have shown that the linkage of enterprise type and business strategy is not
straightforward. For example, foreign entrants may apply practices deriving from the
socialist past, whereas there are former state enterprises that have rapidly abandoned them
(Kosonen, 2002). On the other hand, it has been proposed that the institutional pressures
faced by the three types of enterprises converge as the transition proceeds, which narrows
down the gap between their strategic behavior (Peng, 2003). Hence, as the macro-level
transition has been now officially completed in most of the transition economies, including
the Russian Federation, which was recognized as a market economy by the European Union
and the U.S. in 2002, it is timely to compare the strategic behavior of these groups of

enterprises in more detail.

The purpose of this study is to explain how enterprises respond to the changing
institutional context of post-socialist transition in Russia. In particular, the study is
concerned with the ways in which enterprise strategies change as the transition proceeds. It
also discusses whether the strategic responses of foreign entrants, former state enterprises,

and newly created businesses converge or diverge over time.



As enterprise strategies and structures are often industry- or-sector specific (Child and
Smith, 1987), this study investigates the strategic adaptation of enterprises within an
organizational ﬁeldz. In doing that, the study joins the research domain of institutional
organization theory, where an organizational field is a key unit of analysis when analyzing
organizational behavior, and its linkages to the institutional context. In particular, the study
applies here concepts of new institutionalism in organization theory, rooted in sociology. It
thereby aims at contributing to this theory by applying its concepts to a unique institutional

context of post-socialist transition.

The hotel industry as an object of inquiry

To empirically address the research problem, this study uses the hotel industry of the
Russian city of St. Petersburg as an empirical case of an organizational field. The selection
of the concrete case to be examined was guided both by the theoretical approach, and
empirical preferences. In theoretical terms, the hotel industry has features which make it an
interesting object of inquiry for institutional theorists. First, in structural terms it is
characterized by a division into chain-based and independent operations. Second, the
dominant operation mode in the industry, by management contract, implies that carrying
out a hotel business often involves two independent partners (a management company and
a property owner), which adds complexity to the organizational set-up. Therefore, it is not
surprising that there are a number of existing contributions analyzing the hotel industry
from an institutional perspective (Lant and Baum, 1995; Ingram and Inman, 1996; Ingram
and Baum, 1997; Baum and Ingram, 1998; Ingram and Roberts, 2000). These studies,
empirically focusing on developed market economies, provide a background against which

the institutional nature of the St. Petersburg hotel industry can be mirrored.

To empirically address the research phenomenon, it was decided to limit the boundaries of
the case both in functional and geographic terms. The St. Petersburg hotel industry was

defined as consisting of the “production system” of hotel services (i.e. the hotel enterprises

2 The concept of organizational field? builds on the more conventional concept of “industry”, but adds to the
focal population of organizations operating in the same domain those other organizations that critically
influence their performance (Scott, 1995: 56).



at its core, surrounded by their suppliers, customers and supporting services), and the actors
in its institutional environment, in particular the federal and city authorities regulating the
industry. The reason to geographically limit the analysis to St. Petersburg arose from the
strong regionalization of the Russian economy. It has been argued that there is no Russian
hotel market, but just the markets of Moscow and St. Petersburg. Moreover, in the Soviet
planning system administration and control were implemented by regional departments of

the central organs. Therefore, it was relatively easy to isolate the case.

From the viewpoint of business and management research in transition economies, the
reasons for selecting the hotel industry as the object of inquiry were manifold. First of all,
the changing nature of the hotel industry from a “non-productive” part of the Soviet
economy into an industry with a strategic significance for the St. Petersburg local economy
well illustrates the importance of services in economic transition. Nevertheless, in research
on post-socialism, service industries have received scant attention, as the main body of the
existing research has addressed manufacturing operations. Due to the relative backwardness
of the service tradition in transition economies (e.g. Kostecki and Fehérvary, 1996), post-
socialist organizational change on the enterprise level can be expected to be particularly
profound. In particular, foreign entrants face a major challenge to establish hotel operations
meeting global service standards. This has been empirically illustrated in studies focusing
on human resource management in foreign-managed hotels in transition economies
(Upchurch et al., 2000; D’ Annunzio-Green, 2002; Hasselman, 1998; Cerviiio and Bonache,
2005; Zhang Qiu and Wu, 2004). However, research on other parts of business strategies of
foreign hoteliers and the behavior of locally managed hotels in transition economies is
scant’. Finally, the selection of the empirical case can be justified by my prior experience in
the hotel industry from a practitioner’s viewpoint. My B.Sc. degree in hotel and restaurant
management and working experience in the hotel, restaurant and tourism sector provided
the necessary background information on the industry logics and helped me to focus on

aspects relevant to the empirical setup.

3 An early contribution in this field is Taylor’s (1994) case study on strategic planning in a former state-
owned hotel in St. Petersburg.



1.2 The research problem and objectives of the study

The key research problem to be addressed in this study is formulated as follows:

How do enterprises respond to the change in the institutional context from centrally

planned to market economy?

Consequently, three more specific research questions are put forward in the study:

1. How does the progress in the transition from centrally-planned to market economy
affect the isomorphic pressures towards strategic and structural homogeneity faced by
enterprises?

2. How do enterprises respond strategically in order to cope with these pressures, and
how and why such responses vary over time?

3. Do the strategic responses of foreign entrants, local incumbents and new start-ups

converge as the transition proceeds?

Consequently, the study has both empirical and theoretical objectives. In empirical terms, it
aims at contributing to the knowledge on how the institutional change from centrally-
planned to market economy is reflected in enterprise strategies. This objective is
approached empirically by studying the strategies of foreign- and locally managed hotel
enterprises in the Russian city of St. Petersburg from the late Soviet period until 2005. To
structure the analysis and describe progress in the transition process, the time span
investigated is divided into three subsequent periods: the Soviet period (until 1990), the
early transition (1991-1997), and the late transition (1998-2005). Hence, the national-level
institutional context is that of the Soviet Union / the Russian Federation. The key elements
of formal and informal institutional constraints, and changes in them between the three
periods under investigation, are illustrated. Moreover, this macro-level institutional change
from a centrally planned economy to a market economy is viewed as a framework in which
the field- and organization-level institutional processes in the hotel industry are examined.
Hence, the study aims at empirically contributing to the knowledge on enterprise adaptation

in post-socialism.



The theoretical objectives of the study are, first, to advance the institutional perspective of
business strategy in transition economies. This is done by introducing the organizational
field as an intermediate unit of analysis linking macro- and enterprise-level processes and
explaining the diversity of strategic responses among foreign and local enterprises.
Second, the study aims at exploring the applicability of key concepts of the new
institutionalism in organizational analysis (such as institutional isomorphism and
institutional duality) in the unique institutional context of post-socialism, and making
suggestions as to how to use them in further research. This is done by constructing a

conceptual model and applying it to the empirical analysis.

1.3 Research approach and theoretical positioning of the study

The study builds on new institutionalism when examining enterprise adaptation in post-
socialism. It thereby joins the institutional perspective on business strategies in transition
economies (Peng, 2000a, 2002, 2003; Peng and Heath, 1996), which builds on the new
institutionalism in economics and organizational analysis. By emphasizing the different
speeds at which formal and informal institutions change, this perspective represents the so-

called transformation tradition in post-socialist research.

1.3.1 Post-socialist transition as institutional change

The total transformation that took place in Russia and the former socialist countries of
Central and Eastern Europe was unique in world history, both in terms of its peaceful
nature and its speed (Kornai, 2006). Owing to the uniqueness and magnitude of the change,
scholars and policy-makers did not have existing templates indicating how the change
process should be implemented and what would be the outcomes of the different strategies.
Analyzed from the institutional perspective (North, 1990), i.e. addressing the change in
formal and informal institutions, there were basically two options based on different logics.

The first, so-called transition view, sees the complete collapse of the economic structures



of state socialism as a mitigating condition that clears the way for the institutionalization of
capitalist relations and Western-type free markets (Sachs, 1990; Peck and Richardson,
1992; Blanchard et al., 1994). The approach embodies the belief that economic science will
devise a model for the expeditious design of the new system and fill the void left by defunct
centralized structures (Dobrev, 1999). According to this perspective, the system of market-
based exchange is to be built from scratch after the crumbling of the old methods of
production and distribution. It was assumed that once the formal market economy
institutions were in place, respective changes in enterprise behavior would follow. In policy
terms, this approach was called “shock therapy” and it was implemented, for example, in

Russia.

An alternative view of change can be labeled the transformation approach, which
emphasizes the importance of the informal institutions of state socialism and their
persistence in the post-socialist period (Stark and Nee, 1989; Stark, 1996, 1992; North,
1994). This approach maintains that although macro-level market economy institutions can
be introduced rather quickly, a respective change in the behavior of economic agents such
as enterprises takes more time. Moreover, as the capitalist blueprints are based on century-
long natural economic development, they are not transferable as such to transition
economies (North, 1994). The transformation approach directs attention to the persistence
of informal practices rooted in state socialism (such as social networks) as a primary
mechanism regulating economic exchange during economic transition. Moreover, in
addition to stressing the path-dependent’ nature of institutional change, the transformation
view maintains that post-socialist change is also a path-shaping process where new
trajectories are possible (Nielsen, Jessop and Hausner, 1995). In other words, post-socialist

change may result in a market economy different from the archetypal Western models.

In policy terms, such a gradualist approach called for a more controlled change in formal
institutions leaving time for informal institutions to follow. The market reforms
implemented in China without abandoning the socialist system are an example of such a

gradualist approach. Although evaluating the success of the alternative policies (shock

* Path-dependence entails that the consequence of small events and chance circumstances can determine
solutions that, once they prevail, lead one to a particular path (North, 1990: 94).



10

therapy versus gradualism) in transition economies is beyond the scope of this study, some
remarks giving support to the transformation view can be made. In countries such as Russia
where a shock therapy policy was applied, the initial results of economic reforms were not
as positive as expected but rather a “shock without therapy” occurred. It took several years
for economic growth in Russia to gather speed after the introduction of market reforms.
Moreover, the rapid introduction of market economy institutions was not followed by
respective changes in the behavior of economic agents, but enterprises clung to the informal
practices of the socialist past instead. For example, exchange based on networks dominated

over that based on markets in particular in the early years of transition.

This study takes the transformation approach to post-socialist change, maintaining that
change is an evolutionary process with no predetermined outcome rather than a teleological
one-way transition from one end state to another. In theoretical terms, the transformation
approach can be divided into sub-groups, each of which views post-socialist change from a
different perspective (Kosonen, 2002). Researchers in disciplines such as socio-economic
geography and political studies have aimed at theorizing post-socialist change by focusing
on class relations, institutional regulation and accumulation, or evolution and the socio-
economic embeddedness of economic life (Kosonen, 2002: 5). Some business and
management researchers have also taken a standpoint in the discourse on the nature of post-
socialist change’ but the main focus has been on the implications of macro-level
institutional change on enterprise and managerial behavior, and business strategies.
Nevertheless, underlying assumptions regarding the nature of the change can be traced on
the basis of the theoretical perspectives applied and empirical problems addressed. A move
from the transition towards the transformation view can be seen, as in the early 1990s many
researchers were interested in how Western management models could be transferred to
transition economies. Consistently with the transition view, it was assumed that local
managers and enterprises would adopt Western market-economy practices and models
relatively quickly. Later on, the uniqueness of the institutional context in transition
economies was acknowledged and its implications for business strategies became the focus

of increasing attention. The influence of informal institutions of the socialist period on

’ For example, Salmi (1995) takes the transformation view of post-socialist change.
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managerial and enterprise behavior, and the limitations posed by the transitional

institutional context on foreign entrants’ strategies, gained increasing research attention.

1.3.2 The new institutionalism in economics and organizational analysis

The theoretical framework applied in this study is based on the new institutionalism, in
particular as applied in organizational analysis (DiMaggio and Powell, 1983; 1991) and
economics (North, 1990). Institutionalism purportedly represents a distinctive approach to
the study of social, economic, and political phenomena (DiMaggio and Powell, 1991: 1).
Consequently, there are several new institutionalisms representing economics, organization
theory, political science and public choice, history, and sociology. These approaches share
the opinion that “institutions matter” but also diverge along disciplinary lines starting from
the very definition of institution. (DiMaggio and Powell, 1991) In particular, economics
and sociology have been viewed as opposing each other. For example, organization
scholars have traditionally treated transaction cost theory (rooted in new institutional
economics) and the sociology-based institutional theory applied in organizational analysis
as two contradictory perspectives and started to examine possibilities to integrate them only
recently (see, for example Martinez and Dacin, 1999; Roberts and Greenwood, 1997). A
detailed analysis and comparison of the different institutionalisms and their
interrelationships is beyond the scope of this study. Rather, it supports the view that when
applied to the analysis of business strategies, the various approaches potentially
complement rather than contradict each other (Scott, 1995; Peng 2002; Meyer and Peng,
2005). Consequently, the theoretical framework combines elements of two strands of the
new institutionalism: in economics (in particular the work of the economic historian
Douglass North) and in organizational analysis building on the sociological stream of the

new institutionalism (Meyer and Rowan, 1977; DiMaggio and Powell, 1983; 1991).
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North’s theory of institutions: rules of the game in a society

For this study, the new institutional economics provides a conceptual framework to analyze
the macro-economic institutional change from socialism to market economy in Russia,
which provides the context in which the industry- and organization-level changes are
embedded. To conceptualize the institutional framework, the definition of institutions as
“the rules of the game” in a society (North, 1989, 1990, 1994, 1997, 2006) is applied. These
rules are both formal (laws and regulations) and informal (customs, norms and culture) and
they provide constraints within which actors pursue their own interests. The relationship
between formal rules and informal constraints is complex. Formal rules can complement
and increase the effectiveness of informal constraints. They also may be enacted to modify,

revise, or replace informal constraints.

North was interested in how institutional change occurs, and his central notion was that
formal and informal rules change at different speeds. Although formal rules can be changed
overnight, informal constraints do not change as rapidly since they had evolved gradually
as extensions of previous formal rules. This creates an ongoing tension between informal
constraints and the new formal rules, as many are inconsistent with each other. This study
is interested in this potential for discrepancy between formal and informal rules, associated
with the institutional change taking place in Russia. Thus, North’s theory on institutions
provides concepts with which to analyze the change in the macro-economic institutional

context in Russia.

The new institutionalism in organizational analysis: tracking field- and organization-

level processes

The research problem of this study comprises multiple levels of analysis, ranging from
macro to industry and enterprise levels. To investigate the two latter levels, the theoretical
framework of the study adopts concepts and ideas of the “sociology-flavored” (DiMaggio
and Powell 1991: 11) new institutionalism in organizational analysis. The new

institutionalism in organization theory focuses on organizational structures and processes
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that are industry-wide, or are national or international in scope. The concept of
organizational field was introduced to demonstrate the interdependence between
organizations of a certain domain, and institutional constituents, which have an impact on
their behavior. One of the key theoretical assumptions of the new institutionalism in
organizational analysis is that organizations in a field become increasingly homogeneous
over time. This process is referred to as institutional isomorphism, and it has various
sources such as the state, professional associations and inter-organizational imitation. It is
expected that organizations seek legitimacy within their environment, which explains that
even inefficient organizational forms and practices may persist over time. In other words,
the institutional context provides organizations with “templates for organizing” (DiMaggio
and Powell, 1991: 27), which are largely field-specific. These templates are transmitted to
organizations within the field by the state, professional associations, regulatory agencies
and leading organizations (Tolbert 1985; Greenwood and Hinings 1996). An important
notion is that organizational fields vary in their structure and thereby in the strength of
institutional pressures exerted within them. This study views the St. Petersburg hotel
industry as an organizational field in transition, i.e. where institutional pressures are in

Sflux due to the radical change in the macro-level institutional context.

However, although the new institutionalism in organizational analysis is interested in
homogeneity and the persistence of organizational forms and practices, it has also
increasingly started to acknowledge the role of organizations as active agencies. To
examine how enterprises respond to pressures towards homogenization, this study builds on
the work of Christine Oliver (1991) who elaborated an array of organizational responses to
institutional processes, varying from passive acquiescence to proactive manipulation.
Oliver (1991) also linked the likelihood of different organizational responses to the nature
of the institutional context and institutional pressures. Therefore, her ideas are
complementary to views focusing on field-level dynamics, i.e. the institutional context

varies between organizational fields, resulting in different responses.

However, empirical research has shown that strategic responses may vary also within an

organizational field due to, for example, organizational characteristics such as ownership
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(Goodrick and Salancik, 1996; Kostova and Roth, 2002). This study examines
organizational responses and their intra-field divergence or convergence in terms of the
operational strategies of enterprises having different characteristics. Here, foreign
ownership and/or a foreign enterprise’s managerial participation are viewed as potential
sources of variation due to the duality of institutional pressures (Rosenzweig and Singh,
1991) that subunits of multinational enterprises (MNEs) operating in multiple institutional
environments face. Hence, MNE subunits are pulled to achieve isomorphism with the local
institutional environment, but also face an imperative for consistency within the
organizational practices of the MNE. (Rosenzweig and Singh, 1991; Westney, 1993;
Kostova, 1996) Consequently, their strategic responses are likely to differ from those of
local enterprises confronting only one set of institutional pressures (i.e. those from the local

environment).

The analytical gap: how does a change in national-level institutional context manifest

in sector- and enterprise-level processes?

Institutional processes within organizational fields have been the focus of numerous
theoretical and empirical contributions. However, existing literature has usually taken the
national-level institutional context as given, and relatively stable. What is lacking is
analysis of how a change in the national-level institutional context affects field-level
processes, such as sources of isomorphic pressures, and organizational responses to them.
Moreover, existing research on the effect of institutions on enterprise strategies in post-
socialism has paid little attention to field-level processes. This study views these analytical

gaps as complementing each other, and aims to tackle them.

Key concepts of the study

The study applies a number of concepts of institutional theory, the most significant of

which are the following.
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Due to multiple levels of analysis being included in the study, institutions are understood
broadly as “cognitive, normative, and regulative structures and activities that provide
stability and meaning to social behavior” (Scott, 1995: 33). Institutions operate at multiple

levels of a society, of which three are of interest for this study.

On the macro-level, the institutional framework of a nation (i.e. Soviet Union/Russia)
consists of formal and informal constraints that provide the “rules of the game” for
economic actors. The formal constraints are of a written nature (e.g. legislation) and

informal constraints unwritten (e.g. norms and codes of conduct).

The macro-level institutional framework provides the context in which industry-level (the
hotel industry) structures and activities are embedded. In this study, the concept of an
organizational field is applied to study institutions on the industry-level. The organizational
field builds on the traditional concept of an industry, but encompasses also institutional
constituents (i.e. structures and actors) that are sources of institutional pressures towards
strategic and structural homogeneity among the industry’s enterprises. This process of

homogenization is referred to as institutional isomorphism.

On the enterprise level, institutions are approached by analyzing the strategic responses of
hotel enterprises towards isomorphic pressures. These responses are empirically
investigated by studying the operational strategies of hotel enterprises in relation to various

stakeholder groups.

Consequently, institutional change, which is of interest for this study, occurs in all three of
the levels referred to above. On the macro-level it means a change in the institutional
framework from central planning to market economy. On the level of an organizational
field, this implies that both institutional constituents and the nature of institutional pressures
change accordingly. Consequently, strategic responses of enterprises to the new set of

pressures change.
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1.4 The position of the study in international business and management research

Institutions and their impact on enterprise strategies have been neglected in much of
international business and management research until recently (Ingram and Silverman,
2002; Meyer and Peng, 2005). This is by and large due to the fact that the mainstream
theoretical approaches of the discipline have been developed in mature market economies,
and model firms and markets, independently of environmental peculiarities. Both formal
and informal elements of the institutional framework have thus been taken for granted by
many international business and management researchers. (Meyer and Peng, 2005)
However, in the 1990s scholars in international business and management research started
to pay increasing attention to the importance of institutions in firm strategy (Westney,
1993; Ingram and Silverman, 2002). The institutional perspective was applied to explain,
for example, foreign entry-mode choice (Brouthers, 2002; Yiu and Makino, 2002) or the
adoption of a multinational enterprise’s organizational practices by its subsidiaries
(Kostova and Roth, 2002). One very important reason for the rise of interest in institutions
was the institutional change that was taking place in transition economies, which brought
researchers focusing on them to the forefront in the development of institutional theory in

international business and management research. (Meyer and Peng, 2005)

In the field of international business and management studies, this study joins the research
stream that aims at explaining enterprise adaptation in post-socialism from an institutional
perspective. A key aim in this body of research is to depict the mechanisms whereby the
institutional context affects enterprise strategies. To achieve this, existing studies have
often incorporated institutions into other theoretical approaches such as theories on the
growth of the firm (Peng and Heath, 1996), the network approach (Salmi, 1995),
transaction cost economics (Bevan et al., 2004, Meyer, 2001), organizational change and
organizational learning (Newman 2000) and the theory of local economic governance
(Kosonen, 2002). This research has identified a number of institutionally derived forces
(Meyer and Peng, 2005). Institutions affect business strategies in a post-socialist
environment through increasing transaction costs (Meyer 2001) and increasingly important

relational networks (Peng and Heath 1996). Moreover, the importance of informal
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institutions as a means of coping with the turbulent post-socialist environment has been

recognized (Kosonen, 2002; Salmi 1995).

Notwithstanding the growing body of institutionally derived business and management
research on transition economies, there remain issues calling for more attention. First,
research on business strategies and enterprise adaptation in the post-socialist institutional
context has often empirically focused on either foreign entrants, local incumbents or new
start-ups, whereas the comparison of strategies and practices of these types of enterprises
has received less attention. Moreover, the findings of such comparative studies are not
unanimous. Peng (2000a, 2003) theorized that in the early phase of transition, institutional
pressures faced by the three types of enterprises would differ considerably and result in
strategic diversity. In particular, local incumbents would be more inclined to apply
practices rooted in the previous economic system than foreign entrants and new start-ups.
However, as the transition proceeds, both institutional pressures and enterprises’ strategic
responses to them would gradually converge, as those enterprises that fail to strategically
adapt to market conditions would not survive. In contrast, Kosonen (2002) empirically
showed that the picture is more complex. First, especially in the early years of transition,
also foreign entrants resort to practices inherited from the previous system in order to cope
with the turbulent business environment. Over time such practices may become established
parts of their business strategies in transition economies. Second, local incumbents may
sometimes be more market-economy oriented in their business strategies than their foreign
counterparts. This is the case, for example, in those sectors of the economy that started to
develop only after the collapse of the central planning. In short, the question of diversity in
and potential convergence of the strategies of foreign entrants, local incumbents and new

start-ups calls for additional research.

Another gap in the existing research concerns the persistence of strategies and practices of
foreign enterprises in transition economies over time. Many of the studies investigating the
interplay between the institutional context and foreign business strategies in transition
economies have taken a “snapshot” view by illustrating specific situations in a specific time

period. However, due to the progress in the transition, some actions taken to cope with the
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chaotic business environment of the early 1990s may no longer be valid, whereas others
may have become established practices. Moreover, as main macro-level reforms such as
privatization of state enterprises have been largely completed, the institutional context that
foreign entrants face has changed. For example, local governments as negotiation partners
in joint ventures and acquisitions are increasingly replaced with de novo private enterprises

or privatized and subsequently restructured former state enterprises.

In short, this study seeks to contribute to the development of an institutional perspective on
business strategies in transition economies by examining the interplay between macro- and
sector-level institutional forces and firm strategies. In addition, it addresses the question of
whether the strategies of foreign entrants, local incumbents and new start-ups converge or
diverge over time. From the viewpoint of international business, it analyzes how the
institutional context faced by foreign entrants changes over time and how this change is

reflected in foreign enterprise strategies.

The application of concepts of the new institutionalism in organizational analysis in this
study positions it also in that research domain. Traditionally, most of the research
addressing institutional processes in organizational fields has focused on non-profit sectors.
This is by and large due to the conceptual definition of organizational environments as
consisting of institutional and technical elements. Many researchers have interpreted this
definition as meaning that organizational environments are either institutional or technical,
and consequently organizations face either of them. (Orru et al. 1991) However, according
to the original formulation it is a question of dimensions, i.e. all organizational
environments contain both institutional and technical aspects (Powell, 1991). The nature
and domain of the organization defines to what degree it is subject to each of them. In
general, non-profit organizations are more subject to institutional forces and corporations to
technical pressures, but not exclusively. As the post-socialist context shows, institutional

forces have a profound impact on commercial enterprises as well.

Notwithstanding the dominance of non-profit sectors in the organizational analysis building

on new institutionalism, a number of empirical contributions focus on profit sectors,
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addressing questions such as the development and diffusion of new practices (Leblebici et
al., 1991; Galaskiewicz, 1991; Sherer and Lee, 2002; Delmas and Toffel, 2005), and the
diffusion of selected organizational forms (Fligstein, 1991; Lee and Pennings, 2002) and
their institutional origins on the national level (Orru et al., 1991; Peng et al.; 2004). By
empirically focusing on the hotel industry, this study joins the line of new institutionalism in
organizational analysis which aims at explaining institutional processes in profit sectors
and linking institutional elements of the environment with enterprise structures and
practices. More specifically, it aims at contributing to this body of research by examining

simultaneous change in the institutional environment and organizational change.

1.5 Outline of the study

After this introductory chapter, the dissertation proceeds as follows.

Chapter 2 presents the theoretical foundations of the study. It discusses the principles of
the new institutionalism in general, and its application in this study in particular. Moreover,
central theoretical formulations (such as North’s theory of institutions) and concepts (such
as institutional isomorphism, and strategic responses to institutional processes) are
elaborated. In addition, it reviews existing contributions in terms of the impact of
institutions on enterprise strategies in transition economies. Based on this account, the
chapter summarizes these research contributions and shows gaps in the existing literature.
The chapter concludes with a presentation of the conceptual model applied in the empirical

analysis.

Chapter 3 presents the methodology applied in the study, and the empirical research
design. The research strategy, the methods for collecting and analyzing the empirical data,

as well as the quality criteria adopted for the study are discussed.

Chapters 4, 5 and 6 are devoted to the description and analysis of the empirical data,

starting from a description of macro-level institutional change focusing on the central



20

formal and informal institutions in the Soviet and subsequently Russian economy (Chapter
4). Then field-level institutional pressures, i.e. sources and mechanisms for institutional
isomorphism, are described (Chapter 5). Finally, strategic enterprise responses to these
pressures are illustrated, including a comparison of foreign entrants, local incumbents, and

new start-ups (Chapter 6).

Chapter 7 discusses the main findings of the empirical study against the conceptual model
of the study. Hence, it analyzes issues such as the nature and strength of isomorphic
pressures in different time periods, and divergence versus convergence in the strategic
responses of different types of enterprises. The chapter also evaluates the applicability of

the conceptual model to the empirical context of post-socialist change.

Chapter 8 summarizes the main results of the study, and draws both empirical and

theoretical conclusions on enterprise adaptation in post-socialism.
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2 Theoretical framework for the study

This chapter presents the theoretical foundations of the study and constructs a conceptual
model to be applied in the empirical analysis. After a brief introduction of institutionalism
as a theoretical approach in general and its development in economics and organizational
analysis in particular, it moves on to discuss the new institutionalism in these disciplines
and its application to this study more in detail. In addition to presenting theoretical
concepts, the chapter reviews existing contributions where these concepts have been
applied in empirical set-ups. Here, research on enterprise adaptation and business strategies
in transition economies from an institutional viewpoint receives particular attention. The
chapter concludes with the identification of theoretical and empirical gaps in existing

research, and presents the conceptual model to be applied in the empirical analysis.

2.1 Institutionalism as a theoretical approach

Institutionalism as a theoretical approach started to develop in various disciplines of the
social sciences already from the late 19™ to the mid 20™ century (Scott, 1995). Despite the
shared interest in institutions, there are as many institutionalisms in the social sciences as
there are disciplines — and more (DiMaggio and Powell, 1991). The common denominator
for the institutionalism in various disciplines seems to be that “institutions matter”, but
there are also various points of divergence starting from the very definition of the concept
of institution, to the level of analysis, and to the carriers of institutions. However, the
different approaches can be gathered under an umbrella definition of institutions, as
consisting of “cognitive, normative, and regulative structures and activities that provide
stability and meaning to social behavior” (Scott, 1995:33). Institutionalists vary in the
extent to which they focus on one or another of these elements. In general, economists
stress regulatory factors; political scientists (like early sociologists), normative factors; and
recent sociologists, anthropologists, and cognitive psychologists stress cognitive-cultural

factors. Correspondingly, the arguments and assumptions made by each collection of
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theorists tend to vary systematically and substantially. Furthermore, they differ in terms of
the locus of institutional processes from the level of the specific organization to the level of

the wider environment. (Scott, 1998)

This study explores institutional processes and their outcomes on three levels: on the level
of a national economy (Russia), of an organizational field (the St. Petersburg hotel
industry), and of an organization (hotel enterprises). Therefore, the theoretical framework
applied in this study combines views of different streams of institutional analysis. In doing
so, it supports the view that the various approaches (the economics and sociological in
particular) potentially complement rather than contradict each other (Scott, 1995; Edeling,
1998; Peng 2002, Meyer and Peng, 2005). Such an integrative approach has proved fruitful
in existing studies applying institutional ideas to the study of business strategies in
transition economies (see, for example Salmi, 1995; Peng and Heath, 1996; Peng, 2000a,

2002, 2003).

From the viewpoint of this study, the development of institutional theory in economics and
organizational analysis is of particular interest. The institutional perspective in economics
started to develop in the beginning of the 20™ century as early institutionalists (such as
Thorsten Veblen and John Commons), challenged neoclassical economics by questioning
some of its core assumptions. The institutionalists did not support the neoclassical
assumptions of perfect competition and unique equilibriums, or the determination of
preferences on an individual basis. Moreover, institutional theorists criticized the utilitarian
assumptions of neoclassical models as naive, and called for more pragmatic and
psychologically realistic models. Finally, institutionalists insisted that economic analysis
should take into account historical developments in shaping features of a national economy,
instead of making “timeless and placeless” assumptions. (Scott, 1995) In other words, early
institutionalists wanted to add a social, psychological and historical dimension to economic
analysis. However, the early institutional economics did not completely succeed in
challenging the neoclassical economics as a dominant approach, mainly due to its lack of
theory to support empirically derived assumptions (Scott, 1995). It was only in the 1970s

when the institutional ideas were newly brought to the forefront with the rise of the new
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institutional economics (Scott, 1995). New institutional economists operationalized
institutional assumptions into theoretical constructs by introducing the concepts of bounded
rationality and transaction costs. These concepts will be discussed more in detail in section

3.2, which focuses on the concepts of the neo-institutional® economics applied in this study.

Institutionalism in organizational analysis started to develop only in the 1950s and 1960s,
when theorists began to recognize the existence of organizations as special institutional
forms. Until then, early institutionalists in the social sciences had focused on analyzing
either wider societal systems, or the behavior of individuals in social interaction. The
emphasis of “old” institutionalists in organizational analysis was, however, on intra-
organizational institutional processes rather than on organizations as parts of wider
institutional contexts. In contrast, the new institutionalism, which started to develop in the
mid-1970s across the social sciences, brought attention in organization studies to the
interface between organizations and their environments.” (Scott, 1995) This development
also caused the conceptualization of the environment in organization studies to progress, as
institutional environments® were distinguished more and more from technical environments

(Scott, 1991). The criteria for distinguishing such environments developed as well.

The early idea that societal sectors are either institutional or technical was modified to
acknowledge that it is more useful to treat the distinctions as dimensions along which
environments vary rather than as dichotomous states. Hence, there are organizations (such
as banks) that are subject to both strong institutional and technical pressures, and
organizations (such as health clubs) that face weak institutional and technical pressures.
Moreover, some organizations (e.g. schools) face strong institutional but weak technical
pressures, whereas manufacturing enterprises are subject to weak institutional but strong

technical pressures. (ibid) From the viewpoint of business and management research

¢ In the literature, the concepts “neo-institutional theory” and “the new institutionalism™ are used in parallel.

7 For this study, it is the shift in the level of analysis that has the most relevance as a distinction between old
and new institutionalisms in organizational analysis. For a detailed discussion of other points of divergence
see, for example DiMaggio and Powell (1991), Hirsch and Lounsbury (1997).

8 Institutional environments are defined as those characterized by the elaboration of rules and requirements to
which individual organizations must conform if they are to receive support and legitimacy. Technical
environments, by definition, are those in which a product or service is produced and exchange in a market
such that organizations are rewarded for effective and efficient control of their production systems. (Scott and
Meyer, 1991: 123)
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focusing on commercial enterprises as organizations, this classification is interesting. It
suggests that the nature of institutional environments varies across sectors, i.e. enterprises
in some sectors would face stronger institutional pressures than in others. As a part of the
analysis of the St. Petersburg hotel industry as an organizational field, this study assesses

the strength of institutional pressures in this sector.

To address the sectoral variation in organizational environments, new institutionalists in
organizational analysis introduced an intermediate level of analysis, linking organization-
level processes to wider institutional environments. (Scott 1995) Theoretical concepts
introduced to capture phenomena on the interorganizational level included: organizational
set, organizational population, interorganizational field, societal sector (Scott and Meyer,
1991), and organizational field, which has been acknowledged as the concept of most
significance to institutional theory (Scott, 1995). The concept of an organizational field is
one of the key concepts of this study, which encompasses three levels of analysis by linking
enterprise, sector and macro-level institutional processes. It will be discussed more in detail

in section 2.5.

After this brief introduction of the development of institutional theory in economics and
organizational analysis, the rest of the chapter is structured as follows. To start the
description of the various elements of the conceptual framework of the study, the following
section presents economic historian Douglass North’s theory representing new institutional
economics, which conceptualizes macro-level formal and informal institutional constraints.
The chapter then goes on to describe the conceptual toolkit provided by the new
institutionalism in organizational analysis to depict institutional processes on industry and
enterprise levels. Finally, it draws together the theoretical foundations of the study into a

conceptual framework to be applied in the empirical analysis.
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2.2 Analyzing macro-level institutional contexts: Formal and informal constraints

The conceptual definition of national-level institutional environments as consisting of
formal and informal constraints was introduced by Douglass North (1989, 1990, 1994). His
theoretical foundation is neo-institutional economics, which in broad terms is concerned
with the rule and governance systems that develop to regulate or manage economic
exchange at all levels of the economy, from the national-level to individual organizations.
The new institutionalism in economics questions the traditional neo-classical assumption of
individuals as rational actors. The concept of “bounded” (limited) rationality was
introduced by Oliver Williamson (1975), as an extension of the work of Ronald Coase
(1937). Coase was intrigued by the question why firms exist as governance structures. As
an answer, he introduced the other central concept of the new institutional economics:
“transaction costs”. This concept refers to the costs associated with using the price
mechanism, i.e. the costs of negotiating and concluding a separate contract for each
exchange transaction in the market. Williamson for his part worked out two paired
conditions explaining the increase in transaction costs and thereby also the existence of the
firm as a governance structure. First, transaction costs increase when the individual
“bounded” (limited) rationality of individuals is confronted by heightened complexity and
uncertainty. Second, the increase occurs when individual opportunism is coupled with the
absence of alternative exchange partners. Under such conditions, exchanges are likely to be
brought within an organizational framework from the market. In addition to the two basic
forms of governance examined by Coase (market vs. hierarchy), Williamson’s arguments

stretched to cover also “hybrid” forms such as franchising or alliance forms. (Scott, 1995)

In contrast to the above-mentioned neo-institutional economists whose focus is on firm-
level behavior, North (1990) applied the argument of firms and individuals as minimizing
transaction costs to demonstrate the role of institutions on the level of a national economy.
He suggested that institutions help reduce uncertainty for individuals and organizations as
they interact with each other (Peng, 2000a), thereby reducing the costs of economic
transactions. To conceptualize an institutional framework of a nation, North defined

institutions as “the rules of the game in a society or, more formally, the humanly devised
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constraints that shape human interaction” (1990:3). Institutions thereby reduce uncertainty
by providing a structure to everyday life as they define and limit the set of choices of
individuals. These “rules of the game” comprise an institutional framework, consisting of
both formal written rules and typically unwritten codes of conduct [i.e. informal
constraints] that underlie and supplement formal rules. (North, 1990) Table 1 summarizes

the main formal and informal constraints of an institutional framework.

Table 1: Main elements of an institutional framework

Formal constraints Political and judicial rules
Economic rules

Contracts

Informal constraints Extensions, elaborations, and modifications of formal rules
Norms of behavior

Values

Source: North (1990)

More specifically, formal rules include political and judicial rules, economic rules, and
contracts. The hierarchy of such rules from constitutions to individual contracts defines
constraints, from general rules to particular specifications. Informal constraints are 1)
extensions, elaborations, and modifications of formal rules, 2) socially sanctioned norms of
behavior, and 3) internally enforced standards of conduct [i.e. values]. Informal constraints
are to a large extent defined by culture. Therefore, they are often nation-specific. The
relationship between formal rules and informal constraints is complex’. Although informal
constraints supplement and complement formal rules, formal rules can also complement
and increase the effectiveness of informal constraints. Formal rules may also be enacted to

modify, revise, or replace informal constraints.

? North’s use of terms “rules” and “constraints” linked with formal and informal institutions has not been
uniform in all his work, and therefore it is somewhat ambiguous (Hodgson, 2006). However, the application
of North’s ideas in transition economies (see, e.g. Peng, 2000a; 2003) has drawn a rather clear distinction
between what is meant by formal and informal elements of an institutional framework, which will be applied
in this study as well.
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A key aspect in North’s theory on institutions is how institutional change occurs in general,
and how organizations and entrepreneurial individuals (as key decision-makers that
introduce ways of thinking in them) are the agents of, and shape the direction of,
institutional change in particular. North builds his argument on the maximizing behavior of
the firm, which takes the form of making choices within the existing set of constraints or of
altering the constraints. Whether a firm decides to act within the existing institutional
framework or to devote resources to changing the institutional constraints depends on its

subjective perception of the payoffs.

A central difference to the new institutionalism in organizational analysis is that North
draws a crucial distinction between institutions and organizations'’, i.e. he does not treat
organizations as institutions. For North, organizations (like institutions) provide a structure
for human interaction, but organizations develop in consequence of the institutional
framework. Both what organizations come into existence and how they evolve are
fundamentally influenced by the institutional framework. In turn they influence how the
institutional framework evolves, i.e. act as agents of institutional change. In sum, North
acknowledges the two-directional interaction between institutional frameworks and
organizations. On the one hand, organizations are constrained by institutional frameworks,

but also participate in their construction.

A key feature of North’s conceptualization of institutional change is the dynamics between
formal rules and informal constraints. Informal constraints do not change as rapidly as
formal rules (which can in principle be changed overnight by agreement), since they evolve
gradually as extensions of previous formal rules. This creates an ongoing tension between
informal constraints and the new formal rules, as they are not always consistent with each

other.

1% 1t should be noted that North draws this distinction to serve his practical purpose: to examine the macro
aspects of institutional change. He agrees that for other purposes one can consider organizations as
institutions. (Hodgson, 2006: 19)
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2.3 Formal and informal institutions in transition economies

In North’s terminology, the transition from command to market economy represents
discontinuous change. North makes a distinction between incremental and radical,
discontinuous change in a nation’s institutional framework. He states than in most cases the
nature of the change is the former, consisting of marginal adjustments in the complex of
rules, norms, and enforcement that constitute the institutional framework. Change is likely
to occur when there are issues requiring solution on the margins, and the solution in turn is
defined by the relative bargaining power of actors. For example, resourceful firms may
affect the polity in order to change the rules. (North, 1990) In such conditions of
incremental change, it can be assumed that the gap between formal and informal
institutional change are not that large. However, North (1990) acknowledges that
institutional change can also be discontinuous, resulting from external shocks such as wars,
revolutions, conquest, and natural disasters. By discontinuous change North means a radical
change in the formal rules, which is eventually followed by changes in informal constraints.
However, in comparison to incremental change, the gap between formal and informal rules
seems to be larger and therefore more time is required for informal constraints to adapt to
the new formal rules. Hence, “revolutionary change is never as revolutionary as its
supporters desire” (North, 1994: 366). This has been shown empirically in transition
economies, some of which followed a “shock therapy” approach to reforming the formal
institutional framework. The implementation of these reforms has often been incomplete, as
informal constraints have not been able to keep pace with changes in formal rules. Hence,
economic agents have clung to the informal practices of the previous system. This will be

discussed in more detail in the subsequent sections.

Despite North's conceptualization of formal and informal institutions as intertwined, most
research in new institutional economics has considered them independent (Zenger et al.
2002). Although some scholars addressing national-level institutional development have
recognized the role of informal institutions in defining societal rules (Ensminger, 1997,
Greif, 1997), most work in new institutional economics has focused on formal institutions

(Zenger et al.,, 2002). This may in part be due to the difficulties associated with
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operationalizing informal institutions as measurable variables. Economics-based research
on post-socialist change is hardly an exception as it has mainly focused on the change in the

formal institutional framework for economic action.

Whereas economists have focused on describing formal institutional development in
transition economies'', business and management research has addressed the relative
importance and co-evolution of formal and informal institutions, thereby linking national-
level institutional development to firm behavior. In particular, North’s distinction has been
used to describe and analyze the formal and informal elements of the institutional
framework in centrally planned economies, and subsequent changes in them induced by

economic transition (Table 2).

Table 2: Institutional frameworks in transition economies

Before the transition During the transition
Formal constraints Central planning regime Lack of credible legal framework
Bureaucratic control Lack of stable political structure

Lack of strategic factor markets

Informal constraints | Networks and personalized Networks and personalized
exchange exchange

Source: Peng, 2000a: 47

The main formal institutional constraints of state socialism were the central planning
regime, which defined all economic activity, including providing strategic factors of
production to enterprises. The implementation and coordination of plans was controlled by
extensive state bureaucracy. However, the planning system was not perfect, so informal
practices such as networks and personal relations played an important role in
complementing the formal rules. As the socialist state ceased to exist and its planning
system was dismantled, the former formal institutions such as legislation and political

structures were abolished. In addition, enterprises were left in a vacuum as to strategic

" Due to the focus of this study on firm-level strategies and organizational behavior, such studies are not
reviewed here. However, the main features of formal institutional development in Russia, as relevant to the
empirical research problem, will be discussed in the empirical part of the study.
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production factors when the planning apparatus was dismantled and new market-based
institutions did not appear overnight. To cope with this situation, economic actors relied on
the previous informal institutional practices of personal relations and networks. However,
in the new circumstances such practices were even more important than in the old regime.
Given the lack of credible formal institutions, informal institutions not only supplemented
but even replaced formal rules. The interplay of formal and informal institutions during
socialism and under the transition in Russia will be discussed in more detail in Chapter 4.
This section will conclude with giving an overview of how formal and informal institutions

have been dealt with in business and management research on transition economies.

Institutional constraints on business strategies in transition economies

Recent research has identified a number of institutionally derived forces (Meyer and Peng
2005) that affect business strategies in a post-socialist environment through transaction
costs (Meyer 2001) or relational networks (Peng and Heath 1996). Such research has aimed
at advancing institutional theory by building on evidence of post-socialist transition as a
specific empirical context. Another body of research has investigated institutionally derived
empirical phenomena, such as the legacies of socialist management culture in local
enterprises without explicitly referring to institutional scholars in their theoretical
framework. The emphasis on various elements of institutions has varied according to the
type of enterprises being studied (foreign entrants, local incumbents or new start-ups). The
following literature review describes first research focusing on each of the three types of
enterprises and then studies that have taken a holistic view on institutions and business

strategies by addressing different types of enterprises simultaneously.

Foreign entrants’ strategies

Institutionally derived research on foreign enterprise strategies in transition economies has
focused, first, on the institutional constraints on entry strategy set by the institutional
framework and second, on the elements of informal institutions in socialist economies such

as business culture and their difference vis-a-vis market economy ones. The quality of
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formal institutions (and also informal institutions in the case of Russia) has been found as a
decisive factor behind foreign enterprises’ initial decision whether to enter transition
economies at all and which one of them to select (Bevan et al., 2004). Moreover, it has
been found that institutional barriers may induce some foreign firms to avoid establishing
operations at all in a given location, while others may seek to overcome the barrier by
selecting a particular entry mode such as joint venture (Karhunen, 2002; Meyer and

Nguyen, 2005).

In addition to the actual decision whether to enter at all, formal and informal elements in
the institutional framework in transition economies constrain the choice of entry mode via,
for example, increased transaction costs related to wholly owned ventures which direct
foreign entrants to prefer other entry modes (Meyer, 2001). Furthermore, institutional
change has an impact on the structure and nature of a foreign enterprise’s networks (Salmi,
1995). Moreover, the market reforms implemented in the early stages of transition modified
the range of available entry modes, some of which involved the state as negotiation partner.
This was the case in privatization acquisitions, where the presence of the government as
negotiation partner and possible shareholder in the privatized enterprise brought specific
challenges to the foreign enterprise and had an often negative impact on the post-
acquisition performance (Meyer, 2002; Uhlenbruck and De Castro, 2000). In addition to
privatization acquisitions, entry by joint venture implied a visible role of the government as
a negotiation partner as potential joint venture partners were often state enterprises. It has
been shown that transitional governments as key stakeholders intervene at different stages
of the negotiation process and have a great influence on the process (Brouthers and

Bamossy, 1997; Peng, 2000b).

In the initial entry stage, the foreign enterprise faces host country institutions in its relations
with the environment. After the initial entry stage, however, a foreign enterprise confronts
host country institutions and institutional differences within its own organization (Child and
Markéezy, 1993; Michailova, 2000; Meyer and Peng, 2005). In particular, informal
institutions such as work and managerial culture become crucial. Existing research has

often investigated these issues by confronting “Eastern” and “Western” business cultures
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on the basis of underlying institutional differences (Meyer and Peng, 2005). Such
institutionally-derived differences in managerial culture have been found in, for example,
decision-making and perceptions of risk (Makhija and Stewart, 2002), managerial work
values (Ralston et al., 1997; Elenkov, 1998), as well as in perceptions, understandings,
work patterns and behaviors in East-West organizational settings (Michailova, 2000). In
particular, features such as a reluctance to make decisions, information hoarding and the
absence of a clear personnel policy have been explained by the characteristics of the
socialist system (Child and Markoczy, 1993; Makhija and Stewart, 2002). This study
focuses on the institutional constraints exerted on both foreign entry and the subsequent
management of operations, and how they have developed in Russia during the 15 years of
economic transition. Moreover, although not taking a comparative East-West perspective as
such, it aims at identifying differences in the foreign and local ways of managing hotel
enterprises. A potential convergence in these ways as the transition proceeds is of particular

interest.

Local incumbents’ strategies

In addition to foreign business strategies, institutional theory has been applied to analyze
strategies of local incumbents (i.e. state-owned enterprises and privatized firms). While the
outcomes of privatization and other macro-level institutional reforms for enterprise
behavior have been mainly investigated in microeconomics'?, in business and management
research the main focus has been on informal institutions, such as business culture and the
networking practices applied by enterprises. In general, it has been shown that even radical
changes in the institutional context do not necessarily manifest in major changes on the
enterprise level. Macro-level institutional reforms had brought hardly any changes, for
example, in the products and markets of former state enterprises (Whitley and Czaban,
1998). Also, there is evidence that organizational changes made by state-owned enterprises
during the early years of post-socialist transition do not necessarily affect enterprise
performance (Spenner et al.,, 1998; Liuhto, 1999). Wright et al’s (2002) results further
confirmed that old, command economy institutions exert a strong influence on the business

decisions of enterprises during the economic transition, which hinders, for example, the

12 For detailed reviews see, for example Djankov and Murrell, 2002; Wright and Suhomlinova, 2003.
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development of links with foreign partners. In addition, it has been shown that differences
in institutional frameworks among transition economies result in different strategic
behavior. For example, the (in)stability of the institutional framework is reflected in the

criteria by which enterprises select alliance partners (Hitt et al., 2004).

Research on networks and the use of personal relations as central informal practices in
transition economies has analyzed on the one hand how such practices are used, and on the
other hand to what degree they are products of the socialist economy vis-a-vis of national
culture. As Kuznetsov and Kuznetsova (2003) pointed out, managerial practices such as the
propensity to barter transactions, a low level of investment, labor hoarding and the
importance attributed to networks and unorthodox forms of corporate governance are in
fact rational reactions to the uncertainty and challenges caused by institutional distortion.
Although being “a ticket to failure” in a market economy contradicting its rules and
institutions, such practices bring rewards in a transitional environment where market
institutions are not properly functioning. (Kuznetsov and Kuznetsova, 2003) Networks are
an important means of gaining financing, and also of negotiating favorable contractual
terms. Thereby, they have an influence on firm performance. (Batjargal, 2003) In addition
to economic exchange between enterprises, networks and personal relations between
enterprises and the public sector also have a key role to play in transition economies. Frye
(2002) showed that firms influence both the definition and the interpretation of formal
institutional rules by lobbying authorities. This is done via personal consultations, but often

also by collective action.

There is, however, a general consensus among researchers that the wide use of networks in
transition economies cannot be explained by the transitional context only. In Russia,
networks are used not only as a means of coping with chaos during transition, but they are
also a cultural and historical tradition (Batjargal, 2003; Oleinik, 2004). In addition, it has
been argued that due to the dual roots of the use of networks in transition economies they
are likely to evolve over time. Also, national culture would in part explain differences
between the network practices of different transition economies such as Russia and China.

(Michailova and Worm, 2003)
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From the viewpoint of the current study, the persistence of business practices rooted in the
Soviet economic system in former state hotels is of particular interest. In addition, it will be
assessed what kinds of changes the economic transition brought in their business strategies,

given the inertia demonstrated in existing research.

Strategies of new start-ups

Entrepreneurship in transition economies is a relatively new phenomenon, and institutional
theory has consequently been less applied to new businesses and entrepreneurships than to
foreign entrants and local incumbents (Peng, 2001; Wright et al., 2005). Existing research
has mainly analyzed the implications of formal and informal institutional frameworks on
entrepreneurship and new business creation in transition economies. It has been analyzed,
what kinds of institutional reforms would best foster entrepreneurship on the one hand, and
how the institutional context in transition economies impedes new business creation and
development on the other hand. Spicer et al. (2000) argued that entrepreneurship would be
better fostered through gradualist policies permitting negotiated solutions to restructuring,
as opposed to radical, market-driven reforms. In addition, it has been illustrated that
imperfections in the formal institutional framework do not necessarily impede new business
creation (Johnson et al., 2000). In the absence of functioning formal institutions, new
entrepreneurs build themselves substitutes for the missing institutions, i.e. mainly rely on

informal contacts and networking (McMillan and Woodruff, 2002).

However, informal practices can also form an obstacle to new business growth. In Russia,
the creation of an institutional framework that would stimulate entrepreneurship and new
business growth has not been very successful, resulting in a stagnation of new business
creation. Kontorovich (1999) suggests that the obstacles to new business creation in Russia
include not only formal institutional aspects, such as an increased tax and regulatory
burden, but also informal factors such as plunder by authorities and incumbents’ use of the

authorities and/or racketeers to erect barriers to new entrants.
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The managerial culture in new start-ups in transition economies has received scant attention
so far. A move in this direction was made by Grachev and Izyumov (2003), who identified
three models of business culture found in present-day Russia: state-oriented bureaucratic
entrepreneurship, black-market-oriented predatory entrepreneurship and global-market-
oriented competitive entrepreneurship. They concluded that the bureaucratic and predatory
models dominate Russian business culture at present, as these two models of behavior
better correspond to the perceived characteristics of the current business environment.
Although the model of competitive entrepreneurship is expected to gain a firmer foothold
in the future, some features of the currently dominating models such as the reliance on

informal networks are likely to continue.

This study addresses new start-ups by analyzing the institutional challenges that they face
in business creation and subsequent operations, and the ways of coping with these
challenges. In part, it will be compared whether and how they differ from those of local

incumbents and foreign entrants.

Towards an institutional view of business strategy in transition economies

In addition to the studies referred to above, which have examined specific aspects of formal
and informal institutions and their implications for different types of enterprises, a number
of scholars have taken a more holistic approach to depict the co-evolution of institutional
frameworks and firm strategies in transition economies. As argued by Peng (2000a), the
transitional context calls for an institutional view of business strategy that takes into
account the specific challenges faced by different types of enterprises (i.e. foreign entrants,
local incumbents and new start-ups) when explaining their behavior. For example,
institutional constraints in transition economies do not allow firms to grow by generic
expansion or acquisitions as traditionally in the West. Instead, firms apply a network-based
strategy of growth, building on personal trust and informal agreements among managers.
(Peng and Heath 1996) Moreover, institutions have a crucial role to play in determining the
scope of the firm. In transition economies, “high” institutional relatedness (i.e. the

organization’s informal linkages with dominant institutions in its environment) (Peng et al.,
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2004) and the redistribution and recombination of former state assets blur the boundaries of

firms, and also the boundaries between the public and private (Stark, 1996).

An important notion in the theoretical development of an institutional view of business
strategy is that the relative importance of various institutional pressures varies not only
among types of firms, but also in terms of time (early versus late phase of transition). This
leads to various strategic choices. (Peng, 2003) In particular, Peng (2003) proposes that
institutional pressures to engage in market-based impersonal exchange instead of network-
centered strategies grow stronger as formal market institutions develop. This development
eventually pushes also incumbent firms, whose reliance on network-centered strategies was

the strongest in the early phase of the transition, to go for market-based strategies.

Such strategic diversity among different types of enterprises was empirically identified by
Puffer et al. (2000). They showed how the strategic progress of state-owned enterprises,
entrepreneurships, and hybrid organizations that are primarily private with some state
ownership varied in Russia throughout the 1990s. They concluded that the progress made
during the decade varied among the three types of enterprises, as well as among enterprises
within each type. Moreover, major changes in the institutional environment (such as
privatization) influenced the types to different degrees, notwithstanding the 1998 financial
crisis that made all of them fight for survival. The diversity in business strategies in
transition economies was also analyzed by Kosonen (2002), who studied the adaptation of
foreign and local enterprises to post-socialism in the Russian border city Vyborg. Building
on institutionally based regulation and governance theories, she developed a typology of
enterprises based on the extent to which the socialist heritage and market economy thinking
can be identified in their stakeholder relations. Of the six types identified, most of the
enterprises represented “hybrid” strategies, mixing old and new thinking. Interestingly, her
results do not show a straightforward division along enterprise type, i.e. that foreign
entrants were exclusively more market-oriented than old state enterprises. Some foreign
enterprises in her data were actually characterized as “more socialist than the original

Soviet enterprises” (Kosonen, 2002).
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2.4 Empirical research gap

The review of existing literature analyzing the role of institutions in shaping business
strategies in transition economies shows that the impact of institutions on firm behavior in a
post-socialist context has been analyzed from many viewpoints. Scholars have addressed
both the change in formal institutions and its implications for firm behavior, and informal
institutions specific to transition economies vis-a-vis market-economy ones. Most research
has followed the conceptualization of institutions developed in new institutional economics
(North), whereas concepts of new institutionalism in organization studies have hardly been
applied to the post-socialist context. However, attempts have been made to integrate the
ideas of neo-institutional economics and of the new institutionalism in organizational
analysis into an institutional view of business strategy. Such a view maintains that the
institutional context affects different types of firms to a varying degree, leading to strategic
variety. Moreover, it recognizes that both institutional pressures and the strategic responses
of firms to them vary over time as the transition from a centrally planned towards a market
economy proceeds. It has been suggested that strategic diversity would decrease over time,
as enterprises increasingly divert from practices rooted in the socialist economy to market
economy ones (e.g. Peng, 2000a; 2003). On the other hand, it has been argued that the
divergence in business strategies is not explained by type of enterprise only. It is not only
former state enterprises that resort to old practices, such as networking, but also new

entrants may apply them in a transitional context. (Kosonen, 2002)

Notwithstanding the increasing knowledge on the role of institutions in shaping business
strategies in transition economies, I argue that existing research has not sufficiently
incorporated two important dimensions. First, most of the existing research has linked the
strategic behavior of firms directly to the macro-level institutional context without
depicting industry-level processes. Such an intermediate unit of analysis is important to
take into account, as macro-level institutional forces, such as federal and state regulations,
seldom directly impact single organizations but are mediated by field-level structures and
processes (Scott, 1998: 130). Therefore, the hotel industry as an organizational field

provides a relevant context in which the strategies of incumbent firms, new start-ups, and
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foreign entrants facing the same institutional environment can be compared. Second, the
question how the institutional context and business strategies in transition economies
develop in parallel requires more empirical attention. With few exemptions, existing
research has focused on describing the interplay of institutional constraints and business
strategies as such, giving minor attention to their evolution over time. Now, over a decade
and a half since the commencement of economic reforms in the transition economies, it is

timely to take a longitudinal perspective on this issue.

Consequently, to contribute to filling the gaps in the existing literature, the conceptual
framework of the study adds constructs of the new institutionalism in organizational
analysis to North’s (1990) conceptualization of macro-level institutional environments. The
next sections will discuss how theoretical constructs of the new institutionalism in
organizational analysis can be applied to depict industry-level institutional processes and

enterprises' strategic responses to them.

2.5 Examining industry-level institutional processes: organizational fields and

strategic responses

Moving from the macro-level to the industry and enterprise levels, this section focuses on
the new institutionalism in organizational analysis. The starting point of neo-institutional
theory in organizational analysis is that organizations are open systems — strongly
influenced by their environments — but that it is not only rational or efficiency-based
forces that are at work. Also socially constructed belief systems and normative rules
exercise control over organizations — both how they are structured and how they carry out
their work. (Scott, 1998) Organizations receive support and legitimacy to the extent that
they conform to contemporary rules and norms as determined by institutional constituents
— concerning the “appropriate” way to organize (Meyer and Rowan, 1977). Such rules and
norms are products of institutional constituents, such as professional groups, the state and
public opinion (Meyer and Rowan, 1977) and they are often mediated at the level of

individual organization by field-level structures and processes (Scott, 1998). In sum, field-
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level institutional environments provide organizations with templates for organizing
(DiMaggio and Powell 1991: 27). This drives organizations within a field towards
increasing homogeneity in their structures and practices. This homogenization resulting
from institutional processes is referred to as institutional isomorphism (DiMaggio and
Powell, 1983), which is a central concept for this study in examining business strategies

within the St. Petersburg hotel industry.

In transition economies, the question how institutionalized rules and norms shape
organizational structures and practices is of particular interest, as the institutional
environment itself is in flux. The radical change in the macro-level institutional context
leaves organizations to “wander in the wilderness” (Peng, 1994) as the templates of
organizing provided by the old system lose their relevance and new templates are not yet
available (Newman, 2000). Consistent with the ideas of North (1990) on the persistence of
informal practices, it has been argued that in the absence of alternative templates,
organizations resort to their old practices however irrelevant they may be in the new

situation (e.g. Newman, 2000).

The idea of organizations as seeking legitimacy with their environment has been mostly
applied to non-profit organizations, but the importance of institutional elements for profit —
making organizations (i.e. enterprises) as well has been increasingly recognized. As a
matter of fact, this development coincides with the emerging interest in institutions in
strategy research. As noted above, the institutional framework influences firm behavior by
setting formal and informal constraints on strategic choices that firms make (North, 1990;
Oliver, 1997; Peng, 2002). A central claim of the institutional approach on organizations is
that organizational activities are not always based on economic rationality, even in profit
firms. For example, a firm may retain the same unreliable supplier over a period of years
simply out of habit, without questioning the rationality of such allegiance (Oliver, 1997).
The justification of actions by managers with claims such as “we’ve always done it in this
way” or “that’s the way things are done around here” illustrate the institutionalized nature

of activities (Oliver, 1997). Also, practices initiated by external regulative institutional
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forces, such as the introduction of a specific law, may be later justified by economic

efficiency (Dobbin and Sutton, 1998).

However, despite its focus on institutions as taken-for-granted structures, institutional
theory in organizational analysis has increasingly begun to recognize the role of
organizations as active agencies. In contrast to the “oversocialized” view of institutions
(e.g. Granovetter, 1985), which leaves little room for organizational action, scholars have
started to recognize that organizations within a field may conform to institutional pressures
to varying degrees. It has been acknowledged that organizations exercise “strategic choice”
(Child, 1972) as a response to institutional pressures. Organizations are not viewed as
blindly conforming to all environmental pressures but actively selecting to which pressures
comply and to what degree they will conform (Oliver, 1991). Hence, many neo-institutional
organization theorists acknowledge that organizations vary in their level of conformity to
institutional norms not only between organizational fields but also within them (DiMaggio
and Powell, 1991; Oliver, 1991). This study explores the variety in strategic responses in
the St. Petersburg hotel industry, and their origins. In particular, it focuses on
organizational characteristics such as foreign versus local management that may account

for such variety.

In sum, this study reflects my interest in institutional processes in the St. Petersburg hotel
industry as an organizational field from two complementary viewpoints. First, it aims at
identifying institutional forces that drive hotel enterprises of St. Petersburg towards
increasing strategic and structural homogeneity. Based on the existing institutionally based
research on business strategies, it is not evident that such forces are at work in the
transitional context where the institutional framework is in constant flux. It can, however,
be assumed that as the transition proceeds and the institutional context stabilizes,
isomorphic processes gather speed and result in an increased convergence between
strategies of different types of enterprises. Second, to investigate whether such
homogenization of structures and practices within the field is taking place, the study
investigates the nature of strategic responses of enterprises of different types, and how they

evolve over time.
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The following sections discuss the key theoretical concepts of the study in more detail,
starting from the concept of isomorphism and then moving to conceptualizing strategic

responses of organizations to institutional pressures.

2.5.1 Explaining strategic and structural homogeneity in organizational fields:

institutional isomorphism

One of the core features of neo-institutional organization theory is its focus on interaction
between organizations and their environments. A key concept with which to theoretically
address inter-organizational processes in institutionalization is the organizational field,
defined as “those organizations that, in aggregate, constitute a recognized area of
institutional life: key suppliers, resource and product consumers, regulatory agencies and
other organizations that produce similar services or products”. This conception builds on
the more conventional concept of “industry” but adds to this focal population those other
and different organizations that critically influence their performance. (DiMaggio and
Powell, 1983) In this study, the St. Petersburg hotel industry is viewed as an organizational
field, consisting of hotel enterprises, their suppliers and customers, and related institutional

actors such as the city government.

DiMaggio and Powell (1983) note that organizational fields only exist to the extent that
they are institutionally defined — or structured. The process of structuration includes
increasing interaction among organizations in the field, the emergence of well-defined
inter-organizational structures and patterns of coalition, and an increase in the information
load with which organizations in a field must contend. It also embodies the development of
mutual awareness among the organizations that they are involved in a common enterprise
(DiMaggio 1983). In other words, organizational fields cannot be defined a priori, but must
be investigated empirically. Moreover, although most of existing research has treated
organizational fields as homogeneous, it has also been acknowledged that such fields may
consist of several subfields where actors share more specific ways of conducting

themselves (Bourdieu, 2005; Coser et al., 1982, Jyrdmi, 1999). For example, industries
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may consist of different sectors with different sets of rules of conduct or practices (Coser et
al., 1982). As for organizational fields as a whole, also subfields often cannot be defined
along quantitative measures such as size only. How actors view their organizations and
consequently identify themselves in a given subfield is by and large a subjective question
(Coser et al., 1982). Existing empirical research has addressed the construction of subfields
also in the case of the hotel industry (Lant and Baum, 1995). Their examination of the
Manhattan hotel industry showed that strategic groups could be identified solely based on
managers’ beliefs about who their competitors are rather than objective variables.
Moreover, it was shown that hotels in such competitive groups shared characteristics, such
as size, location and price. In addition to examining the St. Petersburg hotel industry as an
organizational field, the study also pays attention to the possible existence of subfields and

features such as ownership accounting for it.

In their elaboration of institutional processes in the organizational field, DiMaggio and
Powell (1983) made a key assumption that organizations in the same field increasingly start
to resemble each other over time. Organizations may change their goals or develop new
practices, and new organizations enter the field. But in the long run, organizational actors
making rational decisions construct around themselves an environment that constraints their
ability to change further in later years. To conceptualize the process of homogenization
among organizations, DiMaggio and Powell (1983) applied the concept of isomorphism,
defined by Hawley (1966) as a constraining process that forces one unit in a population to
resemble other units that face the same set of environmental conditions. Following Meyer
(1983) and Fennell (1980), DiMaggio and Powell (1983) maintain that there are two types
of isomorphism: competitive and institutional. The former is in many terms consistent with
the ideas of neoclassical economics, assuming rationality and free and open competition.
The institutional view of isomorphism takes into account the institutional elements in the
organization’s relations to its environment, thereby expanding the analysis beyond

economic transactions based on rationality.

DiMaggio and Powell (1983) identify three mechanisms through which institutional

isomorphic change occurs, each with its own antecedents: (1) coercive isomorphism that
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stems from political influence and the problem of legitimacy; (2) mimetic isomorphism
resulting from standard responses to uncertainty; and (3) normative isomorphism,
associated with professionalization. This typology is an analytic one and in the real world
the types often overlap. (DiMaggio and Powell, 1983) When mirrored against North’s
(1990) conceptualization of institutions, the first type of isomorphism can be more
associated with formal institutional rules, whereas the two latter stem from informal
components of institutions. Table 3 summarizes the main mechanisms of institutional

isomorphic change.

Table 3: Mechanisms of institutional isomorphic change

Type of isomorphism Antecedents Main source Way of diffusion
Coercive isomorphism Political influence | Government regulation |Imposition
and the problem of
legitimacy
Mimetic isomorphism Standard responses | Successful or legitimate | Indirectly through
to uncertainty organizations in the employee transfer
field Explicitly by

organizations such as
trade associations

Normative isomorphism | Professionalization | Formal education Filtering of personnel

Professional networks | Professional
associations

Source: DiMaggio and Powell, 1983

Coercive isomorphism results from both formal and informal pressures exerted on
organizations by other, often state organizations upon which they are dependent and by
cultural expectations in the society within which organizations function. Sometimes the
pressure can be direct, when for example a government introduces new regulations in the
legislation. In addition to the state, coercive pressure can be exerted by other organizations
that the organization is dependent upon, for example monopolistic providers of service
infrastructures such as telecommunications. (DiMaggio and Powell, 1983) In socialist
economies, the coercive pressures exerted by the state on organizations were extremely

strong due to the centralized, ideologically based economic system. The post-socialist
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transition implied that legislation and other formal regulation had to be reformed, including
the mechanisms to control their enforcement. In such a situation, coercive isomorphic

pressures can be expected to be weak until the new institutional framework is functioning

properly.

Mimetic isomorphism derives from uncertainty, either within the organization or in its
environment. Organizations respond to uncertainty by modeling themselves after other
organizations that they consider to be more legitimate or successful’. Models may be
diffused unintentionally, indirectly through employee transfer or turnover, or explicitly by
organizations such as consulting firms or industry trade associations. (DiMaggio and
Powell, 1983) This study is interested in identifying to what degree mimetic processes are
likely to take place in a transitional context. In addition, the mechanisms of diffusion of
organizational models seem to include an underlying assumption of well-established field-
level organizations, such as industry associations. This would predict mimetic isomorphic
pressures to be weak in transition economies where all structures of the economy are

undergoing change.

A third source of isomorphic organizational change is normative and stems from
professionalization. Professionalization is understood as the collective struggle of members
of an occupation to define the conditions and methods of their work, to control “the
production of producers” (Larson 1977:49-52), and to establish a cognitive base and
legitimacy for their occupational autonomy. Two aspects of professionalization are
important sources of isomorphism. One is to rely on formal education and the resulting
shared cognitive base produced by university specialists; the second is the growth and
elaboration of professional networks that span organizations and across which new models
diffuse rapidly. Universities and professional training institutions are important centers for
the development of organizational norms among professional managers and their staff.
Professional and trade associations are another vehicle for the definition and promulgation

of normative rules about organizational and professional behavior. This study aims at

BThe concept of mimetic isomorphism is close to models of interorganizational imitation, identified in
learning theory. It has been proposed that mimetic isomorphism is equal to frequency imitation (copying very
common practices) and trait imitation (copying practices of other organizations with certain features)
(Haunschild and Miner, 1997)
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identifying to what extent professionalization is taking place in the St. Petersburg hotel
industry, where managers have different cognitive bases, molded by different education
systems ranging from the ideology-flavored Soviet-era party schools to Western hotel
universities. In addition, I have investigated whether intra-industry professional networks

are strong enough to act as vehicles for diffusion.
Following the conceptual definition of the three types of isomorphism, DiMaggio and
Powell (1983) developed predictions of the likelihood of isomorphic change on the levels

of organization and field, summarized in Table 4.

Table 4: Predictors of high likelihood of isomorphic change

Organization-level predictors

Strong dependency on other organizations as resource suppliers or exchange partners
Uncertain relationship between means and ends and ambiguity of goals
Reliance on academic credentials in staffing

Participation of managers in trade and professional associations

Field-level predictors

Strong dependency on a single or several similar source(s) of support for vital resources
Uncertain technologies and ambiguity of goals

High degree of professionalization

Large extent of transaction with state agencies

Low number of visible alternative organizational models

High degree of structuration

Source: DiMaggio and Powell, 1983

According to DiMaggio and Powell (1983), high likelihood of isomorphic change is
predicted by both organizational and field-level characteristics. An organization’s
likelihood of conforming to isomorphic pressures is high, first, when it is strongly
dependent on other organizations such as resource suppliers or exchange partners. Such
dependence implies that the stronger party in the transaction relationship can coerce the

weaker party to adopt its practices (Powell, 1983). Second, organizations that are uncertain
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of the relationship between means and ends and/or whose goals are ambiguous, are likely to
seek legitimacy by mimicking other organizations they view as successful. This in turn

enhances survival.

Finally, normative isomorphic processes are likely to be strongest in organizations that rely
on academic credentials in staffing (i.e. hire staff which have already gone through the
socialization process in university programs), and whose managers actively participate in
trade and professional associations through which organizational models are diffused.
These organization-level predictors of isomorphic change will be used in this study to
assess the likelihood of isomorphic change for enterprises in the three groups studied

(foreign-managed, former state-owned and newly established hotels).

In addition to organizational characteristics, DiMaggio and Powell (1983) identify field-
level predictors of isomorphic change. Low variation and diversity are found in fields,
where first, the supply of resources is centralized and organizations are thereby subject to
similar pressures. Second, it is proposed that abrupt increases in uncertainty and ambiguity
in a field, after brief periods of ideologically motivated experimentation, lead to rapid
isomorphic change. In particular, new entrants that could serve as sources of innovation and
variation would cope with uncertainty by imitating established practices within the field.
Third, those fields which are subject to a great degree of interaction with state agencies are
more subject to coercive pressures from the state. Fourth, a high degree of
professionalization (i.e. robust education programs and vital professional and trade
associations) indicates a high degree of normative isomorphism on the field level. Fifth, it
is proposed that any organizational field will eventually reach a threshold level, beyond
which the adoption of the dominant form will proceed with increasing speed (Granovetter,
1978; Boorman and Levitt, 1979). Finally, it is proposed that highly structured fields with
well-established diffusion structures for new models and norms, and high interaction
between organizations, are more homogeneous. As for organization-level predictors of
isomorphic change, this study will use the field-level predictors to investigate the nature of
the St. Petersburg hotel industry as an organizational field, which allows assessing the

likelihood of isomorphic change on the field level.
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The theoretical conceptualization of institutional isomorphic processes in organizational
fields has inspired a number of researchers to test them empirically. Often, studies have
focused on specific practice and analyzed their diffusion based on statistical analysis of
large datasets. Hence, the emphasis has been rather on the analysis of outcomes of
institutional processes (i.e. the existence of homogeneity) than on the isomorphic processes
themselves (Schneiberg and Clemens, 2006). Moreover, the main body of the research on
institutional isomorphism is focused on non-profit sectors, but also profit sectors such as
industries have received attention. Existing research has shown in particular that field-level
social networks are crucial as predictors of the mimetic behavior of enterprises (Lee and
Pennings, 2002; Buchko, 1990). Enterprises utilize information gathered through such
networks in their decision-making. In particular, firms are likely to mimic the decisions of
those whom they know or consider to be “elite”. (Galaskiewicz and Wasserman, 1989)
Furthermore, the dependency on similar customer firms results in homogeneity (Buchko,

1990).

In the case of the hotel industry, it has been shown that managerial networks have a
positive impact on performance (Ingram and Roberts, 2000; Baum and Ingram, 1998).
Moreover, it has been shown that isomorphism is related to legitimacy, i.e. those firms that
are deviating from behavior considered to be “normal” are not considered to be legitimate
by institutional constituents (Deephouse, 1996). Finally, in addition to field-level processes,
existing research has also provided some evidence on the impact of the broader socio-
cultural environment as a source of isomorphic pressures faced by firms. It has been shown
that the power with which normative prescriptions result in isomorphism can vary over
time and across levels of analysis (Dacin, 1997). Moreover, the national institutional
context may play an important role in shaping dominant organizational forms employed by
enterprises. The national institutional context provides conditions that shape firm strategies
and structures to conform to the needs of the environment both in terms of technical

efficiency and legitimacy. (Orru et al, 1991)
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2.5.2 Strategic responses to institutional pressures

The previous section discussed field-level institutional pressures and processes, which lead
to the homogenization of organizational practices over time. The theoretical construct of
institutional isomorphism was originally developed to demonstrate the effects of the
institutional environment on organizations, thereby viewing the environment-organization
relationship as unidirectional. Consequently, it has been criticized for downplaying the role
of active agency and resistance in organization-environment relations (see e.g. Oliver,
1991: 151 for a summary of these critiques). As a reaction to these critiques, the neo-
institutional organization theory started from late 1980s to increasingly recognize that
organizations may take active responses instead of only passively conforming to
institutional pressures. It was recognized that institutional environments are not “iron
cages” (DiMaggio and Powell, 1983), but organizations may be expected to exercise
“strategic choice” (Child, 1972) in relating to their institutional environments and
responding to institutional pressures (Scott, 1991). In other words, organizations may select
how and to what degree to respond to these pressures instead of automatically conforming
to them. For example, enterprises may take an active role to change their institutional
environment, as it was shown in Ingram and Inman’s (1996) account of hotel groups in
Niagara Falls. They showed that when facing a common threat resulting from a major
environmental change, enterprises took collective action to shape their institutional
framework. Moreover, the hotel industry has been also used as a case to illustrate how the
passive behavior of existing enterprises (independent hoteliers) provides new entrants
(hotel chains) with a greater possibility to shape the institutional context of the field
(Ingram and Baum, 1997). The hotel chains acted as institutional entrepreneurs, and
mobilized logics of professionalism to establish schools of hotel management. This finding
is interesting for the present study as well, as the hotel sector of St. Petersburg is in a
similar situation as that described by Ingram and Inman (1997), i.e. foreign hotel chains are

entering a field dominated by locally-managed, independent hotels.

To theorize the behavior of organizations as active agencies, Oliver (1991) elaborated a

continuum of strategic responses of organizations to institutional pressures, ranging from
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passive conforming to active resistance and manipulation. Combining institutional theory
with the resource dependence perspective'*, she identified different strategic responses, and
respective tactics, which organizations enact as a result of the institutional pressures toward
conformity that are exerted on them. The two theoretical perspectives were combined to
propose that institutional theory could accommodate interest-seeking and active
organizational behavior. More specifically, Oliver (1991) proposed a typology of strategic
responses to institutional pressures that vary according to the degree of active agency and

resistance exerted by the organization (Figure 1).

Figure 1: A continuum of strategic responses to institutional pressures

PASSIVE CONFORMITY

Acquiescence
Compromise
Avoidance
Defiance

Manipulation

ACTIVE RESISTANCE

Source: Adapted from Oliver (1991), p. 152

When discussing pressures and constraints of the institutional environment, Oliver (1997)
defined institutions as regulatory structures, governmental agencies, laws, courts, and
professions (Scott 1987a: 498). Starting from the most passive response, acquiescence may
take alternative forms, from unconscious habit-like adherence to rules or values to
conscious compliance to norms, values, or institutional requirements (Oliver, 1991).
Therefore, acquiescence is a strategic response that concurs with the idea of institutional
environments as determining organizational behavior. More specifically, imitation as an

acquiescence tactic is consistent with the concept of mimetic isomorphism — an

' The resource dependence perspective views an organizational environment as a bundle of resources which
an organization seeks to mobilize to reach its goals. In doing so, it exercises active choice behavior. (Oliver,
1991:147)
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organization aims at applying “the way things are done around here” to conform to

institutional pressures from the environment.

In addition to passive conformity, organizations may take more active responses, which
have different forms and antecedents. Compromise strategy is explained by conflicting
institutional demands, or inconsistencies between institutional expectations and internal
organizational objectives related to efficiency or autonomy. Organizations may apply
balancing tactics, i.e. attempt to achieve parity among or between multiple stakeholders and
internal interests; or pacifying tactics by mounting a minor level of resistance to
institutional pressures but devoting most of its energies to appealing or placating the
institutional source it has resisted; or bargaining tactics which is a more active form of
compromise than pacifying. (Oliver, 1991) In other words, such responses are likely to be
made when organizations are “between a rock and a hard place” as regards institutional
pressures. For example, foreign entry into transition economies might represent such a
situation, where the local institutional environment is in dissonance with the organizational

objectives of Western firms.

Moving towards more active responses, avoidance strategy is an organizational attempt to
preclude the necessity of conformity (Oliver, 1991). To put it differently, an organization
seeks to circumvent institutional pressures. Here, concealment tactics involve disguising
nonconformity behind a facade of acquiescence. Buffering tactics refers to an
organization’s attempt to reduce the extent to which it is externally inspected, scrutinized,
or evaluated by partially detaching or decoupling its technical activities from external
contact (Pfeffer and Salancik 1978, Scott 1987b, Thompson 1967). A more dramatic
avoidance response is escape, where an organization may exit the domain within which
pressure is exerted (Hirschman 1970) or significantly alter its own goal, activities, or
domain to avoid the necessity of conformity altogether. (Oliver, 1991) Resorting again to
the empirical case of foreign entry in transition economies, two hypothetical situations
representing avoidance strategy can be presented. First, a foreign company may buffer itself

from the local institutional environment by minimizing its contacts with local organizations
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such as suppliers. Second, it may even exit (i.e. escape) the market altogether or postpone

entry instead of conforming to institutional demands.

The next strategy in the continuum towards increasing resistance is defiance, where an
organization ignores institutional rules and values, or challenges the existing rules and
requirements. The most aggressive defiance tactic is to attack the institutional pressures and
expectations. (Oliver, 1991) In North’s (1990) terminology, as the avoidance strategy
would mean a partial refusal to play the game with the existing rules, defiance strategy
implies that an organization actively challenges those rules. In transition economies, where
corruption is a common feature of the business environment, a refusal to pay bribes would

be an example of such a defiance strategy.

Finally, manipulation strategy is the most active response intending to actively change or
exert power over the content of the expectations themselves or the sources that seek to
express or enforce them. As a tactic, an organization may choose to co-opt the source of the
pressure (by e.g. persuading an institutional constituent to join the organization’s board of
directors), or to direct more general influence tactics toward institutionalized values and
beliefs or definitions and criteria of acceptable practices or performance. It can also apply
controlling tactics, i.e. specific efforts to establish power and dominance over the external
constituents that are applying pressure on the organization. Such a strategy corresponds to
the empirical evidence on the nature of business lobbying in Russia (Frye, 2002), where
powerful enterprises and business groups frequently lobby the public sector to adapt the

institutional framework to their needs.

For the purposes of this particular study, Oliver’s (1991) typology provides a conceptual
basis for exploring the diversity of business strategies in the St. Petersburg hotel industry.
In addition to tracing different strategic responses, the analysis also focuses on the
dominant features in the field-level institutional environment that account for them.
Oliver’s (1991) theoretical ideas provide a basis for that as well. In addition to classifying
strategic responses, Oliver (1991) hypothesized conditions where different strategic

responses would be most likely. She identified five institutional factors, which the
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willingness and ability of organizations to conform to institutional pressures are related to

(Table 5).

Table 5: Antecedents of strategic responses

Institutional factor Research question

Cause Why is the organization being pressured to conform to institutional rules
or expectations?

Constituents Who is exerting institutional pressures on the organization?

Content To what norms or requirements is the organization pressured to conform?
Control How or by what means are the institutional pressures being exerted?
Context What is the environmental context within which institutional pressures

are being exerted?

Source: Oliver (1991: 160)

When discussing each of the institutional antecedents of strategic responses more in detail,
the cause refers to the basic question why the organization is being pressured to conform to
the institutional rules or expectations. The reasons fall into two broad categories: social and
economic fitness. When an organization anticipates that conformity will enhance either or
both of them, acquiescence will be the most probable response. An example of pressures to
make organizations more socially fit is environmental legislation, whereas demands the
government puts on its agencies to be more effective in their use of budgetary funds
represent pressures towards economic fitness. (Oliver, 1991) In a transition economy,
where the institutional framework is under construction, it seems that the cause behind
institutional pressures is often ambiguous. For example, the purpose of many legislative
initiatives is often unclear, which frustrates enterprises and individuals who should comply

with them.

Moreover, a central factor in predicting the nature of strategic responses is the institutional
constituents, i.e. who exert institutional pressures. These include the state, professions,

interest groups, and the general public. Oliver (1991) hypothesizes that the more there are
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various constituents and/or the less the organization is dependent on them, the greater the
likelihood of organizational resistance to institutional pressures. Understandably, the
greater the number of constituents, the greater the likelihood that their demands conflict
(Pfeffer and Salancik, 1978). Therefore, perhaps the easiest way for an organization to cope
with these multiple demands is to first and foremost comply with those organizations’
demands that it is most dependent upon. The dependence is also one of the factors
predicting isomorphism (DiMaggio and Powell, 1983), i.e. acquiescence to institutional
pressures. In the case of transition economies, the systemic change from command to
market economy dramatically influenced the nature of constituents. To put it bluntly, in a
command economy the only institutional constituent of importance was the state, which
organizations thereby were highly dependent on. Following the market reforms, firms have
to increasingly take into account the interests of new constituents. These include not only
other firms but also actors in the emerging civil society such as non-governmental

organizations.

The content of institutional pressures predicts also organizational responses. Organizations
are likely to resist institutional pressures, when they are inconsistent with organizational
goals and/or when the conformity to institutional pressures leads to a loss in organizational
decision-making freedom. (Oliver, 1991) In other words, organizations selectively comply
with those pressures that are in line with their strategy and don’t threat their independence.
For example, a foreign firm aiming to enter a transition economy may be pressured by the
host government to select a joint venture with a state-owned enterprise as its entry mode,
although the firm would prefer a wholly owned subsidiary. Therefore, the foreign entrant is
likely to try a strategy to resist the pressure from the host government as an institutional

constituent.

Moreover, control, i.e. the means by which institutional pressures are imposed, is another
factor predicting organizational response. The lower the degree of legal coercion or
enforcement, and of voluntary diffusion of institutional norms, values or practices, the
greater the likelihood of organizational resistance to institutional pressures. (Oliver, 1991)

As noted above, the existence and strength of mechanisms influencing how institutional
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pressures are mediated to the organization level depends on the nature of the organizational
field. For example, law enforcement has been a common problem in post-socialist Russia,
thus delineating the effect of legal reforms. In other words, although the institutional
pressures seem to be present, it is not evident that they are effectively transmitted to the

organizational level.

Finally, the environmental context predicts the likelihood of organizational resistance.
Organizations are more likely to resist institutional pressures when the level of uncertainty
and the degree of interconnectedness in its environment are low. This is consistent with the
ideas of institutional isomorphic change as related to field-level factors. First, to cope with
environmental uncertainty, organizations look for templates of organizing to adopt from
their environment, for example by mimicking other organizations, thereby conforming to
institutional pressures. Second, the degree of interconnectedness is one of the dimensions of
structuration of the organizational field. Consequently, the high degree of
interconnectedness implies that the field is highly structured and thus the propensity to
conform to institutional pressures is high. In transition economies, environmental
uncertainty is high, due to the systemic change from command to market economy, which
would theoretically predict high conformity to institutional pressures. However, at the same
time the institutional pressures are ambiguous and the environment does not provide well-
defined templates of organizing. In other words, the degree of structuration in
organizational fields is low. Thus, this dimension of Oliver’s (1991) model is of particular
interest for this study given the unique nature of institutional environments in transition

economies.

The conceptualization of strategic responses to institutional pressures implies that the form
of organizational pressure is as much a reflection of the institutional pressures that emerge
from outside the organization as it is the form of organizational structure and culture that
exist inside the organization (Hoffman, 2001). Therefore, responses differ not only between
fields but also within them. The role of the nature of institutional pressures in the intra-field
variation in responses has been explained by two situations. First, divergent strategies and

practices exist during a temporary pre-convergence period, when institutional pressures are
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ambiguous and complex (Dobbin and Sutton, 1998) or surrounded by a great degree of
uncertainty (Goodrick and Salancik, 1996). Hence, it can be assumed that in the turbulent
institutional context of transition economies institutional pressures are ambiguous, resulting
in diversity'>. As the institutional context stabilizes, homogeneity in enterprise responses
becomes more likely. Second, organizations may be subjected to various levels of
institutional pressure due to the structure of the field. For example, field-level organizations
may provide support to some of the organizations of the field thereby speeding up practice
adoption. (Lounsbury, 2001). In the organization level, ownership structure - public versus
private - (Goodrick and Salancik, 1996) and the distribution of power across corporate
departments (Delmas and Toffel, 2005) have been identified as factors explaining different
responses to institutional practices. This study seeks to identify to what degree such variety
in strategic responses exists in the St. Petersburg hotel industry, and the organization and
field level factors accounting for this variety. In particular, it is investigated whether the
ownership and management structure (foreign or local) of hotel enterprises explains variety

in strategic responses.

The inclusion of foreign-managed hotels, representing subunits of multinational enterprises
adds a specific dimension to the study, as the theoretical concepts of institutional
isomorphism and Oliver’s typology of strategic responses are universal, i.e. applicable to
all types of organizations from non-profit organizations to firms. However, these concepts
assume that organizations operate in a single national environment, where the
organizational field is embedded. For most organizations this is the only operating context,
but multinational enterprises that operate in multiple institutional environments are an
exception to the rule. MNE subunits hence face a tension between the pressures imposed by
the institutional constituents of the host environment, and the multinational company’s own

internal practices (Rosenzweig and Singh, 1991).

Consequently, it is argued that the degree of MNE subunits’ compliance towards

institutional pressures from the environment in part results from the relative strength of

'3 This view echoes the transformation school of post-socialist research, where organizational evolution is
characterized as moving from a lack of diversity in state socialism through the formation of organizational
diversity after the systemic collapse, and eventually towards less diversity as dominant organizational forms
meeting the new conditions evolve (see, e.g. Grapher and Stark, 1997; Kosonen and Oinas, 1999).
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these two sets of pressures. Moreover, it should be noted that MNE subunits face also
additional pressures from the environment in comparison to local enterprises. These include
political pressures originating from the host government policy towards foreign direct
investment (Rosenzweig and Sigh, 1991). The pressures towards conformity with the
MNE’s internal practices for their part vary along the nature of the industry (Rosenzweig
and Singh, 1991). The hotel industry is an example of a global industry, where worldwide
standardization of practices is a key success factor and therefore pressures towards intra-
MNE conformity to institutional pressures from the local environment may not necessarily
mean adopting patterns that are dominant in local organizations, just as “standardization”
may not necessarily mean adopting parent company practices. A local organizational field
may be populated largely by MNE subsidiaries, either because there are few major local
competitors or because MNE subsidiaries define their field in terms of each other rather
than local organizations. In such a field, the “local” patterns that are exerting the strongest
isomorphic pulls may be those institutionalized in the MNE subsidiaries, rather than those

institutionalized in purely local firms. (Westney, 1993)

The theoretical perspectives developed for understanding organizations’ strategic responses
to institutional pressures have been applied in different empirical set-ups. Oliver’s typology
has generated empirical research where it has been tested and further developed. Goodstein
(1994) provided support for Oliver’s (1991) hypothesis that organizations are more likely to
conform to institutional pressures when they see that conformity is in line with
organizational goals and brings benefits. On the other hand, Ingram and Simons (1995)
questioned Goodstein’s assertion that organizations respond to institutional pressures
consistent with their goals. Etherington and Richardson (1994) further dimensionalized the
five strategic responses, stating that each of the strategies may be viewed along the level of
activity (active or passive) and pattern of resistance and accommodation (negative to
positive). Hence, the authors regrouped the strategies into three categories: passive, active-
positive and active-negative. A key difference compared to Oliver’s work was placing
compromise and manipulation in the active-positive category. As Oliver categorized
manipulation as the most active form of resistance, Etherington and Richardson (1994)

maintained that manipulation is de facto a collaborative strategy to work “within the
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system”. Finally, Clemens and Douglas (2005) showed that field-level networks in part
explain the nature of strategic responses. They found that firms that cooperate with others
in their industry favor less active firm strategies, and are less inclined to engage in the

actively resistant strategies of avoidance and defiance.

Empirical evidence on MNE subunits’ responses to dual institutional pressures indicates
that the question whether host environment or internal pressures towards conformity weigh
more in MNE strategies is complex and context-specific. It has been found that practice
adoption versus adaptation varies along with the nature of the practice itself, the
institutional context of the host country, and the operation mode. For example, HRM
practices (which are usually surrounded by a well-defined regulatory framework of labor
legislation) of MNEs often follow closely local practices (Rosenzweig and Nohria, 1994).
Moreover, Kostova and Roth (2002) identified different degrees of practice adoption,
ranging from active to ceremonial adoption, which vary across foreign subsidiaries along

with the institutional profile of the host country, and the relational context within the MNE.

Davis et al. (2000) linked the question of institutional duality to entry mode, showing that
the levels of internal (parent) isomorphism versus external (host environment) isomorphism
vary along entry mode. Zaheer (1995) addressed the financial outcomes of importing home-
country organizational capabilities versus copying the practices of successful local firms.
The results of the study suggest that firm-specific advantage, as embodied in imported
organizational practices, may be a more effective way for multinational enterprises’
subunits to overcome the “liability of foreignness” than imitation of local practices. Finally,
it has been shown that as the institutional context in the host country dramatically changes
as a consequence of economic crisis, foreign firms’ strategic choices regarding, for
example, operation mode, also change to conform to the new institutional context. (Chung

and Beamish, 2005; Hirvensalo, 1996)

In sum, when mirrored against the institutional context of transition economies, the
question of strategic responses to institutional pressures deserves special attention. First, it

seems that an underlying assumption in Oliver’s (1991) typology is a stability in the
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institutional environment, where the five institutional antecedents are well defined. In order
to conform or resist, an organization should not only face a well-defined set of pressures,
but also have clear organizational goals against which the different responses can be
evaluated. This is rarely the case in transition economies, where both the institutional
environment and organizations are undergoing transformation. In other words, although the
typology incorporates environmental uncertainty and conflicting institutional pressures on
the field-level, it does not discuss the role that the wider (i.e. national) institutional
environment would have in shaping field-level institutional pressures. Therefore, the
application of Oliver’s (1991) typology in this study serves two purposes. First, the
typology provides conceptual tools to empirically assess strategic responses of St.
Petersburg hotel enterprises and second, the outcomes of this assessment will contribute to
the development of this typology by pinpointing peculiarities of the transitional context in

terms of institutional pressures and organizational responses.

Second, the presence of MNE subunits in the organizational field adds another dimension
to the nature of institutional pressures faced by organizations and the consequent strategic
responses. In this study, judging from the nature of the global hotel industry, where the
competitiveness of hotel MNEs is mainly related to technologies shared by all subunits, it
may be expected that the St. Petersburg-based operations of foreign hotel chains would face
strong pressure towards conformity to internal practices of the MNE. On the other hand, the
institutional constraints of a transition economy limit the applicability of global business
practices and call for local adaptation. Therefore, it is worth studying here, which set of
institutional pressures are stronger in the St. Petersburg empirical context, and what the

resulting strategic responses are of the foreign-managed hotels as MNE subunits.

2.6  Theoretical research gap

The theoretical constructs presented above play a twofold role in this study. First, they

serve as conceptual tools used to address the research questions of the study, thereby

contributing to the advancement of an institutional view of business strategy in transition
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economies. Second, the application of these constructs to the unique empirical context of
post-socialism provides an opportunity to contribute to their further refinement. More
specifically, existing theoretical and empirical research aiming at an increased
understanding of such field-level institutional processes as the interplay of pressures
towards homogeneity (i.e. institutional isomorphism) and strategic responses of
organizations to them has left some gaps to be filled. Most importantly, the majority of
existing research focusing on field-level processes has taken a stable macro-level context as
given. Some researchers have, however, argued that in addition to field-level forces
changes in the national-level institutional context have an impact on organizational
behavior. Hence, as the macro-level institutional context changes as radically as in the
transition from central planning to market economy, it can be hardly argued that field-level
processes would remain intact. This study aims at depicting those processes by which
macro-level institutional change is reflected in the field-level institutional context and
thereby in organizational behavior by illustrating both the nature of institutional pressures
and their outcomes in organizational structures and practices in the St. Petersburg hotel

industry from socialism to market economy.

The approach taken in this study to explain the nature of institutional change in the St.
Petersburg hotel industry as an organizational field answers also the recent critique of field-
level studies as focusing on outcomes of institutional processes (i.e. homogeneity in
organizational structures and practices) rather than aiming to explain these processes.
Although applying the concept of isomorphism, which assumes increasing field-level
homogeneity, the study aims rather to examine whether institutional pressures in the St.
Petersburg hotel sector in different time periods are strong enough to produce such
homogeneity rather than taking it as given. Moreover, the study supports the view that
institutional pressures toward homogeneity are not overwhelming, but organizations make
strategic responses to them. In addition, it assumes that due to both field and organizational
characteristics, such organizational responses vary also as a result of the change on the
macro-level. Moreover, the totality of actors in the organizational field being studied
includes subunits of multinational enterprises, which brings an additional dimension to the

analysis of variety in strategic responses. By bringing the dimension of institutional duality
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faced by foreign-managed hotels into the analysis of strategic responses in an
organizational field, the study aims at adding to the knowledge of intra-field variety in

organizational behavior.

2.7 Investigating business strategies in the St. Petersburg hotel industry

After presenting the theoretical constructs to be applied in the study, the dissertation
discusses how the strategies of hotel enterprises in the St. Petersburg hotel industry have
been addressed in the empirical analysis. First, it is important to note that the study focuses
on the implementation of a business strategy rather than on the whole process of strategic
planning and management (Harrison and Enz, 2005). Consistent with the institutional
approach to organization-environment relationships, the study examines strategy
implementation via hotel enterprises’ relations to stakeholders both within the organization
(labor and management) and in its environment (property owners, customers, suppliers, and
the public sector) (Harrison and Enz, 2005; Freeman and McVea, 2001). In addition to
addressing practices by which these relations are governed, the empirical analysis

encompasses also the respective organizational design and structure.

Consequently, the business practices of St. Petersburg hotel enterprises are examined in
respect to their functional strategies towards other members of the production chain (i.e.
suppliers and customers) and towards personnel as a critical resource for hotel operations.
In addition, I analyze the practices that enterprises apply in their relations with the public
sector as an important stakeholder in transition economies. Existing research on business
operations in transition economies has shown that the transitional context has a profound
impact on the nature and management of supplier and customer relationships (see, e.g.
Salmi, 1995; Johanson, 2004) and on human resource management practices particularly in
the hotel industry (Upchurch et. al, 2000; D’Annunzio-Green, 2002; Hasselman, 1998;
Cervind and Bonache, 2005; Zhang Qiu and Wu, 2004). Moreover, the public sector has
been shown to play a key role in, for example, constraining foreign business strategies and
providing the overall framework for business operations (e.g. Kosonen, 2002; Karhunen et

al., 2003). Such a holistic approach echoes that taken by Kosonen (2002), who provided an
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in-depth analysis of enterprise adaptation to post-socialism on the local level by examining

enterprises’ relations to other enterprises, the public sector and labor.

The structure of the hotel enterprises is examined both on the strategic and operational
levels. A strategic-level question regarding structure is the operation mode, consisting of
dimensions as to whether the hotel is owner-managed or run by a separate management
company, and whether it is independent or a member of a chain. These dimensions have
been shown as having importance in studies approaching the hotel industry from an
institutional perspective (see, e.g. Ingram and Baum, 1997). On the operational level, it is
somewhat evident that a transition from central planning to market economy brings changes
to enterprise structures, as enterprises take over functions previously conducted by the
central planning apparatus. In addition, it is assumed that for foreign-managed hotel
enterprises in St. Petersburg the adaptation of business practices is reflected in enterprise
structure as well. For example, bringing the service level to correspond to world standards

would require a large human resource department.

2.8 Summary: Conceptual framework for the empirical analysis

To conclude this chapter, this section draws together the theoretical constructs presented in
this chapter into a conceptual model to be applied in the empirical analysis. Before
outlining the model, I briefly summarize how institutional processes on different levels are
theoretically approached in the study. First, the study views the macro-level transition from
command to market economy as an institutional framework, where processes on the
industry- and enterprise-levels take place. Such a framework and its change over time are
analyzed by decomposing it into formal and informal constraints, which set the “rules of
the game” for economic agents (North, 1990). The formal constraints consist of laws and
regulations, and the informal constraints of behavioral norms and dominant practices such
as business culture. Empirically, this study describes the change in the macro-level

institutional framework in Russia from socialism to market economy.
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Second, the industry-level institutional processes are tackled by building on the concept of
institutional isomorphism (DiMaggio and Powell, 1983). The core idea of the concept is
that organizations in the same organizational field (here, the St. Petersburg hotel industry)
become increasingly homogeneous over time as a result of pressures exerted on them by
institutional constituents. Such pressures are of a coercive, mimetic or normative nature.
Coercive isomorphism originates mainly in state regulation and mimetic isomorphism in
inter-organizational imitation, whereas normative isomorphism is driven by
professionalization resulting e.g. from managerial networking. The study analyzes the
nature and change in these pressures over time, and assesses whether they are strong
enough to result in homogenization. Moreover, it supports the view of “sectors within
industry” (Coser et al., 1982; Bourdieu, 2005) i.e. that an organizational field can consist of

several subfields with specific shared norms and practices.

Third, enterprise level processes are investigated by adopting the view of organizations
taking strategic action, rather than blindly conforming to pressures towards homogeneity.
This is done by applying the continuum of strategic responses, elaborated by Oliver (1991),
which identifies a variety of strategic responses varying in the degree of resistance from
passive acquiescence to proactive manipulation. Oliver (1991) examines the likelihood of
resistance as a result of both organizational characteristics and the nature of institutional
pressures such as the reason why they are exerted, and the constituent that is exerting them.
Hence, a variety in strategic responses may occur both between organizational fields with
different sets of institutional pressures, but also within a field populated with organizations
with different characteristics. This study examines the strategic responses of hotel
enterprises in the St. Petersburg hotel industry both in terms of resistance vis-a-vis
conformity to institutional pressures, and in terms of variety between enterprises. It is
explored, whether there are organizational characteristics such as foreign versus local
management that account for such variety. Here, to address the strategic adaptation of
foreign enterprises to the transitional context, the concept of institutional duality is
employed. This concept captures the dual institutional pressures faced by subunits of

multinational enterprises towards isomorphism with the host environment on the one hand,
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and towards conformity with organizational practices of the multinational enterprise on the

other hand (e.g. Rosenzweig and Singh, 1991).

Finally, to empirically address business strategies in the St. Petersburg hotel industry, they
are viewed as consisting of organizational practices applied when conducting various parts
of business operations, and the respective organizational structure. The practices under
investigation consist of hotel enterprises’ practices in their relations with the other members
of the production chain (i.e. suppliers and customers), with personnel as a critical resource,
and with the public sector as an important stakeholder. The analysis of structure includes
strategic-level issues such as operation mode, and operational-level issues such as various
departments. To illustrate the interrelationship between the various elements of the
theoretical framework of the study, the following figure draws them together into a

conceptual model.
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Figure 2: Conceptual model for the study
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The figure combines the theoretical concepts of the study, and illustrates the
interrelationships between different levels of analysis, which follow an up-to-down logic.
Here, it should be noted that the purpose of the figure is to serve as an analytical tool and as
such it provides a simplified picture of reality where, for example, macro- and industry-
level institutional processes often overlap. The logic of the figure arises from the nature of
the research problem of the study. First, it is important to note that although the institutional

theory of Douglass North views the interrelationship between the nation’s institutional
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context and organizations as bi-directional, i.e. organizations are both constrained by and
constructing their institutional framework (North, 1990), this study focuses on processes on
lower levels of the economy and views the national-level institutional context only as a
general framework in which field- and organizational processes are embedded. In other
words, this study primarily focuses on how the change in the macro-level context from
central planning to market economy affects industry- and enterprise-level institutional
development. The question of how organizations as actors contribute to the macro-level
change is of secondary importance. Hence, the uni-directional arrow between the macro-

and industry-level elements of the framework.

Second, the study views field-level institutional isomorphic forces as exerting pressure on
organizations, which for their part make strategic responses to them. In doing so,
organizations eventually participate in the construction of such pressures. This can occur
both intentionally or unintentionally. For example, enterprises may participate actively in
defining new regulations for the industry, or support the existing ones without questioning
their relevance. Therefore, the field-organization interface in the picture is illustrated as a
bi-directional arrow consisting of industry-level pressures in one direction, and of strategic

responses of enterprises in the other direction.

Finally, the lowest part of the figure represents the analysis conducted for examining
strategic responses of hotel enterprises in St. Petersburg. Based on existing argumentation
of strategic diversity among foreign entrants, local incumbents and new start-ups, the
analysis includes a comparative dimension. The study first examines practices that
enterprises of these various types adopt in their relations with suppliers, customers, human
resources and the public sector and the respective organizational structure for implementing
these practices. Second, it analyzes whether these responses vary between (and also within)
these groups, resulting in either homogeneity or diversity in the structure and practices of
enterprises in the organizational field. It thereby explores whether the organizational field
of the St. Petersburg hotel industry is divided into subfields, and which organizational

characteristics such a division is based upon.
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To illustrate the change in the institutional processes on the macro- and industry-levels, and
their respective outcomes on the enteprise level from socialism to market economy, the
empirical description of the St. Petersburg hotel industry is conducted by analyzing the
change in each level of the theoretical model from central planning through the transition
period from 1991 to 2005. To stress the progress in transition during this 15-year time
period, it is divided into the early transition from 1991 to the economic crisis of 1998, and
the late transition after the 1998 crisis until 2005. This allows illustrating institutional
processes on different levels of analysis in a dynamic manner. An alternative approach,
constructing the empirical description of the application of the model as a whole within
each time period, would have run the risk of providing three “snapshot” pictures rather than
a description of a change process. The ways of and data for conducting the empirical

analysis are discussed more in detail in the next chapter.
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3 Research methodology

This chapter presents the research strategy selected for the empirical part of the study, and
the respective methods applied for the data collection. This is followed by a description of
the primary and secondary empirical data, and the data collection procedure. Finally, the

empirical research design is evaluated.

3.1 Research strategy: Processual research

The analysis of institutional change in organizational fields has a number of specific
features, which pose requirements for the selection of research methodology and the nature
of empirical data on the research phenomenon. First, the core of institutional theory in
organizational analysis has traditionally included a rejection of reductionism, i.e. the
behavior of organizations as actors is attributed not to the characteristics or motives of that
entity, but to its context (Schneiberg and Clemens, 2006). Although such a view of pure
environmental determinism has been challenged by the recognition of organizations as
exercising strategic action (e.g. Oliver, 1991), it is clear that institutional research requires
research designs that link levels of analysis rather than commit to actor-centered analysis
only (Schneiberg and Clemens, 2006). Second, institutional theorists have started to
increasingly acknowledge the segmented nature of organizational fields, i.e. that
institutional effects across fields are not uniform but may occur in an uneven fashion

(Schneiberg and Clemens, 2006; Davis and Greve, 1997).

These theoretical refinements of institutional processes in organizational fields pose
methodological challenges to the collection and analysis of empirical data. Until recently,
the majority of existing research on field-level processes has focused on their outcomes,
such as the commonness of a particular organizational practice in the field rather than the
process of homogenization itself (Schneiberg and Clemens, 2006). Consequently, they have

applied statistical methods to analyze large quantitative datasets. Such an approach has
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been challenged by in-depth, qualitative-historical analyses to illustrate the process by
which homogeneity — or heterogeneity is constructed (e.g. DiMaggio, 1991; Orru et al.,
1991; Leblebici et al., 1991). This study aims at exploring institutional processes
potentially resulting in strategic and structural homogeneity versus diversity rather than
statistically measuring their outcomes. Hence, a processual case study was selected as the
research methodology to allow such an examination. The empirical case being studied is
the St. Petersburg hotel industry. Hence, individual enterprises are not examined as cases

but as embedded units of analysis within the case (Yin, 1994).

According to Pettigrew (1997), processual analysis aims at accounting for and explaining
the what, why and how of the links between context, processes and outcomes. In this study,
the context is the systemic transition from command to market economy in Russia, which
provides a framework for studying two processes: First, how the change in the macro-level
context is transmitted to the industry level and second, how it manifests in enterprise
strategies. In other words, different strategic responses taken by enterprises as a response to
field-level institutional processes shaped by the macro-level context are viewed as an

outcome of the process studied.

Pettigrew (1997) gives five guiding assumptions for processual research. The first,
embeddedness, refers to the study of processes across a number of levels of analysis. The
second, temporal interconnectedness, calls for studying processes in past, present and
future time. Thirdly, both context and action should have a role in explanation. Fourthly,
the researcher should search for holistic rather than linear explanations of process. Finally,

there is a need to /ink process analysis to the location and explanation of outcomes.

In this study, which aims at illustrating a transformation process of an organizational field,
all the aforementioned elements are present. In order to gain understanding of the process
on the level of an organizational field, also other levels such as those of individual
organization and the macro-level institutional context have to be taken into account. As for
temporal interconnectedness, one of the basic assumptions of the transformation approach

to post-socialism is that the new systems are built both on the ruins and from the ruins of
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the former system (Kosonen, 2002). The presence of both context and action manifests in
the institutional view of change, according to which the changing institutional context
provides the framework for action. The action in turn shapes the framework. The holistic
approach in the study means that the transformation is viewed as a gradual, non-linear
process, the outcomes of which cannot be predicted in advance. In other words, the
explanation of the change process is holistic rather than linear. Finally, linking the process
with outcomes in this study was achieved by starting the analysis from the “state of the art”
description of the research object and going backwards to find out what the process was by

which the outcomes were achieved.

In processual theory, the change process can be viewed in different ways, based on
fundamentally different logics. The transformation view on post-socialism applied in this
study views the change from centrally planned to market economy as an evolutionary
process, in which new institutions are gradually developing as a result of the interaction of
the old and new. The outcome of the process is not known in advance. This view contracts
the transition view which is more a teleological approach considering the market economy
as a desired end state. In organization studies, evolutionary theory centers on the “dynamic
process of social construction and transformation of alternative forms within and across
generations of competing organizational routines, forms and institutions” (Van de Ven,
1992). The transformation view in this study means that the strategic behavior of St.
Petersburg hotel enterprises is expected to change in an evolutionary manner together with

the institutional context.

The processual analysis in this study is conducted in the form of a case study, which is a
methodology often applied in processual research (Pettigrew, 1997). The case study
approach aims at answering questions of how and why, and gaining a holistic picture of the
phenomenon (Yin, 1994). Consistent with the theoretical approach of the study, the process
view of institutional theory (Mohr, 1982), the empirical research focuses on the “how”
question. It aims at explaining how enterprise strategies within an industry evolve as a
response to a macro-level institutional change from central planning to market economy.

Characteristically, the case study combines different data collection methods, such as
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interviews, observation and documentary analysis. In this study, evidence was collected

from various sources. The following section discusses the data collection methods in detail.

3.2 Methods for collecting and analyzing the data

The present study uses multiple sources of evidence, which is characteristic for the case
study approach (Eisenhardt 1989, Yin, 1994). The main emphasis of the data collection was
on qualitative methods, i.e. interviews with the management of St. Petersburg hotels. This
primary data was supported by documentary evidence, collected from hotel and tourism
industry magazines and newspapers, and reports produced by industry observers such as
investment agencies and consulting companies. Moreover, existing empirical studies on the
research phenomenon were utilized. Finally, the empirical data was supplemented by my
personal observations of the Russian hotel industry from a customer’s viewpoint and my

previous experience as an industry practitioner.

The various data collection methods supported each other in answering the research
questions outlined in Chapter 1, with somewhat differing emphasis. As noted by Yin
(1994), one of the most important sources of case study information is the interview,
whereas the most important use of documents is to corroborate and augment evidence from
other sources. Observational evidence can be used to provide additional information about
the topic being studied. (Yin, 1994) In this study, primary data mainly consisting of
interviews was utilized as the main evidence to describe the organization-level processes.
Secondary data (i.e. documentary evidence) were retrieved to construct a picture of the
field-level dynamics and changes in the operating context such as general trends in tourist
flows. Finally, personal observations were used to collect anecdotal evidence on the
conditions of the premises of the hotels, the service attitude and foreign language skills of
the staff, and the variety of services provided by the hotel. Here, the author’s previous
professional experience from the hotel industry proved helpful. The data and their

collection are described in more detail in section 3.4.
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To deal with the complex process data of a study consisting of multiple levels, in Weick’s
(1979) wording “to make sense of it”, it was recognized that several analytical strategies
would be needed (Langley, 1999). The main analytical strategy was a temporal bracketing
strategy, which was supported by a narrative strategy. The narrative strategy, i.e.
construction of a detailed story from the raw data (Langley, 1999), was applied to organize
and describe the data as a preliminary step toward the actual analysis. Here, interview and
documentary evidence was organized into a narrative form, following a chronological
order. The temporal bracketing strategy (Langley, 1999) was applied by separating the data
into three successive periods (central planning, early transition and late transition) based on
certain discontinuities at their frontiers (the collapse of the Soviet Union and the 1998
financial crisis, respectively'®). The field- and micro-level processes of firm strategies were
then studied within each phase, including an examination of how the macro-level context
affects them. This analytical strategy has proved to be particularly promising for studies
analyzing the mutual influence of actors and their institutional contexts (Langley, 1999;

Schneiberg and Clemens, 2006).

In practical terms, the temporal bracketing strategy was operationalized by using the
technique of analysis of chronological events, frequently applied in case studies (Yin,
1994). First, the data was arrayed into chronological order, allowing identifying certain
time periods marked by important events. In this study, such events were observed in both
macro- and industry-level. Macro-level events were, for example, the collapse of the Soviet
Union in 1991, and the financial crisis of 1998, which crippled the Russian economy.
Among industry-level events, in part resulting from the macro-level changes, were the
dissolution of the Soviet centrally managed tourism organizations and the entry of foreign
hotel management companies on the St. Petersburg market. Second, after constructing a
general chronology of events, the empirical evidence was analyzed more in detail against
the conceptual framework of the study, which had already guided the data collection
process. The chronological stages, identified in the first phase of the analysis, were

described more in-depth by enriching them with company-level practices and structures,

'® The selection of the borderline between the two first periods is somewhat self-evident: a fundamental
change in the institutional context with the collapse of the planning economy. The 1998 financial crisis for its
part is generally considered as a turning point in Russian economic development in studies analyzing post-
socialist development in Russia (see, for example, Puffer et al. 2000).
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and changes in them over time. Finally, in order to allow the analysis of different groups of
enterprises addressed in the research questions (foreign managed, former Soviet and new
Russian hotels), the interview data from each of the groups was handled separately. The
next section will describe in more detail the empirical data of the study, and data analysis

methods used to retrieve the relevant information from them.

3.3 Primary data

The primary empirical data of the study consists of 27 thematic interviews with managers
of St. Petersburg hotels representing foreign-managed properties, former state-owned
hotels, and new start-ups with Russian management. The data collection process started in
autumn 1999, when I designed and conducted a pilot interview with the area manager for
the Commonwealth of Independent States (CIS)!” of a global hotel management company
in Helsinki. The respondent had extensive experience as a general manager in the
company’s hotels in the CIS. The purpose of the interview was to test the validity of and
further develop a set of interview questions, drafted on the basis of secondary data. The
results of the interview both showed that the existing interview questions are of particular

relevance, and also brought up new topics to be addressed in the subsequent interviews.

Between 2000 and 2004 the focus on the research work was on the elaboration of the
theoretical basis for the study, further refinement of the interview questionnaire, and
exploration of alternative ways to undertake the collection of the interview data for the
study. Here, a data collection strategy to overcome the particular challenges associated with
the collection of interview data in transition economies was elaborated. Such challenges are
primarily related to the general reluctance of Russian managers to grant access to foreign
researchers (see, e.g. Liuhto and Michailova, 2000; Michailova, 2004) for fear of revealing
business secrets. A way of overcoming this barrier is to use a local “gate-opener” to grant

access to enterprises (Kosonen, 2002; Liuhto and Michailova, 2000; Michailova, 2004).

"7 The Commonwealth of Independent States (CIS) is the association of 12 former Soviet republics (only the
three Baltic republics did not join it) formed at the end of the Soviet Union in December 1991. In practice, it
has never served as more than a loose-knit association. (Gregory and Stuart, 1998: 436)
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However, although such a person would assist in gaining access, a further challenge is how
to “overcome the liability of foreignness”, i.e. to encourage the interviewee to talk openly

about his or her perceptions to a foreigner.

An additional challenge associated with this study was that it aimed at collecting interview
data retrospectively from the central planning period, which ended already a decade and a
half ago. Given the major restructuring on the enterprise and industry levels since then, the
task of finding hotels where the same management would have been working over the
whole transition period was considered a problematic one. To overcome the challenges
related to the collection of interview data with Russian managers, including the
identification of respondents with knowledge from both central planning and the
transitional period, I decided to employ a local partner to assist in conducting the interviews
with Russian respondents, and to conduct the interviews with foreign managers myself. As

a result, 26 interviews were conducted between December 2004 and April 2006.

The interviewees represented the three groups of hotels outlined in the research objectives
(foreign-managed hotels, former state hotels and new Russian-managed hotels) in St.
Petersburg. The hotels included in the study have different profiles regarding, for example,
size (from mini-hotels to former Soviet “giants” of almost 1000 rooms), level of service
(ranging from budget to 5-star hotels) and level of standardization of the business concept
(independent versus chain hotels and restaurants). As noted earlier in this study, the main
purpose of the interviews with hotel managers was to depict practices and organizational
processes in the enterprises, allowing a comparison on the field level. To ensure that the
interviewees would speak as openly as possible also when responding to delicate questions,
such as corruption related to relations with the public sector, they were guaranteed

anonymity.

The local partner assisting in the collection of interview data was the St. Petersburg office
of the Institute for Comparative Social Research (CESSI), one of the leading institutes in
Russia specializing in socio-economic field studies. Its wide contact networks and solid

reputation in the local market secured access to Russian-managed companies. In addition,
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the nature of the research phenomenon supported the use of local interviewers. In particular
in the case of former Soviet hotels, one of the aims of the interviews was to gain
information on long-term socio-economic developments. Therefore, being a person having
first-hand experience of the Soviet economy and the following developments, was
considered an asset. It allowed the interviewers to pose additional specifying questions on
related concepts. In addition, the language of the interviews with Russian managers was
naturally Russian. Although I am fluent in Russian, a native speaker of the language can
react more quickly to illogical moments in the interviews and ask for specifications.
Moreover, the local resources of the CESSI proved useful also in an unexpected way. One
of the interviewees, a senior expatriate manager of a foreign-managed hotel, preferred to be
interviewed in his mother tongue, German. Although having a good knowledge in German,
I did not find it sufficient to conduct the interview in that language. Hence, the interview

was conducted by a native German speaker at the CESSI.

It should be stressed, however, that the role of the CESSI was limited to the technical
implementation of the data collection, while I carried the responsibility for the design and
guidance of the data collection process. To design and monitor the data collection, I was in
frequent telephone and e-mail contact with the manager responsible for the project at
CESSI before and during the data collection process. The interview questions were
translated into a Russian-language interview manual. The manual consisted of information
on the purpose of the interviews and general instructions on how to conduct the interviews.
In addition, the list of thematic questions to be covered in the interviews was accompanied
by specifications for each question, detailing the information that was sought. An English
version of the manual is enclosed as Annex 1. Before organizing the interviews, the CESSI
staff read and commented on the manual, and respective specifications and alterations were
made after discussing them over the phone and via e-mail. Finally, interviewers were

trained to conduct the interviews.

The preliminary selection of hotels to be included in the study was also my responsibility.
The list of potential hotels to be contacted was composed according to the principles

outlined earlier in this chapter. The hotels were contacted and interviews agreed by the
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CESSI. The interviewees received the list of thematic questions in advance in order to
allow them to accept or refuse the interview, and to prepare for the interview. The
interviews were conducted in the respondents’ premises. The duration of the interviews
ranged from 1 to 2 hours. Each interview was taped and transcribed. In addition to
organizing the interviews with Russian managers, the CESSI also contacted the foreign-
managed properties in St. Petersburg to identify respondents to be interviewed by me.
During this process it was revealed, that the timing of these interviews (December 2004)
was not ideal in the sense that one of the foreign-managed properties had recently changed
its management company and another was in the process of changing its top management.
Therefore, the companies were not in a position to nominate an expatriate manager for the
interview but a Russian manager was interviewed instead. As for the foreign-managed hotel
represented by a director of the real estate company owning the property, his being
interviewed for this study was justified by his position in the hotel. He characterized his
role as that of a “master of ceremonies”, including managing external relations of the hotel
to shareholders, such as the city administration. Moreover, he was able to bring a property
owner’s viewpoint to the study in addition to being informed about the managing
company’s views. Furthermore, I contacted the expatriate general managers of these two
hotels later on when preparing for conducting other interviews with foreign hotel managers
in St. Petersburg in March, 2006. As both of them refused to give an interview, the
“backdoor” access gained to the hotel proved valuable. As access to one of the foreign-
managed properties that opened after the data collection by CESSI (in November 2004)
was denied as well, I eventually interviewed the expatriate managers of two foreign-

managed properties in March 2005.

Hotel enterprises included in the study and respondents

The variety of the hotels included in the study gives a representative picture of the St.
Petersburg hotel industry as a whole. Figures 3-5 and Table 6 present the main
characteristics of the hotel enterprises included in the study, classified according to the
three analytical categories of the study (foreign-managed, former state and new Russian-

managed hotels). For those hotels managed by a management contract, all indicators
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(except property size) are given as during the respective contract. On the contrary, the total
number concerning the attribute “size” equals the number of physical properties included in
this study, i.e. it is lower than the number of interviews where the same property may occur

twice as managed by different management companies.

Figure 3: Size distribution of hotel enterprises included in the study
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The size distribution of the hotels shows the general tendency of moving from large
properties characteristic of the Soviet hotel sector towards smaller and even mini-hotels.
The size of the former state hotels varies from 133 to 1200 rooms, whereas new Russian-
managed hotels comprise mini-hotels with less than 20 rooms to properties with ca. 150
rooms. The size distribution of the foreign-managed properties is even greater, ranging

from 164 to 436 rooms.

Figure 4: Category distribution of hotel enterprises included in the study
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The three groups of hotels differ also with regards to category. The majority of the former
state hotels represent the 3-star category, whereas all of the foreign-managed hotels are
situated in the 5-star segment. The new Russian-managed hotels form a more

heterogeneous group in this respect as they are located in all categories.

Figure 5: Age distribution of the hotel enterprises included in the study
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The age distribution of the hotels shows clearly the increased activity in the hotel sector
during the late transition. Most of the former state hotels were opened in the 1970s, which
was a decade of intensive hotel construction in the Soviet Union. Three of the foreign-
managed hotels were opened in the early 1990s, whereas the next wave of foreign openings
started only in 2001. Most of the new Russian-managed hotels were also opened in the

early 2000s, but the sample includes two “pioneers” opened in the early 1990s as well.

Table 6: Ownership and operation mode of the hotel enterprises included in the study

Property ownership and | Property with Property with | Private Private
operation mode** city share, city share, property, property,
owner-managed | management owner- management
company managed company
Former state hotels 6 - 4
Foreign-managed hotels - 3 - 4
New Russian-managed hotels - - 10 -

* For foreign management companies, year in which the management contract was concluded

** The situation at the time of the interview — city sold off its stakes soon afterwards
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Three of the foreign-managed hotels were opened in the early 1990s as joint ventures
between foreign investors and the city government, whereas four were partnerships
between a private property owner and a foreign management company. The former state
hotels and new Russian-managed hotels are all owner-managed. One hotel in each group is
affiliated with an international hotel consortium. At the time of the interviews, the St.
Petersburg city government still held shares in six of the former state hotels whereas new

Russian-managed hotels were all in private ownership.

Although the study is of a qualitative nature and does not aim at statistical generalizability,
some remarks are in order about how well the group of hotels included in the study
represent the total population of hotel enterprises in St. Petersburg. First, according to
statistics compiled by the St. Petersburg city government, the total number of
accommodation facilities registered as hotels is ca. 135. Therefore, the 25 hotels included in
the study comprise almost a fifth of the industry. Second, the study covers the main types
of accommodation facilities according to size, category and type of ownership and hence
can be viewed as giving a good picture of the industry as a whole. As regards foreign-
managed properties, the study gained interview data from five of the total six of them in the

city.

The interviewees represent the top management of the hotels, with the majority of them
holding the post of general manager. As the interviewees were guaranteed anonymity, a list
of interviewed persons cannot be provided. However, a list of “profiles” of the interviewees
by attributes, such as position, industry experience and type of employer is provided in
Annex 2. The reason for selecting top managers as interviewees was that the aim of the
interviews was to gain a comprehensive picture of the operations, including both strategic
and operative issues. 23 of the respondents are of Russian nationality, two of them
representing a foreign management company and one the Russian owner of a foreign-
managed hotel. Four respondents were expatriate managers of international hotel
management companies. The interviews with three of these respondents were carried out in
English, and one in German at the request of the interviewee. This interview was carried

out and transcribed by a native German speaker.
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Due to the high turnover of hotel managers in St. Petersburg, the most challenging task
appeared to be finding respondents that would be able to answer questions regarding the
Soviet period. However, after a lengthy search, CESSI managed to find a number of such
persons. Table 7 summarizes the industry experience of the interviewees as regards the time

period covered in the study.

Table 7: Industry experience of the interviewees in the study, number of persons

State socialism | Early transition | Late transition
(until 1991) (1991-1998) (1998-2005)
Former state hotels 5 7 10
Foreign-managed hotels - 3 7
New Russian-managed hotels 1 3 10
Total 6 14 27

As shown in the table, a good half of the respondents were able to describe the early
transition period in addition to the current situation. Such persons were found in each
category. In addition, there were five former Soviet hotels, managed by persons with
management experience from the Soviet period. In four cases the manager had no personal
managerial experience from the hotel sector in the Soviet era but was able to talk about it
thanks to knowledge gathered in, for example, post-graduate studies. Only in two cases was
the interviewed manager of a former Soviet hotel unable to comment on the questions

related to the Soviet period due to his young age and short experience in the industry.

Content of the interviews

The interview guide (Annex 1) consists of two sets of thematic questions. The first one was
tailored for each of the three groups separately, having a somewhat different emphasis. The
second one comprised common questions posed to all three groups. The aim of the
interviews was to gain rich descriptions of the hotel industry development over time,
comprising first, the “production process” of individual hotels, i.e. different functions such
as human resource management, supply and marketing, and the respective organizational
structure and second, the hotels’ practices applied in their relations with institutional

constituents in their environment, such as the city government and professional
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associations. The interview questions touched upon both facts concerning the operations,
such as What is the operation mode of the hotel? and respondents’ perceptions, such as

Have professional associations in your opinion an impact on the industry's development?

The questions tailored to each of the three groups, addressed the development of operations
over time. First, the respondents representing the former state hotels were asked to describe
the hotel operations in the Soviet Union, and the changes incurred by the economic
transition. The questions regarding the Soviet period dealt with both daily management
issues, and the organization of hotel operations in the Soviet planning system. The effects
of the economic transition were touched upon both on the strategic and operational levels,
dealing with issues such as changes in the ownership mode and changes in the hotel’s
operational structure, respectively. Second, interviewees at foreign-managed hotels were
asked about their entry process to the St. Petersburg market, and the subsequent adaptation
of operations to the local context. Third, interviewees at new, Russian-managed hotels were
asked to describe the opening process of the hotel, and the organization of operational

functions.

The second set of questions, common to all three groups of respondents, addressed the
institutional developments of the industry. It comprised mostly questions about the
respondents’ perceptions of various issues. The topics ranged from general problems of

hotel management in today’s Russia to the respondents’ perceptions of corruption.

Other primary data

In addition to interviews, I benefited from my personal observations of the phenomenon.
While staying in several different Russian hotels during her business and private trips to
Russia during the research process (i.e. from 1999 to 2006), the researcher utilized the
opportunity to make observations from a customer’s and industry professional’s viewpoint.
The frequency of trips was from 2 to 3 per year, i.e. approximately 20 in total. During the
hotel stays, notes were made on the condition of the physical premises of the hotels,

equipment in the rooms, the quality of the breakfast, organization of front-office functions,
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the service attitude and language skills of the staff, and services offered by the hotels. This
anecdotal evidence served as additional data to allow tracking, for example, the legacies of

the Soviet service style in the hotels.

The primary empirical data was supported by rich documentary evidence consisting mainly
of newspaper and journal articles published in Russia. These data are the subject of the

following section.

3.4 Secondary data

The documentary evidence used in the study consists of articles in Russian newspapers and
professional magazines focusing on the developments in the hotel industry in Russia and in
St. Petersburg in particular, as well as of reports composed by industry observers, such as
investment agencies and consulting companies. In addition, local industry-level statistics

were utilized to gain an overall picture of the development dynamics of the hotel industry.
The bulk of the data, newspaper and journal articles, comprises 238 items published in
media, available on the Internet, between 1994 and 2005. The main data sources are listed

in the following table.

Table 8: Main documentary data sources

Publication name Publication type Language Period
covered

The St. Petersburg Times | Bi-weekly newspaper English 1994-2005

Turisticheskii Biznes Monthly magazine for tourism | Russian 1999-2005

. . indus rofessionals
(Tourism Business) try p

The Moscow Times 5 times a week newspaper English 1994-2005

Fontanka.ru Online Internet news from Russian 2000-2005

St. Petersburg
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The data was systematically collected during the research process, which started in 1999. In
addition to regularly following the media, retrospective data was collected in the
publications’ searchable database archives. In order not to limit the data too narrowly in
advance, a general search word “hotel” was used for the English-language sources.
Respectively, in Russian-language sources articles were sought using “gostini*”, allowing
me to find in the text the words “gostinitsa” (hotel) and its adjective form “gostinichnyi”.
After retrieving the articles, they were reviewed and if found relevant, printed out,
numbered and filed. At the early stages of the research process, also other Internet-based
media, such as Russian-language news services, were followed. However, it soon became
evident that the coverage of the selected publications of industry developments is rather
comprehensive, and other sources provide little additional information. Therefore, it was
decided to focus on the selected media and complete the documentary evidence with more
focused searches from time to time. In order to gain as comprehensive a picture on the
relatively little-researched phenomenon, the material comprises articles on only the St.
Petersburg hotel market, but also on country-level developments and the Moscow hotel
market. The latter was used as a benchmark in the study, when looking for development

patterns specific to St. Petersburg.

The articles were processed following a two-stage approach. First, all the articles were read
and numbered. Each article was identified with 2-3 keywords based on the information
contained. Second, articles of most relevance for the study, i.e. those focusing on the St.
Petersburg hotel industry, and articles addressing industry practices in Russia (e.g. human
resource management) as well as developments in the institutional environment (e.g. the
introduction of a new rating system), were analyzed in more detail. These articles were
organized in an Access database to structure the data and to make subsequent references to
it easier. The articles were classified into seven groups, covering different issues relevant to
the hotel industry institutional development. The groups and issues addressed under them

are summarized in Table 9.
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Table 9: Classification of the documentary evidence

Category Issues covered

Formal industry regulation Development of legislation

City ownership policy, incl. privatization

Ownership structure Auctions of city shares in properties and respective ownership
changes

Ownership disputes

Statistical indicators Performance indicators of hotels

Developments in the number of hotels

Investment projects Planned hotel projects
New openings, including foreign entries

Problems in hotel development

Business and management Experiences of foreign management companies in the
practices Russian market

“Success stories” of Russian hotels

Institutional constituents’ actions Development of industry standards

Functioning of industry associations

Tourism development Development in tourist flows

Obstacles for tourism growth

In sum, the reviewed sources give comprehensive information on the formal and informal
institutional development of the St. Petersburg hotel industry. In particular, this includes the
development of the field-level institutional pressures, and to some degree organizational
responses to them. Moreover, it covers macro-level issues relevant to the hotel industry,

such as federal legislation concerning hotel operations.
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3.5 Evaluating the research design

After describing the research design and data collection process, this chapter concludes
with an evaluation of the reliability and validity of the study. The criteria applicable to
descriptive and exploratory case studies'® includes two measures for validity, and one for

reliability (Yin, 1994).

The construct validity means establishing correct operational measures for the concepts
being studied (Yin, 1994). To increase the construct validity of the study, the three tactics
recommended by Yin (1994) were applied. First, multiple sources of evidence were used
during data collection. This allowed the researcher to verify the information by
triangulating the evidence from different sources. Consequently, the validity of the
constructs selected to study the change process was supported during the data collection
process, as multiple sources repeatedly pinpointed the same issues relevant to the
development of the St. Petersburg hotel industry. Also, after the majority of the interviews
were analyzed, a saturation point was identified where new interviews brought little new
information. Second, a chain of evidence was maintained to increase the reliability of the
information in the study. This was done by presenting the empirical evidence in its original
form to the extent as possible, including direct quotations from the interviews. Moreover,
citations of the data sources (such as interviews and newspaper articles) were used to allow
the reader to follow the derivation of evidence from initial research questions to
conclusions (Yin, 1994). Also, specific attention was paid to the construction and
maintenance of the database in a proper manner, and the case study protocol was composed
in a manner that supports the initial study questions. Finally, the empirical part of the
manuscript was read and commented on by a Russian person with insider knowledge on the

St. Petersburg hotel industry to verify the chain of evidence.

The external validity in case studies measures the generalizability of the research results to
other cases. In contrast to some other research methods such as surveys, which aim at

statistical generalization, external validity in case studies is of an analytical nature (Yin,

18 For the other types of case studies (explanatory and causal) there is also the criterion of internal validity to
assess the validity of the causal explanation developed in the case.
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1994). In analytical generalization, the researcher is striving to generalize a particular set of
results to some broader theory (ibid). This study aimed at advancing the institutional view
of business strategy in transition economies with the in-depth investigation of a single case
on the one hand, and contributing to the development of constructs of institutional
organization theory with evidence from a unique empirical context on the other hand.
Therefore, the conceptual framework developed for this study can be applied to other

sectors in transition economies as well.

Finally, the reliability measure aims at minimizing the errors and biases in a study (Yin,
1994). Reliability is achieved by a careful documentation of the procedures followed during
the study, which should allow the repetition of the study by another investigator. In this
study, the main concerns related to the reliability were associated with the outsourcing of
interview data. As mentioned above, the reliability of this study was increased by the
training of the interviewees including discussion of the key concepts and purpose of the
interviews, and also by the use of a case study database, where all evidence was collected
and classified. Another factor to be taken into account when assessing the reliability of the
study is the language of the empirical data. As the majority of the data used in the study are
in a language foreign to the researcher (English, Russian and German), its interpretation
was a potential source of biases. Errors and biases in this respect were minimized by
discussing the meaning of concepts and expressions unfamiliar to the researcher with native

speakers.

After having presented the data and methodology of the study, the dissertation now moves
on to the empirical analysis, which is divided into three chapters. As discussed in Chapter
2, the empirical description is structured by analyzing the nature of institutional change at
each level of the analysis (macro-, industry- and enterprise levels) in turn. This is done
through temporal bracketing of the data into three distinctive time periods, i.e. central
planning until 1991, early transition from 1991 to the 1998 financial crisis, and from the
1998 crisis to 2005. Hence, the empirical description starts with Chapter 4, which illustrates
how the formal and informal elements of the macro-level institutional context in Russia

changed during the transition from central planning towards a market economy. Next, field-
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level institutional pressures in the St. Petersburg hotel industry and changes in them are
discussed in Chapter 5 by describing the sources and nature of coercive, mimetic and
normative isomorphic pressures in the three time periods under investigation. The
description of the empirical data concludes with Chapter 6, which illustrates foreign-
managed, former state-owned, and new Russian-managed hotels’ strategic responses

regarding structure and practices in the different time periods.
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4 Macro-level institutional change in Russia: From central

planning towards a market economy

Building on North’s (1990) conceptualization of a national-level institutional framework,
this chapter describes the development of formal and informal institutional constraints in
the Russian economy in transition. The starting point is the institutional framework of the
command economy, which prevailed until the collapse of the Soviet Union in 1991.
Although there were attempts to reform the economy during the Soviet period (Sutela,
1983; Nove, 1986; Petr, 1990) the institutional framework in this period can be considered
as relatively stable as it was governed by principles of state socialism and central planning
until the disintegration of the Soviet Union in 1991. In contrast, the post-socialist period
under investigation in this study (from 1991 to 2005) was characterized by major changes
in the macro-level institutional environment. The early years of transition were
characterized by a series of market reforms such as the privatization of state property, and a
struggle with macroeconomic problems such as high inflation inherited from the socialist
period (Sutela, 2003; Boycko et al., 1996; Aslund, 1994). As the transition proceeded,
problems in the Russian macro-economy mounted, eventually leading to a major financial
crisis in August 1998"°. The crisis can be considered a major watershed in the post-socialist
transition in Russia, as after an initial paralysis the Russian economy started to grow
rapidly. This was in part due to a devaluation of the ruble, which increased the
competitiveness of local producers vis-a-vis imports and also due to a growth in state
revenues as a consequence of rising world prices for oil. In contrast to the early transition,
when the main focus on the macro-level was on implementing market reforms, the late

transition was a period of stabilization and further development of market institutions.

By its nature, the systemic change from a centrally planned to a market economy is a
multidimensional phenomenon, where political, economic and social processes are
intertwined. The total transformation that took place in Russia and the former socialist

countries of Central and Eastern Europe was unique in world history, both in terms of its

1 For a detailed discussion of the nature and origins of the crisis, see e.g. Rutland, 1999b, Sutela, 1999b.
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peaceful nature and its speed (Kornai, 2006). A comprehensive analysis of all dimensions
of the transformation in Russia is beyond the scope of this study. Rather, the discussion of
institutional elements of post-socialist change focuses on those institutions that have an
impact on enterprise strategies, such as the reorganization of ownership. In addition, as
economic reforms in Russia are politically rooted, the main political landmarks in Russia’

transition towards a market economy will be briefly reviewed.

4.1 The Soviet institutional framework until 1990

As discussed earlier in this study, the primary formal and informal constraints in centrally
planned economies include the central planning regime and bureaucratic control, as well as
networks and personalized exchange, respectively (Peng, 2000a). The central planning
regime asserted an overwhelming effect on firm behavior, strictly defining every aspect of
enterprise activity. To monitor and control the execution of the plans, the economic system
was ruled by power relations and bureaucratic controls (Peng, 2000a). Hence, the Soviet
economy was based on a top-down hierarchy, coordinating plan implementation and the
allocation of resources. The planning system, however, was far from perfect, thus creating a
need for informal rules such as network contacts that were extensively used to cope with
the deficiencies of the planning system (Peng, 1994). Moreover, a key feature of the Soviet
Union as a socialist economy was state ownership of enterprises and other factors of
production. The next section describes the main elements of the formal institutional
framework for enterprise operations in the Soviet Union, which provided the macro-level

institutional context for hotel operations as well.

4.1.1 Formal institutions: central planning regime and bureaucratic control

As any economic system, the Soviet economy was a set of organizational arrangements

established for the purpose of allocating resources in a particular setting (Gregory and

Stuart, 1998: 98). In the Soviet Union, the mechanism for allocating resources was the
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central planning regime, combined with state ownership of all factors of production from
natural resources to enterprise premises and equipment. Moreover, all land belonged to the

state, which allocated state enterprises rights to its usage (Bonneville, 1996).

In order to implement the planning, a complex administrative bureaucracy was needed. It
was a nationwide vertical chain of command with the Politburo of the Communist Party of
the USSR at the top and individual workers at the bottom (Shekshnia and Puffer, 1996;
Sutela, 1983; Gregory and Stuart, 1998). The Communist Party itself was an octopus-like
structure with its numerous state-level committees and their departments, and the respective
organs at regional and local levels. Below the Politburo, which was responsible for the
general direction of the economy and economic policies, there was a vast economic
bureaucracy charged with executing and monitoring economic policy (Gregory and Stuart,
1998; Nove, 1986). This bureaucracy included the economic departments of the
Communist Party, the state planning apparatus, the industrial ministries, the trusts (which
were intermediate between the ministries and the enterprises), and finally the state
enterprises. Of the state committees subordinated to the Communist Party, the most
important were Gosplan (the state planning committee), Gosbank (the state bank), Gossnab
(the state committee for material technical supply), Gosstroi (the state committee for price
setting, Minfin (the ministry of finance), and 7sSU (the central statistical administration).
(Gregory and Stuart, 1998)

The concept of planning in its Soviet context entailed both long-term and short-term
planning. The former, the best known of which was the 5-year plan, “translated” the
general objectives of the communist leaders into a concrete plan to be fulfilled by a certain
date in the future. This plan was operationalized with short-term plans (such as annual and
quarterly plans) detailing all outputs and inputs needed to meet the objectives of the long-
term plan. Here, the various organs listed above had their own roles: Gosplan was
responsible for keeping the overall balances, i.e. ensuring the balance between inputs
allocated vis-a-vis production quotas. (Nove, 1986) It determined what products should be
produced, in what quantities, and by what enterprises, and sent the plans to industrial

ministries who oversaw their execution in enterprises (Shekshnia and Puffer, 1996).
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The allocation of resources was a complex procedure, involving Gosplan, Gossnab and
ministries. There were zayavki (applications for inputs) that were channeled to the resource-
allocating organs from enterprises via the respective sectoral ministries. These applications
were aggregated and “balanced” to fit the plan, and materials and other inputs (fondy)
allocated accordingly. In general, the inputs were channeled to enterprises via ministries,
but the final decision-making power for the use of resources was with Gosplan and
Gossnab. (Nove, 1986) Correspondingly, the realization of the plan was controlled by the

state organs against previously defined output targets.

During the Soviet era, the performance indicators for enterprises varied from gross output
to gross sales, each being of a quantitative nature, as a consequence of which the quality of
goods and services was of secondary importance (Nove, 1986). Furthermore, the low
efficiency of production was a problem, which was fought by the Soviet leaders with
reforms attempting, for example, to rationalize guidelines for the evaluation of economic
performance. These reforms, however, did not provide the planned outcomes and were
gradually abandoned. (Sutela, 1983; Nove, 1986; Petr, 1990) Moreover, an important
measure intended to improve performance was sochialisticheskoe sorevnovanie (socialist
competition), which was a system of prizes and social privileges that encouraged all levels
of the economy from sectors to individual workers to fulfill plan targets (Marnie, 1986;
Kosonen, 2002). Moreover, there was a system of managerial rewards to direct Soviet
managers to achieve plan fulfillment. Such bonuses were also paid based on the short-run

achievement of output targets. (Gregory and Stuart, 1998).

In addition to material resources, also the supply of labor was centralized in the Soviet
Union. The planning system included the determining of enterprises’ labor requirements
and wages. Also, the state (i.e. the Soviet Ministry for Education) was responsible for
planning the education system in a way serving the national economic objectives. From the
very beginning of the socialist regime, the main accent was put on the industrialization of
the country and in particular heavy industry. Services and consumer goods production were
of less importance. Consequently, the educational system emphasized science, engineering

and technical specialties, whereas entry to the humanities was restricted (Gregory and
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Stuart, 1998). Moreover, due to socialist ideology, recruitment criteria were not solely
based on education and professional qualifications, in particular as regards managerial
positions. Party loyalty was a major criterion for promotion to higher managerial positions
(Shekshnia and Puffer, 1996) as enterprise managers had also party duties and positions in
the local municipal administrations (Melin, 1996). A central feature of the socialist
approach to labor was that a variety of social policies were implemented on the enterprise
level, including full employment, which guaranteed a job to all citizens (Puffer et al. 1996).
Due to the priority given to full employment, losing one’s job was in practice highly
improbable (Marnie, 1986; Smith, 1998 on the principle of job tenure). Finally, a wide
range of social benefits such as housing, daycare and recreational facilities were provided

by enterprises (Shekshnia and Puffer, 1996).

The role of enterprises and their managers in the central planning system was to fulfill
orders dictated from above. Hence, enterprise managers had no decision-making freedom
over strategic questions, such as product mix, pricing, customers, suppliers, distribution, or
competition. Furthermore, no cash was exchanged among enterprises to pay for goods or
services. Such transactions were taken by the planning bureaucracy. Also, investment
decisions were made centrally, therefore enterprises had no decision-making power over

the use of the revenues generated by them. (Puffer et al., 2000)

In addition to the national production system, also the foreign economic relations of the
Soviet Union were centrally administered. In other words, foreign trade and other economic
activity were the monopoly of the Ministry of Foreign Trade and of its foreign trade
corporations (Katila, 1985; Nove, 1986: 280). Therefore, foreign enterprises engaged in
Soviet trade had no direct contact with Soviet enterprises. In addition, foreign ownership
was not allowed in any form in the Soviet Union until 1987, when a law on joint ventures
between state enterprises and foreign partners came into force (Geron, 1990). Therefore,
foreign enterprises’ operations with the Soviet Union were limited to trading goods and
projects in, for example, construction. Often, these were arranged in the framework of
national-level bilateral trade agreements. Due to the lack of a right to establish a foreign

business presence in the Soviet territory, customer services such as hotel business were
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excluded from the Soviet-foreign trade system until the legislative reform on joint ventures
in 1987. Some foreign-Soviet joint ventures were established after the reform also in the
hotel and tourism sector. For example, the Finnish national airlines Finnair entered into a

joint venture with Inturist in 1989 to run the Savoy hotel in Moscow?

4.1.2 Informal institutions: networks and personal relations

After having reviewed the basic features of the formal institutional framework of the Soviet
economy, the analysis moves to describing its main informal institutional constraints:
networks and personalized exchange. Such arrangements were used to complement the
shortcomings of the formal institutional framework, i.e. central planning and administrative
control. The task faced by the planning organs in the Soviet Union could be called “mission
impossible”, due to the complexity of coordinating a nation-wide economic system down to
its smallest detail. The major difficulty in the planning system arose from the fact that
different elements of the plan failed to cohere, and that when the current plan was amended
(which often happened) this was not done systematically (Nove, 1986). For instance, the
output plan was changed without analogous changes in the supply, finance, or wages plans.
Moreover, the socialist approach to labor including full employment and a low-paying,
egalitarian reward system resulted in overstaffing, inefficiency, low motivation, and
products of poor quality (Puffer at al. 1996). A standard way of compensating the
qualitative and quantitative shortage of labor was “labor hoarding” (Hanson, 1986: 83), i.e.
Enterprises retained excess workforce as a reserve for “bad days and moments” (Kosonen,

2002).

The shortcomings in the economic planning resulted in an economy of shortages (Kornai,
1992), where the planning system could not meet the demand for either supplies for
enterprises or consumer goods. To cope with this situation, personal networking had a
central role (Ledeneva, 1998; Kosonen, 2002; Lonkila, 1999). The Soviet socio-economic
system has been characterized as “an economy of favors” (Ledeneva, 1998), where blat

connections were used to obtain scarce commodities. Blat refers to a reciprocal system of

% See the Finnair group’s history at http://www.finnairgroup.com/group/group 14 3.html.
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personally exchanging services and commodities to compensate the shortage of consumer
goods and various services (e.g. Berliner, 1968). In addition, blat connections were often
associated with the recruitment of personnel and managers to prestigious positions. A
central feature of blat connections was that it provided access to public resources through
personal channels. (Ledeneva, 1998; Kosonen, 2002) A central element of the blat system
in the Soviet economy was that it did not include monetary exchange, which distinguished
it from bribery (Ledeneva, 1998). Often, blat implied a long chain of connections,
composed of series of dyadic relations. Consequently, the person who performed the last
favor in the chain did not always know and meet the originator of the request. (Ledeneva,

1998)

In addition to individual purposes, personal blat connections were used for “smoothing the
work of the enterprise” as well (Berliner 1968: 197). Enterprise managers, who were
pushed to meet the output targets, resorted to the informal practice of networks and
personal relations to cope with the shortcomings of central planning (Nove, 1986). Here,
the folkach was a person whose role was critical: “He was the “pusher”, expediter,
unofficial supply agent, who nags, begs, borrows, bribes, to ensure that the needed supplies
actually arrive” (Nove, 1986: 95). For example, a Soviet confectionary factory received
two-thirds of its sugar through folkaches (Kosonen, 2002). In addition to getting more
factors of production, the role of folkaches included bargaining with state authorities to
lower output targets (Ledeneva, 1998). Persons carrying out folkach activity were included
in the enterprise payroll under formal job descriptions, such as engineers or as employees in
the supply department. They were usually compensated for their extra services in the form

of prizes and social privileges. (Kosonen, 2002)

In addition to obtaining supplies from the central supply base, Soviet enterprises also
resorted to unofficial barter. In other words, they exchanged supplies and machinery
among themselves beyond the plan. However, although being unofficial, such barter could
be done openly by advertising even in the planning organs. (Nove, 1986: 96) In some
enterprises it was institutionalized to such a degree that they purportedly devoted part of

their excess production for barter purposes (Kosonen, 2002). The open nature of barter
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distinguished it from black market activity (or the second economy), which flourished
beneath the surface of the official planned economy as well. Black market transactions were
different from blat exchange in the sense that they were based on bribery, or monetary or
in-kind compensation (Gregory and Stuart, 1998). Both individuals and enterprises
participated in such activity. For example, a physician would treat a patient for a fee outside
traditional medical channels, or production organizations such as construction enterprises
would perform activities for private gain outside the plan. Such activity was motivated by
personal gain on the one hand, and by the necessity to resort to the second economy to get
needed services that could not be provided by the official economy on the other hand.

(Gregory and Stuart, 1998)

An important dimension in Soviet-era blat and other exchange relations was that they were
highly personalized, i.e. based on friendship or trust developed through a long business
association (Salmi, 1995: 88). However, although the exchange of favors and goods
initiated and maintained friendship for their part (Ledeneva, 1998), great care was taken in
cultivating the friendship by means of little gifts (Berliner, 1968: 192). A strict line was
drawn to separate such small gifts from bribes. A box of chocolate or a bouquet of flowers
for a person’s birthday was considered as a gesture of attention (znaki vnimaniya) to invest

in keeping up good relations rather than as a means to get immediate gain.

The informal networking practices, such as blat connections and the services of tolkaches
were also applied in the Soviet hotel industry, as is demonstrated in Chapters 5 and 6.
Although being informal institutions created and/or maintained by the formal institutional
framework of central planning, these practices proved useful in the post-socialist transition
as well. The next section discusses the changes brought to the institutional framework in
the Russian Federation by the dissolution of the Soviet Union and its central planning

regime.
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4.2 Institutional framework in the early transition: between plan and market

The dissolution of the Soviet Union in 1991 was the ultimate consequence of a series of
major events that swept throughout the former socialist bloc of Central and Eastern Europe
in the late 1980s, and led to the rejection of the socialist planning system in these countries.
The reform process was triggered by the fall of the Berlin Wall in 1989, which for its part
was a consequence of the loosening of the Soviet Union’s grip on its former satellites. A
central role in this process was played by Mikhail Gorbachev, who became General
Secretary of the Communist Party of the Soviet Union in March 1985. Although the need to
reform the ill-functioning economic system in the Soviet Union had been a persistent theme
in the Soviet political discourse since the Second World War, it was the introduction of
Gorbachev’s perestroika policy that gave a boost to the reforms (Gregory and Stuart,
1998). These macro-level reforms, however, has little effect on enterprise behavior (see,
e.g. McCarthy and Puffer, 1996; Kosonen, 2002). This can in part be explained by open
resistance and partly by the inertia of old practices (Kosonen, 2002). Ironically, Gorbachev
aimed at reforming the economic system within the socialist regime —creating “socialism
with a human face”, but at the end his ideas led to the abandonment of the central planning

in favor of market economy.

After some years of the perestroika policy, the final shift from economic reform to
transition towards market economy took place in 1990 when the so-called Presidential Plan
with such a goal was introduced by advisors of Gorbachev and Boris Yeltsin, who was at
the time President of the Soviet Federative Socialist Republic of Russia (Gregory and
Stuart, 1998). The transition was accelerated mid-1991, and Yeltsin gained power also on
the national level after the failed coup in August 1991.*' The final nail in the coffin of
central planning was the dissolution of the Soviet Union on 1.1.1992. Real change on the

enterprise level started only then (Kosonen, 2002). The following section presents the main

2! The coup was an attempt by a group of Communist Party conservatives to oust Gorbachev. Boris Yeltsin
led the resistance, which eventually led to the failure of the coup after 3 days. Although Gorbachev formally
kept his position as the Soviet leader, political support had shifted towards Yeltsin. This development
eventually led to the official dissolution of the Soviet Union from 1.1.1992, after several of its former
republics had declared independence. (Gregory and Stuart, 1998)
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institutional reforms associated with the transition from the centrally planned economy to a

market-economy-based system in the Russian Federation.

4.2.1 Formal institutions: shock without therapy?

The leaders of newly independent Russia, as well as their counterparts in the former
socialist economies of Central and Eastern Europe, had an enormous task ahead as a
transition from central management to a market economy had not happened earlier in
world history. Therefore, there were no guidelines to follow. Moreover, due to political and
social tensions created by the collapse of the old system, it was generally thought that as
much change as possible had to be pushed through as fast as possible in order to make the
transition irreversible (Sachs, 1990; Blanchard et al., 1994; Fischer, 1994). Otherwise, there
would be the risk either of leaving the society in a quandary between two systems or
perhaps even returning it to socialism. (Sutela, 2003) Such an approach was called “shock
therapy” due to its drastic nature, and later on ironically “shock without therapy” as it did

not lead to as quick an adoption of the market economy as it was expected.

A common agreement on a transition agenda for the former socialist countries of Central
and Eastern Europe emerged at the very beginning of the 1990s. This reform program was
labeled the Washington Consensus due to the location of its main advocates, the IMF, the
World Bank and their largest financier, the US Treasury. The consensus was firmly based
on a belief in the market economy and the benefits of opening up to foreign competition,
stressing the need for liberalization, stabilization and privatization as key elements in
transition. (Sutela, 2003) This approach focused heavily on macroeconomic policies,
postponing questions of market regulation and institution building to a later date. This was
in part justified by the fear that increased state control would allow communist
reactionaries to re-impose a state-controlled economy. Moreover, it was assumed that the
institutional infrastructure necessary for a market economy was either in place already or
could be built quickly either on Western blueprints or by the new Russian elites. (Rutland,

2001a)
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Of the three first-generation privatization policies, liberalization and stabilization aimed at
reforming the institutional framework of the Russian economy on the macro-level, i.e.
providing the basic conditions for a market-based economy to develop. Liberalization
meant lifting restrictions on business activity, both domestic and international (Rutland,
2001a; Hirvensalo, 1996). This included liberalization of prices, entrepreneurship, trade and
payments, i.e. moving from the centralized governance of economic activity to a market-
based system, where prices would be determined by the market and entrepreneurs would be

free to establish and conduct trade and other economic activities (Sutela, 2003).

Stabilization involved the introduction of a convertible currency and the conquest of
inflation, based on the argument that without stable money the price system couldn’t work
effectively and investment would be severely constrained (Rutland, 2001a; Hirvensalo,
1996). Stabilization had two macro-economic dimensions: First, to abolish the monetary
overhang (i.e. monetary supply exceeding demand) inherited from the Soviet era, and to
control the money supply. The first problem solved itself by the inflation following the
liberalization of prices. To control the money supply and associated budget deficit was a
more challenging task. The creation and maintenance of tight fiscal policy to cut budget
expenditures was difficult in the post-socialist conditions, as the Russian state had inherited
large and diverse social commitments. (Sutela, 2003) At the same time, a taxation system
consistent with a market economy had to be created to ensure the revenue side of the
budget. Due to the complexity of this task, tax revenues did not cover budget expenditure
(Sutela, 2003). As a consequence, high budget deficits and consequently high inflation
persisted in Russia for the first half of the 1990s.

Of the three key elements in transition measures, privatization had the most direct impact
on enterprise operations. As noted in the previous sections, private ownership was
practically not allowed in the Soviet Union®. Therefore, in addition to liberalizing
entrepreneurship on the policy-level, measures had to be taken to transfer state enterprises
to private ownership. This process had gradually started in the late years of perestroika

from 1989-1991 as “spontaneous privatization” (Rutland, 2001a; Summanen, 1995). This

22 Exceptions to this were small cooperatives and leasehold enterprises operating mainly in retail and personal
services, which were allowed in the late 1980s, and small-scale private farming.
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included both the transfer of state property into private hands either free of charge, or at a
nominal value, and the use of state property such that the management and/or other levels
of the hierarchy retains the residual income for its own use. The roots of such behavior
were in the economic liberalization of 1988-1987, after which the state loosened its grip on
the enterprises. (Summanen, 1995). As a result, former Soviet nomenklatura consisting of
the elite members of the Soviet economy, such as the Communist Party and the Communist
youth league Komsomol, was able to make fortunes and become oligarchs with a great deal

of control over the economy.

The official privatization in Russia involved both small-scale and large-scale privatization.
In small-scale privatization shops and small enterprises were sold as proprietorships for
cash, usually by local governments. (Boycko et al., 1996; Kosonen, 2002) The large-scale
privatization occurred in three stages. The first stage, so-called voucher privatization,
started in 1992 as every Russian citizen received privatization vouchers. The vouchers
could be sold, invested in voucher privatization funds or used to buy shares in a company.
The distribution of vouchers was started in October 1992. After being turned into joint-
stock companies, enterprises could proceed to auction their shares against vouchers. In
addition, employees and managers were given an opportunity to acquire ownership shares,
often at preferential prices in “closed subscriptions” (Gregory and Stuart, 1998). Finally, in

many cases the government maintained significant ownership in privatized enterprises.

The aim of the summer 1992 privatization program was that after voucher privatization the
state would auction off, for money, the remaining state-owned shares. They often amounted
to 20-30 percent of the total shares of a company. This second phase of large-scale
privatization, the sale of equity, was meant to attract major investors into the economy. The
budget would also receive much-needed revenue. This part of the program, however, failed
due to a lack of potential buyers and insider resistance. The failure of privatization tenders

was one reason why the government changed its strategy in late 1995. (Sutela, 2003)

The third stage of privatization took place in 1996, as the government opted for a loans-for-

shares scheme whereby the remaining state shares in twelve large natural resource
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companies were pledged to private banks against credits. These credits were used to finance
both a growing budget deficit and Yeltsin's presidential campaign in June 1996. The
expressed intention was that the state would later sell the shares it owned and pay back the
credits, so that any profits would be shared with the banks. Everybody probably understood
from the beginning that this would never take place. The state never paid back the credits,
and the equity of these major companies was now held by the banks. They could proceed to
sell them. They were also anxious to sell the equity either to themselves or their owners.
This process contributed to the formation of what became known as financial industrial
groups (FIGs) including banks, industrial and infrastructure companies, and often also
media companies, thereby further strengthening the position of the oligarchs in the

economy and also in politics. (Puffer at al., 2000; Rutland, 2001b; Sutela, 2003)

Liberalization, stabilization and privatization are often called first-generation transition
policies, aimed at providing relatively quickly many of the basic institutions of a market
economy. However, from an enterprise viewpoint, much more was needed to replace the
Soviet planning system with a functioning market-based system. As summarized by Peng
(2000a: 47), the major formal constraints during the economic transition were the lack of a
credible legal framework, the lack of a stable political structure, and the lack of strategic

factor markets.

A central feature in the formal institutional framework of a market-based economy is a
well-defined property-rights-based legal framework. (Peng, 2000a) In the post-socialist
context, such a framework had to be created basically from scratch, as the task of defining
exchange relationships among economic actors was taken in the planned economy by the
state bureaucracy. (ibid) In addition, as virtually everything was owned by the state, there
was little need for commercial laws. The legal framework for the Russian market economy
was set by the 1993 Russian Constitution, and the Civil Code that was passed in the
following year (Gregory and Stuart, 1998). The latter included the basic regulation for
business and entrepreneurship, and subsequently a number of more specialized laws

addressing particular industries or particular types of business were introduced. Also, it
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defined foreign enterprises' equal rights with domestic ones™, and allowed foreign
enterprises to establish fully owned subsidiaries. Hence, the general framework legislation
formally established the legal environment for a market economy in Russia. However, the
more specific legislation to operationalize the Constitution and the Civil Code did not
develop as rapidly. For example, although the Constitution declared private ownership of
land to be legal, due to political resistance the legal regulation of land ownership was

incomplete, consisting mainly of presidential decrees (Skyner, 2003).

In addition, to implement legal reforms in full, an effective law-enforcement system has to
be constructed in addition to the introduction of new legislation. In many transition
economies, laws introduced were often a fagade without foundation as the institutions
ensuring their enforcement were missing. This concerned both formal institutions such as
an effective court system, and informal institutions such as the customary practice of
enforcing private rights (Murrell, 1996: 34). In Russia, the lack of such institutions was a
major problem during the early transition, leading to opportunistic behavior and

questionable business practices, which are described in the next section.

Another factor creating ambiguity for the legislative environment in Russia was the Russian
administrative system, where part of the legislation is at the federal level and part is
delegated to regions®*. Characteristic of the early transition period was that laws drafted at
the regional level often contradicted the federal ones. This was in part due to the laissez-
faire approach of President Yeltsin, who delegated a considerable amount of decision-
making to the regional level. The governors of the regions took his famous message “take

25
as much autonomy as you can swallow™”

in earnest, and as a result, the legislative
environment in different regions varied considerably. Moreover, as the administrative
structure and procedures of the country were still under construction, the Federal center had

little means to control what is going on in the regions.

3 There were, however, restrictions on foreign involvement in sectors such as banking and natural resource
exploitation.

?* The Russian Federation consists of 88 “subjects of the Federation”, often called regions. St. Petersburg is
one of them.

 For a discussion on the development of federalism in Russia see, e.g. Solanko and Tekoniemi, 2005.
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The lack of a credible legal framework was accompanied by a lack of a stable political
structure. In Russia, the early transition period was characterized by repeated struggles for
political power. The major source of political instability was that Boris Yeltsin’s election to
the presidency of Russia had taken place before the 1991 coup, i.e. within the Soviet
political framework. Therefore, his constitutional power vis-a-vis the legislature was
questioned. Moreover, there was strong opposition mainly consisting of conservatives
representing the Soviet-era political elite to the radical reforms Yeltsin introduced. The
open conflict between the president and the legislature culminated in September 1993, as
Yeltsin dissolved the Congress of People’s Deputies and the Supreme Soviet. His
opponents refused to comply, leading to an armed insurrection in October 1993. It,
however, failed after Yeltsin ordered the military to shell the parliament building in
Moscow. The position of Yeltsin was confirmed in the presidential elections of 1996,

where he was elected to a second term. (Gregory and Stuart, 1998).

The political instability of the early and mid-1990s was reflected in the low amount of
foreign investment in Russia in comparison to its attractiveness as a market, where the St.
Petersburg hotel industry was not an exception. In addition, although the general legislative
framework in principle allowed the free establishment of foreign business operations, more
specific legislation set forth restrictions (Gregory and Stuart, 1998). For example, foreign
enterprises’ participation in privatization was limited and there were sectors such as
natural-resource industries and the financial sector where a foreign presence was restricted
(Boycko et al., 1996) Moreover, privatization acquisitions and joint venture negotiations
involved the state as a powerful stakeholder with interests not always corresponding to

those of the foreign company.

Finally, the formal institutional framework in the early transition was characterized by a
lack of strategic factor markets, such as financial markets that would ensure the proper
transfer of ownership (Peng, 2000a, Barney, 1986). In Russia, financial markets could not
provide enterprises with reasonably priced capital during the early transition. The newly
created banking system was untrustworthy, and interest rates for loans were extremely high

(Ledeneva and Seabright, 2000). Therefore, most enterprises could not afford to acquire
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working capital and funds for investment from “official” sources (i.e. financial markets)
and resorted to unofficial sources instead (Ledeneva and Seabright, 2000). In addition to
borrowing from friends, relatives and business acquaintances, enterprises extensively
resorted to barter transactions to compensate for the lack of monetary resources. It has been
estimated that the share of barter in all inter-enterprise transactions was as high as 50
percent (see e.g. Sutela, 1999a; Kosonen and Rautava, 2002) Barter and other informal

practices of the early transition are discussed in more detail in the next section.

4.2.2 Informal institutions: clinging to past practices

In addition to the macro-level reforms (liberalization, stabilization and privatization) that
were implemented in Russia in the first years of economic transition, it was the abolishment
of the central planning bureaucracy that had particularly dramatic effects on the day-to-day
functioning of enterprises. The “shock therapy” policy implied that the old structures were
to be dismantled rapidly, but failed to acknowledge that a market-based exchange structure
would not develop overnight to replace the former system. As a consequence, enterprises
were left in a vacuum as regards their relations to other actors of the production system. To
cope with the situation, enterprise managers resorted to their past networks and practices of
personalized exchange (Peng, 2000a; Kosonen, 2002). In addition, due to the lack of
experience in operating under market conditions, the thinking of Russian managers was
molded by the principles of the Soviet economy. For example, the ultimate goal for
enterprise survival was understood by managers of state enterprises as preserving the
workforce (Boeva and Dolgopiatova, 1994). Moreover, the underdeveloped legal system
gave grounds for opportunism and illegal activity, such as the spontaneous privatization of
state assets and public sector corruption (Peng, 2000a). Also, in the absence of effective
law enforcement, businessmen resorted to unorthodox means of contract enforcement

(Volkov, 2000; Peng, 2000a).

The use of network relations during the early transition can be roughly divided into two

situations. First, network-based, personalized exchange between enterprises as a substitute
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for a market-economy type of impersonal, contract-based exchange (Peng, 2003) and
second, the use of personal relations in enterprises’ relations with public sector actors. The
resorting to old relations and personal networks in inter-enterprise relations was caused by
the above-described deficiencies in the formal institutional framework. As the Soviet
planning system collapsed, enterprises had to transform themselves from parts of the
centrally planned system to market-economy type firms that make strategic decisions
themselves and co-operate directly with other actors in the production system. In other
words, they had to take over functions formerly executed by the planning apparatus. As in
the planning system enterprises did not have contacts with each other, in the new situation
virtually no information on potential suppliers and customers was available on the market.
As a consequence, enterprise managers resorted to their old contacts to organize economic
transactions. In addition to the lack of information on potential business partners, the use of
personalized exchange relations can be explained by the ineffective legal framework, which
could not ensure enterprises that written contracts would be effectively enforced. To put it
differently, it was better to do business with friends whom you could trust, than with
unknown partners that could disappear overnight and who could not care less about their

contractual obligations.

Another phenomenon illustrating the importance of network relations in the early transition
was the widespread use of barter transactions. Barter transactions in Russia were basically
of two types. The first type involved so-called commodity currencies, i.e. physical goods
were used in payment for other goods. For example, a shoe manufacturer would pay its
leather supplier in shoes. The supplier for its part would then use the shoes as a currency in
its transactions with other firms. The second type was more complicated and involved
matching demands. In other words, each party in the transaction must not only demand
what the other supplies but also supply what the other demands. (Ledeneva and Seabright,
2000) Such activity led to the diversification of enterprises into businesses that at first
glance seem to have no relation at all, but given the complex barter exchange relations
make perfect sense. Combinations of various businesses formed a chain, which ended in

having something at hand that could be sold to consumers for cash (Kosonen, 2002).
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The commonness of barter was in part a direct continuation of the Soviet-era practice of
non-monetary exchange, and partly caused by several factors of the post-socialist
development. Under hyperinflation it was more advantageous to keep assets in physical
goods, and as many enterprises could not get working capital from financial markets, barter
exchange helped them in “muddling through”. In addition, keeping assets in physical goods
was viewed as more reliable than having money in the bank where it would at least lose its
value due to inflation if not completely disappear. Moreover, contractual enforcement was
easier as the payment was in an “earmarked” form. Finally, barter was also used to avoid
taxes, which constituted a major burden for enterprises in the early years of reforms.

(Ledeneva and Seabright, 2000; Kosonen, 2002)

In addition to inter-enterprise relations, networks and personal relations were key in
enterprise relations with the state. Personal relations were used for several purposes. First,
enterprises lobbied authorities to soften budget constraints, i.e. to have more favorable
conditions in which to operate (Frye, 2002). When the legislation was in the making, such
efforts often paid off in the form of laws “tailor-made” to the enterprise’s purposes. Second,
due to the newness of the legislation and rapid introduction of new regulations, public
sector officials whose job it was to execute the regulations received incomplete instructions
how to interpret them. Consequently, individual officials had considerable decision-making

freedom as regards their job descriptions and practices. (Kosonen, 2002)

To ensure that legislation would be interpreted in a way that is favorable to them,
enterprises tried to establish and maintain good relations with public sector officials. Here,
the Soviet-era tradition of gift giving was utilized. As in the Soviet times, it was separated
from bribery, which emerged as a problem in the public sector as well during the early
transition. In addition to the ambiguous institutional framework for the functioning of the
public sector, a low salary level further fuelled corruption. Often, bribes were camouflaged
under inspection fees by various bodies as enterprises were frequently visited by
representatives of state agencies, such as the fire department, sanitary control and tax
authorities (see, e.g. Kosonen, 2002; Karhunen et al., 2003). Additionally, due to the

ambiguity of regulations, inspectors nearly always found something to be fixed, but agreed
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to overlook it against cash. Good relations were viewed as a substitute for bribes, following
the logic that “I’ve never had to pay bribes, because everybody knows me” (Karhunen et

al., 2003; Karhunen, 2007).

Good contacts with public sector officials were also used as a means to acquire information
on, for example, legislative changes. Due to the rapidly changing legislation, and partly
because of the Soviet-era practice of information hoarding (e.g. Heusala, 2005 on Soviet
and post-Soviet administrative culture in Russia), state authorities did not inform
enterprises sufficiently about changes in legislation and how they should be interpreted.
Moreover, such changes could be taken into force also retrospectively, so enterprises had to
be a step ahead of lawmakers. Here, having a reliable informant in, for example, the tax
authority or customs office helped considerably to avoid unpleasant surprises related to new

regulations (e.g. Kosonen, 2002; Karhunen et al., 2003).

Finally, in addition to the above-reviewed informal practices that can be described as
bending the formal rules of the game, the systemic transition also generated phenomena
that consciously broke them. These can be divided into two broad categories. The first
group includes business practices considered as unethical by Western standards and
developed to avoid formal institutional constraints. In particular, evading taxes and other
compulsory payments to the state became a widespread practice. For example, it was
common to pay part of an employee’s wage “in an envelope” in order to decrease the
official wage serving as a basis for social payments. Finally, the bribing of the public sector
to, for example, speed up the processing of documents needed for business transactions was

frequent.

The second group consists of not only unethical but also clearly criminal activities that the
turmoil of the early 1990s enabled. Often, such activity is simply labeled under the
common denominator “mafia”. The absence of a properly functioning legal system and the
lack of police protection in the early years of the transition provided a hotbed for criminal
organizations engaged in activities such as drug dealing, prostitution and racketeering. It

was fairly common that enterprises had a krysha (roof), an organization that was paid for
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protection to compensate for the lack of police control in the country (Galeotti, 2000;
Volkov, 2000; Radaev, 2000). However, such private protection was rapidly
institutionalized, as a law on private protection companies was adopted already in 1992
(Volkov, 2000). Until then, protection and enforcement services were provided illegally by
not only criminal organizations but also by the national security organization FSB and the
police. The legalization of such activity enabled private protection companies to operate
openly on the market. In addition to protection, the product mix of such organizations

included also contract enforcement, such as debt recovery. (Volkov, 2000)

The above-described informal practices were confronted also by foreign enterprises that
entered Russia during the early transition. As in any market, foreign players had to consider
to what degree they would play by the local rules of the game and to what extent follow
their internal company norms and principles. Concerning how foreign entrants handled the
situation, it can be noted that the division into formal and informal “rules of the game”
holds also on this level. Most foreign enterprises took a strict stance towards corruption and
interaction with criminal structures. This was the case at least in the official company
policies, but on the grass-root level the reality was not always as straightforward. Often, the
responsibility to deal with the external stakeholders of the enterprise, in particular the
public sector, was delegated to a Russian manager who then solved occurring problems in
his or her own way (Karhunen et al., 2003). The foreign headquarters or even the expatriate
managers of the Russian operations were not always even willing to know what this
involved (Karhunen et al., 2003). In some cases the local manager of foreign companies
was even hired from the local administration to maximize the benefits of personal networks

and knowledge of local administrative practices (Kosonen, 2002).

4.3 Institutional framework in the late transition: market economy gains a foothold

The last development period illustrated in this chapter began with the financial crisis of

August 1998, which temporarily crippled the Russian economy. The causes of the crisis

were numerous. First, there were a number of structural problems with the Russian
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economy, pinpointing that the adaptive capacity of the economy lagged behind the
ambitious reform program (Rutland, 2001b). Second, a series of fiscal policy errors
occurred that led directly to the crisis (Rutland, 2001b). Among other things, the persisting
state budget deficit was financed by issuing short-term state bonds since 1995 as a part of
the Federal government’s stabilization policy. In August 1998 the inability of the state to
govern its debts led to the devaluation of the ruble and to a consequent drop in the income
level of the population. (Sutela, 1999b) Despite the severity of the crisis, the Russian
economy recovered fast, due to tighter economic and fiscal policy and also to favorable
world prices for oil and oil products. In addition, the devaluation of the ruble gave a boost

to local production due to its improved cost advantage vis-a-vis imports.

The economic recovery in the aftermath of the 1998 crisis was accompanied by political
stabilization. On New Year’s Eve 1999, president Yeltsin unexpectedly announced his
resignation and nominated Vladimir Putin as his successor. Despite the fact that the former
KGB?® officer Putin was a relatively unknown politician, his selection as Yeltsin’s heir was
viewed as a signal of continuity with the reforms. Putin’s efforts to tighten the Kremlin’s
control over the nation’s economy have been generally viewed as bringing stability to the
business environment during his term in power (which was continued as he was elected for
the second term in 2004). However, not everyone shared this positive view, as it included
measures directed towards decreasing the power of the oligarchs.”” Among other things, the
legality of the deals by which the oligarchs had built their empires was questioned and
consequently parts of their property were taken under state control. The best-known case
was the destatization of the oil giant Yukos and the conviction of its owner Mikhail
Khodorkovsky of tax fraud. Many of his colleagues, such as the media tycoon Boris
Berezovsky, did not want to risk sharing Khodorkovsky’s destiny but fled from Russia

instead.

Finally, during the post-crisis period, the legal framework has been developing along with

strategic factor markets. Another sign of strengthening market conditions is that in

%8 In the Soviet Union, the State Security Committee KGB (Komitet Gosudarstvennoi Bezopasnosti) was the
umbrella organization including security, intelligence and secret police agencies.
" For a discussion of the role of oligarchs in the Russian economy see, e.g. Guriev and Rachinsky (2005)
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enterprise relations, contract-based exchange has gradually replaced network-based
exchange. However, there was still a certain discrepancy between the formal and informal

constraints of the Russian economy, as the following sections illustrate.

4.3.1 Formal institutions: stabilization and strengthening of market institutions

As noted previously, the legal framework gradually improved during the late transition. The
increased control from the federal government included measures to bring regional
legislation more in line with that of the federal level. Also, a number of legislative
measures were taken to improve the business environment and to cut bureaucracy related to
enterprise operations, and to protect enterprises from opportunistic authorities. In part, the
changes in legislation imply a deregulation of business. For example, the list of business
operations requiring licensing was shortened several times since 1998 (Ivanova et al.,
2006), and the new law on registration from 2002 was targeted to simplify the registration
procedure (CEFIR, 2005). Moreover, a tax reform was initiated in 2001 (Hellevig et al.,
2005) including the lowering of the general tax burden and the creation of simplified
taxation schemes for small businesses (Ivanova et al., 2006). A major development was
also the adoption of the Land Code in 2001, which finally brought into force most
provisions of the Civil Code concerning property rights and other material rights to land
(Skyner, 2003). Finally, a new law on inspections came into force in 2001, with the aim of
decreasing the number of inspections by government agencies of enterprises (CEFIR,
2005). However, the attempts to improve the formal institutional framework did not always
bring expected results, as the behavior of public authorities did not change as rapidly

(CEFIR, 2005; Heusala, 2005)

In addition to the legal framework and political stability that improved during the late
transition, also strategic factor markets developed. The financial crisis of 1998 was
accompanied with a banking crisis, which only the fittest of the numerous banks in the
country survived (Chowdhury, 2003a). Also, the possibilities of raising capital from

financial markets improved, in part due to an increased supply of financing and partly
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because of the improved financial situation of enterprises in line with the overall economic
recovery. Correspondingly, the amount of barter declined as enterprises gradually shifted to

monetary transactions.

In general, enterprises’ exchange relations developed towards impersonalized, contract-
based exchange. Such development was a result of several developments. First, the
increasing availability of information on potential exchange partners and the improved
transparency of enterprises made it easier for enterprises to assess the reliability of potential
partners. In other words, friendship and personal recommendations were not the only bases
for trust as during early transition. Large businesses, which aimed at raising capital from
outside investors, started to pay increasing attention to corporate governance. Second, the
legal system with its contract enforcement mechanisms gradually improved. Enterprises
increasingly started to take their disputes into court, instead of “solving problems” with the
assistance of private protection organizations. Finally, the improvement of strategic factor
markets included the development of a system for transfer of ownership. In general, as
enterprise growth during the early transition had mainly been based on network-based
strategies (Peng, 2000a), during the late transition market-type acquisitions started to gain
popularity. Furthermore, as during the early transition many acquisitions had involved the

state as the selling partner, private-private transactions started to emerge as well.

From the viewpoint of international business, the late transition integrated Russia more
tightly into the world economy. In particular, the negotiations of Russia’s access to the
World Trade Organization (WTO) that gathered speed after the millennium stimulated the
harmonization of Russian legislation with WTO requirements. However, there were still
obstacles to WTO membership, such as intellectual property protection issues and formal
restrictions concerning foreign involvement in, for example, the banking and insurance
sector. (Chowdhury, 2003b) On the other hand, the emergence of a secondary real estate
market and possibilities to buy enterprises via a normal acquisition procedure diminished

the role of the state as a negotiation partner for foreign companies.
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4.3.2 Informal institutions: towards market-based practices

However, despite the positive developments in the formal institutional environment
described in the previous section, the legislative and regulative environment in the late
transition period was still imperfect in many respects. In particular, the gap between formal
legislation and its enforcement remained. A Russian manager quoted for a recent study
nicely illustrates this: “The tax system is problematic. Laws don’t work. The economy is
entirely gray, salaries are half gray. No slogans will help make the economy white while
there is such a tax and legislative system.” (Ivanova et al., 2006: 157). This resulted in a
continuing need for transition-specific informal practices, in particular personal relations
with public sector officials. Because of the continuing lack of openly available information
on legislative changes, many enterprise managers continue to rely on personal contacts in
public administration to gain this information. The practice of showing znaki vnimaniya

(gestures of attention) to maintain these relations continued.

Moreover, public sector corruption remained a problem. Despite the legislation introduced
to decrease the frequency of inspection visits by various authorities, enterprises were still
subject to extensive administrative control (CEFIR, 2005; Ivanova et al., 2006) In addition
to taking management’s time, such inspections involved often also illegal payments to
bureaucrats (Ivanova et al., 2006). In addition, the enforcement of legislative initiatives
towards simplification of registration and other administrative procedures was problematic.
The ambitious targets to, for example shorten the time needed for company registration
were not met on the grass-root level (CEFIR, 2005). Therefore, enterprises willing to speed
up the procedure were faced with the old option of paying something extra for “express

service” (Karhunen et al., 2003).

In contrast, enterprise transactions were increasingly moving towards impersonalized,
contract-based exchange. For example, business ties were increasingly separated from
friendship ties (Heliste et al. 2005) and the business was developing in a more “civilized
direction: “There has been a transition from the Wild West to more civilized business.

There appeared the notion of reputation, which leads to the development of civilized, long-
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term, partnership-like relations between companies.” (Ivanova et al., 2006: 156).
Moreover, the general commercialization and marketization of Russian society has changed
the nature of old practices such as blat (Michailova and Worm, 2003). The use of blat has
shifted from acquiring physical resources and assets to information flows and services, in

particular from the public sector (Michailova and Worm, 2003).

However, the late transition brought signs that enterprise practices towards the public sector
were gradually moving in a more impersonalized direction, i.e. there was no special need
for either bribing or keeping up good relations with civil servants if the enterprise was
operating transparently and fulfilling all the requirements set in the legislation: “Why do
people pay bribes? Because they are afraid that they [different authorities] would come
and close them, arrest them. It is necessary to know the legislation. [...] It is necessary to
know why they could come and close or arrest. And the next thing is that of course one
needs to work honestly.” (Ivanova et al. 2006: 158). This change in thinking was in part a
result of the emergence of a new generation of Russian managers, who had gained their
professional education and working experience in the post-socialist period. Also, new
businesses that had been founded after the collapse of the central planning were less
influenced by the socialist practices than former state enterprises with resources inherited
from the socialist era. In addition, it seems that the practices of Russian enterprises were
gradually converging with those of foreign entrants. Furthermore, foreign enterprises faced
in Russia a business environment closer to a Western-type one as to its institutional
framework. However, some empirical evidence suggests that the situation regarding, for
example, public sector corruption rather worsened than improved during the post-crisis

period (e.g. Heliste et al., 2005).

4.4 Summary: Macro-level institutional change in Russia

This chapter was devoted to a description of the main features of the macro-level

institutional framework in Russia and changes in them following the systemic change from

the centrally planned to the market economy. The analysis was structured along the two
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dimensions of a national-level institutional framework identified by Douglass North

(1990): formal and informal institutional constraints.

The formal institutional constraints of the central planning period centered around the
central planning system, based on the ideology of state socialism. These included the
central planning regime and the respective administrative bureaucracy with a top-down
command hierarchy. The role of enterprise managers was to implement orders from above
with no decision-making freedom. The planning system did not work perfectly, however,
and a range of informal practices were developed to complement and/or substitute for the
formal ones. In particular, informal networks such as blat connections and barter, as well
as the central role of tolkaches in coping with supply shortages were central. In addition,
there was a second economy beneath the surface of the formal system based on the socialist
ideology. This consisted of a variety of black market activities often based on the

exploitation of state-owned resources for individual gain.

For foreign enterprises, the Soviet Union was a relatively closed market. Foreign business
operations with the Soviet economy were limited to trade of goods and project contracts,
conducted as a part of centrally planned foreign trade system. The presence of foreign
enterprises in the Soviet territory was very limited, as foreign ownership was not allowed

until foreign-Russian joint ventures were enabled in the last years of the Soviet regime.

The early transition marked a profound restructuring of the formal institutional framework,
as the central planning regime and its administrative bureaucracy were dismantled. A series
of macro-level reforms were implemented targeting the creation of framework conditions
of a market economy. The first-generation transition policies involved the liberalization of
entrepreneurship and prices, macro-economic stabilization and the privatization of state
enterprises. In addition, legislation was reformed to meet market economy demands. The
reforms were implemented following a “shock therapy” approach, where changes were
comprehensive and rapid. However, although macro-level formal institutions could be put
in place relatively quickly, the building of market-economy institutions such as legislation

and the respective law enforcement structure took more time. Therefore, the early transition
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was a kind of “between plan and market” period, where the formal institutional constraints
of the central planning were abolished but new, market-economy based ones were not yet
sufficiently developed. This resulted in the continuation of informal practices of the
previous regime, i.e. resorting to networks and personalized exchange in enterprise
transactions. Some of them, such as barter transactions, developed further and became a
common way of surviving in the transitionary environment. Also, the ill-functioning
institutional environment provided for a hotbed of criminal activities, such as racketeering.
Interestingly, the private protection was quickly legalized by the state, which brought

organizations engaged in such activity into the daylight.

The liberalization policy included also the liberalization of foreign business activities in
Russia and the removal of the state monopoly on foreign trade. Foreign enterprises were
allowed to establish subsidiaries in Russia and to participate in privatization auctions in the
second stage of privatization. However, formal restrictions on foreign involvement still
existed regarding certain sectors. In addition, there were informal constraints that were
reflected in the entry phase, as the state was a major stakeholder in entry negotiations, and
in the subsequent operations where enterprises had to take a standpoint as regards the “local
way of doing things”, which often included elements such as corruption, unethical by

Western standards.

The early transition ended in the August 1998 financial crisis, which resulted from
structural problems of the Russian economy, and fiscal policy errors of the state. However,
the economy recovered rapidly from the crisis. The late transition was a period of further
strengthening of market institutions and of political stabilization. Attempts were made to
improve the legislation and its enforcement mechanisms. However, these were not always
successful, which resulted in the need for continuing informal practices of the previous
period. In particular, the importance of personal relations prevailed as regards the public
sector. Personal contacts were used to gain information, and to avoid corruption. However,
the opinion that neither personal relations nor bribing is needed if a company is operating

transparently and obeying law and regulations also started to gain some popularity.
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Transactions between enterprises for their part were increasingly based on impersonalized
exchange and written contracts. The business developed a more “civilized” manner,
including the recognition of the importance of company reputation. This process was
accelerated by the entry of a new generation of managers with a more market-like attitude
and less socialist legacy in comparison to the older generation. Finally, the marketization
and commercialization of the Russian society changed the nature of old practices such as
blat, which was no longer more applied to obtain material goods but information and

services.

The institutional development during the late transition meant a more stable business
environment for foreign businesses, where so-called transition-specific problems were
gradually replaced with “normal” business challenges such as finding one's own niche in
the increasing competition. A main factor here was a kind of privatization of the entry
process as the state was not the only negotiation partner. In addition to the state and city
authorities, private real estate developers and private firm owners were potential partners in
entry negotiations. Finally, the development of local business culture into a more market-

economy direction narrowed the gap between local and foreign business practices.

In sum, it can be concluded that post-socialist change in Russia involved major institutional
upheaval, both as regards the formal institutional framework and the associated informal
practices complementing and supplementing the formal rules. As the early transition was
heavily influenced by the legacy of the central planning, during the late transition market-
economy practices started to gain a firmer foothold. The following chapters illustrate how

this process took place in the St. Petersburg hotel industry.
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5 Field-level institutional processes in the St. Petersburg hotel

industry

This chapter focuses on the empirical description of the field-level institutional pressures in
the St. Petersburg hotel industry. Before going to a more in-depth analysis of the field-level
structures and processes in different time periods, the basic characteristics of the sector are

briefly described.

5.1 Basic characteristics of the St. Petersburg hotel industry

The St. Petersburg hotel industry is a part of the accommodation sector of the city,
comprising also other facilities providing accommodation such as youth hostels and
sanatoriums providing medical treatment. In this study, the St. Petersburg hotel industry is
understood as consisting of properties registered as hotels (Rosstat, 2004). The
contemporary St. Petersburg hotel industry consists of several types of hotels, from former
state-owned hotels to high-level foreign-managed properties and to mini-hotels. Most of the
hotel properties have been constructed in the Soviet period, in particular in the 1960s and
the 1970s. In part, large hotels were constructed to serve foreign guests at the 1980
Olympic games in Moscow, some events of which took place in Leningrad®. The city’s
hotel base includes historic hotels, such as the Astoria and Grand Hotel Europe, opened in
the late 19™ century before the Bolshevik revolution in 1917. The overall number of the
city hotels varies according to information source as different administrative bodies provide
different figures. However, there is an overall agreement that the city’s hotel capacity is
insufficient, both in comparison to tourist flows and as compared to other main cities in
Europe. St. Petersburg has 7 hotel rooms per 1000 inhabitants, as the corresponding
average figure for major European cities is 14 rooms (Vedomosti 12.12.2005). The
following table summarizes the capacity of the St. Petersburg hotel industry in 2003 by

category, according to the city government’s statistics.

28 The city of St. Petersburg was founded by Tsar Peter the Great in 1703, renamed Petrograd in August 1914
and Leningrad in January 1924. The historical name St. Petersburg was reintroduced in 1991.
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Table 10: St. Petersburg hotel capacity by category (2003)

Category Properties Rooms Beds
No. % No. % No. %

Deluxe 6 44 | 1197 | 81 | 2392 | 8.1
Mid-range (properties with >100 rooms) 28 20.4 | 8216 | 55.8 | 14720 | 50.1
Mid-range (properties with <100 rooms) 20 14.6 | 308 2.1 542 1.8
Budget (properties with >50 rooms) 9 6.6 | 1347 | 9.1 | 2428 | 83
Budget (properties with <50 rooms) 34 24.8| 877 6.0 | 2841 9.7
Hotels affiliated with state institutions 5 3.6 433 2.9 926 3.2
Properties classified as mini-hotels* 3 2.2 386 2.6 1268 | 4.3
Hotels affiliated with science and education 19 13.9| 1559 |10.6| 3392 | 115
institutions

Hotels affiliated with enterprises 13 9.5 411 2.8 879 3.0
Total 137 | 100 | 14734 | 100 | 29388 | 100

Source: The St. Petersburg city government’s Committee on External Relations

The data presented above reveals several of the basic features of the supply side of the St.
Petersburg hotel industry. First, the large middle class hotels, the majority of which are the
former state-owned “giants”, comprise approximately half of the city’s accommodation
capacity although in terms of properties their share is only 20 percent. The average number
of rooms in the first class hotels is also larger than the average for all hotels (200 and 108,
respectively). The latter figure reflects the small size of other types of hotels. Second, the
comparison of the number of rooms and of beds illustrates that the categories of small
economy class hotels and mini-hotels probably comprise Soviet-era dormitory-type
facilities, as well as youth hostels with rooms with three or more beds. Finally, a striking
figure is that this official data includes only three properties classified as mini-hotels, at the
same time as the media writes about a “mini-hotel boom” in the city. According to
estimates, in 2003 there would have been ca. 200 mini-hotels in St. Petersburg (The St.
Petersburg Times 30.3.2004). While part of them is very likely included in the other
categories of small hotels, another explanation is that a large part of the mini-hotels in the
city operate in premises registered as apartments (The St. Petersburg Times 30.3.2004) and

therefore are not covered by the hotel industry statistics.

In addition to classification by category, the hotel stock of St. Petersburg can be classified

according to ownership and management structure. There were no city-level statistical data
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on these indicators available for this study, but based on different sources some basic
remarks can be made. First, in 2003 there were four foreign owned and/or managed®
hotels, all of which belonged to the first class category. By the end 2005, their number had
increased by three hotels. Second, the city government was still in 2003 a major
shareholder in 20 properties (Delovoy Peterburg 13.2.2003), including part of the foreign-
managed hotels. As the hotels with partial or full city ownership were among the largest
ones, they comprised as late as 1999 three quarters of the city’s accommodation capacity
(The St. Petersburg Times 30.3.1999). There was a major change in this regard only in
2004-2005, when the city government auctioned off all its shares in hotel properties.
Therefore, the absolute majority of the hotel capacity of St. Petersburg was transferred to
private hands. In addition to the sale of the city stakes to private investors, new investment
projects are as a rule initiated by private developers without city participation (Vedomosti

12.12.2005).

When moving to the demand side of the St. Petersburg hotel industry, the provision of
accommodation services is an integral part of the wider sector of the tourism industry.
Therefore, the development of the demand side in the St. Petersburg hotel industry is to a
large degree dependent on the local tourism sector dynamics, i.e. the growth or decline in
the number of foreign and domestic visitors to the city. There is little systematic statistical
data available on the overall development of tourist flows to St. Petersburg, which would
include both foreign and domestic visitors. Figure 6, which illustrates the development in
the number of foreign visitors in the Northwest border district (which St. Petersburg is part

of), gives an indication on the overall trend.

% In the hotel business, property ownership and the management of operations are often separated, i.e. a hotel
management company may run a hotel under its brand name without owning the physical property.
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Figure 6: Foreign visitors in the Northwest border district and St. Petersburg (1995-
2004)
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Source: The St. Petersburg city government’s Committee on External Relations

The figure shows that there was a rising tendency in the number of foreign visitors until a
decline of ca. 20 percent in 2001. This may in part be explained by the presidential change
in Russia, as the political situation is one of the factors affecting a country’s attractiveness
as a travel destination. As to the pre-1995 development, the political turmoil of the early
1990s had a negative impact on foreign tourism in Russia in general, reflected also in a low
number of foreign visitors in St. Petersburg (not shown in the figure). Moreover, the 300-
year anniversary of the city in 2003 had a positive impact on tourism in the city, both as to
foreign and domestic visitors. This impact was, however short-lived as the tourism growth
stagnated in 2004 and even turned negative in 2005 (not shown in the figure) (The St.
Petersburg Times 19.8.2005).

The data presented above includes all visitors, irrespective of where they stay during their
visit. In other words, not all foreign visitors use commercial accommodation services. For
example, the data includes day visitors from border regions of neighboring countries (such
as Finns who travel to Russia to buy cheap gasoline), and persons who stay with friends or
relatives. The number of such persons is particularly high among travelers from other parts
of the Russian Federation and the CIS. Figure 7 shows the number of nights spent in hotels

in St. Petersburg.
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Figure 7: Number of nights in St. Petersburg hotels (1995, 2000-2003; in thousands)
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The figure confirms the trend of tourism growth from 2001 onwards. However, the
numbers of 1995 were not reached even in the jubilee year 2003. A main reason for this is
probably the economic crisis of 1998, which caused a drop in Russians’ incomes and
therefore cut their ability to travel even within the country. The crisis had negative spillover
effects also in the CIS countries. This tentative conclusion is supported by the fact that over
half of the guests served by St. Petersburg hotels are Russian and CIS citizens, their
combined share in 2003 being 55 percent (Rosstat, 2004).

In addition to the number of customers, two central indicators of the hotel industry are the
occupancy rate (i.e. the share of rooms in use of all available rooms), and the average room
rate in a given time period. The following figure shows the development in occupancy rates
from 1997-2005.
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Figure 8: Average occupancy rate in St. Petersburg hotels 1997-2005 (%)
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Source: The St. Petersburg city government’s Committee on External Relations

The data confirms the 1998 crisis negative effect: it resulted in a temporary drop in the
occupancy rate in 1999. However, the recovery from the crisis was fast also in this respect
as in the Russian economy as a whole. The 300-year anniversary gave a further boost,
which, however, seems to have been short-lived as the occupancies started to decline in
2005. In addition to a decrease in demand, an increase in supply has also contributed to this
development. (The St. Petersburg Times 11.5.2004) The above-presented indicators are
average figures and thus do not capture the variation within the industry. For occupancy
rates, there is first, a considerable seasonal variation as the majority of tourists visit the city
in the summer months from May to July. Therefore, the monthly occupancy may vary from
over 90 percent in the high season to 20 percent during the quiet winter months. Second,
the occupancy varies between hotels of different categories to a certain degree.
Traditionally, top-level foreign managed hotels have performed better in comparison to the

former state-owned hotels.

The hotel prices in St. Petersburg have also been steadily on the rise. The average room rate
climbed from USD 184 in 1999 to USD 200 in 2005 (The St. Petersburg Times 24.11.2000;
Hotel Benchmark Survey 2005). This contributed to St. Petersburg becoming an expensive
destination by international comparison. The cost of travel was relatively higher also due to

the lack of budget airlines flying to the city from abroad and the high cost of visas.
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To sum up, a main feature of the St. Petersburg hotel industry has been both a quantitative
and a qualitative shortage of accommodation capacity particularly during the high season in
summer. In addition to the number of visitors in the summer months exceeding the number
of beds, the quality of former Soviet hotels has not satisfied foreign customers. On the other
hand, the high seasonality of demand is a particular challenge for hotel enterprises. Thus,
not everyone (including many of the respondents of this study) shares the opinion that the
city would need more hotels as currently the majority of the capacity stands half-empty

during the quiet winter months.

Development perspectives and challenges in the St. Petersburg tourism and hotel

industry

As illustrated above, the development of the St. Petersburg hotel industry is closely linked
to Russia's national and local tourism development. In general, the city has great tourism
potential but also several problems hindering its development. From the viewpoint of
hotels, one of the main problem is the high seasonality of demand, which has its roots in the
Soviet times when Leningrad was promoted abroad as a summer destination — the city of
“white nights”— late autumn and winter months being off-season (Semenov et al., 1985).
The interviewees of this study would call for more support from the city to promote itself as
destination. In recent years, the city budget for promotion has been drastically cut. To
prepare for the 300-year jubilee in 2003, the tourism industry received 35 million rubles,
whereas the funding for 2004 was drastically cut to 6 million rubles. (The St. Petersburg
Times 21.9.2004) For 2005, the budget equaled zero (Fontanka.ru 9.9.2004). In addition, it
was suggested that the city should not only increase its promotion but also alleviate the
problem of high seasonality by moving its official meetings and congresses to be held
during the low season. “These people come here to work anyway — they can do it as well in

the winter instead of summer when the hotels are overcrowded with tourists.” (10)*

In addition to the seasonality of demand, the city’s tourism infrastructure has been viewed

as a main obstacle to tourism growth. The “tourist boom” of 1997 clearly showed the limits

3% Interviews conducted for this study are hereafter referred to with numbers corresponding to the list in
Annex 2.
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of the city infrastructure. For example, the city port could not accommodate the increased
number of cruise boats, and there was a shortage of hotel space, tour buses and professional
guides during the high season. (St. Petersburg Times 19-25.1.1998) In addition, the city
tourism has suffered from the negative image of St. Petersburg as “the crime capital” of
Russia (The St. Petersburg Times 18.1.2000) Part of this reputation has been justified, as
street crime in Russia substantially increased as the Soviet-era police control was abolished.
(The St. Petersburg Times 5-11.5.1997) As one of the interviewees summarized the
situation: “I think that not a single normal tourist goes to such a dark city, you have to be a
lover of extreme sport. Also, our airport is revolting.” (15) Furthermore, the interviewees
called for more effort from the public sector for the maintenance of the city: “Not only a
foreigner but any self-respecting person does not travel to this dirty, stinking city. It’s
impossible to raise your head to look at tourist sights. We have to look at our feet to avoid

stepping on things that lay there.” (8)

The tourism and hotel development policy of the city to tackle these problems has been
criticized as incoherent, also by the interviewees of this study. The legislative measures
targeting hotel development are discussed later in this chapter. The overall tourism
development policy of the city evoked the following criticism: “There is no [tourism]
development policy, just chaotic moves in one, in another direction.” (19). An example of a
certain indeterminacy is that the city government’s Committee on Tourism®', which had
been created in 1994 (Nadirov, 1998) was “swallowed” by the Committee on External
Relations in 2000. At the same time, the importance of tourism was high in the official

discourse of the city administration.

During the late transition, however, City Hall started to pay attention to the city’s
dilapidated tourist infrastructure. In 2005, it announced the development of tourist
infrastructure as one of the keystones of its economic program. (The St. Petersburg Times
20.5.2005) In part, measures to improve security were introduced. For example, in summer
2004 the city created a special security council to deal with crimes against foreigners in

order to promote the city’s image as being safe. The Council involves the city

3! The Committee was transformed in 1996 into the Committee of Tourism and Resorts Development of the
St. Petersburg City Administration (Nadirov, 1998).
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administration, the police and the tourism industry. (The St. Petersburg Times 21.9.2004)
These measures were in part inspired by the tourism development study that the Ministry
for Economic Development and Trade of Russia commissioned from the international
consulting agency Boston Consulting Group in 2004. The recommendations of the study
were applied to draft a tourism development program for 2005-2010, the core of which is a
formula “5x5x5”: in five years St. Petersburg is to become one of the five most visited
tourism destinations in Europe, receiving 5 million guests annually. (Vedomosti

12.12.2005) This would also require a major increase in the city’s hotel capacity.

5.2 The development in institutional isomorphic forces in the St. Petersburg hotel

industry

After the introductory overview of the St. Petersburg tourism and hotel industry, the
remaining parts of the chapter focus on describing the field-level institutional context and
its development from the centrally planned period via the early transition to the late
transition. Following the conceptual framework of the study, the description is structured
around the field-level institutional elements as potential sources of institutional

isomorphism (Table 11).

Table 11: Main sources of institutional isomorphic change in the hotel industry

Type of isomorphism Main source

Coercive isomorphism Industry regulation by state and local authorities

Mimetic isomorphism Successful independent hotel enterprises in the field
Chain-based management structures

Tourism and hotel industry associations

Normative isomorphism | Educational and professional background of hotel management and staff

Managerial networks and associations

The table summarizes the main sources of institutional isomorphic change adapted to the

empirical context of the hotel industry. First, the main source of coercive pressures for
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isomorphism is industry regulation, comprising a legislative framework for enterprise
operations in general and for hotel enterprises in particular. In addition to state-level
legislation, it includes legislative measures of the local authorities considering, for example,
hotel investment. Second, the sources of mimetic isomorphic pressures are analyzed via
identifying leading enterprises in the field, and also the existence of chain-based
management structures with a high level of standardization. In addition, field-level
associations are of interest as a source for disseminating “best practices” in the field.
Finally, to track down sources of normative isomorphic pressures, the educational and
professional background of hotel management and staff is illustrated, as well as the

existence and nature of formal and informal managerial networking.

5.2.1 The Soviet hotel industry: an “iron cage” constructed by the regime?

The central planning regime based on the communist ideology had an overwhelming effect
on institutional pressures towards isomorphism felt by Soviet hotel enterprises.
Administratively, part of the hotel industry was subordinated to the centrally managed
tourism sector, the structure of which was based on both ideology and economic
preferences of the Soviet economy. Some of the hotels (those not serving tourists) were
administered by municipal organs and political organizations. Therefore, all types of
isomorphic pressures originated from the central planning system and were channeled on

the enterprise level via its administrative bureaucracy.

State regulation: Central planning and administrative bureaucracy in the hotel

industry

In the Soviet economy, the central planning and the associated administrative regulation by
and large implemented the tasks of legislation in determining various aspects of enterprise
activity. To understand the underlying logics of such regulation in the Leningrad hotel

industry, it is important to first get an overview on the role of tourism in the Soviet Union.
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From the very beginning of the socialist regime, the emphasis of the Soviet economy was
on heavy industry, which was reflected in economic planning. Services in general were
viewed as a non-productive sector of the economy, resulting in a “residual” budgeting of
central planners. In other words, services received resources that remained after securing
the needs of manufacturing sectors (Kostecki and Fehérvary, 1996). The role of tourism in
the Soviet economy focused mainly on recuperating the workforce (Burns, 1998).
Consequently, domestic tourism was seen by the planners as a necessary part of the

productive process, as an “input” calculated by Gosplan.

This ”socialist approach” to tourism started to develop since the very introduction of the
Soviet regime in 1918 (Birzhakov, 1998). This period of early socialism may be labeled the
‘Stalinist’ period, due to the fact that its basic characteristics and dogmas arose from
Stalin’s leadership and were echoed in a number of the dimensions of ‘Stalinist’ economic
policy. (Hall, 1991) This stage was the era of rapid economic growth based upon heavy
industrialization. Services had a minor role to play in economic development, foreigners
were regarded with suspicion and centralized state control characterized economic life
(Hall, 1991). International tourism was severely constrained. The social dimension of state
socialism emphasized the well-being of the working population, and enterprise and trade-
union-sponsored facilities were developed for domestic group-orientated tourism and

recreation (Hall, 1991).

It was only after Stalin’s death in 1953, when foreign tourism started to develop. However,
its emphasis was on the international tourism within the socialist bloc, together with the
consolidation and expansion of domestic tourism (Hall, 1991). It was only in the 1970s that
the Soviet authorities moved to an emphasis on attracting Western tourists in order to gain
hard currency. (Semenov et al. 1985) The developing international tourism had a distinctive
ideological flavor. First, inbound international tourism allowed foreigners to see certain
aspects of the Soviet Union (mainly Moscow and Leningrad). Secondly, tourism was used
to promote the Soviet Union’s image abroad for political reasons. Thirdly, the state
organization and total control of tourism served as a framework for monitoring foreigners’

movements and contacts with Soviet citizens. (Burns, 1998)
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In practice, tourism in the Soviet Union was organized through three organizations, among
which was a strict division of labor. An all-union®* enterprise for international tourism,
‘Inturist’, was responsible for organizing all functions of both inbound and outbound
tourism, the bureau of international youth tourism ‘Sputnik’ dealt with children and youth
tourism, and the Central Soviet for Tourism and Excursions (closely associated with trade
unions) organized all kinds of domestic tourism. (Gavrilov 1998: 210) Respectively, each
of these organizations had its own hotel stock. In addition, there were so-called
vedomstvennye (corporate) hotels associated with state enterprises, municipal hotels and
hotels of national-level political organizations such as the Communist Youth League
Komsomol (Kvartal’nov, 1999). In contrast to tourist hotels, they served customers whose

purpose of travel was not tourism, rather work or education.

Consequently, the administration of the Soviet tourism sector (including hotels) was split
under various bodies. The Ministry of Health and Social Welfare administered trade-union
hotels serving domestic tourists (Burns, 1998), whereas Inturist was a state committee
directly subordinated to the Communist Party due to its “strategic” role as controlling

inbound and outbound travel of the Soviet Union (Gavrilov, 1998).

Sources for mimicry: Inturist hotels as the leaders of the pack

The different types of hotels identified above were found also in Leningrad. The city’s
hotel industry during the Soviet period can be broadly divided into four categories. The first
group was the municipal hotels administered by the hotel administration department
(upravlenie gostinits) of the Leningrad City Executive Committee® (Lengorispolkom) (15).
This was the biggest group, comprising low-level, dormitory-type accommodation facilities
serving mainly Soviet citizens traveling for work and education purposes. The second
group, although smaller in the number of hotels but considerable in the number of rooms,
was the hotels of Inturist, managed by its local division and serving mainly foreign

customers. The third group of hotels, belonging to trade unions, was intended for the

32 As an “all-union” structure, Inturist was directly running from Moscow the activities of its subordinate units
within the Soviet republics (cf. Nove, 1986: 5).

33 The Committee was the main administrative body responsible for issues such as housing and urban
planning.
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recuperation of the workforce. These accommodation facilities were mainly sanatorium-
type facilities providing medical treatment in addition to lodging and restaurant services.
Although such hotels were usually located in health resorts, such as the Black Sea coast,
there were some of them also in Leningrad. Finally, there were the corporate hotels
associated with Soviet enterprises and hotels of other state organizations such as

Komsomol. (15)

The administrative and financial management of these hotels was implemented by the local
departments of these state organs, such as “the Leningrad union Inturist” (12). These were
for their part subordinated to the central, national-level organs. In a way, the state organs
operated as hotel chains with their strictly defined standards and procedures. Their work
was in turn based on the production plans, which were very detailed, defining everything
“down to the costs of nails, shovels and renovation” (15). Although hotel managers drafted
applications for resources (zayavki), they were more “wish lists”, since the actual plan was
worked out by the planning departments of the respective organs (18). Moreover, the
implementation of the plan was based on the financial resources made available to the local
organ, which divided them among the hotels (12). In addition to the supply side, the plan
included also occupation rates for the next planning period (15). The hotel managers were
instructed with written job descriptions, and in regular meetings where the administrative
organs gathered all hotel managers and gave commands concerning material, financial and
housekeeping issues and discussed progress in plan fulfillment. (14, 18) Moreover, the
Communist Party also kept an eye on the hotel industry, as its representatives were present

in the meetings that the local Inturist department had with its hotel managers. (18)

In contrast to market-economy type hotel chains, the performance criteria for the Soviet
hotels were not service quality and financial results but plan fulfillment. In addition to
targeting uniform structures and behaviors within different groups of hotels, performance
measurement included also socialist competition, where hotel enterprises were encouraged
to outperform others in terms of meeting targets of the Plan (12, 18). “The [controlling]
commissions worked on a quarterly basis, as there was socialist competition. These

commissions inspected everything, the plan fulfillment, and fulfillment of operational
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functions, and renovation, everything possible.” (18) However, due to the specificity of
service industries vis-a-vis manufacturing, also other criteria than physical output was
applied when assessing the performance of hotels: “There was competition among hotels,
in which every hotel was inspected, it was observed how citizens [i.e. guests] are received,
how many foreign citizens, Russians there are, how prepared the hotel is for reception, how
is the cleanliness, organization, how many complaints, justified or unjustified. There was a

certain system that motivated people to work better.” (12)

Despite the egalitarian principles of the socialist economy, there was a certain “pecking
order” among the different types of the Leningrad hotels, with Inturist hotels on the top and
the municipal hotels on the bottom (15). The trade union-associated hotels serving domestic
tourists were somewhere in-between. This order reflected the importance of the various
types of hotels to the national economy, i.e. Inturist hotels serving foreign citizens and
bringing hard currency revenues into the state budget were prioritized (12). One of the

“«

interviewees of the study explained that “. . . planning selected leader hotels to which
special attention was given, but to those hotels which were inferior, less attention was
given.” (18) For example, as the Soviet authorities wanted to give a positive image of the
country to foreign visitors, Inturist hotels were privileged also when competing for
resources vis-a-vis hotels serving domestic customers (18). Due to the central planning

structure, there was practically no formal interaction between the different types of hotels.

Normative pressures: low level of professionalization

As noted earlier in this study, the central planning considered human resources as one of
the factors of production, whose supply was included in the plan. The education system was
tailored to the needs of the national economy, and the allocation of managers to state
enterprises was often based on political criteria. Due to the low importance of services in
the Soviet economy, it is not surprising that there were no state educational institutions
providing programs in hotel management. Therefore, hotel managers had varying
educational backgrounds, often in technical disciplines. Those respondents of this study,

who had worked in management positions in the Soviet hotel industry, were no exception.
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Their educational background varied from engineering to fields in the humanities such as
education. Moreover, as hotel managers were nominated by the state administrative organs
(1, 14), many of them had a background in the Party or even in the state security organ, the

KGB (18). In addition, former army officers were often nominated as hotel managers (15).

The educational background and competence of non-managerial staff was reflected in the
hierarchy among the different types of hotels. In the planning system, the organization of
tourism education and training was mainly delegated to Inturist (foreign tourism) and the
trade unions (domestic tourism) (Karpova, 2003). Both had countrywide networks of
training institutes (ibid), which provided staff to the hotels of the respective organizations.
These institutes provided also seminars for hotel managers (18) In general, Inturist staff
were highly educated, often with university education. Working in Inturist hotels was
considered as prestigious and therefore jobs in them were desired (12, 19). The criteria for
the selection of staff were in part defined by the communist ideology, including verification
of employees’ background such as whether the person had been in exile, or had relatives
abroad (16). Persons with such background were considered to be ideologically and

morally susceptible.

In other than tourist hotels, the workforce often had a non-industry educational background,
as specialized education was limited to workers of Inturist and trade union hotels. Also, the
criteria for selecting staff was less strict, often based on personal connections rather than
qualifications (15) Their training was the responsibility of the hotel manager (14) and it was
often insufficient. The lack of professional education and training resulted in low service
quality: “Half of the staff was nominated by blat. We know whose wives sat in the blat-
based positions [...] They indeed sat — to put it mildly, service was very bad, because

occasional people were employed, nobody ever trained them.” (15)

As described above, official contacts between hotel managers were limited to the
coordination meetings of the administrative structures. However, there was also unofficial
networking among hotel managers: “Hotel managers took excursions to visit each other, to

see who is doing what, how he’s renovating the hotel, what ideas he had.” (18) However,
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the role of such networking was minor in terms of dissemination of practices as no new

ideas could be applied without permission from above (18).

Summary: sources of isomorphic pressures during state socialism

In sum, it can be concluded that the central planning regime of the Soviet Union
constructed an “iron cage”, where the administrative bureaucracy controlled every aspect of
hotel operations. This control included not only the technical production of hotel services,
but also the setting of norms for behavior via measures such as socialist competition. Table
12 summarizes the main sources of institutional isomorphic change during the socialist

period.

Table 12: Main sources of institutional isomorphic change in the Leningrad hotel
industry

Type of isomorphism Main source
Coercive isomorphism State regulation implemented by command hierarchy
Mimetic isomorphism “Winners of the socialist competition”

Local departments of the state tourism administration organizations

Normative isomorphism Managerial and staff often with political or non-industry background,
hired based on personal acquaintance

Formal managerial networks as part of the administrative control,
informal networks of minor importance

In the Leningrad hotel industry, the coercive pressures for isomorphism originating from
state regulation were based on central planning and channeled to the enterprise-level via
state hotel administration structures. These structures also served as sources of other types
of isomorphism. The state organizations provided standards for hotel enterprises to follow,
and controlled their implementation. A part of this was the socialist competition between
enterprises. In addition, some of the state organizations were responsible for training
employees. Managers were nominated by them as well, often based on ideological criteria.
Despite the training system, the majority of hotel employees had other educational

background and part of them was hired based on personal contacts rather than
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professional qualifications. Moreover, hotel managers met regularly in meetings organized
by the administrative organs to discuss questions related to plan implementation. In
addition, there was informal networking among managers but it was of less importance as
the managers’ decision-making power regarding enterprise strategy and structure was

virtually nonexistent.

The collapse of the Soviet Union and the dismantling of its central planning bureaucracy
liberated hotel enterprises from this cage, as the next section will illustrate. In addition, it
opened the doors for foreign hotel management companies to enter the market, thereby

changing the pecking order in the field.

5.2.2 The hotel industry during the early transition: from iron cage to jungle

The field-level institutional environment changed radically as the Soviet planning system
and its tourism organizations were dissolved. The ideology-based centralized management
of hotel industry was replaced with hotel enterprises with independent decision-making
freedom. Also, new players such as foreign hotel management companies and new local

start-ups entered the market.

State regulation: The dual role of City Hall

The changes in the formal institutional environment on the field-level reflected those on the
macro-level. In particular, creating a market-based regulative environment for the hotel
business, and the privatization of hotel enterprises were major tasks for the Federal and city

governments.

The two main legislative measures to control enterprise activity in the Russian legislation,
licensing and certification, concerned also the tourism sector during the early transition.
However, licensing concerned only tourist firms, whereas hotel operations in St. Petersburg

could be established without a license. From the viewpoint of the hotel industry, an



132

example of a discrepancy between federal and regional legislation was that a license for
hotel operations was required only in Moscow, whereas the federal licensing regulation did
not recognize hotel operations among those business activities requiring a license as such
(Parad Otelei 2/2005). However, a license was required for hotel construction and some
activities performed in hotels, such as the selling of alcohol and organizing transportation
for customers (ZAO “VKR Interkom-Audit”, 2006) Moreover, the licensing system, while
created to regulate the business, did not always work properly. For example, in the tourism
sector it was very easy to get a license as a result of which many tourist firms had the

approach of getting quick cash and disappearing (The Russia Journal 15-21.6.2001).

In addition, a certification system for hotels was created. A national star rating (i.e.
certification) system was introduced already in 1994. It was developed by the Federal
certification body Gosstandart. (The Moscow Times 9.12.2003) However, as certification
was voluntary, there was no single body responsible for it. Instead, any organization
registered in Gosstandart could grant stars (Turisticheskii Biznes 10/1999), as a
consequence of which there were hundreds of organizations granting -certificates
(Turisticheskii Biznes 5/2003). Despite the possibility of getting rated, hotels were not very
eager to get certified. Foreign hotel chains had their own systems, and local hotels did not

see the added value of the certificate.

From the viewpoint of new entrants, it was not the formal legislation that constrained
operations but the role and policy of the city government as property owner. When the
Soviet Union collapsed, the ownership of the state-owned hotel properties was rearranged.
Hotels previously managed by ministries and state enterprises either remained affiliated
with these organizations or were privatized with their management and employees as the
new shareholders. The majority of the hotels, however, including those of Inturist, were
allocated to local and regional authorities. (Gudbergsen, 1996) As a result, the local
governments became major players in the industry, especially in the two main cities
Moscow and in St. Petersburg. As the privatization of state property started in 1992, it was
expected that the hotels would be among the first enterprises to be privatized. However, the

city held on tight to its shares of the former Inturist hotels in particular. Although in the
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first phase of privatization hotel employees and management were able to acquire shares in
these hotels, the city often remained as a shareholder. During the early transition only one
open auction of city shares was organized (The St. Petersburg Times 30.3.1999). The plans
of the city concerning a further sale of its hotel shares were eventually frozen by the 1998
crisis (The St. Petersburg Times 26.11.1999). Therefore, the former state hotels continued
to be at least partly under public ownership and management. The strategic role of the city
government in the industry was further strengthened by the transfer of state-owned land and
real estate in the city to its ownership (Bonneville, 1996). Hence, the city was in control of

not only existing hotels but also of sites and buildings for new construction.

The strategic position of the city allowed it to place informal constraints on new entrants to
the hotel market, concerning particularly the operation mode. During the early transition,
joint ventures with the city government were in practice the only entry mode available to
foreign hoteliers (Lane, 1995). Moreover, the turmoil of the early transition kept foreign
investors away from Russia, and there was little local capital available for hotel projects.
Although the Russian legislation recognized a management contract as an operation mode
and the city officially welcomed foreign hotel management companies to its hotels, in
practice the management contract was conditioned by capital investment into the property
(Kim, 1997). Another characteristic of these early joint ventures with city ownership was
that despite the fact that management was contracted to the foreign company, the city as the
property owner participated in the management. For example, there were shared
management arrangements where part of the management team was nominated by the
foreign company and part by the city. In addition, the city was eager to utilize foreign
hoteliers’ expertise in preparing its hotels for auction (The St. Petersburg Times
26.11.1999). The offers to manage city-owned properties were, however, turned down by

international hoteliers.

New sources of mimicry: foreign entrants, new start-ups, industrial associations

The liberalization of entrepreneurship in the beginning of the 1990s attracted new players

in the hotel business. Some hotels with Russian developers and management were opened.



134

The investors were mainly entrepreneurs exploiting opportunities emerging from the
transitional environment rather than professional hotel developers. For example, the
opening of new hotels was closely related to the booming construction of business centers,
which hotels were parts of. The location of such hotels was not necessarily optimal, as
investors had the site first and then viewed a business center as the most prominent
business opportunity at that time (6, 9). “There were representative offices of foreign
companies, and filials [branch offices] of Moscow-based companies, which had to rent
premises somewhere. There were no business centers that time, seems funny now, but there
really weren’t any. To rent an office in the building of an institute, in some administrative
building, it was impossible.” (9) In addition, organizations affiliated with the former state
structures entered the hotel business with the same “the site first, then the business”
approach. For example, one of the case hotels of this study was opened by the former
manager of the city construction trust, whose resources (including the site) were utilized in

the hotel project (5).

Moreover, the liberalization of foreign business operations in Russia attracted also foreign
hotel management companies to the market. In St. Petersburg, such “early birds” were two
joint ventures initiated before the collapse of the Soviet Union (Nevsky Palace and Grand
Hotel Europe), as the first post-Soviet entries took place only in 1997. This was the year of
a “hotel boom”, which included a number of projects involving the city administration and
foreign chains. These comprised negotiations on the management of former Inturist hotels
as well as new hotels planned to be constructed. Most of the projects were joint efforts of
the city administration and foreign investors. The 1998 crisis, however, cancelled most of
these projects and thereby limited the presence of foreign hotel management chains during

the early transition.

In general, the St. Petersburg hotel industry had a bi-polar nature during early transition.
The previous position of Inturist hotels as the superior ones was taken over by a handful of
S-star foreign-managed properties. These included the flagships of Inturist, i.e. the
historical properties Astoria and Grand Hotel Europe, which underwent major

reconstruction. These hotels cherry-picked the wealthiest foreign customers, leaving former
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state hotels to serve budget-class foreign tourists and domestic customers. The new
Russian-managed hotels often had the advantage of being parts of modern business centers,
which brought them foreign businessmen as clientele, thereby putting them higher in the

hierarchy than former state hotels.

The dissolution of the state tourism administration structures with their standards left a gap
in the field, as an absolute majority of former state hotels continued as independent
enterprises. The city-owned hotels had, though, for the first years of transition an
administrative structure, “Petrotel”, which was to continue the work of the Hotel
Administration. It did, however, not live long. (15) The presence of hotel management
chains in the sector was limited to the foreign-managed properties. On the one hand, there
were no local chains that Russian-managed hotels could have joined and on the other hand
their quality was not sufficient to become members of international chains. In addition, as
illustrated above when discussing operation modes of foreign hotels during the early
transition, the attitudes of hotel owners were against giving up control to an outside hotel

management company (Turisticheskii Biznes 7/2003).

In addition to the diversification of types of hotel enterprises, tourism and hotel industry
associations started to emerge as well. Typical for the process of institutionalization of
field-level associations in post-socialist Russia has been the creation of several competing
organizations, varying in their profile and lobbying power (see e.g. Kaipio and Leppénen,
2005). Of the associations relevant in the St. Petersburg hotel industry mentioned by the
interviewees for this study, during the early transition the following were founded: the
Russian Hotel Association (1997), the Northwest Union of Tourism Industry, and the
regional organization of the Russian Association of Tourism Industry (1993). However,
there was no hotel industry association on the local level. Furthermore, the city
administration and other organizations such as the Chamber of Commerce and Industry had
working parties directed at the development of the tourism and hotel industry. The
influence of such structures was, however, not assessed very highly by the interviewees of

this study, which consequently limited their interest in joining them.
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Normative pressures: Expatriate professionals versus local non-professionals

The collapse of the Soviet tourism structures brought changes to the educational profile of
management and staff as well. The foreign-managed hotels brought to St. Petersburg a new
breed of hotel managers, i.e. senior expatriates with profile education and extensive
experience in the hospitality sector. In the international hotel industry, it is common that
senior managers have a long career path in the industry and have gradually been rising
through the ranks. The lack of professionally qualified Russian managers resulting from the
lack of profile education in the Soviet times was reflected in a relatively large number of
foreign expatriates needed to run foreign-managed hotels on the one hand, and the

continuing practice of hiring non-industry managers by new start-ups on the other.

There was also a lack of qualified staff, resulting from two factors. First, as the training
institutes of Inturist and the trade union tourism structures were closed, the system of
education of hotel industry professionals had to be created anew. In part, state-owned
universities introduced degree programs for tourism, and new professional institutes were
opened. However, the Soviet legacy was present in the curricula of these institutions, as
their emphasis was on economic and technical subjects (Karpova, 2003) rather than issues
related to service quality. Second, staff with experience from the Soviet hotel industry was
not in great demand due to its notorious lack of a proper service attitude towards customers:
“They have the attitude towards customers as the lowest category of the peasantry, who
come and interrupt their tea-drinking.” (2) The lack of qualified staff was felt most
severely by foreign entrants, as former state hotels rather reduced their staff than hired new
personnel (The St. Petersburg Times 15-21.12.1997). As a response, foreign hotels hired
personnel from outside the industry with no previous experience but with foreign language
skills, Often, the staff was highly educated, such as university teachers and scientists. (0)
Their interest in working in the hotel industry was explained by the dramatic drop in

income levels in the public sector and relatively good salary levels in foreign enterprises.

The managerial networks in the St. Petersburg hotel industry during the early transition

reflected the bi-polar nature of the hotel market at that time. As noted above, the market
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was divided into the high-end, consisting of wealthy foreign tourists and businessmen, and
the low-end, including mainly Russian and CIS tourists and business travelers. The former
group was primarily served by the foreign-managed hotels, and the latter one by former
state hotels, whereas the few local start-ups balanced somewhere in between. As a
consequence, managerial networking took place mainly within these groups of enterprises.
Interestingly, the tradition of personal networking in Russia did not seem to stretch to
enterprise relations between competitors, as there was little interaction between managers
of former state hotels. Rather, the Soviet practice of information hoarding was prominent,
as hotels did not want to share information for fear of revealing business secrets. In post-
socialist Russia, the category of business secrets is wider than in the Western market
economies, including information such as company turnover and its ownership structure.
As a matter of fact, respondents concluded that hotel managers had more communication in
the Soviet times, when the central organs regularly gathered them in meetings. (12, 15)
Moreover, personnel transfer between various groups of hotels was rather limited. On the
one hand, foreign hotels did not want to hire personnel with experience from the Soviet
service culture, and on the other hand Russian hotels could not provide competitive

conditions for persons with experience from foreign-managed hotels.

Summary: sources of institutional isomorphic change during the early transition

The end of state socialism replaced the organizations of the central planning system as a
single source of isomorphic pressures with a variety of emerging forces. Table 13
summarizes the main elements in the field-level institutional context of the St. Petersburg

hotel industry during the early transition.
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Table 13: Main sources of institutional isomorphic change in the St. Petersburg hotel
industry during the early transition

Type of Main source

isomorphism

Coercive Formal regulation by federal and regional legislation being created
isomorphism Informal regulation by the city as property owner

Mimetic Bi-polar market between high-end properties with foreign management chains
isomorphism and low-end Russian owner-managed properties

Emergence of tourism and hotel industry associations

Normative Expatriate professionals vis-a-vis local managers with non-industry
isomorphism background

Lack of experience from the Soviet hotel industry criterion for new staff

Managerial networking of limited nature

It can be concluded that the field-level institutional environment was still in flux during the
early transition. The legacy of state socialism was reflected in the dual role of the city
government as regulator and actor, and the institutional constituents such as the education
system and professional associations were in the making. The role of the state and local
authorities was formally limited to providing a regulative environment for the hotel
business. However, as most of the city’s hotel stock was transferred to the city
government’s ownership, City Hall was also in a position to regulate the entry of new
players to the field. Moreover, there was a new hierarchy among the enterprises of the field.
This was no longer based on the socialist ideology and preferences of the national economy
but rather on service quality. Here, foreign-managed hotels were superior vis-a-vis the local
ones. Their service standards were kept up with a large number of expatriates and by hiring
personnel without the legacy of the Soviet service culture. Given the lack of professionally
trained managers on the job market, Russian-managed hotels continued to have managers
with non-industry backgrounds. There was also little interaction between hotels of different
categories. Managerial networking took place more actively among the expatriate managers
of the foreign-managed properties, whereas Russian managers were reluctant to interact

with each other for fear of revealing business secrets.
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Despite the difficult conditions resulting from the collapse of the central planning, the St.
Petersburg hotel industry’s development looked promising towards the end of the early
transition period. 1997 was a record year for Russian tourism and a year of a “hotel boom”
in St. Petersburg with the announcement of several new hotel projects, often with foreign
involvement. However, the positive development was interrupted for some time by the

1998 crisis.

5.2.3 Hotel industry during late transition: the jungle gets more order

The consequences of the 1998 financial crisis for the Russian economy were manifold and
the crisis did not leave the hotel industry untouched. However, its effect was not only
negative and not as visible for all hotels. Those hotels serving budget class domestic
tourists suffered the most as Russians could not afford to travel. Furthermore, the crisis
temporarily paralyzed investment activity in Russia, which was the case also in the hotel
industry. In addition to freezing new hotel projects, renovation programs in existing hotels
were put on hold (15). On the other hand, hotels serving mainly foreign customers and
having their contracts in US dollars benefited from the situation. Also, supplier prices went
down. One interviewee of the study viewed the crisis as a positive thing: “In my opinion,
the Russian people would need a default on a regular basis, I think. We here in Russia
cannot work, to accomplish anything. If there would be quarterly a default, it would be

ideal.” (15)

The institutional context of the hotel industry with its field-level sources towards
isomorphism changed during late transition, as market economy structures became more
established and the involvement of the city government in the industry diminished.

State regulation: City Hall loosening its grip on the hotel industry

The main aspects of the state regulation in the St. Petersburg hotel industry during late

transition consisted of the development of industry legislation, completion of the
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privatization of city-owned properties, and the city policy drafted to stimulate new hotel

construction.

As described in Chapter 4, the legislative environment in Russia underwent a series of
reforms during late transition. The industry legislation was considered “not too bad” by
most of the Soviet hotels’ managers, although somewhat ambiguous as it consists of many
levels and is some times contradictory (13). Moreover, the emergence of a new type of
enterprises, mini-hotels, revealed gaps in the legislation (The St. Petersburg Times
30.3.2004). The concept of a mini-hotel was not defined in the Federal industry norms and
standards, which were created for large hotels. For example, the new Federal certification
system adopted in 2003 (The Moscow Times 9.12.2003) is based on physical criteria, such
as the existence of conference facilities of a certain minimum size, which are impossible to
meet by mini-hotels with often less than 20 rooms (1). Moreover, the hotel certification
system was viewed as a problem itself. Certification continued to be voluntary and in
addition to the official Federal certification, also other bodies could continue to do hotel
rating. Comments, such as “Nowadays anyone can offer beds for overnight stay and claim
to have a hotel. ”(5) and “Stars can be bought for money - you apply for 3 stars because
your hotel meets the 3-star criteria and they offer you 4 stars if you pay something

extra.”(6) illustrate the low credibility of certification as a regulative measure.

A major change in the regulative environment of the St. Petersburg hotel industry during
the late transition was the city government’s relinquishment of hotel ownership in 2004 and
2005. This was the end result of a kind of “one step forward, two steps back™ ownership
and privatization policy that City Hall had implemented since 1999 when it announced that
it would keep its shares in the city’s hotels until they became more profitable and could
command higher privatization bids (The St. Petersburg Times 30.3.1999). Part of this
approach was to invite international management companies to help in the process (The St.
Petersburg Times 30.3.1999). The idea of the involvement of international management
companies was, however, later scrapped in part due to the low interest of foreign hoteliers
(The Russia Journal 7-13.3.2002). Instead, in 2004 the city acknowledged that it is not a

professional hotel owner and that its involvement hinders investment in the sector.
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(Fontanka.ru 6.5.2004) Consequently, the hotel properties with city shares were evaluated
by domestic and foreign experts during 2004, and the city shares were auctioned off in
2004-2005. Most of them were acquired by existing shareholders, as well as outside
Russian enterprises and investors, but also some foreign hotel companies already operating

in Russia strengthened their foothold by acquiring shares in the former state-owned hotels.

In addition to the financial reasons for the incoherent hotel privatization policy of the city,
there were also institutional ones. The hotel business is one of the sectors which are
considered as particularly lucrative for criminal groups, due to the cash-heavy nature of the
business (The Moscow Times 3.2.1998) and to the opportunities that hotel premises offer
for complementary businesses. Unlike in Moscow, where there was a wave of suspected
contract killings in the hotel industry around 1998 (The Moscow Times 3.2.1998; Business
Week 26.1.1998), the battle over ownership in the St. Petersburg hotel industry was
conducted in a more civilized manner. For example, tenders of city shares were postponed
or cancelled, which industry observers interpreted as an attempt to prohibit a buyer with
unclear or even illegal financial resources from getting its hands on the property (The St.
Petersburg Times 18.7.2000). In addition, there was an auction that was suspected by the
media as being merely symbolic, with the aim of transferring the city property to a private
company connected to City Hall and thereby prevent the property from ending up in the
hands of criminals (The St. Petersburg Times 18.7.2000). Moreover, the results of another
auction won by an investor with a “murky” background were taken to court, which declared
them illegal (The St. Petersburg Times 26.11.1999; 11.1.2000; 25.1.2000). Here, the

ambiguity of the Russian legislation served the interests of the city administration

During the late transition, the city government also started to draft more concrete policies
targeted at new hotel construction. The first step in that direction was taken in spring 2001
as the city investment center founded a department of investment projects in tourism and
the hotel business. Moreover, there was a governor decree on investment support measures
for the hotel industry, including concessions for payments to the city budget and creating a
special committee for supporting investors. (Turisticheskii Biznes 3/2004) In 2001 the

governor also issued a resolution covering the allocation of buildings and lots for
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construction of hotels at market cost. The goal was to make it easier to get real estate for
new hotels to be opened for the 300th anniversary of the city in 2003. (The St. Petersburg
Times 30.12.2003) The legislative measures with investment support taken in 2001 did not,
however, prove successful and a new hotel industry development plan was introduced in
2004. According to the new plan, the main support instrument is the allocation of sites.

Thus, the city government continued to play the role of “gatekeeper” for the hotel industry.

The informal constraints of the early transition concerning operation mode were, however,
replaced with those related to the site allocation. First and foremost, attractive buildings in
the city center formally on the list of available sites were in practice with “burdens”, i.e.
occupied either by communal apartments, state institutions or small businesses that would
have to be allocated elsewhere. (Ekspert 13-19.9.2004) “...we are long looking for a filial
for development. The city offered already some years ago 113 locations. Of them, I visited
86, selecting a filial. [...] The majority of them we rejected, because they come with
burdens. The city offers properties, but when we start to investigate, it comes out that
people did not yet move from there, or there is a burden with the relocation of existing
tenants, or there is a burden that does not allow us to rent it yet but only in three
years...”(5) Moreover, interviewees for the study noted that the allocation of sites would
not always be based on free competition — “We asked the city to sell us the empty building
opposite our hotel and they refused. Now we see that there is renovation going on, so
obviously someone else managed to negotiate it.”(5) This reflects the importance of

informal practices, such as the use of personal relations also during the late transition.

Sources of mimicry: the gap between us and them narrowing down

The bi-polarized nature of the hotel market of the early transition started to change during
the late transition, which blurred the boundaries between hotel segments. First, the foreign
and local demand started to mix. There were more wealthy Russian customers who stayed
in up-scale foreign-managed hotels, and the improved quality of Russian-owned hotels (in
part associated with the opening of new small hotels) increased their attractiveness to

foreign customers. Second, the new Russian hotels opened included also top-tier properties,
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whereas foreign chains started to approach the 4-star market as well in addition to the 5-star
segment. Third, due to the “gray” nature of the mini-hotel segment, some legally operating

small hotels preferred not to position themselves as mini-hotels on the market.

A completely new phenomenon for the post-socialist era of St. Petersburg was the opening
of mini-hotels, some of which have been transformed from kommunalki, communal
apartments shared by several families in the Soviet times (The St. Petersburg Times
30.3.2004). The founding of such accommodation facilities was fuelled by the city’s 300-
year anniversary in 2003, which was expected to bring an inflow of tourists to the city. In
addition to such properties registered as accommodation facilities, the fact that the
legislation did not recognize mini-hotels as organizations was exploited by entrepreneurial
individuals who provided guest accommodation in premises registered as apartments.
Therefore, they could avoid being subject to hotel industry legislation. (The St. Petersburg
Times 30.3.2004). Such a phenomenon was, of course, not welcomed by managers of those
small hotels who had managed to fulfill the legislative requirements concerning safety,
hygiene etc. tailored to needs of large hotels. One of the respondents of this study assumed
that the city is consciously looking the other way concerning the operations of illegal mini-
hotels, since they provide additional accommodation capacity badly needed during high
season. Later on, they may gradually disappear from the market as a result of natural

selection. (6)

In addition to mini-hotels, new players that entered the industry during the late transition
were high-level Russian-owned hotels. An interesting detail concerning the linkage
between Russian business culture and hotel business is that luxury hotels seem to have
become a status symbol for wealthy businessmen — building a 5-star hotel is “like buying
Chelsea™*. Here, the logic behind hotel investment is not necessarily the profitability of the
business but rather the prestige associated with the ownership of a high-status property.
Another characteristic of the market was that local investment came from firms

traditionally not involved in the hotel business including, for example, a fuel shipping

3% The allegory, used by a Moscow-based consultant, Pyotr Medvedev, in The St. Petersburg Times (July 12,
2005), refers to the Chelsea football team that was acquired by the Russian business tycoon Roman
Abramovich
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holding, a transport company and a home improvement chain. (The St. Petersburg Times
29.1.2002) In many cases, hotels were constructed as parts of larger real estate projects,

such as shopping centers and entertainment complexes.

Finally, also foreign involvement in the St. Petersburg hotel industry increased during late
transition. The “second hotel boom” of 2003 motivated new foreign players to enter the
market. In addition to the three foreign companies that had entered the market by 2005,
several projects were still ongoing by the end of the year. In contrast to the early transition
period, the hotel construction projects in the late transition period were private-private
partnerships, often including a Russian constructor-developer and the foreign management
company. In such projects, the foreign management company’s reputation could be used to
acquire financing for construction, but the management company itself did not invest its
own funds. In addition to new foreign entries, also the ownership and management
structure in existing foreign-managed hotels changed. This was in part connected to the
withdrawal of the city from hotel ownership. Furthermore, the secondary real estate market
started to emerge, as there were two cases where a hotel property changed hands between

private owners.

The presence of chain-based management structures was still limited to foreign-managed
properties as Russian-managed hotels continued to be independent and owner-managed.
However, several plans were announced with the intention of establishing Russian hotel
chains. These plans included chains based on ownership as well as management companies
targeting the development of a hotel brand (Fontanka.ru 22.9.2004; Gostinitsi Sankt-
Peterburga 22.4.2005; The St. Petersburg Times 15.2.2005). As to hotel chains, a
peculiarity of the hotel management companies that were actually founded was that they
were either owners of their properties or were the owners’ subsidiaries created for that
purpose. For example, large holding companies diversified to the hotel business and

founded separate structures to manage them.

The development in professional associations followed the development in hotel types

during late transition, as the mini-hotels founded their own industry associations.
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Characteristically in post-socialist Russia, there were several competing associations of
mini-hotels (The St. Petersburg Times 30.3.2004). The associations provide marketing and
management support, maintain relations to state authorities, and provide legal and financial
consultation. (The St. Petersburg Times 30.3.2004). In contrast, during the late transition
there was, however, still no local industry association that would unite the city’s hotel
enterprises although the Russian Hotel Association was actively promoting the creation of
regional branch offices (Parad Otelei 5/2005). About two thirds of the managers
interviewed for the study participated in hotel and tourism industry associations dealing
with hotel and tourism industry development. Some of the participants, however, shared the
opinion of non-participants that the associations have no effect on the operations of the
hotels, whereas others viewed industry associations as a way to channel the industry’s
opinions to City Hall. Moreover, the existing industry associations were considered more as
marketing instruments for their participants than as having a real effect on the development
and dissemination of industry practices. They were also criticized for not keeping in touch
with the reality of practical hotel management: “The lecturers in their seminars are
university people, who are fascinated with their theories — we should have experienced

managers instead. ”’(6)

Normative pressures: professionalization gathering speed

The profile of managers and employees in the St. Petersburg hotel industry started to
change towards a more professional direction as the efforts of newly created educational
programs and hotels’ own training started to bear fruit. However, the local training system
was still not developed enough to produce qualified managerial staff to meet the needs of
new hotels. There were no branches of foreign schools yet and local programs were not
developed enough (The St. Petersburg Times 13.4.2004). Moreover, industry practitioners
considered university programs in the tourism sector as too theoretical to meet enterprises’
requirements (2; Parad Otelei 2/2006). Thus, the educational background of the interviewed
managers of new Russian hotels was as varying as for the former Soviet hotels. Among the
respondents only one manager had a profile university degree, whereas the university

degrees of the respondents varied from engineering and law to languages and arts.
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Moreover, the majority of the respondents were in their first position in the hotel industry.
The former professional experience of the respondents included, for example, banking,
public administration and university careers. There seemed to be also a new generation
growing up, since only one manager of a new hotel had management experience already
from the Soviet times. In foreign-managed hotels the training efforts started already to
show results, as foreign hotels could increasingly replace expatriates in mid-management

positions with young Russians rising through the ranks in the company.

In contrast to managers, the staff of Russian-managed hotels already had predominately
industry education, as most hotels took students from professional hotel and restaurant
industry institutes into traineeships, and then hired the most promising of them
permanently. However, the graduates of professional institutes are considered to be “semi-
finished products” (20) and hotels still need to put a considerable emphasis on on-the-job
training. There was also some personnel transfer between hotels, but rather between
foreign-managed hotels and from Russian owned to foreign-managed, which indicates that
the Russian hotels are not on the same level yet. As one expatriate manager of a foreign
company illustrated the situation: “We have gained staff from Russian-managed hotels, but
never lost to them. Doesn’t that say something?’(26) Moreover, personnel transfer was
considered as a negative phenomenon to be avoided, rather than as a fact of life. “Personnel
turnover means that either a good hotel did not want to keep a bad specialist, or a bad

hotel could not keep a good specialist. From us, at least, nobody escapes.” (8)

The degree of communication and information exchange between hotel managers in St.
Petersburg was still rather low, mainly limited to unofficial communication taking place
between managers of hotels of the same category. Here, the foreign-managed hotels still
formed a club of their own. More than one respondent mentioned that the business is in
general still very closed and managers are reluctant to share their views and information.
However, managers of new Russian-managed hotels with little industry experience were
more open in this respect and wanted to share their experiences with newcomers: “I would
like that knowledge exchange would be more evident. In seminars, when I talked to those

who were opening new hotels, they came to me and asked: “Can we come to you and see
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what kind of contracts you have, how they are juridically completed. Or can we look at how
you are working, how you are cleaning?” I said always, of course you can, no problem. I'll

show everything. I'm for us, for Russians. I want to improve things for everyone.” (6)

Summary: Sources of institutional isomorphic change during late transition

The late transition was a period of rapid development in the hotel industry and the
stabilization of market conditions. However, the institutional framework was still
undergoing change, and different players were seeking their role in the field. Table 14
summarizes the main characteristics of the field-level institutional framework during late

socialism.

Table 14: Main sources of institutional isomorphic change in the St. Petersburg hotel
industry during late transition

Type of isomorphism Main source

Coercive isomorphism Federal and regional legislation developed further but still with gaps

The site allocation policy main regulative instrument of the City Hall

Mimetic isomorphism Enterprise hierarchy based on legitimacy
Chain-based management still limited to foreign-managed properties

Strengthening of the role of tourism and hotel industry associations

Normative isomorphism | New generation of Russian professional managers growing
Formal education and service attitude main criteria for staffing

Attitudes towards managerial networking becoming more open

The table shows that the different sources of institutional isomorphism underwent a change
as the transition towards a market economy proceeded. First, the market-economy based
legal framework was further developed, but still had its shortcomings regarding, for
example, the identification of different types of hotels. A major change in the regulative
role of the city government was its relinquishment of hotel ownership. However, as the city
still controlled the majority of the sites available for hotel construction, its role was still

critical for new entrants.
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Second, the structure of the field as regards different sub-fields changed again. As foreign
and local demand started to mix and Russian-managed hotels improved their performance,
the dividing line between “us and them” blurred. Instead, the emergence of mini-hotels
exploiting gaps in the legislation made a new division of hotels — into those who operate
legally and follow industry norms, and those who don’t. Moreover, chain-based
management structures still had a limited influence on the field as the majority of Russian-
managed hotels continued to be independent and owner-managed. In contrast, the industry

associations’ role in disseminating practices strengthened during late transition.

Third, the normative base in the field started to show signs of professionalization as the
training efforts of foreign-managed hotels started to bring results. Some of the expatriate
managers could be replaced with Russians trained in the companies. Moreover, the
availability of professionally educated staff increased as the education system started to
produce them. However, having a service attitude was the main criterion for personnel as
the importance of service was already recognized by the former state hotels. Finally,
managerial networks were developing as well, as managers of new Russian-managed hotels
were more open towards sharing information than their counterparts with experience from

the Soviet period.

5.2.4 Summary: Institutional isomorphic forces from socialism to late transition

This chapter described the change process in the field-level institutional environment of the
St. Petersburg hotel industry from socialism to the late transition. During state socialism
part of the sector was subordinated to the state tourism organizations, and part to other
administrative organs such as the city and state-level political organizations. The
institutional context faced by different types of hotels varied in their importance to the
national economy as regards to, for example, access to resources and the level of
professionalization of the staff. Hotel managers as a rule were non-industry professionals
nominated by the state organs based on ideological criteria. In general, the central planning

system controlled all aspects of the hotel enterprises, being a combined source of all kinds
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of isomorphic pressures. The central planning system and its administrative bureaucracy
substituted for market-industry-type legislation and its enforcement. Moreover, the state
organizations in a way played the role of hotel chains and industry associations by
imposing standards for hotels to follow and by controlling their performance. Here,
socialist competition targeting maximal plan fulfillment was an important measure. In
addition, managerial networking was coordinated from above as the administrative organs
regularly gathered hotel managers to meetings where orders considering plan

implementation were distributed.

The early transition changed radically the field-level institutional context as the central
planning was abolished. Enterprise activity was liberated and the state involvement in the
sector was basically limited to formal regulation. However, as the city government did not
hurry to privatize the hotel properties it had inherited from the Soviet Union, it also posed
informal constraints regarding entry to the sector. These constraints were faced particularly
by foreign enterprises, which in practice had to form joint ventures with City Hall if willing
to enter the market. The sources for mimetic and normative pressures changed as well as
the state planning was abolished. The field-level hierarchy among enterprises was changed
as foreign 5-star chains entered the market and reserved the upper segment of the market,
often consisting of foreign customers. Former state hotels were left to serve foreign budget
travelers and domestic customers. This split nature of the field reflected also in the staff and
managerial background. Former state hotels and the handful of new Russian-managed
properties continued to be owner-managed, usually by a manager with a non-industry
background. There was little turnover in the staff as former state hotels rather reduced
personnel than hired new ones. Foreign-managed properties for their part had large teams
of expatriates provided by the chains, who trained staff “unspoilt” by the Soviet hotel
industry practices. Industry associations started to emerge as well but their role was not yet
significant in the dissemination of practices. Finally, field-level managerial networking was
limited, as the foreign expatriates formed their own circle and Russian managers were not

eager to share experiences with colleagues.
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Finally, the late transition brought further changes in the institutional context in the St.
Petersburg hotel industry. The different sources of institutional isomorphism underwent a
change as the transition towards a market economy proceeded. However, the legal
framework did not keep the pace with enterprise sector development. It had shortcomings
regarding, for example, the identification of different types of hotels. A major change in the
regulative role of the city government was its relinquishment of hotel ownership, which
shifted the focus of the city policy towards site allocation. Thereby, it still constrained entry
to the sector. Moreover, hierarchy in the field between enterprises changed again. The
dividing line between foreign- and Russian-managed hotels started to blur as they entered
each other’s territories on the market as regards “star” categories and customer structure.
Instead, there appeared a new basis for diversity as the emergence of illegal mini-hotels
exploiting gaps in the legislation divided hotels into legitimate and illegitimate ones.
Moreover, although there were plans to form Russian management chains, the majority of
Russian-managed hotels continued to be independent and owner-managed. In contrast, the
industry associations took a more active role in disseminating practices during late
transition. Finally, the managers and staff in the field started to “professionalize” as the
training efforts of educational programs and hotel enterprises started to bring results.
Expatriate managers were increasingly replaced with Russians trained in the companies,
and young staff with industry education and no Soviet-era experience became available.
Managerial networks were emerging also, as managers of new Russian-managed hotels
were more willing to share knowledge and experiences than their counterparts with

experience from the Soviet period.
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6 Strategic and structural adaptation of St. Petersburg hotel

enterprises

After describing the development process in the field-level institutional context of the St.
Petersburg hotel industry from the socialist period until late transition, the dissertation now
moves to illustrate organization-level processes. Consistent with the conceptual framework
of the study, this chapter will discuss how hotel enterprises responded to the changes in the
macro- and field-level institutional environment. This is done by describing the structure
and practices of hotel enterprises in the three time periods under investigation as illustrated
in Table 15. In addition, special attention is paid to differences in the strategic behavior of
foreign-managed hotels, former state hotels and new Russian-managed hotels during the

transition.

Table 15: Elements of strategic and structural adaptation of St. Petersburg hotel

enterprises
Structure Management structure
Departments and functions
Practices Relations with the public sector

Supply strategy

Personnel policy

Sales and marketing strategies

Table 15 summarizes the elements of strategic and structural adaptation that are described
empirically in this chapter. Enterprise structure comprises first, management structure of
the hotel, i.e. how property ownership and the management of operations are implemented
and whether a hotel is independent or a member of a chain. Second, the organizational

structure of the hotel is illustrated as regards different departments and functions.
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Enterprise practices are illustrated by examining how the enterprise manages its relations
with the public sector actors regulating the industry, and what its practices are regarding
various elements of the production system. Here, supply strategy is understood as
consisting of sources of physical supplies and relations with suppliers of them. Personnel
policy comprises issues such as recruiting criteria, and training and social benefits provided
to the employees. Finally, sales and marketing strategies are illustrated in terms of

distribution channels and various components of the marketing mix.

6.1 Central planning until 1990 — structure and practices imposed by the Plan

During central planning, all dimensions of the organizational environment faced by the
hotel enterprises of Leningrad were controlled by the state. As described in Chapter 5, due
to the central planning system, the state tourism organizations and other administrative
bodies were responsible for strategic planning and decision-making, whereas managers of
hotel enterprises took care of operational management based on detailed instructions from
above. Instead of corporate strategy, it was the solving of daily problems such as supply
shortages that took most of the hotel manager’s time: “Daily affairs, to clean, to receive
guests, and so on. Draft and submit applications in time for food supplies, materials, for
replacing some equipment, for maintenance and so forth. Those were the main tasks of the
hotel director.” (12) The planning system also liberated hotel managers from the main
challenge faced by hotel management in a market economy: how to ensure occupancy. This
was in part due to the centralization of customer supply, and in part a result of a scarcity of
hotels in the country, which guaranteed full occupancy to all hotels: “It was easy for the
director to make a plan. Occupancy was practically at a hundred percent, everything was
booked in advance. It was known, what kinds of groups were coming for what time, when

they would leave.” (11)
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6.1.1 Structure of a Soviet hotel: Planning and supply departments dominate

The organizational structure of a Soviet hotel reflected the planning system and its division
of labor between the administrative organizations and hotel enterprises. The organizational
structure was also defined from above. Perhaps the main difference compared to Western-
type hotel enterprises was the separation of accommodation and restaurant functions under
the management of two state organs in, for example the municipal hotels where they were
subordinated to the Hotel administration and Restaurant administration departments of the
Lengorispolkom. (15, 19) Moreover, there were departments that do not exist in a hotel
operating in a market economy, such as the planning-economic department, which together
with the head bookkeeper, who was a key person in the Soviet enterprise, fulfilled the tasks
of a financial department. (19) Also, there was a supply department that was responsible for
the whole supply function of the hotel. (18) It was the department that had the most
problems due to constant supply shortages. Its importance was reflected in the
organizational chart, where the department was directly subordinated to the hotel director.
(19) On the other hand, hotels did not have sales and marketing departments as the sales
function was centralized. Furthermore, the organization of some functions, such as
housekeeping, was somewhat peculiar. In the Soviet hotels, each floor had a “key lady” — a
floor attendant who cleaned rooms and served as a kind of floor receptionist (11). One of
her (these persons were usually females) tasks was obviously to control who entered the

floor (see also Kostiainen, 2003).

Furthermore, there was a large technical-engineering department, employing even 15% of
the staff (15). This was due to maintenance problems resulting from the shortage of funds
allocated from the state budget for repairs and maintenance. “Our engineering department
was huge, because due to the inadequate technical condition [of the hotel], there appeared
vacancies that shouldn’t be in hotels at all, such as welders. This was because pipes were
leaking every day.” (15) Finally, as hotels were part of the larger tourism management
structure, a variety of other tourist services such as the booking of excursions and of tickets
to cultural events were offered in hotel premises. The Inturist hotels also had hard currency

shops for foreign customers, selling products not available to ordinary Soviet citizens.
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Although the Soviet hotel was not an independent enterprise, its organizational structure
was rather heavy, including many levels of “directors”. (15, 18, 19) They were called
directors, although their role was administrative without decision-making power. There was
the hotel director and restaurant director, and a number of vice-directors who were
department heads. One of them was the head bookkeeper. (18, 19) Finally, the Soviet hotel
could be considered a rather self-sufficient unit in the sense that there were services such as
occupational safety and sanitary-epidemiological services that are usually performed by
independent organizations. There were also representatives of security organs placed in

hotels. (19)

6.1.2 Practices of a Soviet hotel: two parallel “ways of doing things”

It can be summarized that in the Soviet planning system, the hotel enterprise had only one
stakeholder group: the state, which defined its course of action. Officially, the detailed
plans left little room for individual managerial action. However, due to shortcomings of the
planning system, there were a number of informal activities going on beneath the surface.
As any other Soviet enterprise manager and citizen, hotel managers and staff were engaged
in the informal networking described in Chapter 4. Networks were employed for different
purposes, such as to meet the plan targets, to get additional benefits from the system, or for
personal gain. The following sections describe the formal and informal practices of hotel
enterprises concerning the planning authorities, the supply of resources, personnel and the

distribution of hotel services.

Hotel enterprise and the state organizations: formal compliance and informal bargaining

The dual nature of the relationship between the Soviet hotel enterprise and the state tourism
organizations consisted of the formal command hierarchy on the one hand, and on the use
of personal relations to bend the “rules of the game” on the other. Formally, the planning
hierarchy left no decision-making freedom for enterprise managers concerning e.g., the

supply of resources, but in practice managers compensated this by extensive bargaining
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with the authorities in charge. Furthermore, as described in Chapter 5, hotel managers were
often nominated on the basis of other criteria than professional competence and
background. “On the one hand, hotel managers were not professionals: we did not have
specialists who could take such positions; on the other hand, circumstances did not allow
managing professionally.” (15) A background in the Party or other state organs provided a
manager with a network of relations that were useful in the work as hotel manager.
Moreover, in the absence of objective financial indicators for hotel performance, the
evaluation of managers was subjective and often based on their personal relations with
officials higher in the planning hierarchy (19). The following sections describe in more

detail the dual nature of the Soviet planning in the production system of hotel services.

Supply of goods: some more equal than others

Despite the fact that socialist ideology stressed equality, in the hotel industry some hotels
were “more equal than others” as regards the supply of resources. Formally, the distribution
of resources was based on the applications drafted by hotel managers. As the demand (i.e.
occupancy) was also planned in advance, it was relatively easy to define the need for
resources in advance. However, as described earlier in this study, the plan often failed to
provide enough resources to enterprises, leading to supply shortages, which had to be coped

with in an informal manner.

The shortage of foodstuffs and other supplies was a general problem for the hotels serving
local customers, whereas the Inturist hotels serving foreign customers had an advantage
when competing for supplies. This was due to their strategic importance as bringing hard
currency into the Soviet economy: the planning organs allocated more resources to them in
order to keep up a good image for tourists. “Everybody felt the shortage of food supplies. If
you take hotels of the highest class (there weren’t yet stars), such as Astoria and
Europeiskaya, there weren’t such problems as the state, preferring not to lose face,
provided them completely. When it comes to small hotels and dormitory-type hotels, they
had to have management with the skills and competence of a “tolkach”, who could “push”

everything through and secure the hotel with everything that was needed.” (11)
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However, a common problem for all hotels was the lack of resources allocated to the
maintenance of premises of the hotels. As factors of production were distributed from
above, revenues from hotel operations were channeled via the respective administrative
organs to the state budget, from where part of the funds were allocated back to the lower
levels. The practice was a kind of “one for all, all for one”, i.e. the totality of revenues
created by different hotels was collected by the administrative organs, and the funds
received back from the central government were usually allocated to one hotel at time for
renovation purposes. (14) The supply and maintenance problems were solved in different
ways. A common function for all of them was the central role of the hotel manager, and his
personal relations. He either himself lobbied for more resources in the planning organs, or
used the services of tolkaches. Here again, it was important to have personal connections in
finding such persons. As one of the interviewees put it: “Of course the tolkaches helped!
They run like crazy around the city: one after foodstuffs, the second after wooden boards,
the third after tableware and the fourth after nails, and got somewhere something. A lot
depended on them, of course.” (18) The need for nails and boards may sound peculiar when
mentioned in the context of hotel services, but it is explained by the nature of the Soviet
production system. As in manufacturing enterprises, hotels typically produced everything

in-house.

Finally, the low strategic importance of the accommodation sector (with the exception of
Inturist) for the natural economy was reflected in the lack of investment goods tailor-made
for hotels: “There were no furniture sets for hotel rooms so everything was bought in parts.
For example, a cupboard was bought in Bryansk, and beds were bought in prisons, and

that furniture was revolting...” (15)

Human resources function: extensive social benefits and black market activities

The human resource policy of a Soviet hotel was once again strictly constrained by the
plan. The number of staff, their job descriptions and salaries were centrally decided.
Moreover, a central feature of the planning system was the provision of a number of social

benefits to the staff. These were also coordinated by the tourism planning organs and
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included, for example, free or subsidized holidays and medical recuperation at resorts
owned by the organs. (12, 13) Also, summer camps for the employees’ children were
maintained. (13) An additional benefit for the hotel industry was free or subsidized meals,
which was appreciated in the period of food shortages. However, they were not available
for everyone but directors and kitchen staff. (18) Furthermore, enterprises sometimes
offered material help when needed. (14) The managerial staff of Inturist hotels was in a
privileged position as they had a possibility to travel abroad in the groups sent by the

Inturist central union to study the foreign hotel industry, usually in socialist countries (18).

The official planning system was completed with an informal system also in this respect.
Often, staff was allocated po blatu: not based on the person’s competence but his or her
status and personal connections. Moreover, the trips were not automatically granted for
every worker, but their availability per enterprise was in part negotiable. Here, the personal
relations of the hotel manager with the bodies organizing vacations were important. “We
applied for trips, for example, intended for treating work-related illnesses. It was decided
from above which hotel receives what. To a large extent it depended on the relations of the
hotel director with the general director [of the local Inturist], with the Party Committee,
with the Labor Committee. If you had good relations, you were allocated trips,
understanding that you're not asking for yourself but for your people.” (18) Moreover,
sometimes employees received benefits organized by the manager via his personal
connections: “In general, there was a sea of connections. The ladies needed boots; hence,
boots were brought, even at a nominal price and even not by barter.” (15) In addition,
workers in Inturist hotels enjoyed special unofficial benefits. As they were in contact with
foreign tourists, they had the possibility to acquire from them Western goods not otherwise
available by exchanging them for rubles. Foreign tourists soon learned this and packed their
coffers with jeans, pantyhose and other items in demand in the Soviet Union when traveling

there®’.

3% The general characteristics of foreign tourism in the Soviet Union are beyond the scope of this paper. For
more detailed discussion see, for example, Kostiainen (2003)
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Distribution of hotel services: centralized supply, barter and black market

Officially, the supply side of the hotel industry was controlled by the state tourism organs,
which had a centralized sales organization. Also, prices were centrally defined and hotel
managers often did not even know them (12). Therefore, in principle it was not possible to
sell out rooms directly from the hotel. In practice, however, hotel rooms were used as
“currency” in barter transactions between Soviet enterprises. “We were working on the
principles of a natural economy. Somebody told [the hotel director], listen, I'm expecting
visitors, have to accommodate 20 people. The director said, if you fix me a couple of
radiators, I'll organize it for you.” (15) In addition, as almost everything else in the Soviet
economy, there was also a black market for hotel rooms. As full occupancy was the normal
situation in Soviet hotels, it was common that the sign “mest net” (full occupancy) was
posted on the reception although the hotel might have been half empty (10). This created an
opportunity for the hotel staff to trade with the rooms: “You can recall films of the time,
when even in empty hotels you had to give a bribe to the receptionist, that she would permit

you to check in.” (6)

6.1.3 Summary: structure and practices during central planning

To sum up, the main feature of the first period analyzed was that Soviet hotels were parts of

the central planning system with limited operational freedom. Table 16 illustrates how this

was reflected in enterprise structure and practices.
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Table 16: Elements of strategic and structural adaptation of Leningrad hotel
enterprises

Structure | Hotel enterprises subordinated to state organizations

Departments and functions reflect the central planning

Practices Hotel managers formally obeying commands from above

Informal bargaining

Resources allocated centrally

Supply shortages compensated with informal networking

Recruitment criteria based on ideology and personal relations

Extensive social benefits

Centralized pricing and sales with informal barter and black market

As summarized in the table, the enterprise structure of Soviet hotel enterprises was imposed
by the state hotel administrative organizations and reflected the nature of central planning.
For example, hotels had planning departments but sales and marketing function was
missing due to centralized distribution of hotel services. Regarding enterprise practices,
formal practices were accompanied by informal ones. Officially, the hotel managers
followed commands from above but unofficially negotiated and bargained with the
planning organs. The central allocation of resources often led to supply shortages, which
were tackled with personal connections of the hotel manager or with the help of tolkaches.
Personnel policy was also defined by the planning system, including recruitment criteria
often based on ideology and extensive social benefits. In parallel, personal connections
played role in the recruitment practices as well, as people were hired po blatu. Finally, the
sales and marketing function was centralized and hotel managers did not often know the
price of their hotel rooms. However, hotel rooms were used as a currency in informal
exchange both in barter relations between enterprises and for hotel staff to get personal

gain.
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As the Soviet Union collapsed, strategic decision-making was shifted from the state
planning organs to the enterprise level. The next section describes its consequences for

enterprise structure and practices.

6.2 Early transition: 1991-1998

As the Soviet system collapsed, enterprises had to take over functions formerly performed
by the administrative bureaucracy, and to transform their structure correspondingly.
Moreover, new hotel enterprises that entered the field faced an institutional environment in
flux. In part, foreign entrants had to consider to what degree they would adapt their
operations, based on global chain standards. This section discusses the changes in hotel
enterprises’ structure and practices that the transition from the command to a market-based
system induced. In general, despite the initial shock caused by the transition, managers of

former state hotels viewed the change as positive.

6.2.1 Structural changes: exit planning, entry sales and marketing department

The structural changes resulting from the transition from central planning to market
economy included for the former state hotels changes in ownership and organizational
charts. However, the operation mode as such did not change, as former state hotels
continued to be owner-managed. In other words, ownership and control over operations
was not separated as is often the case in the global hotel industry, where management
contracts dominate. The contracts of foreign management chains operating in St. Petersburg
did not include such a strict division, as the city government as the owner requested foreign

chains to invest in the property, and wanted to participate in the management as well.

The role of manager in the former state hotels was drastically changed, as he took over the
responsibility for strategic planning and decision-making. The St. Petersburg city

government was not characterized as an active owner by interviewees of the study, since
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hotel managers had relatively extensive operational freedom: “Our hotel was privatized as
one of the first ones. It was in 1996, but the Union started to dissolve in 1990. Six years the
hotel management was the sole patron. In those years the state very weakly administered
hotels. What’s a hotel industry in a country? It’s just some percentages; it’s not oil or
metallurgy. Everyone was occupied with the dealing and privatization of those sectors, and
hotels were left out of sight for a while. It was good to work as a director at that time, there
was still state influence, but everything was easy to agree, the doors of Smolny*® were
always open.” (18) On the other hand, already before the official breakup hotel managers
started to take more freedom as regards, for example direct contracts with foreign tour

operators (Taylor, 1994).

The organizational chart was changed to meet the new conditions. The abolition of the
central management organs forced the hotels to take over functions, such as sales and
purchase that were previously the responsibility of the central organs. Therefore, hotels
opened new departments, most importantly sales and marketing departments. Also, in
addition to opening new departments, functions were reorganized. In the Soviet system, the
HRM function was strictly regulated. For example, the number of staff and their job
descriptions were rigid, depending on the number of rooms and the class of the hotel. In
many cases the number of staff was cut, even by two-thirds. (11, 12, 17, 18, 19) This was
due to the reorganization of functions (e.g. removing the floor attendants), and to the
increased efficiency. In addition, the administrative staff implementing the functions for the
planning system was reduced. (16) The purchasing department, which in the Soviet period
took care of “hoarding” resources, was cut to a minimum and each department started to

take care of its supply function. (15)

Furthermore, the technical-engineering department went through qualitative changes. Basic
maintenance staff, such as carpenters and plumbers, was replaced by information
technology specialists needed for the introduction of computer-based reservation systems
and other modern technologies. (15) The role of the personnel department was also
qualitatively changed to cover the whole HRM function, instead of implementing only the

personnel-related documentation in the Soviet system (19).

%% The name of the building where the city government is located.
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The transition from command to market economy brought along also some changes in the
services offered by the hotels included in the study. However, the changes were sometimes
only qualitative: “Basically we offer the same services as in the Soviet times, they are just
implemented better.” (15) The collapse of the Inturist system resulted in the redistribution
of its functions among hotels and tourist companies. For example, hotels took over some of
the functions previously taken care of by the Inturist system, such as the transportation of
customers from and to the airport. Furthermore, some of the services provided in hotels’
premises, such as beauty salons and currency exchange, were contracted to outside
entrepreneurs. Some hotels decided also to give the restaurant to an outside firm. (11, 18) In
the restaurant services, the abolition of the planning economy was shown on the grass-root
level when “rationed” breakfasts®’ were replaced by breakfast buffets. (18) Furthermore,
business services, such as faxes, photocopying and PC stations, were offered either as an
official business center or as additional services. Moreover, services that had previously
been available only to foreign customers (such as the hard currency Beryozka shops) were
opened up to everyone. In contrast, there were separate room rates for domestic (including
the CIS) customers and foreign ones, set out by the federal Ministry of Finance (13)
Finally, the hotels updated their technological standards by introducing services such as

cable television to the customers.

In contrast to former state hotels that had to reorganize their structure, new entrants such as
foreign management companies and a handful of new Russian-managed hotels opened at
that time could start from scratch. However, the transitional environment also affected their
structure and the range of services offered. First, the underdeveloped market for tourism
and business-related services during the early transition affected the service offering of all
types of hotels. Representatives of foreign companies entering the Russian market in search
of new business opportunities were an important customer group for hotels. Also, local
entrepreneurs needed office space. As long as the market for business-related services, such
as business centers, was not yet developed, hotels diversified their services to include office
space equipped with modern telecommunications and other necessary infrastructure.

However, it should be noted that for Soviet hotels, the diversification into business center

37 In the Soviet hotels, each customer was provided a standard breakfast that was readily served at the table.
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services was also a means of surviving the drop in occupancy rates caused by the

breakdown of the Soviet tourism organizations with centralized sales channels.

Furthermore, with a lack of quality apartments for rent, business people even lived in hotels
on a long-term basis. In high-class foreign-managed hotels this “fortress approach®®”
included also the supply of extensive leisure and shopping services in-house. As the
manager of a Russian-managed hotel (opened in 1993) put it: “When the customer arrives,
we have to provide him everything: transportation, services, excursions, normal working
conditions if he’s on a business trip — all that is necessary for him.” (5) Moreover, due to
the cumbersome visa regulation in Russia, hotels provided visa support for foreign

travelers.

The second characteristic feature in the structure of foreign-managed hotels in particular
was that during the early transition they performed themselves functions that are normally
taken care by members of the production system. In particular, this concerned the supply of
goods and the education of staff. These factors are discussed in more detail in the following

sections.

6.2.2 Practices: the city a major stakeholder

The collapse of the central planning multiplied the number of stakeholders of hotel
enterprises. The central planning, which had provided a kind of single institutional and
technical environment to hotel enterprises, was replaced with an environment with a
number of players performing different functions. The regulative environment and
production system were increasingly separated, as the centralized supply of resources and
distribution of hotel services was replaced by market-based exchange. However, a market
for production resources and distribution channels did not appear overnight, which called
for creativity from enterprises. Here, practices of former state hotels vis-a-vis foreign

entrants differed. As the former relied on their previous contacts, the latter resorted to their

38 The term “fortress approach” is borrowed from a Moscow-based journalist Robin Munro: "Moscow’s top
hotels greet the good times", Moscow Times, Tuesday, May 21, 2002.
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global resources. As new Russian-managed start-ups could not resort to any of these
strategies, they were most exposed to the conditions of the transitional environment. Due to
the turbulent nature of the regulative environment, the practices in dealing with the public
sector (which mainly consisted of the city authorities), were often built on personal
relations. Finally, due to its dual role as regulator and property owner, the city was also an

owner-stakeholder.

Relations to the public sector: personal contacts

As mentioned previously, although the city government did not want to give up ownership
and/or management control over its properties, in practice it was a rather passive
shareholder. Therefore, the city-owner did not intervene much into the daily management
of operations. Paradoxically, the city-regulator intervened more in hotel operations. In
general, the main problems caused by the public sector were the unstable regulative
framework, such as “heavy and badly administered taxation” (4) and frequently changing
legislation, as well as practices of public authorities in enforcing the regulations. For
example, the inspection visits of various administrative bodies were frequent. A comment
of an expatriate manager of a foreign-managed property illustrates well the situation during
the early transition: “Everything has to have a permit, and getting the permit takes a very
long time. [...] The local administration harasses us practically weekly, the management
and the personnel are blamed for ridiculous things, and threatened with arrests and fines.
We are often caught, because we don’t want to play games...” (0) With “playing games”
the interviewee referred to the frequency of corruption in the relations with the public
sector. As a rule, foreign-managed hotels took a strict standpoint towards corruption.
Nevertheless, it was admitted that “A certain specificity of Russia has to be taken into
account.” (24) — for example, small gifts to civil servants were considered as appropriate.
Also, both foreign- and locally-managed hotels shared the view that personal relations were
not without importance during the early transition. Comments such as “We have never had
to give bribes [...], our relations and connections give us security” (13) and “One has to
have the right partner and to know the right people.” (24) illustrate this. Moreover, it was

stressed that it was important to acquire all the necessary information beforechand when
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making new initiatives in order to be able to fulfill all requirements and thereby avoid

problems.

In addition to regulating the business, the city affected the operations of the hotels via its
tourism development policy. As illustrated in Chapter 5, the city promoted itself as a tourist
destination during the early transition, but invested little in the city tourism infrastructure
such as transportation. Hence, hotels in part compensated for the inadequate infrastructure
of the city by providing transportation for their guests to ensure that they will arrive safely
from the airport. Moreover, as tourism was booming towards 1997 and businessmen relied
on hotels for accommodation and office space, occupancies were high also during the low
season in wintertime. Therefore, the promotion of the city was not among the main

problems of the city hotels.

Supply strategies — building networks and relying on own imports

As the socialist planning system was dismantled, old supply channels ceased to exist.
Former Soviet hotels had to take over the supply function themselves and build direct
supplier relationships. The market for supplies started to develop, although there was still a
shortage of quality supplies such as foodstuffs (see also Taylor, 1994). In some cases
former Soviet enterprises or parts of them continued functioning in a new form, in other
cases new enterprises were founded. “We often continued to work with the same people as
in the Soviet times, only the company changed...” (19) Hence, supplier relationships were
often based on informal contacts from the Soviet period. Moreover, although the formation
of new private enterprises in Russia was rapid at the beginning of the 1990s, most early
private enterprises were attached to the state enterprises (Kontorovich, 1999). However, in
spite of ongoing relationships rooted in the Soviet period, the early 1990s was a period of
instability in the supplier field. Many suppliers were not able to meet the requirements of a
market economy regarding, for example, the quality of products and delivery times. Hotels
coped with this situation by keeping a reserve of alternative suppliers. This gave them
security in supplies, since sometimes suppliers could disappear overnight or fail to deliver

orders on time. (see also Taylor, 1994)
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Foreign-managed hotels with high quality requirements relied on imported supplies such as
foodstuffs, and sometimes even imported themselves, in the early years of the transition.
Part of the “fortress approach” mentioned above was maintaining huge inventories of
supplies (0, 21, 23, 24). The reliance on imports was due to two factors. First, local
products either did not exist or were of inferior quality, and second, foreign products were
not yet available on the market. In some cases these foreign-managed hotels were later
followed to the Russian market by their foreign suppliers, who then started to also serve
other, Russian hotels. Investment goods, such as furniture, were also imported from the

West for quality reasons.

In addition to the supply of goods for the daily operations, new entrants were also faced
with the challenge of finding contractors and suppliers to construct the hotel. Here, again,
old contacts were valuable. For example, the director and co-founder of one of the case
study’s hotels had a background in the Soviet construction sector, which provided them
with a network of contacts. However, as in the Soviet times, also foreign expertise was used
both in architectural planning and construction. In particular, furniture and equipment was
imported as “All porcelain, furniture and even illuminating appliances, we imported from
Italy. In that time [1994], it's difficult to imagine, but commercial furniture was not
manufactured here, it was very difficult to order for this kind of hotel. That’s why

everything was imported from Italy.” (5)

Personnel policy: money the main motivator

The transition affected the personnel policy and staffing criteria of hotels as well. In the
former state hotels, the number of staff was cut rather radically in addition to qualitative
changes in the composition of the personnel described earlier. As for the foreign-managed
hotels, the early 1990s were characterized by a large percentage of expatriates among the
hotel staff. (0, 21, 23, 24) Foreigners were used to launch the operations and to train the
local staff. The Russian staff hired for the operations usually came from outside the
industry. Foreign hoteliers did not want to hire staff accustomed to the Soviet type of

service but preferred people with higher education and fluency in foreign languages, for
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example university teachers. (0) Their interest in working in the hotel industry was mostly
dictated by the difficult economic conditions of the country, resulting in drastic cuts in
salaries especially in the public sector. Hence, monetary compensation was the main
motivating factor for Russian hotel employees (see also Hasselman, 1998; Upchurch et al.,
2000). One of the interviewees representing a foreign-managed hotel illustrated the
situation as follows: “Such people work in customer service for money, not because they
have a passion for it.” (0) Professional training of employees was largely the responsibility
of hotels, although private institutes and university faculties providing tourism and

hospitality education started to emerge.

In the former state hotels, the criteria for personnel started to change and hotel managers
started to pay attention to service quality. Therefore, as personnel with industry education
were scarcely available, the main criterion was the service attitude. Also, the Soviet-era
practice of hiring people based on personal relations continued to some extent. For
example, an interviewee illustrated that a Russian manager would hire an incompetent
person when recommended by someone whom he or she owed a favor. In addition,
mistakes by such persons hired po blatu can be overlooked. (22) Moreover, the Soviet
legacy was still prominent in the management’s attitudes towards service standards, as was
illustrated by one respondent: “Owing to the bad condition of the pipes in the city, you
often get yellow tap water. A foreign manager would be shocked and invest in filters; he
could not allow it thinking that otherwise nobody will stay in his hotel. Our Russian
manager would think well, the customer won't drink tap water anyway, if it’s yellow he can

let it run for a while...” (6)

The social benefits offered to the staff changed as well. When the Soviet system collapsed,
many social benefits previously provided by the state were transferred to the responsibility
of the employer. The enterprises were, however, granted the freedom to decide what
services to provide in addition to the basic social package defined in the legislation. As one
respondent summarized the change from the socialist benefit system: “Before, the state
cared for the people, and now the director or owner has to. But he prefers not to solve the

problem by providing social services but by giving money to the employees. It is then your
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own decision where to get such services. Before something was organized, someone carried
the responsibility, but now trade unions don’t have any power. The wage determines
everything. The worker receives a contribution, but how he uses it, buys a trip or not, it is
his business. Along with the small wage that one got before, the state somehow cared for
the people, but now, when the wages are much higher, the director does not think about
social benefits. “ (18) Most of the case enterprises announced that they limited the benefits
to those defined in the working legislation, such as compulsory medical insurance. (11, 17)
Moreover, free meals, uniforms, transportation to and from work were often provided.
Also, several interviewees mentioned that they offered “material” (i.e. financial) help to

their staff when needed, for example, in case of a funeral in the family. (0, 15)

However, some of the hotels continued to provide benefits, which were part of the Soviet
system, such as holidays, recuperation in sanatoriums, and children’s camps. (12, 15, 19) A
main difference in providing these benefits was, however, that their availability would be
based on the work performance. Some of the hotels provided these trips as rewards, for
example when selecting an employee of the year. (15, 19) Interestingly, there was no clear
distinction between foreign-managed and former state hotels in this respect, i.e. that former
state hotels would offer more Soviet-era benefits. Instead, some state hotels had cut benefits
to the bare minimum, whereas some foreign managed hotels (with the city as shareholder)
kept up the Soviet-era practices such as children’s camps. (21) In some cases, the social
benefits provided in Russia by the foreign-managed property were more extensive than in
the company’s hotels in other countries. This was justified by the bad financial situation of

the workers and their families (0).

Sales and marketing strategies: global reservation systems vis-a-vis local partnerships

As described in Chapter 5, the structure of the demand in the St. Petersburg hotel market of
the early transition had a bi-polar nature. All foreign-managed hotels of the city were
positioned in the 5-star segment and almost exclusively served foreign customers. Former
state hotels represented lower price segments and their clientele mainly consisted of

Russian and other CIS citizens. The few new Russian-managed hotels balanced in-between.
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The market reforms were reflected in the customer structure of the former state hotels as
well. While the hotels of different type each had its own clientele, defined from above, now
they started to freely compete for customers. The former Inturist hotels started to serve also
local customers, and hotels formerly targeting domestic travelers were opened to foreign
tourists and businessmen. A major change in the 1990s was a drop in the number of tourists
from the former socialist countries of Central and Eastern Europe. This was in part due to
the introduction of visas for these countries, and in part due to the reduced transportation
connections between these countries and Russia. For example, the so-called Trains of
Friendship (poezd druzhby) that ran between capitals of the socialist countries of Central
and Eastern Europe and St. Petersburg were cancelled (16). Moreover, some hotels
managed to raise their level and consequently their clientele changed from “cheap”
domestic tourists, such as groups of schoolchildren, to middle class tourists. (15) Moreover,
hotels having served party and other state organ officials traveling on business, reoriented
to the tourist segment. Also, in some dormitory-type hotels, large groups sent by Soviet
enterprises such as kolkhozes were replaced by e.g. schoolchildren. Moreover, the
seasonality of the business is reflected in the customer structure of almost all the hotels. In

the summer most tourists are foreign and in the winter domestic.

The collapse of the Soviet Union negatively affected the demand conditions of especially
those former state hotels whose customer flows had been channeled by the Soviet organs
dealing with domestic travel. Also, the dissolution of Inturist forced its hotels to search for
new ways to ensure demand. The main way was to create internal sales and marketing
departments, which contracted with newly emerging travel agencies and tour operators. The
centralized sales and distribution channels of the Soviet type gave way to an invasion of
small tourist companies as entrepreneurship was liberalized. This was in part due to the low
capital-intensity of such business and was partly a result of an increase in outbound tourism
as Russians were able to travel freely abroad. Therefore, the majority of tourist firms served
outbound tourism, limiting the number of potential sales and marketing partners of hotel

enterprises.
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In addition to partnerships with tourism firms, the main distribution channels in the global
hotel industry are on-line reservation systems, which are maintained by hotel chains and
consortiums. In Russia, there were no such systems during the early transition. This was in
part due to the fact that the majority of the hotels were independent. Moreover, the
introduction of on-line reservation systems was limited by the technological backwardness
of Russian hotels and tourist firms. Although two of the leading computer-based
reservation systems (CRS) in the global hotel market (Amadeus and Worldspan) had
entered the Russian market already in 1995, still in 2000 only 5 percent of Russian tourist

firms used CRS (Turisticheskii Biznes 1/2000).

In addition to intensifying sales and marketing efforts, former state hotels also modified
their service offering as a response to the drying up of centrally administered customer
flows. Some hotel rooms were transformed into business centers to meet the need for office
premises in the city and to compensate for the lack for demand for accommodation. In
addition, some hotels started to invest in renovation of the room base to gradually raise the
quality of the hotel and thereby be able to move into a higher price segment. The lack of
funds was, however, an acute problem, due to which the innovative capacity of the hotel
manager had a major role in such efforts. Also, the Soviet-era connections and resources
were of use here: “In the very beginning of the transition, I bought from the best hotels in
Stockholm and Helsinki second-hand furniture. Bought in general from five-stars,
transported them here, quickly made cosmetic repairs, painted and varnished, and put new
furniture into rooms. By the way, it was done with our own resources, we had then a large

renovation-construction staff...” (15)

6.2.3 Summary: structure and practices during early transition

It can be concluded that the early transition period was a time of adaptation to market

economy conditions for former state hotels, and a time for coping with the lack of quality

resources and business networks for foreign-managed hotels. New Russian-managed hotels
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were still rare, therefore Table 17 compares the strategic and structural adaptation of

different types of hotels by dividing them into Russian- and foreign-managed properties.

Table 17: Elements of strategic and structural adaptation of St. Petersburg hotel

enterprises during early transition

Russian-managed hotels

Foreign-managed hotels

Structure Owner-managed, independent hotels “Modified”  management  contracts
Former state hotels with city ownership between the city government and global
management companies
Soviet-era functions shut down, new |, .
Fortress approach
ones opened
New Russian-managed hotels parts of
larger complexes such as business
centers
Practices Personal contacts important in public | Strict policy towards “wheeling and

sector relations

dealing”

Building of local supplier networks,
often based on old relations

Number of alternative suppliers

Reliance on imported supplies

Hoarding of supplies and a number of
alternative suppliers

Number of staff in former state hotels
cut radically

New personnel recruited from outside
the industry

Social benefits reduced to minimum

Personnel recruited from outside the
industry, large number of expatriates

Social  benefits local

conditions

adapted to

Development of distribution networks
with local players

Reliance on global reservation networks

The table illustrates that during the early transition, the structure and practices of Russian-

and foreign-managed hotels differed. Regarding the structure, a major difference was that

former state hotels and new Russian-managed hotels were owner-managed, independent

hotels. The new owner in the former state hotels was the city government, whereas new

Russian-managed hotels were opened in larger complexes such as business centers.

Properties with foreign involvement, which also involved city ownership, functioned on

management contracts with global chains. However, the investment of foreign management

companies into properties and the city government’s participation in the management of
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them made the distinction of ownership and management less clear. Also, former state
hotels had to adapt their structure to meet the market-economy conditions and the new
strategic independency. For example, sales and marketing departments were opened as
centralized distribution ceased to exist. New Russian-managed hotels benefited from the
great demand for business services, as customers of the business centers such hotels were
located in used also accommodation services. Foreign-managed properties took a “fortress

approach” by providing a variety of supporting services to their clients.

The practices towards the public sector differed, as Russian-managed hotels relied on
personal networking whereas foreign entrants refused to “play games”. Moreover, the
strategic adaptation of Russian-managed hotels included the construction of local supplier
and distribution networks, often based on old personal contacts. Foreign entrants for their
part relied on their global resources, such as imported supplies and global reservation
networks. The “fortress approach” also involved keeping a huge inventory of supplies. A
practice shared by all groups was to keep simultaneously several supplies in reserve to
minimize the damage of one of them disappearing overnight. For the human resource
function of former state enterprises, the adaptation to market conditions meant a radical cut
in the number of staff and sometimes also in the range of social benefits offered. Foreign
hoteliers relied on both expatriates and staff with no experience from the Soviet hotel
industry in their personnel policy. Finally, they provided a range of social benefits in order

to compensate for the poor social security system in Russia.

6.3 Late transition 1998-2005

The overall effect of the 1998 financial crisis on the hotel industry was not very severe. In
addition, it affected different groups of hotels to different degrees. Those hotels that served
mainly domestic customers suffered the most. On the other hand, one of the respondents
noted that the groups of schoolchildren saved their occupancy that time: “Parents used

their last rubles to pay for the children’s trips thinking “we cannot afford to travel
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ourselves but let them go and see Piter.”®”

(14) Also, the drop in occupancy rates was again
compensated by renting out part of the premises: “Under the difficult conditions we had no
other option than to rent out our premises: 40 percent was occupied by hotel rooms and the
remaining 60 percent of the hotel space was rented out. Such a situation lasted until 2001.”
(11) Foreign-managed upper-class hotels oriented to foreign customers did not suffer from
the crisis that much, as the 1998 crisis was characterized as a “domestic” one. However,
some of the respondents viewed it as having a negative effect on the image of Russia as a
destination, resulting in a drop in the number of incoming tourists. One of the foreign-

managed hotels solved the problem of decreased demand by shortening the working hours

of the staff until the demand started to pick up. (24)

A major development during the late transition was the entry of a number of new players
into the sector. In addition to mini-hotels and other Russian-managed hotels, a group of
private property developers and owners started to emerge. As the city withdrew from hotel
ownership, its dual role was abolished, leaving to the city only the regulation of the sector.
The city-owner was replaced with a new breed of owners, professional developers whose
business was to construct hotels and then sell them to firms specialized in real estate

management.

6.3.1 Structure: withdrawal of City Hall from hotel industry ownership

The main change in St. Petersburg hotels’ structure during the late transition concerned
ownership, as the city government was replaced with private owners. However, as the
change in ownership occurred at the very end of the period under investigation in this
study, it is premature to analyze its effects on the operations of former state hotels. For two
of the city’s foreign-managed hotels, the withdrawal of the state meant that their foreign
management companies lost their contracts, as the selling of state shares was accompanied
by the selling of the rest of the shares as well to a new property owner with its own
management structure. (The St. Petersburg Times 18.1.2002; 11.2.2005) Interestingly, a

management contract as an operation mode got a stronger foothold in the sector during the

3% The nickname of St. Petersburg used by Russians
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late transition. Local hotel developers who often lacked industry experience began to
understand the value of a foreign management company, whose reputation helped in
negotiations to obtain financing for the project and whose expertise was valuable during the
construction and when launching the operations. However, a major part of the city’s hotels
continued to be owner-managed, in particular smaller ones. A group of its own was formed
by the mini-hotels that operated beyond the industry regulation, having been registered as
apartments: “You have your own apartment, you pay for it just rent as for an apartment,
you don’t have a license for alcohol, don’t have a cash register, and work entirely gray

without paying any taxes.” (1)

In contrast to ownership changes, there were little changes in the organizational charts of
hotels in comparison to the early transition. Former state hotels had undergone a profound
restructuring to respond to market conditions during the early transition, and new Russian-
managed hotels being opened at an increasing speed already faced a more developed
market environment. To some degree hotels returned to their core business during the late
transition. The development of tourism and business infrastructure made the foreign hotels’
“fortress approach” redundant. When high-quality restaurants, shops and modern office
premises are available on the market, there is no need to have extensive services in the
hotels. (The Moscow Times 21.5.2002) Also, in line with the adaptation to market
conditions, former state hotels have transformed their business centers back into hotel
rooms. (11). Interestingly, as the real estate market for rented apartments has developed, the
competition in the accommodation market has turned around. While in the early transition,
hotels offered long-term accommodation for businessmen, nowadays real estate firms offer

short-term apartments and compete with hotel accommodation. (Fontanka.ru 26.6.2001)

In the case of the new Russian-managed hotels, the services offered and their arrangement
varied somewhat, mainly according to the size and the class of the hotel. Mini-hotels focus
on accommodation, and usually do not have their own restaurant but network arrangements
instead, i.e. agreements with restaurants in the neighborhood. (1, 3) Interestingly, some of
the new Russian-managed hotels opened during the late transition provide also tourist

services via own tourism company in addition to accommodation. (3, 6) These include
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basic services such as airport transportation, and program services such as excursions and
ticket bookings. The illegal mini-hotels for their part restrict their services to providing a

“bed to sleep in”.

As to the customer structure of hotels of different type (i.e. former state hotels, foreign-
managed hotels, and new Russian-managed hotels), the division of the market into an
international and local one became less drastic during the late transition. Most of the hotels
the managers of which were interviewed for this study had a mixed clientele, with the
dominance of foreign tourists during the high season vis-a-vis Russian businessmen during
wintertime. In most foreign-managed hotels the share of Russian customers has risen since
1998, which is a sign of an improvement in the local purchasing power. Also, the
segmentation between foreign and local hotels has become less strict. St. Petersburg already
has Russian-owned 5-star hotels and the two recently opened foreign-managed hotels serve

the 4-star segment.

6.3.2 Practices: market exchange stabilizes

The main development in the operational practices of hotels during the late transition was
the stabilization of market conditions. A market for supplies and distribution was
established, and exchange between enterprises became contract-based. In contrast, in the
relations to the public sector personal relations still played a role, although a diminishing

one.

Public sector: Towards impersonal relations?

As illustrated in Chapters 4 and 5, the legislative and regulative environment stabilized
during the late transition. However, respondents of this study still found room for
improvement. For example, the respondents in this study still viewed Russian legislation as
ambiguous, frequently changing, and even contradictory. “Our legislation changes so often

that when you read about it, your hair rises: today one, tomorrow another, the day after
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tomorrow a third.” (14) However, the main problem seems not to be the frequency of
changes per se, but the way in which the changes are implemented. Given the lack of
openly available information on legislative changes, some managers still rely on personal
contacts in the city administration to gain this information — “I¢t’s better to be friends with
the tax inspectors, the tax police, everybody. Simply, to put it bluntly, to have your own
man there. Not for closing their eyes to something, not at all, but to get information in
time.” (13) The legislation was considered particularly challenging by new foreign entrants,
who even had a lawyer on their payroll to deal with these issues. (25) Moreover, the
tradition of keeping up good relations with public sector authorities by giving small gifts
continued, although some of the foreign respondents did not see in it anything unique to
Russia: “There is nothing special in hosting a dinner for the chief of the local fire brigade —

in Germany we do it as well.” (26)

On the other hand, there were also contradictory signs that this tradition was gradually
disappearing, i.e. there would be no special need for keeping up good relations with civil
servants if the enterprise were operating transparently and fulfilling all requirements.
Comments, such as “It is not 1991 any more.” (2) and “Giving small gifts to civil
servants... that has been gone for 10 years.” (6) illustrate this. Also, not all respondents
view personal relations as a solution to problems: “No matter how good relations you have
— they can disrupt any time and then you are in trouble. Better to do everything by the
book.” (5)

In addition to the need for personal relations, the respondents acknowledged that corruption
was still a problem in the hotel industry. However, bribery (or demands for bribes) was not
viewed as primarily related to daily operations such as inspections by authorities but rather
to important decisions such as the allocation of sites for hotel construction. Bribery was
primarily associated with illegal hotels, which would have to pay authorities to close their
eyes to their ways of operating. “If I have a hotel that has no chance of being approved by
the fire inspection, or sanitary control, I have to pay bribes.” (6) Paradoxically, the formal
status of registration as apartments protected illegal hotels from public sector requirements:

“If a state inspector comes to an illegal hotel, to the first question about where’s the
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license, where’s the certificate, on which basis you accommodate guests, the owner starts
to explain: “I have apartments, I'm renting them out to my friends”, or simply gives money

to get him to leave.” (8)

For legally operating hotels, as during the early transition, good relations were viewed as a
means of avoiding requests for bribes in daily affairs, but also the importance of operating
transparently was stressed. “It makes no sense to patch up a hole with money — the hole will
be there anyway.” (20) Finally, the partnerships with private Russian constructors brought
new means for foreign management companies to cope with public sector demands:
“Whenever we face a challenge (I don’t say a problem) with the public sector, we ask our

partner to take care of it. It’s up to him how he deals with it, I'm not asking.” (26)

The city policy for the allocation of sites for hotel construction was not viewed as
transparent by the interviewees. However, one interviewee vividly stated that in St.
Petersburg the site allocation policy would not be as straightforward as in Moscow, where
it would be based on the principle vzyatki, eto dvigatel progressa® (bribes are the engine of
progress). He cynically noted that in St. Petersburg, they often take the money but won’t
give the lot anyway. (15) Moreover, it seems that the art of bribing is not as simple as it
sounds as another interviewee illustrated his attempts to buy a city-owned property to
expand his business: “I've tried everything, even offered to pay a bribe but they did not
take it. Maybe I did not know how to give it, but the result was that I'm still without the
property.” (8) The site allocation policy of City Hall evoked also broader criticism in 2005,
after it was permitted to build a hotel in a protected area. The process was characterized as
murky, the presidential administration seemed to have asked the governor to approve the
project. In addition, there was no public tender for the site. The action thus violated the law

and it has been contested by the residents of the area. (The St. Petersburg Times 22.4.2005)

As part of the city tourism policy, the diminishing allocation of budget funds to the
promotion of St. Petersburg as a tourist destination (with the city’s 300-year anniversary in
2003 as an exception) resulted in individual hotels putting new emphasis on marketing the

city as a tourist destination. For example, a joint initiative, “White Days”, was developed

" This quote is from the former mayor of Moscow, Gavriil Popov.
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by the city’s 5-star hotels and other tourist industry actors such as museums and theatres to
promote the city as a winter destination abroad. The city authorities welcomed the effort to
the degree that it evoked a bitter comment from an expatriate manager “After cutting the
promotion budget to zero after 2003, the city now wants to piggyback the White Days
program.” (26)

In addition to the lack of promotion of St. Petersburg as a tourist destination, the city was
criticized for its insufficient attempts to support hotel investment. It was noted that tax
concessions would be granted only for foreign firms and that the investment legislation is
ambiguous. “We did not get a tax concession for the property tax as a new investment
object due to a gap in the legislation — we appeared to be in a gray area.” (4) However,
this example highlighted the importance of personal relations in overcoming such problems
— “We are discussing this problem with the City and will probably come to a solution

because we know people there.” (4)

Supply strategy — market conditions stabilize

In the supply function, practically no legacies of the former state planning system were left
by the late transition. The local market for foodstuffs and other consumer supplies was
developed to the stage where only some luxury items such as specific alcohol brands
needed to be imported. Furthermore, tender-based long-term contracts with suppliers had
replaced keeping a reserve of suppliers on hold. The supply relations of the new Russian-
managed hotels were from the beginning based on long-term contracts with selected
suppliers, although one of the respondents criticized that it is not always easy to find
reliable suppliers. Therefore, there occurs a kind of “natural selection” of suppliers.
Moreover, small hotels have welcomed the emergence of Western-style cash and carry
markets, such as Metro and Lenta, to the market. In particular when the food supplies
needed are limited to breakfast items only, it is considered more quick and flexible to
purchase the items directly from the supermarket. Also, larger hotels use them as a
supplementary supply channel in the case of e.g. unexpected large bookings for the

restaurant. (11)
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The attitudes of the respondents towards the use of local versus foreign contractors and
suppliers in the construction stage were bi-polar. Part of the hotels opened during the late
transition had used foreign contractors and suppliers of construction materials and interior
supplies such as furniture. The foreign construction firms were mainly from former
socialist bloc countries, such as Yugoslavia and Estonia. Interestingly, firms from the Baltic
States were sometimes considered as domestic. (2) Furniture had been supplied from
Western European countries, such as Finland, France, Italy, Germany and Spain. The
reasons for selecting foreign contractors and suppliers varied. In one case the constructor
was selected by the French partner of the joint venture, which did not trust local firms. (1)
Other hotels preferred foreign materials because of a quality guarantee, i.e. security of
meeting special requirements set for, for example, hotel textiles. Such textiles are not
always available in Russia; as a result, one of the hotels had purchased pillows in Finland.
(5) In addition, it was viewed that Russian furniture does not meet 5-star hotels’ quality
requirements. Moreover, some hotels did not necessarily consider foreign goods better than
domestic but viewed them as a part of the hotel’s image. For example, Italian and French

furniture was selected for this reason. (1)

Another part of the hotels had used Russian contractors and/or materials and furniture. One
of the respondents considered that there is no basic difference any more between foreign
and Russian firms, so the contractor can be selected based on the price/quality ratio. Also,
furniture may be selected on the basis of tender only. (2, 9) On the other hand, some hotels
had selected Russian furniture because of its lower price and meeting the local standards
and requirements. (3) One of the hotels, founded by former military engineers, had used the
services of their former employer institute in the construction of the hotel. In this case,
preference was given to local suppliers due to “patriotic” reasons. The company had co-
operated with a furniture manufacturer to adapt their products to the hotel industry. Now,

the firm is supplying also other hotels with its furniture. (8)

In general, respondents stressed the quality of supplies and equipment, irrespective of their
country of origin. Many of them underlined the importance of, for example, bed linen to

meet requirements concerning e.g. fire safety and hygiene. Illegal mini-hotels were an
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exception here, as their disobedience of norms and requirements stretched also to this
sector. “In hotels it is not allowed to use textiles that are difficult to wash, that are ill-
adapted to chemical cleaning. They have bedspreads filled with foam and with ruffles. Who
is washing them, how they will look in the future?” (6)

Personnel policy — the importance of attitude

According to the research carried out for this study, features of the still-ongoing
transformation during the late transition were most salient in hotels’ personnel policies,
found in recruiting practices and managers’ views about differences between Russian and
foreign management. Staff recruitment practices were very similar in almost all of the
hotels under empirical investigation. A majority of the staff were students of hotel- and
tourism-related university faculties and colleges further trained by the hotels, and the main
criteria for hiring personnel was their having the right service attitude. Recruiting staff from
other hotels was rare, since the hotel managers believed training staff without previous
experience to be easier than having experienced staff unlearn practices from other hotels.
Furthermore, in the managerial functions of foreign-managed hotels the number of

expatriates was decreasing, as they were replaced by locals.

The criteria for new employees were rather uniform. Almost all of the hotels underlined
that they do not hire people with working experience in the Soviet hotel industry. This,
understandably, disqualifies more senior candidates. One of the respondents justified the
hiring of young staff for the reception as follows: “We have a 24-hour job, you have to look
good at night. It not a secret, no matter how much you try, if you're over 30 years old, and
you 're working at night time, it is difficult to look nice.” (6) Moreover, the same respondent
pragmatically noted that young university students are hired because of financial reasons —
their wage requests are lower (6). In addition to the age factor, criteria for the staff
comprise language skills and most importantly a service attitude. The managers agree that a
person with the correct attitude can easily be taught the necessary professional skills. Only
one of the hotels, a 5-star one, prefers to hire staff which has experience in the other 5-star

hotels of the city. (4)
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Several respondents shared the view that it was still difficult to find qualified staff owing to
the imperfections of the local education system. Although there are several institutes
providing professional education in tourism and hotel industry, their graduates are not
competent for management positions. For example, it was noted that finding a qualified
restaurant manager is very difficult in the current situation. (5) Moreover, when hotels are
competing for qualified staff, foreign-managed hotels have an advantage since they are able
to provide higher salaries and better social benefits. In this situation, locally owned hotels
motivate their staff to stay with non-material benefits — a good team (horoshii kollektiv)

was mentioned repeatedly as the most important factor affecting job satisfaction. (11, 20)

The initial training of the new staff and the updating of skills of the old staff are
implemented in different ways in the hotels. Most of the hotels rely on their own resources
in training, i.e. new employees are familiarized with their job by more experienced staff
and the hotel management. This is considered as appropriate policy, when the personnel
turnover is low. Some hotels, however, use also outside specialists for training. These
include, for example, lecturers from the universities and experienced hotel industry
professionals. Furthermore, the hotels associated with international consortia benefit from
their training programs. (3, 10) The “illegals” put limited emphasis on personnel training in
proper ways of working, such as in following norms for hygiene when handling food. This
was in part due to the lack of competence of the owners of these properties: “The personnel
is taken directly from the street, without figuring out how hotel work should be organized,

as a matter of fact.” (2)

However, despite the emergence of competent Russian hotel professionals, the majority of
Russian hotel managers still have other than an industry-related education — one of the
interviewees referred to a survey giving a number as high as 90%. (10) The Russian
participants of this study are no exception: only one of the interviewees had a university
degree in tourism. As for the difference between foreign and Russian management,
interviewees were not unanimous. Some of them perceived no difference: as one of the
Russian managers put it: “Now, when everyone plays by the same rules, it is not important

whether you are foreign or Russian. There are just good or bad managers.” (2) Others
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characterized the foreign managers as more disciplined, patient and requiring the constant
maintenance of service standards. The foreign manager was characterized as a “cold
professional” whereas the Russian manager would be more emotional. “You should not
judge the business on financial criteria only, it is more important to have good relations

with the staff.” (3)

As in the early transition, the range of social benefits provided varied from basic benefits
defined by the law to more comprehensive social packages. The lack of additional social
benefits is usually justified by financial reasons, for example the financial burden to pay
back the investment credit is so heavy that the company has to save in personnel and other
operating costs. (4) However, material benefits are in part compensated by immaterial ones,
such as flexibility in working schedules. On the other hand, the benefits provided for the
staff are not in all cases justified by the personnel’s well-being but for e.g. sanitary reasons
as the following quote illustrates: “If the personnel cook their own meals God knows when
and where [...]. Those smells, cockroaches, it’s against all sanitary and other norms.

Therefore, it is cheaper to feed people than clean up after them.” (2)

In general, the most common benefits, in addition to those prescribed by law, continued to
include meals, uniforms, transportation and medical care. Those hotels with a more
comprehensive social package also organize parties to celebrate special days such as the
New Year, International Women’s Day, organize trips and material help when needed.
Moreover, some of the new Russian and foreign-managed hotels supported the tradition of
“sotssorevnovanie”: “At the end of the year, in December we always organize a
competition of the best employee of the department, reward the winner with a plaque of
honour, a monetary prize, and people are motivated to work better and to compare
themselves against others.” (5) Finally, it was stressed that as the hotel operates
transparently by paying full taxes and pension fund contributions, it can be considered as a
social benefit as such. (20) The illegally operating hotels break the norms in this sense as

well, as paying “gray” salaries is a part of their tax evasion policy.
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Distribution — joining consortia

The main change in distribution channels used by St. Petersburg hotels during the late
transition was the emergence of local hotel marketing consortia, and Internet-based
reservation systems. The leading Russian hotel consortium, Best Eastern, was founded in
October 1998 to market hotels in the CIS and the Baltic States. (Turisticheskii Biznes
1/2002) In addition, the first on-line reservation system in Russia was introduced in 1999.
(Turisticheskii Biznes 9/1999) Former state hotels started to use them as well in parallel to
existing channels, which in part contributed to the increase in the number of foreign guests.
The new Russian-managed hotels founded during the late transition, which had the
advantage of entering Internet-based reservation systems from the very beginning, can be

characterized as “born globals*'”

as they targeted the foreign market from the very
beginning. In contrast, foreign-managed hotels continued to rely on their global reservation

systems.

As for contracts with travel agencies, not all of the respondents were satisfied with their
work but criticize that in many cases St. Petersburg tour operators are just agents between
the hotel and the customer with no value added. (8) Those hotels that are members of
international consortia naturally rely mostly on their joint reservation systems. Members of
Best Eastern, for their part, use the services of the chain just as one marketing channel
among others. Those hotels that are associated with congress or business centers mainly
rely on their clientele having direct contracts with company clients. Moreover, one of the
respondents referred to the role of the hotel manager’s personal contacts as a marketing
tool. (5) The manager in question has a background in the academic world, and she has
used her existing contacts to conclude contracts with universities and other institutional

customers.

Legally operating mini-hotels were in a somewhat difficult position with regard to their

positioning in the market, as they did not want to associate with the illegal mini-hotels,

I The term, referring to companies that have international operations from the very beginning of their
existence, challenges the conventional view of internationalization as a gradual process (see, e.g. Gabrielsson
and Kirpalani, 2004)
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which often used questionable marketing practices (6). “They do not correctly advertise
themselves, often embellish their services, which does not correspond to reality.” (3) On
the other hand, due to the requirements of the state certification system tailored to large

properties, small hotels could not be rated according to their service quality. (6)

6.3.3 Summary: Structures and practices during late transition

The diversity of enterprises increased during the late transition as mini-hotels and other
new Russian-managed hotels started to increasingly emerge. In addition, new foreign
players entered the field. The difference in structure and practices between foreign and
Russian-managed properties became smaller. Instead, the Russian-managed segment was

divided into enterprises operating legally versus illegally. Table 18 demonstrates this.

Table 18: Elements of strategic and structural adaptation of St. Petersburg hotel
enterprises during late transition

Legitimate hotels Illegitimate hotels

Structure |Foreign-managed properties private-private | Premises registered as apartments

partnerships Services limited to offering “place to

Russian-managed hotels independent and |stay in”
owner-managed

Focus on core services

Practices | Importance of personal contacts diminishing | Bribery common

Long-term supplier contracts Low quality of supplies and
Mini-hotels rely on cash and carries equipment

New generation of local managers growing |Personnel  unqualified, service
up standards not followed

Personnel recruited from profile institutes | Part of salary “in envelopes® to avoid
and trained in-house social contributions

Statutory social benefits, importance of
“horoshii kollektiv’ as motivating factor

Internet-based reservation networks and hotel | Marketing information not based on
consortia the quality of the product
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The differences between various types of hotels during the late transition regarded both
structure and practices. Concerning the structure, the group of legitimate hotels comprised
new Russian-managed properties and former state hotels that continued to operate
independently without an outside management company. Foreign-managed hotels were
transformed from joint ventures with City Hall to partnerships between foreign
management chains and private Russian developers. As for the operational structure,
legitimate hotels focused more on their core services as the need for providing extensive
services such as business centers was reduced with the emergence of them on the market.
Illegitimate hotels for their part operated outside the formal regulation of hotel activities as
their premises were registered as apartments. Their services limited to providing a “bed and

breakfast”.

The practices towards the public sector started to move in an impersonal direction as
Russian hotels started to increasingly share the view of foreign hoteliers that one's own
transparency and following the regulations is enough to avoid problems. Illegitimate hotels,
in contrast, had to often resort to bribing to get the civil servants to overlook the fact that
they do not fulfill legal requirements. In the supply strategies, larger hotels relied on long-
term contracts with selected suppliers and small ones patronized the cash and carries that
had recently appeared. Also, special attention was paid to the quality of supplies and
equipment, except by illegitimate hotels, which used supplies of inadequate quality, for

example bed linen not meeting requirements as to fire safety and hygiene.

The distribution channels became more standardized as well, as Russian hotels entered
international online reservation systems and hotel consortia. Illegitimate hotels’
questionable business practices in this regard included marketing arguments that were not
based on reality. Finally, recruitment practices and criteria, as well as social benefits
converged among the legitimate hotels. The main criterion was service attitude, and
personnel was increasingly hired from profile institutes and trained further in the hotels.
The illegitimates were an exception here, as their personnel was often unqualified. Russian
properties continued to be managed by managers with no industry background, whereas

foreign properties had bred a new generation of Russian managers to replace part of the
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expatriates. The minimum social benefits offered were those based on the legislation, but
many hotels provided extra benefits as well. Transparent operation and payment of all
social taxes was considered as a benefit as such, which distinguished legitimate hotels from

illegitimate ones that paid “gray” salaries to avoid social taxes.
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7 Identifying field-level institutional processes

After the description of the field-level institutional context in the St. Petersburg hotel
industry, and enterprises’ structures and practices from socialism to late transition, the
study now moves on to discuss the institutional processes in the field consistent with the
conceptual framework of the study. First, the nature of institutional isomorphic pressures
and their development during the period of investigation is analyzed. Second, enterprise
choices concerning structure and practices are examined as strategic responses to these
pressures, varying in degree of conformity. Finally, the chapter is concluded with a
discussion of variety in enterprise strategies in each time period of the study, and the

sources of such variety.

7.1 Institutional isomorphic pressures from socialism to late transition

This section discusses the nature of the three types of institutional isomorphic pressures
identified in the conceptual framework of the study: coercive, mimetic and normative
pressures (DiMaggio and Powell, 1983). Based on the empirical description in Chapter 5, it
first identifies dominant sources of such pressures characteristic for each period under
investigation. Second, it analyzes the strength of these pressures towards homogeneity and
change in them over time. The main empirical results in this regard are summarized in

Table 19.
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Table 19: Change in isomorphic pressures from socialism to the late transition

Period Type of Main source of Mechanism of Strength of
isomorphism |isomorphism isomorphism isomorphic
pressures
State socialism | Coercive Central planning Coercion Strong
Mimetic Central planning Coercion Strong
Normative Socialist ideology Coercion Strong
Early transition | Coercive The state and local Coercion Weak
authorities
Mimetic Other enterprises and | Employee transfer, Weak

industry associations | industry associations

Normative Professionalization Filtering of personnel, | Weak
professional networks

Late transition | Coercive The state and local Coercion Weak
authorities
Mimetic Other enterprises and | Employee transfer, Moderate

industry associations | industry associations

Normative Professionalization Filtering of personnel, | Moderate
professional networks

As shown in the table, the sources of isomorphic pressures, mechanisms for channeling
them to enterprises and their strength underwent change during the period of investigation.
As in the socialist period both sources and mechanisms of isomorphism reflected the
socialist ideology and central planning, the transition towards a market economy altered the
situation towards that associated with the concept of institutional isomorphism. The next

sections discuss the nature of this change in more detail.

7.1.1 The socialist period: coercive, mimetic and normative pressures from the state

As described in the previous chapters, the state socialist system with its central planning
regime and the respective administrative hierarchy had an overwhelming effect on the
structure and practices of hotel enterprises both on the field and organizational level. In a
well-functioning market economy sources of different types of pressures towards

institutional isomorphism are independent and separate. In contrast, in the Soviet economy
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the structures and principles of a command economy resulted in an institutional
environment where the state was a single source of coercive, mimetic and normative
pressures. The overwhelming mechanism of transferring these pressures to the organization
level was state coercion. However, in addition to the formal institutional environment, the
deficiencies of the socialist system also served as a source of informal institutional
pressures, resulting in a number of shared practices among organizations. Such shared
”ways of doing things” evolved in a more subtle manner than the official practices imposed

by the state apparatus.

To mirror the sources of institutional isomorphic change in the Soviet economy against the
classification of DiMaggio and Powell (1983), the central planning regime served, first, as a
source of government regulation and thereby coercive isomorphism. The central planning
system imposed both the structure of hotel enterprises, and practices to implement different
functions. Moreover, as the supply of resources was centralized, hotel enterprises were
dependent on the state tourism structures, which mediated the state-level institutional
pressures to the field-level. As such, the instructions from the planning system replaced the
market-economy type legislative framework. As illustrated in the previous chapters, the
state ownership principle of socialism made the need for legislation concerning, for
example, the transfer of ownership and entrepreneurship redundant. Therefore, the formal
regulation of the hotel industry was implemented not in the form of industry-specific
legislation with respective enforcement mechanisms, but by instructions and directions
detailed in the plan. The control system of the state tourism organizations for its part took
care of enforcement, as it monitored the fulfillment of the plan not only as regards plan
outputs in a given time period but also on a continuing basis. For example, the monthly

meetings of the Leningrad Hotel Administration served this purpose.

Second, the conceptualization of institutional isomorphic pressures implies that
organizations respond to uncertainty by mimicking models, provided by other organizations
or field-level structures such as industry associations. Due to the central planning, the
uncertainty faced by enterprises of the Soviet economy was low. As everything down to

future demand was planned in advance, in principle there was little uncertainty in the
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business environment. Moreover, as hotel managers had practically no decision-making
freedom over strategic decisions, there was no need to weigh between alternative
organizational models and strategies. However, to a certain degree the system encouraged
mimicry and the dissemination of “best practices”. In the global hotel industry, central
sources for such processes are hotel chains, which have their detailed standards and
procedures to ensure the uniform quality of hotel services throughout the chain’s hotels.
The state tourism organizations administering hotels, in particular Inturist, played role of a
hotel chain in the sense that it developed standards for its hotels and consequently imposed
them. One of the measures was the competition between hotel enterprises described in
Chapter 5, where enterprises meeting standards were rewarded. At the same time, others
could take these pobediteli sotssorevnovanii (winners of the socialist competition) as role
models. However, such dissemination of practices took place not between all actors of the
field but among hotels subordinated to a particular tourism organ. For example, Inturist
hotels formed their own circle with practically no contacts to hotels serving domestic
tourists or business travelers. Employee transfer, which is rather central in the global hotel
industry in particular when disseminating practices within a chain, was also weak in the
Soviet hotel industry. In general, labor mobility in the Soviet Union was low due to
restrictions on, for example, moving between cities. Finally, there was little room for
professional development and initiative, as the state imposed standards on all hotels. This

did not motivate personnel to change jobs.

Moreover, as the planning system left little room for individual action, normative
isomorphism in the sense as defined by DiMaggio and Powell (1983) did not take place. In
other words, professionalization did not take place. This was due to several reasons
stemming from the socialist planning system. First, the formal education system in the
Soviet Union was tailored along the ideological principles of the country, where services
were of minor importance. Therefore, there was no state education system for hotel
professionals. The education of personnel for tourist hotels was the responsibility of the
state tourism structures, and consequently reflected their ideology and policy.
Consequently, professional educational background was not the main recruitment criteria

for personnel or hotel management. Their educational and also professional background
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varied from humanities and engineering to military and state security careers. In addition,
to a certain degree ideology affected recruitment criteria, as a Party background and/or

good personnel connections to state tourism organs superseded professional qualifications.

Second, there was little professional networking in the central planning system. On the one
hand, there were no professionals in the sense that they would have an industry-specific
educational background. On the other hand, the planning system did not have room for
professional associations, which would have participated in the development of field-level
norms and standards. Although collective action in principle took place in the socialist
economies, it was implemented by trade unions, which reflected the socialist ideology.
First, all grades, including managers, were covered by a respective branch-level trade union
(Nove, 1986: 230). Second, the trade unions were not independent of state or party as in the
West. In contrast, their purpose was to organize workers and managers for carrying out of
state and party policy (ibid). In sum, although informal networking did take place between
e.g. hotel managers, it had little impact on the development of institutional norms that were

dictated from above.

The above-mentioned types of institutional pressures towards isomorphic change were
those stemming from the formal field-level institutional environment. In parallel, there
were informal institutional processes at work that also created standard responses.
However, as the empirical analysis shows, such institutionalized practices developed to
cope with the shortcomings of the central planning were not field-specific but rather shared
by individuals and enterprises throughout the Soviet economy. In other words, their source
was the macro-level institutional context. The characteristics of the organizational field for

their part determined the concrete form the practices took and their relative importance.

To conclude, the Leningrad hotel industry as a part of the Soviet economy had a formal
system to impose all kinds of institutional isomorphic pressures on enterprises. It can be
said that coercive, mimetic and normative isomorphic pressures were strong, but their

sources and nature varied from what the Western institutional theory assumes. The state
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planning system and respective administrative bureaucracy were the single source of all

pressures, and the dissemination mechanism was usually coercion.

7.1.2 Early transition: sources of isomorphic pressures start to diversify

As the socialist planning regime and its institutions were dismantled, the state lost is
monopolistic position as a single source of institutional pressures towards isomorphic
change. The state took over the role of regulating the hotel industry, whereas its direct
influence on field-level norms and the dissemination of organizational models was reduced.
However, it had to take over the task of participating in the building of an education system
for the hotel industry, which disappeared with the dissolution of the state tourism structures
that had maintained it. Furthermore, new market-economy-based field-level structures, such
as professional associations, started to emerge. However, it took time for them to develop
into powerful institutional actors. In addition, during the turmoil of the early transition,
many hotel enterprises preferred to rely on practices inherited from the Soviet period to
cope with environmental uncertainty. Finally, the transition from command to market
economy brought to the hotel industry a new group of players, foreign hotel management

companies and new Russian-managed hotels.

The legislative and regulative framework that hotel enterprises faced during the early
transition was in many senses unstable. The main problem was not the legislation itself, but
its enforcement and implementation. In other words, coercive pressures exerted from the
state were ambiguous and even contradictory. The imposition of such pressures suffered
from the lack of administrative tradition of a market economy, due to which individual
authorities had a lot of room for maneuver when interpreting the legislation and monitoring
the compliance of enterprises. This in turn was a hotbed of public sector corruption.
Another characteristic adding complexity to the legislative environment of the early
transition was the unclear division of labor between the Federal and regional (here, the St.
Petersburg city) authorities. The freedom granted to the regions by president Yeltsin

resulted in a legislative environment in which regional legislation sometimes contradicted
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the Federal one. Moreover, the dual role of the city government as regulator and actor
reflected in the institutional pressures exerted by the state. For example, as a hotel property
owner, City Hall set conditions governing the actual allowable range of operation modes
defined in the Federal legislation. Although a management contract was a recognized
operation mode in the hotel industry already during the early transition, the St. Petersburg
city government required prospective management companies also to invest in the physical

hotel property.

One of the consequences of the transition from the planned to the market economy was that
the level of uncertainty faced by enterprises increased radically. Despite its pitfalls, the
central planning had provided an environment where hotel managers did not have to worry
about occupancy rates or the profitability of the business. The dismantling of the command
hierarchy put hotel managers in charge of strategic planning to ensure enterprise survival.
In such a situation, enterprises would be expected to respond in standard ways to reduce
uncertainty, and to mimic those organizations that they consider to be legitimate or
successful (DiMaggio and Powell, 1983). To some degree such standard responses took
place as, for example former state hotels converted part of their room capacity into business
centers. However, dissemination mechanisms for mimetic isomorphism were ill-developed
and such responses were more derived from the competitive environment (i.e. the market

situation) than from the institutional constituents.

First, employee transfer as a media for dissemination of organizational models and
practices was low. This was in part due to the fact that former state hotels rather reduced
their staff than hired new employees, and partly because new entrants preferred to hire staff
from outside the industry. However, former state hotels had to find personnel for functions
that emerged after the collapse of the central planning (such as marketing). As all former
state hotels were “in the same boat” in this regard, personnel for such vacancies was not
available within the industry but had to be recruited from outside. Moreover, the bi-polar
nature of the market between “foreign” upper class and “local” lower-class segments
indicated that Russian-managed hotels were not able to compete for qualified labor with

experience from foreign-managed hotels. Finally, employee transfer within the industry
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was limited by the fact that under market conditions, nobody wanted to hire a person with
experience in the Soviet hotel industry and its notorious service culture. Second, industry
associations as a media for practice dissemination only started to emerge with the “natural
selection” of the leading associations of the field coming only later. The impact of such
associations was also not as strong as in many Western countries. For example, as national
hotel rating systems are in many European countries administered by tourism industry
associations, in Russia the first steps toward creating such a system was implemented by
the state certification committee. Also, the presence of hotel chains in the market was
limited as there were no local chains yet and the entry of foreign chains had only begun.

The operations of foreign chains in the city were limited to one hotel for each.

In addition to mimetic pressures, also sources and mechanisms of normative isomorphic
pressures were in flux during the early transition. As regards the education system, the
abolition of the state tourism organizations’ training institutes was followed by a vacuum,
which was gradually filled by state and private universities and institutes providing tourism
and hotel education. However, it took some time before the first results of their work
started to show in the form of trained staff with profile education. In addition, the quality of
their programs did not often meet the criteria of all hotels. Foreign hotels in particular
preferred the knowledge of foreign languages and service attitude to professional
educational background as recruitment criteria. In addition to workers, the group of hotel
managers with a shared profile education was limited to expatriate managers of foreign
hotel companies. Management of Russian-managed hotels continued to represent varying
backgrounds from engineering to construction. Russian-managed hotels, in particular the
former Soviet ones, however, welcomed the emergence of young people with profile

education.

Managerial networks were also weak during the early transition. For former state hotels, the
dissolution of the state tourism structures with their weekly meetings of hotel managers
meant that interaction between managers became less intensive. Among the reasons was the
Soviet-era practice of information hoarding, due to which enterprises were reluctant to

share information on their practices with potential competitors for fear of revealing
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business secrets. The managers of foreign-managed hotels for their part were more active in
informal networking, but as this was limited only to a handful of foreign expatriates, it had

practically no effect on the totality of actors in the field.

In sum, the early transition was a period when the sources of institutional pressures towards
isomorphism started to diversify towards the direction that the institutional theory assumes.
The state had, however, still a wider role than to simply regulate the sector due to the city
ownership in hotel properties. The coercive pressures were therefore often ambiguous.
Field-level structures that would serve as sources and mechanisms for mimetic and
normative isomorphic pressures were also undergoing transition. Old structures had ceased
to exist and new ones were not yet established. In addition, the variety of core actors in the
field, hotel enterprises, was changing as foreign management companies and new Russian-
managed hotels entered the market. However, the former was rather a closed community,
whereas the latter was still a marginal group during the early transition. Therefore, the
majority of actors were still former state hotels, which tried to adapt to the changing
environment. Here, they often resorted to Soviet-era practices as a response to uncertainty

rather than to mimicking others that shared the same conditions.

7.1.3 Late transition: sources of isomorphic pressures gradually established

The late transition was a period of stabilization for the macro-level institutional
environment on the one hand, and of rapid development on the field-level on the other
hand. New players continued to emerge, including novel types of enterprises with their
respective field-level associations. Moreover, a major change in the field-level institutional
context was the withdrawal of the city government from hotel ownership, due to which its
role was limited to industry regulation. However, there was still a certain level of instability
in the field-level institutional environment, which was reflected in the strength of pressures

towards homogeneity felt by hotel enterprises.
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The state regulation as a source of coercive pressures underwent some changes during the
late transition. In part, the ambiguity of legislation and regulation was decreased as the
Federal center held the regional governments on a tighter leash. This process included
attempts to harmonize the federal and regional legislation, i.e. regional laws were brought
in line with the federal legislation. Furthermore, industry regulation was developed, such as
the new hotel certification system that was introduced in 2003. However, due to the rapid
development of the field, legislation dragged behind to some extent. For example, the rapid
emergence of mini-hotels in the early years of the 2000s revealed gaps in existing industry
legislation, which did not recognize such an organization mode. On the other hand, the
relinquishment of the city of hotel ownership shifted the focus of City Hall’s hotel industry
development policy to site allocation. Here, the discrepancy of the formal and informal
rules characteristic of post-socialist Russia was still present. Although the city’s site
allocation policy was rather straightforward and based on transparent procedures such as

tenders, in practice its implementation was not as transparent.

The stabilization of the political and economic environment in post-1998-crisis Russia to a
certain degree reduced uncertainty in the hotel business. Former state enterprises had
undergone major restructuring to adapt to market conditions and had learned how to play
by the new rules of the game. In addition, new players such as foreign management
companies and new Russian-managed hotels entering the St. Petersburg market during late
transition faced a more stable business environment than their counterparts that had entered
the market during the early transition. On the other hand, increased competition between
enterprises made them pay more attention to technologies and standards ensuring the
quality of the service product, thereby creating conditions to increase mimetic isomorphism.
Here, industry associations started to take a more active role in disseminating industry
practices and standards. In addition to the associations created during the early transition,
new groups of players such as mini-hotels quickly established their field-level associations.
Also, industry associations took a more active role in channeling the opinion of the industry
to the public sector decision-makers. For example, field-level actors participated in the

development of a new hotel certification system applied in 2003.
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In contrast, hotel chains as a media for disseminating and harmonizing practices within the
field still lacked influence. Although there were attempts to develop Russian management
companies targeted to establishing national hotel chains, their operations were still limited
to a handful of hotels. Therefore, an absolute majority of the city’s hotels were independent
and owner-managed. As for international chains, the late transition was still a period of
gaining a foothold in the market. Although the number of foreign-managed hotels in the
city increased, a different chain operated each of them. However, towards the very end of
the period under investigation, many of the existing foreign players announced plans to

open a number of new hotels in the city in the coming years.

Employee transfer as a mechanism of mimetic isomorphism continued to be weak during
the late transition, although some development was taking place. The gradual improvement
in the service level and financial situation in the former state hotels as well as the
emergence of new high-class Russian managed hotels made them more attractive
employers. In some cases persons trained by foreign-managed hotels took over managerial
positions in the Russian-managed properties. However, the majority of the staff preferred to
rise through the ranks of the foreign-managed hotels with superior prospects for career
development. Therefore, Russian-managed hotels to a large extent still relied on non-
industry professionals when appointing managers. Moreover, foreign-managed hotels
started to view previous industry experience as more positive, as a post-socialist generation
of hotel workers was growing up. In other words, there was available younger staff that had
accumulated their working experience after the collapse of the Soviet planning. However,
the Soviet tradition of labor hoarding was still visible to some degree as Russian managers
viewed personnel turnover as a negative thing rather than a fact of life as it was for foreign

managers.

The education system as a source of normative isomorphic pressures strengthened its
foothold during the late transition. However, since educational programs were developed
mainly by the academic staff of universities and institutes with little involvement from the
industry, the main emphasis of such programs was on theory rather than professional skills.

Nonetheless, co-operation between the educational system and the industry started to
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develop, as the majority of hotels during the late transition provided internships to students
to subsequently hire the graduates for permanent positions. Technical skills or a profile
education at all were, however, not considered as the main recruitment criteria. Also former
state hotels already recognized the importance of the right service attitude. As to
management positions, a new generation of professional Russian managers was also
growing up but their influence was still to a large extent limited to middle-management
positions in foreign-managed hotels. Top-level positions were still held by expatriates or in

the Russian-managed hotels by persons with a non-industry background.

The nature of managerial networks changed little during the late transition. As during the
early transition, the managers of foreign-managed hotels formed a community of their own,
whereas managers of Russian-managed hotels had less informal interaction. However,
initial attempts to break the foreign-local division were made as Russian-managed hotels
started to enter the 5-star segment previously monopolized by the foreign-managed
properties. For example, the White Days initiative to stimulate demand for the quiet winter
months was launched by the city’s foreign-managed hotels in 2002 but was later joined by
Russian-managed top hotels as well. Moreover, the emergence of new Russian-managed
hotels seemed to bring changes to the tradition of information hoarding. Managers who had
undergone the complex process of hotel opening and gotten its business development into
full swing were eager to share their experiences with newcomers and thereby contribute to

the industry development.

To sum up, the late transition was a period of stabilization of the field-level institutional
context. Forces driving institutional isomorphism started to gain strength, although some of
them were still weaker than in developed market economies with a well-established
institutional structure. However, there were signs that in the future, such forces would gain

even more strength.
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7.1.4 Summary: the changing nature of the field-level institutional context

After discussing the types of institutional pressures towards isomorphism, this section
concludes with an analysis of the changing nature of the St. Petersburg hotel industry as an
organizational field. Here, the degree of structuration of the field and other characteristics

predicting a process towards increasing homogeneity are investigated.

The Soviet hotel industry of Leningrad can be characterized as a homogeneous field with
little variation and diversity in organizational structures and practices. This was due to the
central planning system, which served as a single source of resources and provided
enterprises with detailed organizational templates. Moreover, the managerial background
and personnel recruitment criteria were based on the socialist ideology, thereby increasing
uniformity in the field. The overwhelming effect of the system also limited the possibilities
for hotels to develop varying responses on the organization level as hotel managers had
practically no decision-making freedom. Finally, the subordination of hotel enterprises to

the state tourism structure with its hierarchy made the field well structured.

The early transition brought dramatic changes to the nature of the St. Petersburg hotel
industry, which increased variation and diversity. The collapse of the central planning and
its respective administrative bureaucracy removed the monopoly of the state as a single
source of isomorphism. Instead, the development of a new institutional environment
created a field with somewhat ambiguous and conflicting pressures. The supply of
resources became fragmented and their sources were in the making. For example, personnel
resources were supplied from varying sources instead of a well-established community of
professional institutes and universities as in a developed market economy. Furthermore,
distribution channels of hotel services were undergoing transformation and were
characterized by a large number of small-sized actors in contrast to the global reservation
networks of powerful hotel chains as in the West. The extent of the transactions with
agencies of the state was naturally lower than under state planning, but was still rather

great. In addition to a complex state bureaucracy with its frequent inspection visits, in
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particular foreign hotel management chains had to intensively interact with the state (i.e.

the city) as property owner.

Moreover, due to the transitional institutional context, the availability of alternative
organization models was more limited than in the West. Although the legislation formally
recognized, for example, franchising and management contracts, the former was in practice
unavailable given the lack of qualified franchisees. The availability of the latter was in part
restricted by the terms posed by the powerful property owner, the city government.
Interestingly, the transitional context caused a high degree of uncertainty, which would
predict a high degree of isomorphism, but many of the sources and mechanisms for such
change were weakly established. For example, the process of professionalization was only
beginning as well as the structuration of the field. Hence, there was diversity in the field,
caused by the ambiguity of field-level pressures. This diversity was in part explained by
organization-level factors such as ownership and management structure, as the Russian-

managed hotels formed one sub-field and the foreign-managed properties another.

Finally, during the late transition field-level institutional structures and processes started to
become more established. The supply and marketing channels started to resemble more
those commonly found in the global hotel industry. The supply of personnel was
increasingly based on educational institutions providing profile education. In distribution,
although hotel chains still had a limited presence, the emergence of local hotel consortia
and online reservation systems made distribution channels more centralized. Moreover,
interaction with the state changed its form as the city government withdrew from hotel
ownership. Instead, unofficial interaction with state authorities, for example, in order to
receive information on legislative changes, continued. In addition, the dependence of hotel

enterprises from the city as the holder of sites for hotel construction was great.

The operation modes available also started to be more in line with global practice as
management contracts between private property owners and management companies
became the norm for foreign hotels. However, Russian-managed hotels were still owner-

managed. In addition, professionalization in the sector started to gather speed with the
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emergence of a new breed of staff and managers with profile education and an increasing
willingness to engage in professional networking. Also, industry associations started to gain
influence. Nevertheless, there was still diversity within the field, although its nature had
somewhat changed. The bi-polar structure of “high-end foreign” and “low-end local” hotel
enterprises started to become blurred as both supply and demand started to mix. This
process included the entry of a new sub-field, mini-hotels, which did not fit into the
existing categories. Hence, diversity was no longer mainly explained by ownership and

management structure, but also factors such as size.

7.2 Changing enterprise responses to institutional pressures

After describing the nature of field-level institutional pressures towards homogeneity and
their development through the three time periods under investigation, this chapter continues
with analyzing the variety of enterprise responses to these pressures. Consistent with the
conceptual framework of the study, these responses are analyzed along the typology of
Oliver (1991) as varying in the level of compliance versus resistance to institutional
pressures. This includes, first, the evaluation of strategic responses along the continuum of
acquiescence-compromise-avoidance-defiance-manipulation, where acquiescence
represents the lowest and manipulation the highest degree of resistance. Second, the
antecedents of such responses typical of each period are analyzed against the questions
presented by Oliver (1991) to illustrate the nature of institutional pressures (cause,
constituents, content, control and context of the pressures). Table 20 draws together the
main findings of the study regarding strategic responses to institutional pressures in the St.

Petersburg hotel industry along type of enterprise.
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Table 20: Strategic responses of hotel enterprises to institutional pressures from
socialism to late transition

Period Type of enterprise and strategic responses

State socialism | State-owned hotels: formal compliance, informal compromise and
defiance

Early transition |Former state hotels and new Russian-managed hotels: compromise and
avoidance

Foreign-managed hotels: avoidance and compromise

Late transition | Russian-managed large hotels, foreign-managed hotels and “legal”
mini-hotels: acquiescence and manipulation

Illegal mini-hotels: defiance

The table illustrates that the St. Petersburg hotel industry in the post-socialist period can be
divided into subgroups, based on their strategic responses to institutional pressures. In the
socialist period, however, such a division was not observable as enterprises were not
authorized to take strategic action. However, the homogeneous group had formal and
informal dimensions as regards responses to institutional pressures. During the early
transition, the division was made between “us and them”, whereas during the late transition
the basis for distinguishing hotel groups was the legitimacy of the business strategy. The

following sections discuss these questions more in detail.

7.2.1 Strategic responses during state socialism: formal and informal responses

When mirroring the institutional environment of the Leningrad hotel industry against the
conceptualization of Oliver (1991) predicting the likelihood of different strategic responses,
some basic remarks can be made. First, the centrally planned system implied that formally,
there was no room for enterprise-level strategic choice. Hence, blind compliance was the
only response available. Due to the command hierarchy, each level of the system was
expected to fulfill the orders from its superiors. In addition, all the institutional factors

predicting the likelihood of resistance stemmed from the central planning system. As



203

regards causality, the idea of central planning and its institutions was the fulfillment of the
plan, and maximal effort to achieve this purpose provided legitimacy. Efficiency as such
was not a primary question for socialist enterprises as understood in the West. Rather
efficiency was understood as an effective fulfillment of the plan targets. Therefore, the
conformity to institutional pressures evidently enhanced the legitimacy and efficiency of an
enterprise as a part of the system. Moreover, as discussed previously, in central planning
there was one institutional constituent with importance: the state with its demands.
Consequently, enterprises were highly dependent on the state-constituent. Furthermore, as
the central planning apparatus set goals for enterprises, they were understandably consistent
with institutional norms and requirements. Also, imposed constraints were detailed and left
little room for interpretation. Respectively, the control over compliance was exerted by the
state bureaucracy. The control apparatus not only controlled what was done but also how it
was done, i.e. diffusing norms within the field. Finally, the institutional context was
characterized by a high interconnectedness as all enterprises were parts of the larger

centrally planned system.

All the above-mentioned factors support the notion that the degree of organizational
resistance was low in the socialist hotel industry of Leningrad. The only exception to
Oliver’s (1991) propositions concerns environmental uncertainty, which was low in the
socialist economy due to advance planning. Thus, it can be concluded that formally, hotel
enterprises complied with the institutional pressures and there was little variation in the
field. Nevertheless, a kind of pecking order existed as Inturist hotels serving foreign

customers received preferred treatment as regards the allocation of resources.

Moreover, as discussed repeatedly in this study, the socialist economy had two parallel
structures: the formal and informal “ways of doing things”. Within the limited freedom
granted to enterprise managers, also more active tactics were applied as a response to the
institutional pressures. This was done under the surface of formal acquiescence, i.e.
compliance to institutional rules and requirements. Such behavior can be located first,
under Oliver’s (1991) category of compromise strategy. In particular, bargaining with state

authorities to reduce output targets or to increase supplies allocated for production represent
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such tactics. Barter transactions between enterprises were also a part of the informal
bargaining behavior embedded in the formal central planning. Such tactics were applied in
the name of the organization to contribute to its performance. It is important to note that the
nature of informal responses was not anti-system. Rather, informal action supported and

enabled the functioning of the formal system.

In addition to organizational responses, individuals within the organization had their own
ways of coping with the institutional pressures from the state planning system. Managers
and employees, while formally working towards the goals set in the formal plan, behind the
fagade of compliance applied varying tactics to beat the system. This was a sort of defiance
behavior, where individuals ignored or contested the formal rules by engaging in activities
which targeted individual gain. For example, the selling of hotel rooms from under the
counter violated the norms set by the socialist ideology on the one hand and by the

planning system on the other.

7.2.2 Strategic responses under early transition: enterprise strategic action enabled

When analyzed from the viewpoint of enterprise responses to the institutional context, the
main change resulting from the abolition of the central planning structure was that
enterprises received the freedom to exercise strategic choice. On the other hand, the
institutional context was changing and institutional pressures were ambiguous, which
affected the strategic responses of enterprises. In addition, the opening up of the field to
new players, such as foreign enterprises and new Russian-managed hotels, brought
diversity to the field. Due to their different organizational features, the institutional
environment affected foreign, former state-owned and new Russian-managed hotel

enterprises to varying degrees, and consequently their strategic responses varied.

Basic changes in the institutional environment predicting resistance caused by the transition
can be summarized as follows. First, the underlying cause of institutional pressures changed

from the fulfillment of the plan to a variety of motivations from a number of institutional
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constituents. When weighing alternative strategic responses, enterprises were faced with the
consideration whether compliance would enhance legitimacy and/or economic efficiency.
Moreover, as the number of institutional constituents multiplied, the dependence on
independent constituents was more limited than in the socialist system where the state was
the constituent. Furthermore, the new institutional environment of a market economy
implied that hotel enterprises were to set their own goals, and consequently weigh whether
they were consistent with institutional norms and requirements. In addition, the
mechanisms of imposing institutional constraints were only developing, and the legal
coercion was thus weak. Also, field-level norms were not well established due to a lack of
field-level structures contributing to their development. Finally, the institutional context
was characterized by a weaker interconnectedness as in the Soviet times, combined with a

high degree of uncertainty.

To sum up, again with the exception of the factor of environmental uncertainty, the
characteristics of the factors in the field-level institutional context suggest that
organizational resistance was relatively high. However, it is proposed here that the majority
of organizational responses are located between the two ends of the continuum. I justify
this by arguing that both compliance and active manipulation strategies are expected to take
place under conditions of well-defined institutional pressures. Also, there seems to be
variety in such responses between enterprises with different organizational characteristics.
Therefore, it is justified to analyze the strategic responses of hotel enterprises by group. As
the presence of new Russian-managed start-ups was rather marginal during the early
transition, they are analyzed jointly with the former state hotels, whereas foreign-managed

operations form a group of their own.

Former state hotels and new Russian-managed hotels

During the early transition, the management of former state hotels faced a challenging task.
First, they had to learn how to make strategic decisions, and to weigh their alternative
consequences. This was a new situation for former state enterprises, which had been

directed from above. Second, strategic management was further complicated as the
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institutional environment was undergoing a transition. In short, organizational templates of
the former regime had lost their significance and new ones did not develop over time. Also,
new Russian-managed hotels opened during the early transition faced an environment
providing no established templates. Moreover, although some foreign-managed hotels
appeared on the market already in the first years of transition, local incumbents lacked the
knowledge and resources to mimic their behavior. As Puffer et al. (2000) put it, many
actions taken by former state enterprises represented the “muddling through” strategy.
Finally, resorting to former informal institutions of the Soviet period in, for example,

supply was rather common.

When mirrored against the continuum of strategic responses, actions taken by former state
hotels would in part represent the compromise strategy common in the Soviet period, and
partly avoidance. First, former state hotels with their inherited networks and resources from
the socialist period had to balance between the expectations of multiple stakeholders, such
as the state and personnel, which had got used to the Soviet tradition of lifelong
employment and extensive social benefits. The practice of bargaining and negotiating with
institutional stakeholders, stemming from the Soviet era, continued in particular in relations
with the public sector. Second, many of the hotels applied the avoidance strategy as a
response to the new institutional context by partly changing their activities. The
diversification of activities to business centers is an example of this. On the other hand,
being parts of larger complexes such as business centers “buffered “ new Russian-managed
hotels from the external environment as many functions, such as supply and sales, were

common to the complex as a whole.

Foreign-managed hotels

The challenges associated with the strategic management of foreign entrants were in part
associated with the entry phase, such as the selection of entry mode, and partly with the
organization of activities to meet international company standards for service quality. In the
absence of an institutional framework allowing market-based exchange, foreign hotel

enterprises operated in relative isolation from the local business environment. Instead of
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relying on informal networking to cope with the transitional business environment like
local enterprises did, foreign-managed companies relied on their intra-firm resources, such
as foreign suppliers, global reservation systems and expatriate managers. However, in their
entry and ownership strategy foreign hotel management companies had to establish close
ties with the St. Petersburg city government as the major property owner. As the economic
and political instability in Russia, accompanied by the lack of functioning financial
markets, effectively hindered private investment in the hotel industry, foreign hotel
management companies had no choice but to ally with City Hall and often to share
management responsibility with it. Some foreign entrants accepted this as the rules of the
game, whereas others postponed entry until managing to negotiate a “real” management

contract.

The strategic choices concerning the functional strategies of foreign enterprises clearly
represent the avoidance strategy of Oliver’s (1991) typology, in particularly its buffering
tactics. The “fortress-like” foreign hotels effectively buffered themselves both from the
technical and institutional environments of the St. Petersburg hotel industry. Strategic
choices with respect to entry strategy fit also in the avoidance category. Those hotels that
decided to postpone entry until an entry with full control was possible escaped the local
domain altogether. Other ones, in contrast, preferred to compromise with the demands from
the local institutional stakeholders (City Hall in particular) and negotiated a compromise

contract accommodating interests of both parties.

7.2.3 Strategic responses during late transition: convergence between “us and them”

The late transition was a period of reducing ambiguity of institutional pressures and
uncertainty, as market-economy conditions gradually strengthened. Former state hotels had
increasingly learned how to play by the new rules of the game, and the rules themselves
were clearer. However, the institutional context was to some degree unstable, for example,
allowing for entrepreneurial actors to exploit gaps in the legislation. Therefore, there was

still diversity in the strategic choices within the field, but its nature became less
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straightforward than the division into “us” and “them” during the early transition. New
players, such as new Russian-managed properties, blurred this boundary as they
increasingly entered both the high-end segment dominated by foreign entrants, and the mid-
class segment represented by former state hotels. Also, the development in the market
conditions reduced the divergence between the two dominant enterprise groups of the early

transition, as foreign hotels increasingly localized their operations.

The change in the main factors in the institutional environment predicting resistance from
early to late transition can be summarized as follows. First, it became easier for enterprises
to weigh the consequences of alternative strategic responses to legitimacy and/or economic
efficiency, as the formal rules of the game were less ambiguous. Moreover, the
development of the field-level institutional context went towards better structuration of the
field. However, there were still a large number of institutional constituents, such as industry
associations, aiming to get an established status. Furthermore, new interest groups emerged,
such as the general public. However, the dependency of hotel enterprises on some
important institutional constituents, such as the educational institutions providing profile
education, was still rather low. Also, the dependence of hotel enterprises on the state
decreased as the city government relinquished its hotel ownership. Furthermore, the de-
statization of the hotel business implied that hotel enterprises had more liberty to act
according to their own goals, as the need to balance them with the requirements of the city
as property owner decreased. Also, the mechanisms of imposing institutional constraints
were more developed, as legal enforcement improved to some degree. In addition, field-
level norms became better established as field-level structures started to contribute more to
their development. Finally, the institutional context was characterized by a higher
interconnectedness as in the early transition as tourism industry networks developed. The

degree of uncertainty was lower, too.

To sum up, the characteristics of the factors in the field-level institutional context are
somewhat contradictory, mainly suggesting that organizational resistance would occur.
However, it is proposed that as in the early transition, the majority of organizational

responses were located between the two ends of the continuum as institutional pressures
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were still somewhat ambiguous. In addition, there was still variety in such responses
between enterprises with different organizational characteristics. As the empirical
description revealed, the strategies of new, large Russian-managed hotels largely
correspond with the strategies of their counterparts in the same price segment. In contrast,
mini-hotels form a distinctive group of their own, in part due to the illegal part of it.
However, foreign-managed operations had still some basic characteristics, such as
operation mode, that distinguished them from their Russian-managed counterparts. Hence,
the following analysis is divided into large Russian-managed hotels comprising both former
state hotels and new start-ups (other than mini-hotels), foreign-managed hotels, and mini-

hotels.

Russian-managed hotels

The new start-ups with Russian owners and management faced a relatively stable
institutional context in which to establish business operations during the late transition. In
addition, the management of former state hotels had developed capacities to work under
market conditions. As to their strategies and practices, former state hotels and new Russian-
managed hotels differed relatively little from each other during the late transition. They
shared the operation mode of owner-management and management with often other than
industry backgr, functional strategies regarding basic issues such as staffing criteria and
personnel policy, supplier relationships and distribution channels differed little. There was
a kind of a local organizing template emerging. Some of its characteristics were based on
the Soviet legacy, such as the use of personal relations with the public sector, but their role
seemed to be diminishing. Also, new practices from the foreign-managed sector started to

disseminate to locally managed enterprises with personnel transfer.

When mirrored against the continuum of strategic responses, actions taken by Russian-
managed hotels during the late transition seemed to move towards increasing acquiescence
The gradual development of a shared “way of doing things” with its norms encouraged
habit-like compliance. Furthermore, the view that it is better to obey rules than to negotiate

with, for example, the city authorities to bend them, started to dominate over the reliance on
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personal relations as in the early transition. Signs of manipulating strategy as “within the
system” response were emerging as well. Although some hotel managers were skeptical
towards the influence of industry associations, their lobbying power was also increasingly

recognized.

Foreign-managed hotels

The increased stability of the institutional context during the late transition, associated with
more developed structures of market-based exchange, was reflected also in the strategies of
foreign enterprises. First of all, private-private partnerships based on commercial
relationships between Russian real estate developers and foreign hotel management chains
replaced politically flavored joint ventures with the city government as the dominating
mode of operation of foreign-managed hotels. The top management in these hotels
remained in expatriate hands, but mid-management positions were already occupied by
Russian managers. Here, both early entrants gradually localized their management and new
entrants launched their operations with a smaller expatriate team. One driving factor behind
this development was the 1998 crisis and devaluation of the ruble, which made foreign staff
very expensive as compared to locals. Second, in addition to the supply of staff, also the
supply of goods gradually localized as Russian producers of, for example, foodstuffs
improved their quality. Also, reliable suppliers of imported goods emerged, which reduced
the need for keeping several suppliers in reserve simultaneously. Finally, the still ongoing
transition was to some degree visible in the relations with the public sector. First, dealing
with the public sector needed more time and resources than in general in the hotel industry.
Second, the inconsistent tourism policy of the city created the need for hotels to

increasingly invest resources in the promotion of the city as a tourist destination.

As strategic responses derived from Oliver’s (1991) model, actions taken by foreign-
managed hotels during the late transition also seemed to move towards increasing
acquiescence as the business environment started to be more market-economy based. As
the rules of the game started to resemble those of the global hotel industry with the

decreasing city involvement, it was easier for foreign companies to comply. In public sector



211

relations, strict policy to avoid corruption and to do everything by the book was a kind of
challenge to the existing norms of negotiation and personal relations. In addition, foreign
hotels showed increasing efforts to manipulate and affect the rules “within the system” as

they actively lobbied city authorities to, for example, improve the street safety of tourists.

Mini-hotels

The emergence of mini-hotels in St. Petersburg can be viewed in part as a result of
increasing demand, and partly due to imperfect legislation allowing entrepreneurial
individuals to utilize its loopholes. This was the group where strategic responses differed
the most within the group. First, there were “obedient” small hotels, which operated
transparently and tried to fulfill the requirements of the industry regulation, although it took
from them considerable effort. Although by size they would represent the category of mini-
hotels, such hotels consciously avoided promoting themselves as such for image reasons. In
general, the functional strategies and operation mode of such hotels were shared with those
of other Russian hotels in the field with minor adjustments relative to size. For example,
food supplies were purchased from cash and carries instead of from supplier firms due to
the small quantity needed. The second group of mini-hotels comprised the “outlaws”,
which did not follow the industry regulation. Since they were registered as apartments and
not as hotels, they could avoid being subject to the legislation concerning the operation of
hotels. Consequently, there was no need to fulfill its requirements regarding, for example,
the safety of hotel guests. Moreover, as the industry legislation concerning hotel
certification allowed the existence of a number of systems parallel to the official state
certification system, it was relatively easy for such “hotels” to get rated against cash

without fulfilling the official norms for the respective category.

The split nature of the group of mini-hotels becomes evident also when analyzed against
Oliver’s (1991) typology of strategic responses. First, “obedient” mini-hotels aimed at
acquiescence, both in terms of formal regulation and shared industry norms and values.
Furthermore, they were perhaps the most active of the different types of hotels in

manipulating, i.e. aiming to influence the institutional framework such as legislation
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concerning the operations of mini-hotels. Second, the “outlaws” deliberately took a
defiance strategy, by challenging the existing rules and requirements as defined in the
legislation. In addition, they applied dismissal tactics when ignoring norms and values
shared by the majority of the enterprises in the hotel industry regarding, for example,

reliability and truthfulness in the marketing and protection of customers.

7.2.4 Summary: from imposed acquiescence towards voluntary acquiescence

After detailing the strategic responses of hotel enterprises and changes in them over time,
this section concludes with a summary of the diversity of enterprise strategies of various

groups, and convergence and divergence in them in the three periods of investigation.

During state socialism Leningrad hotels formed a rather homogeneous group, as their
operations were determined in the state planning. Minor differences, such as preferred
position as regards the supply of resources, were explained by the varying importance of
different types of hotel operations in the Soviet economy. Inturist hotels, contributing to
hard currency revenues by serving foreign tourists, were first in the pecking order. In
contrast, hotels serving the purpose of recuperating the Soviet workforce and providing
accommodation to Soviet citizens traveling for work and education purposes were of less
importance for the planning authorities. Consequently, fewer resources were allocated to
their operations. Due to the nature of the central planning hierarchy, strategic decision-
making did not take place on the enterprise level. Therefore, the role of enterprises was to
comply with institutional pressures. However, behind the formal fagade of acquiescence,
there were informal processes going on as a response to shortcomings in the formal rules of
the game. These included for example, bargaining and negotiating with state authorities and

defying strategies on the managerial and employee levels.

During the early transition the relationship between the institutional environment and
enterprises changed radically, as former state enterprises were granted autonomy and

responsibility for their strategic decision-making. Furthermore, the liberalization of foreign
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enterprise operations brought to the hotel industry a new group of players: foreign hotel
management companies. All of the sudden, the former Inturist hotels lost their privileged
position in the sector and had to start competing for both domestic and foreign customers
with other former state hotels. The serving of the upper layer of foreign travelers was taken
over by the handful of foreign-managed hotels of the city. The challenges posed by the
transitional institutional context to former state hotels and foreign management companies
varied. As the former were struggling for survival and transformed their structure and
practices to meet the demands of a market economy, foreign--managed hotels were
concerned with how to ensure service quality that meets the global standards of the

respective chains.

As a consequence, the strategic responses of the two groups of companies varied. Former
state hotels were balancing between a multiple set of pressures. The multiplicity was caused
by demands from various stakeholders, such as the state and labor. In addition, informal
institutions from the past had a strong influence on enterprise behavior, resulting in, for
example, bargaining tactics with the city government. Foreign hotels for their part were
weighing between the strategic consequences of complying with the demands of the city
government as an important stakeholder by entering shared management contracts, or
escaping them by postponing entry. As regards functional strategies, a main strategy was
avoidance, as operations were buffered from the local institutional environment by relying

on imported resources and distribution channels.

In the late transition both institutional pressures faced by hotel enterprises and ways to
respond to them started to converge. The development of the field-level “rules of the game”
was increasingly built on the principles of a market economy. First, the division of labor
and relations between enterprises and the public sector became clearer as the state withdrew
from hotel ownership and the tradition of keeping up personal relations with small gifts to
civil servants started to lose their significance. Second, market-based exchange based on
written contracts became the dominant pattern in enterprise relations. Third, Russian-
managed hotels received the opportunity to enter reservation and marketing networks as

local hotel marketing consortia and online reservation systems developed. This enabled
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them to compete more efficiently for foreign customers with foreign-managed hotels
utilizing their chain-based global reservation systems. However, the legislative framework
still had the features of an ongoing transition. The legislation failed to keep pace with the

emergence of new organizational forms in the field, i.e. the mini-hotels.

As strategic responses, both Russian- and foreign-managed hotels moved towards
acquiescence of the newly emerging industry norms and values, and also tried to comply
with the legislative regulation. Moreover, manipulation as a strategic response to influence
the institutional context from within the system started to gain momentum. However, the
gaps in the legislation created a group of “renegades” (cf. Kondra and Hinings, 1998) who
both contested the existing rules and requirements, and ignored the norms and values
shared by the majority of the players in the field. This refers to mini-hotels, which took the
opportunity to operate outside the system. Their behavior in part encouraged legally

operating mini-hotels to take collective action to change the rules of the game.

7.3 Evaluating the Conceptual Framework of the Study

This chapter, which discussed the empirical findings of the study against its conceptual
framework, concludes with an evaluation of the concepts and underlying assumptions of
the analytical tool presented in section 2.8. In brief, the model assumed that macro-level
institutional constraints are mediated to the organization (i.e. enterprise) level via field (i.e.
industry) level pressures towards homogenization. The strategic responses of different
types of enterprises to these pressures then produce strategic and structural homogeneity or
diversity in the field. This section assesses the model in light of empirical results for each

of the three periods of investigation.

Central planning: macro-level institutions supersede field-level processes

As illustrated in this study, the Leningrad hotel enterprises were on the bottom of the Soviet

tourism organization, managed by the socialist ideology and the central planning apparatus.

Figure 9 illustrates this.
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Figure 9: Leningrad hotel industry during central planning
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When assessing the conceptual model against the empirical context of the Leningrad hotel
industry during central planning, three remarks can be made. First, the totalitarian nature of
the macro-level institutional context (i.e. the socialist ideology and central planning) left
little freedom of action on the levels of the organizational field and individual
organizations. Although there were strong institutional isomorphic pressures towards
homogeneity within the field, their source and mechanisms were central planning and its
administrative bureaucracy rather than field-level constituents that just “filtered” these
pressures. Hence, it can be argued that the macro-level context had a direct impact on the

level of enterprises as organizations.

Second, central planning did not formally allow enterprises to take strategic action; rather,
the role of enterprise managers was to implement orders from above. However, as the
Soviet planning system did not work properly, enterprises were engaged in informal
practices. Therefore, they took two parallel kinds of responses; formal and informal. It
should be noted, though that as these responses were derived from the central planning
system and its hierarchy, they were uniform to all types of Soviet enterprises. Hence, this

further undermined the importance of field-level institutional processes.

Finally, the overwhelming effect of the macro-level institutional context on field- and
enterprise-level institutional processes is evident also in the structure of the Leningrad hotel
industry as an organizational field. In general, the field was rather homogeneous as all
enterprises were subordinated to state structures. However, there was a certain hierarchy of
hotels, derived from the Soviet economic system. The Inturist hotels as generating currency
revenues for the state budget were at the top, being prioritized as regards resource
allocation. The trade-union affiliated hotels were next in the pecking order as tourism was
viewed as a means of recuperating the workforce in the socialist ideology. On the bottom
were municipal hotels, which were often of dormitory-type serving Soviet persons traveling
for work and education purposes. It can be said that each of these groups formed a sub-field
of its own. The belonging to a group was, however, dictated from above rather than being a
consequence of the strategic action of enterprises and perceptions of hotel managers as the

institutional theory proposes. The transition changed this situation radically (Figure 10).
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Figure 10: St. Petersburg hotel industry during the early transition
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As illustrated in the figure, during the early transition the institutional set-up of the St.
Petersburg hotel industry moved in the direction assumed by the institutional theory. As the
state planning apparatus was dismantled, the field-level constituents became the source of
isomorphic pressures, and the mechanisms started to diversify accordingly. However, as the
macro-level institutional change implied also a major restructuring on the field-level, the
strength of isomorphic pressures was still weak. Hence, there was diversity in the field as

regards structure and practices.

Interestingly, the macro-level institutional context still had a major direct impact on the
enterprise level as strategic responses of enterprises were explained by the peculiarities of
the transitional operating environment. Here, a key factor accounting for diversity was the
ownership and management structure of hotel enterprises, as foreign- and Russian-managed
hotel enterprises formed two distinct subfields of their own. Finally, it should be noted that
the structure of the hotel industry as a whole changed from an ideology-based hierarchy
into a free market with different price and quality segments. This further supported the bi-
polar nature of the field as foreign-managed properties were located in the high-end

segment and Russian-managed hotels occupied the mid- and low-end segments.

In sum, the early transition was a period of reorganizing the St. Petersburg hotel industry as
an organizational field. This process continued also during the late transition but in a more
evolutionary manner in comparison to the drastic change from central planning to the early

transition. (Figure 11)
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Figure 11: St. Petersburg hotel industry during the late transition
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As shown in the figure, the major changes brought by the late transition to the St.
Petersburg hotel industry were the diminishing effect of the macro-level institutional
context on enterprise strategies, and the new structure of the industry as regards sub-fields.
The diminishing role of the macro-level institutional context was on the one hand due to its
stabilization towards a market-economy one, and on the other hand thanks to the
establishment of the field-level institutional constituents and isomorphic processes.
However, the macro-level institutional context still had an indirect influence on the
structure of the field as gaps in legislation allowed some enterprises to operate illegally. As
the development in the institutional environment was accompanied by a narrowing of the
gap between foreign-managed and those Russian-managed hotels that wanted to operate by
the book, the legitimacy of operations became a new dividing line between two major
subfields of the industry. However, within these main subfields diversity still existed, as

shown in Figure 12.

Figure 12: Structure of the St. Petersburg hotel industry during the late transition
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As shown in the figure, the St. Petersburg hotel industry became more diversified during
the late transition as regards the division of various types of hotels into different price
segments. Within the “legal” group of hotels, the clear distinction between foreign-
managed properties occupying the high-end segment and Russian-managed properties at
the lower end started to blur. This was in part due to the entry of foreign management
chains into the upper mid-class segment and to the opening of new Russian-managed hotels
in the mid-class and high-end segments. The former state hotels for their part remained in
the low-end and mid-class segments, although their service level also gradually improved.
Finally, a new group emerged; mini-hotels, part of which comprised the group of the
“illegals”. These hotels were of low quality. However, another part of mini-hotels operated
according to the industry legislation and thus were located in the “legal” segment. Their

profile varied from the low to even the upper mid-class segment.
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8 Summary and conclusions

This concluding chapter begins with a summary of the study, recalling the main elements of
the research conducted. It is followed by the positioning of the contribution of the study
within the existing research, and the limitations of the study. Next, empirical and theoretical
conclusions are presented, as well as the managerial implications of the study. Finally,

future research directions emerging from the present study are discussed.

8.1 Summary of the study

The key research problem addressed in the study was: How do enterprises respond to the
change in the institutional context from centrally planned to market economy?

Consequently, three research questions were put forward:

1. How does the progress in the transition from centrally-planned to market economy
affect the isomorphic pressures towards strategic and structural homogeneity faced by

enterprises?

2. How do enterprises respond strategically in order to cope with these pressures, and

how and why such responses vary over time?

3. Do the strategic responses of foreign entrants, local incumbents and new start-ups

converge as the transition proceeds?

To address these questions, the study adopted an institutional perspective on business
strategy, which has proved to have a superior explanatory power for firm behavior in
transition economies (see e.g. Hoskisson et al., 2000; Peng, 2003; Wright et al., 2005).
However, as the review of the existing literature applying an institutional perspective to
business strategies in transition economies (in Chapter 4) showed, institutional theory, in
particular its stream in organizational analysis, has not been fully exploited in research on
enterprise behavior in transition economies. On the other hand, institutional theorists in

organization studies have not put enough attention to the importance of the macro-level
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institutional context. The major change in the institutional environment taking place in
transition economies provides a unique context for further elaborating concepts of
institutional organization theory, which have often taken a stable institutional context as

given.

To tackle these analytical gaps in the existing research, the study constructed a conceptual
framework, integrating theoretical perspectives in the new institutional economics and new
institutionalism in organizational analysis. This framework was applied empirically in a
processual case study of the St. Petersburg hotel industry, covering three different time
periods (central planning, early transition and late transition). On the national level, the
move from centrally planned towards market economy was approached by analyzing
changes in formal and informal elements of the institutional framework (North, 1990;
1997) of Russia. Field-level processes were approached by assessing the nature and
strength of institutional isomorphic pressures towards homogeneity in enterprise structures
and practices (DiMaggio and Powell, 1983) and the respective strategic responses that
enterprises apply to them (Oliver, 1991). Factors explaining potential diversity in such
responses, including the dual institutional pressures faced by foreign-managed hotels as
subunits of multinational enterprises (Rosenzweig and Singh, 1991), were then addressed.
In practical terms, the strategic responses of hotel enterprises were examined by focusing
on the governance of stakeholder relations (Harrison and Enz, 2005; Freeman and McVea,

2001) and the respective organizational design.

The empirical analysis addressed the research questions of the study as follows. First, it was
shown that the progress in the transition from centrally-planned towards market economy
affects both the nature and strength of institutional isomorphic pressures towards strategic
and structural homogeneity (Table 19). During central planning, strong isomorphic
pressures were exerted by the socialist ideology and the central planning hierarchy. Here,
due to the totalitarian nature of communist ideology and central planning it was the macro-
level institutional framework that impacted directly on the enterprise level. In the early
transition, the dissolution of the old structures led to an ambiguity and weakening of

institutional pressures, as new field-level sources of isomorphic pressures corresponding to
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the market economy were in the making. However, the macro-level institutional context of
the economic transition continued to have a major impact on enterprises. As the transition
proceeded, isomorphic pressures started to gain strength as new field-level institutional

structures became more established.

Second, it was demonstrated how and why the strategic responses of enterprises to
institutional pressures towards homogeneity varied over time (Table 20). During central
planning, strategic responses of hotels as state-owned enterprises were divided into formal
and informal ones. The central planning hierarchy left little room for the strategic action of
enterprises, thereby coercing them to comply. Interestingly, the formal “way of doing
things” paralleled standard informal responses that enterprises applied to cope with the
shortcomings of the planning system. These responses thus supported and reinforced the

formal institutions.

The economic transition liberated enterprises to take strategic action, and brought foreign
enterprises to the industry. During the early transition, a clear division between “us and
them” was identified as regards enterprise responses to the turbulent institutional context.
Both former state hotels and foreign entrants balanced between different pressures, but
applied different tactics. As former state-owned hotels clung to their old practices and
contacts, and tried to adapt to the new conditions, foreign entrants isolated their operations
from the local environment by relying on their global resources. Hence, the dual
institutional pressures faced by foreign entrants as MNE subunits was a main factor
explaining diversity in strategic responses during the early transition. As the transition
proceeded, however, the division between locals and foreigners became less evident.
Former state hotels, and rapidly emerging new start-ups started to increasingly “play by the
new rules of the game” based on principles of a market economy. Foreign entrants for their
part integrated more into the local environment, which somewhat diminished the role of
institutional duality as explaining variety in strategic responses. Instead, the legitimacy of
operations became a new dividing line in the industry. There were still gaps in the
institutional framework, which allowed the operation of a group of enterprises consciously

ignoring and challenging institutional norms and requirements. Hence, the study identified
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a converging trend in the strategic responses of foreign entrants, local incumbents and

“honest” new start-ups as the transition proceeded.

This chapter provides next a general evaluation of the study, and then moves on to present

the conclusions of the study.

8.2 Evaluation of the research contribution

The study aimed at adding to the existing empirical and theoretical knowledge on enterprise
adaptation in transition economies. Its empirical objective was to shed light on how the
institutional change from command to market economy is reflected in enterprise strategies.
The theoretical objectives of the study were to, first, advance the institutional perspective
on business strategy in transition economies by introducing the organizational field as an
intermediate unit of analysis linking macro- and enterprise-level processes and explaining
the diversity of strategic responses among foreign and local enterprises. Second, the study
aimed at exploring the applicability of key concepts of the new institutionalism in
organizational analysis (such as institutional isomorphism and institutional duality) in the
unique institutional context of post-socialism, and making suggestions how to use them in
further research. This was done by constructing a conceptual model and applying it in the

empirical analysis.

Based on the institutional view of business strategy, the study argued that an approach
taking into account the critical role of institutions in determining enterprise strategies is
relevant when explaining enterprise adaptation in the economic transition in Russia.
Moreover, based on neo-institutional organization theory, it proposed that patterns of
adaptation are industry-specific. Finally, the study put forward the assumption building on
the theoretical basis of the study that there is variety in strategic responses between
different types of enterprises (such as foreign and local), and also over time. The empirical
analysis applying the key theoretical concepts of the institutional approach to the change

processes in the St. Petersburg hotel industry provided support for these arguments. Based
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on a comprehensive, analytical description of institutional processes in an organizational
field embedded in a changing macro-level institutional environment, the study showed how
institutional factors of different nature and level affect enterprise strategies. In particular, it
described how the macro-level institutional context and field-level institutional
environment play different roles as sources of isomorphic pressures different time periods.
Moreover, it identified variety in strategic responses to field-level institutional processes
between foreign and local enterprises, and showed how these responses converge over time.

In sum, I consider that the objectives set for the study have been met.

Positioning the research contribution

The study contributes to both the research streams in which it was positioned. First, it
advances the institutional perspective of business strategy by bringing in the organizational
field, or industry, as an intermediate level of analysis linking macro- and enterprise-level
processes. This allows it to add to the contemporary discussion of how the institutional
environment in transition economies is faced differently by local incumbents, foreign
entrants, and new start-ups. Here, my research results support the view that the institutional
challenges and consequent strategic responses vary along type of enterprise during the early
transition, but start to converge as the transition proceeds (Peng, 2003). However, the study
also elaborates the notion of Kosonen (2002) that it is not only former state enterprises that
apply practices rooted in the socialist system during the economic transition. For example,
even new hotel enterprises founded during the late transition applied practices, such as
sotssovernovanie (socialist competition), as a part of their personnel policy. In addition,
signs of “labor hoarding” were still observable in both old and new Russian-managed
hotels in the late transition as employee transfers were viewed as a negative phenomenon.
Finally, there were foreign-managed hotels that had kept Soviet-era social benefits such as
children’s camps. Hence, this study proposes that although Russia is moving towards a
market economy, some elements of the socialist past are still likely to persist in the near

future.
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The results of the study can also be mirrored against existing studies focusing on strategic
behavior and specific challenges faced by foreign entrants, local incumbents and new start-
ups. First, the longitudinal perspective taken in the study allows assessing whether
institutional factors affecting foreign entry strategies, identified in earlier studies, are still
present. Here, I argue that the transition-specific institutional constraints such as increased
transaction costs (Meyer, 2001) and the central role of government as key negotiation
partner (Meyer, 2002; Brouthers and Bamossy, 1997; Peng, 2000b) somewhat lose
importance as the transition proceeds. In the St. Petersburg hotel industry this was shown,
first, as foreign entrants increasingly localized their operations as regards resource supply
and, second, as joint ventures with City Hall as the dominant operation mode were replaced

with private-private partnerships and a secondary real estate market.

Moreover, the analysis of former state enterprises shows that their strategic adaptation was
characterized by less inertia than much of the existing research indicates (Whitley and
Czaban, 1998; Spenner et al. 1998; Wright et al., 2002). Here, the nature of the hotel
industry as a consumer service sector is one explanatory factor. In contrast to
manufacturing enterprises, which can produce goods for storage even without demand,
hotel enterprises had to find new ways to ensure demand and the survival of the enterprise.
Moreover, the role of barter and network-based exchange in the St. Petersburg hotel
industry during the early transition was not as significant as in manufacturing (Batjargal,
2003; Ledeneva and Seabright, 2000), due to the immaterial nature of services and the low
share of physical goods as production resources. However, the study further confirmed the
notion that personal networks still play a significant role in enterprise relations with the
state (Frye, 2002; Kosonen, 2002; Karhunen et al. 2003). Nonetheless, my results also
indicate that there is a change underway in this respect, as some Russian managers view

personalized exchange with the public sector as something that lost importance years ago.

The study also provides information on the institutional challenges for new business
creation. It supports the view that an imperfect formal institutional framework does not

impede new business creation as such (Johnson et al., 2000) but encourages some new
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businesses to operate in the gray economy. This in turn exerts an informal institutional

constraint on transparent new start-ups, which struggle for legitimacy.

Second, the study elaborates concepts of neo-institutional organization theory, developed to
explain the interaction between the field-level institutional environment and organizational
structures and practices. In contrast to most of the existing research in this domain
analyzing field- and organization-level change, which has taken a stable macro-level
environment as given, this study illustrates how the change in the macro-level institutional
environment from command towards market economy is reflected in field-level
institutional processes. It showed that the strength and nature of institutional isomorphic
pressures towards homogeneity within an organizational field (DiMaggio and Powell,
1983) are critically influenced by the nature of the macro-level institutional context. Here,
the study provided support for Dacin (1997), who demonstrated the power that national-
level institutional forces have within organizational fields. The study also provided insights
into the nature of the St. Petersburg hotel industry as an organizational field. In particular, it
joined the earlier knowledge of organizational fields consisting of subfields (Coser et al.,
1982; Bourdieu, 2005). It also supported the notion that such subfields cannot be identified
using solely objective criteria, since they are often constructed by managers’ subjective
perceptions (Lant and Baum, 1995; Coser et al., 1982). For example, some hotels that
would, according to size, be classified as mini-hotels, did not want to be identified in that

group in order to avoid the negative association with illegal mini-hotels.

The study also provided empirical knowledge on how strategic responses of enterprises
vary over time and between enterprise types. It was shown that the economic transition
creates a situation where institutional pressures are ambiguous, leading to intra-field
strategic diversity (cf. Dobbin and Sutton, 1998). In addition to features of the institutional
context, the study also identified organization-specific factors accounting for diversity.
While during the early transition they derived from foreign versus local management (cf.
Dobbin and Sutton, 1998 on public versus private ownership), during the late transition
diversity was induced by the legitimacy of operations. Moreover, as an important factor

explaining variety in strategic responses, the study showed how the nature of dual
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institutional pressures faced by foreign entrants (Rosenzweig and Singh, 1991) and their
ways of balancing with them also vary over time. The early transition required considerable
strategic adaptation by foreign-managed hotels in terms of resources that are used to
produce standard quality services. The opportunity to resort to a global resource base in the
MNE was a major factor accounting for strategic variety between “us and them” in the
early transition. Hence, the foreign-managed hotels had their own, shared way of doing
things, adapted to the local context (cf. Westney, 1993). As the transition proceeded, the

need for local adaptation decreased as the local institutional environment “normalized”.

Finally, in addition to its positioning within the two above-mentioned theoretical
perspectives, the study took a position as to how the very nature of post-socialist change
should be interpreted. Building on the theoretical assumption that the speed of change in
informal institutions is slower and its nature is less predictable than those of formal
institutions (North, 1990; 1997), the study supported the transformation view of post-
socialist change. However, the empirical analysis allows suggesting that the discrepancy in
between formal and informal institutional change in the St. Petersburg hotel industry was
not as large as in the Russian economy as a whole. As discussed above, the hotel industry
as a consumer service sector adapted more quickly to the institutional change than did the
Russian enterprise sector as a whole. Informal practices rooted in the Soviet economy were
less important for hotels than for manufacturing enterprises during economic transition,

thus narrowing the gap between formal and informal institutions in this sector.

Limitations of the study

The nature of the study was exploratory, which is reflected in the selection of a processual
case study as its research methodology. The main emphasis of the study was to provide an
overall description of the change process in the St. Petersburg hotel industry instead of
focusing on the dissemination of and change in selected organizational structures and
practices. Therefore, the study takes only initial steps towards integrating macro-level
institutional change into the study of field-level processes in neo-institutional

organizational analysis. In further studies, the basis laid in this study can be built upon by,
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for example, applying its insights when designing survey instruments to address more

specific questions.

The institutional approach taken in this study also has its limitations, as the interface
between organizations and environment consisted of both institutional and technical
features. This study focused on the institutional features of the organizational environment
in explaining enterprise adaptation, and limited the analysis of technical features to the
level of addressing them as derived by institutional forces. Also, the study explored
strategic responses of enterprises in terms of pressures from the institutional environment.
The discussion of company preferences was limited to the general overview of the nature
and logics of the global hotel industry. These limitations should be taken into account when

interpreting the research results.

The nature of the empirical case, i.e. the hotel industry, somewhat limits the scope for
generalization based on an analysis of the results. The hotel industry is a special case in
many respects, such as in its dominant operation modes, where ownership and control are
separated. Therefore, the results relating to the entry and ownership strategies may not
allow generalization to non-service industries operating according to different logics.
However, despite these limitations, the results of the study provide insights to be applied
more widely in the study of business strategies in transition economies. First, the isolation
of business functions from the local context has been observed in manufacturing enterprises
operating in Russia as well (see, e.g. Karhunen et al., 2003). For example, firms
manufacturing high-tech products targeting global customers, where standard quality is

key, often have to rely on imported supplies and invest heavily in training.

8.3 Conclusions

The theoretical conclusions of the study mirror the research questions revisited earlier in

this chapter, regarding the interplay of field-level institutional change and enterprise

strategies. Hence, the discussion of the theoretical conclusions of the study is structured
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according to these questions. In addition to theoretical conclusions, this section addresses
the managerial implications of the study. It concludes with providing suggestions for future

research.

8.3.1 Field-level processes and enterprise adaptation during economic transition

The study addressed the interplay between institutional processes on different levels of the
economy. Its overall conclusion is that the macro-level institutional environment defines the
nature and degree of field-level institutional pressures and the variety of enterprise

responses to these pressures.

First, the study shed light on the impact of macro-level institutional change on field-level
institutional forces. It can be concluded that state socialism, with its central planning and
associated administrative bureaucracy, had an overwhelming impact on the field-level
processes. As a consequence, the sources and mechanisms of institutional isomorphic
pressures as recognized in the literature were derived from the centrally planned macro-
level environment. In short, the state imposed the structure and practices for enterprises,
resulting in homogeneity in the field. Consequently, as the central planning regime was
dismantled and formal institutional constraints of the command economy were abolished,
the field-level institutional structure started to develop towards a market-economy one with
its independent sources of isomorphic pressures, and respective mechanisms for exerting
pressures towards increasing homogeneity. However, such field-level restructuring was an
evolutionary process, and the weak and ambiguous nature of institutional pressures
accounted for heterogeneity during the early transition. As the transition proceeded, the
field-level pressures started to grow stronger, hence leading to increasing homogeneity. To
conclude, it was shown that understanding the nature of macro-level change is crucial when
explaining field-level processes. In other words, a stable macro-level environment cannot

be taken as given.
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Second, the study identified how strategic responses of enterprises in a field vary over time.
This was done by examining them along the continuum of responses varying in their degree
of resistance. It was shown that the change in the institutional context from command to
market economy was reflected in a pendulum shift in enterprise responses to institutional
pressures. In addition, the reasons for the different responses changed. Under the command
economy, enterprises formally complied with institutional pressures imposed by the state.
The totalitarian nature of the central planning regime resulted in “forced acquiescence” as
enterprises did not have the freedom to exert strategic choice. As the Soviet Union
collapsed, enterprises gained the freedom to make strategic choices. The ambiguous nature
of institutional pressures during the early transition resulted in the application of
compromising and avoidance strategies as responses. As the transition proceeded and the
field-level “rules of the game” evolved in a market-economy-like direction, enterprises
started to increasingly acquiesce to institutional pressures. At the same time, the
institutional framework was still imperfect in the sense that it allowed some enterprises to

consciously ignore the field-level norms and requirements.

Third, the study was interested in exploring diversity in enterprise responses and
identifying reasons for it. During the socialist period, the formal homogeneity of enterprise
structures and practices was accompanied by a variety of informal practices, which
enterprises applied as responses to shortcomings of the formal system. The need for such
responses and the respective heterogeneity in them was explained by the status of the
enterprise in the central planning hierarchy. In particular, there was a privileged group of
enterprises (the Inturist hotels), which were strategically important for the state since they
brought in hard currency revenues. These enterprises avoided to a large extent the problems
faced by other enterprises such as supply shortages and respectively their need for informal

responses was smaller.

The abolition of the central planning hierarchy and the liberalization of entrepreneurial
activity changed this “pecking order” in the field. The sector was divided into two sub-
sectors, one of them consisting of former state hotels and the other comprising foreign-

managed properties that started to emerge as limitations on foreign involvement in the
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Russian economy were abolished. In the early transition, the nature of the pressures faced
by these two groups and the respective strategic responses to these pressures differed.
Former state enterprises in part clung to their past practices, and in part developed new
practices to survive in the new environment based on principles of a market economy.
Foreign entrants for their part were driven by the need for balancing between the duality of
pressures caused by a discrepancy between the transitional context of the host environment
and the global practices of the enterprise. The keeping up of company standards resulted in
a high degree of adaptation to the local context. Interestingly, this did not mean applying

local “ways of doing things” but isolating the operations from the local environment.

The progress in the transition and the stabilization of market conditions induced again
changes in the diversity of enterprise strategic responses. As the gap between foreign and
local enterprises’ structures and practices started to narrow down, the sector’s former bi-
polar nature was replaced by more diversity. The development of the local business
environment into a more market-like direction reduced the pressure of institutional duality
faced by foreign entrants, as the need for local adaptation decreased. Moreover, the
progress in the transition decreased the applicability of Soviet-era practices for former state
hotels. The underlying factor for the diversity was no longer the foreign versus the local
management, but rather the degree of resistance to the institutional pressures. In broad
terms, the sector was divided into “obedient” enterprises and “outlaws”. The first group
consisted of foreign and local enterprises which contributed to the development of field-
level norms and values, and acquiesced to prevailing institutional pressures. The second
group comprised enterprises (the mini-hotels) that exploited loopholes in the industry
legislation, thereby ignoring rules and regulations and avoiding the need to comply with

institutional pressures.

Finally, the study allows assessing the impact of systemic transition on the nature of
institutional change at the field and enterprise levels. It demonstrated how both Soviet-era
practices and responses, developed to cope with the turmoil of the early transition, eroded
and lost their significance as the market conditions became more established. In other

words, the deinstitutionalization of practices is driven by a change in the institutional
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context, which the respective practices are developed to conform with. Therefore, the study
challenges the view of institutional practices as habit-like in nature and puts more emphasis
on the origin of such practices rooted in the institutional context. Consequently, the
institutionalization of new practices takes place as an interplay of the development of
institutional field-level pressures and enterprises’ responses to them. Thereby, the transition
involves a gradual process of establishing field-level “ways of doing things” followed by
the majority of the players. It is likely that the field will move towards increasing
homogeneity and convergence in practices, if and when the regulative framework develops

to close the window of opportunity allowing the existence of “outlaw” enterprises.

8.3.2 Managerial implications

In addition to its theoretical contribution discussed above, the study has also managerial
implications. These implications center around two issues: the nature of the Russian
business environment, and enterprise behavior in it. Although focusing on a specific
industry and location, the results allow making some remarks of wider importance. Most
importantly, the results challenge a number of myths and stereotypes often occurring in the

Western discourse on Russia as a difficult and risky environment for international business.

The study shows that despite problems associated with the transition from command
towards market economy, Russia has come a long way in the 15 years following the
collapse of the Soviet Union. The business environment still has features associated with
the post-socialist transition, such as the malfunctioning of the public sector. However, the
data collected for this study indicates that the relative weight of so-called transition-specific
problems and challenges faced by foreign enterprises entering and operating in Russia is
decreasing. Instead, enterprises have to cope with “normal” challenges associated with
doing business in any market, such as how to cope with the seasonality of demand, and
how to get ahead of competitors. In short, the study argues that although Russia by no
means an easy market for foreign enterprises, it is gradually becoming a challenging market

among other challenging markets in the global business environment.
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One of the key issues of the institutional view of business strategy is its emphasis on the
institutional constraints of business operations. Although such constraints are of particular
relevance in countries undergoing economic transition from command to market economy,
an understanding of the local institutional context is key when establishing foreign business
operations in any country. Despite the process of globalization along with increasing
harmonization of business environments in different parts of the world, the power of
national culture and other institutional forces accounting for the practices of public and

private sector actors should not be underestimated.

In addition to identifying features suggesting normalization in the Russian business
environment, this study also illustrated how the behavior of Russian enterprises has
changed during the post-socialist period. In particular, it was shown that the “Soviet

s

legacy” is being increasingly replaced with market-economy thinking and practices.
Russian enterprises still may lag behind their foreign counterparts in terms of, for example,
service standards due to the lack of a hospitality tradition and related know-how.
Nonetheless, the gap is constantly narrowing down. Therefore, foreign entrants should
increasingly take local companies into account as potential competitors and also as co-

operation partners.

In sum, this study stresses the need for foreign enterprises targeting the Russian market to
keep an eye on the developments in their sector to avoid relying on stereotypes of the
business environment and local enterprises, which are often based on perceptions
developed in the early years of the transition. As an interviewee of this study succinctly put

it: “It is not 1991 any more”.

8.3.3 Future research

The analysis of field-level institutional processes in the St. Petersburg hotel industry

provokes a number of research questions relevant for further research. These relate to the
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further investigation of the interaction between macro-level institutions and field-level

processes, and the nature of strategic action in transition economies.

First, this study focused on a specific sector and on a specific institutional environment.
Therefore, the analysis emphasized features of specific importance to the hotel industry on
the one hand, and characteristics of the Russian transition on the other. Hence, in order to
gain a more profound understanding of the interplay of macro- and field-level institutional
processes, empirical investigation of other sectors with different characteristics should be
undertaken. In addition, it would be fruitful to examine the hotel industry in other countries

with an institutional profile different from Russia.

Second, due to its theoretical underpinnings, this study focused on the role of the
institutional environment in the strategic action of enterprises. Therefore, enterprise
preferences were addressed only to the extent that they are institutionally derived.
However, it is recognized that strategic enterprise action is driven not only by institutional
but also technical pressures from the environment, which shape enterprise preferences.
Hence, further analysis would benefit from the combined examination of the relative

weight of these pressures.

Finally, the study illustrated how practices developed as a response to a specific
institutional situation gradually lose their significance as the institutional context changes
from one economic system to another. However, it should be noted that institutional
practices and managerial behavior are explained not only by economic ideology but also by
national culture. Therefore, the examination of deinstitutionalization versus the persistence
of Soviet-era practices should address the question, to what extent such practices are in fact

derived from Russian national culture and are therefore likely to persist also in the future.
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Newspaper articles and industry reports
The St. Petersburg Times

1996: July 1-7, White nights tourists bring city a little gold

1997: May 5-11, Welcome to (unforgettable) Russia: Why tourists are staying away in droves; May
19-25, Lack of city support delays tourist center; May 26-June 1, Petersburg kicks off tourism
summer; Aug. 4-10, Profitable Nevskij Palace caught in high-stakes shares struggle; Oct. 20-26, 3
more luxury hotels to join city’s boom; Dec. 15-21, Hotel Moskva pays debts, declares October
profits

1998: Jan. 19-25, Tourism boom nets city $600M in *97; Feb. 16-22, St. Petersburg: Also lucrative;
Apr. 20-26, City hurting itself by stifling tourism growth

1999: Mar. 30, City puts hotel privatizations on hold; May 25, City to reform its own enterprises;
Oct. 22, Astoria stake to be auctioned off again; Nov. 2, Hotel in talks for new operator; Nov. 26,
Astoria stake sold for $9.3M

2000: Jan. 11, Astoria case postponed; Jan. 18, Stronger cultural focus could help fill coffers; Jan.
25, Court rules 1999Astoria stake sale illegal; Feb. 11, Hotel to open; Feb. 18, City takes tourism
show on the road; June 9, 60% stake in Rossiya put up for auction; July 18, Rossiya hotel auctioned
off for a song; Nov. 24, City’s hotel prices 8" in world

2001: May 22, City hall loses out in Astoria share saga; July 17, Is this good-bye for Sheraton?;
July 20, Hotel’s elite dacha plan almost set in stone; July 24, Checking in; July 24, City hotel
market gets 4" major player; Nov. 9, Long-running hotel saga takes latest turn
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2002: Jan. 18, City sells Nevskij Palace, sheds $130M debt bill; Jan. 29, 2003 question looms:
Where will they stay?; Jan. 29, Local tourist operators push to boost off-season tourism; June 28,
Hotels to be given support by hostels; Oct. 4, City to get refurbished mid-range hotel; Nov. 5, GHE
put in private ownership; Dec. 6, Neighbor brings hotel project to a halt

2003: Feb. 14, Audit Chamber chief slams sale of hotel; Feb. 25, Hotels: Expansion, or too little too
late?; May 13, Hotels opening too late for Jubilee bash; Oct. 31, City gets fifth five-star hotel; Dec.
9, Novotel, Ibis hotels under construction; Dec. 30, Few hotels finished race to open in May

2004: Jan. 30, Hotels and theaters promote city image; Feb. 17, $8.5M hotel renovation pays off;
March 30, Small hotels provide myriad options for budget travellers; Apr. 13, Hotels rely on own
training resources; May 6, Corinthia hotel ban lifted; May 11, New Marriott locale to promote
tourism; June 1, Eliseev joins small hotels association; June 8, Marriott officials voice brand
expansion plans; July 30, Tourism surging 1 year on; Aug. 3, Worldly hotelier explores Russian
hospitality; Aug. 10, City sells hotel shares, industry set to benefit; Sept. 3, EU foots bill for new
tourism initiative; Sept. 14, Hotel shortage could be solved by existing plan; Sept. 21, Tourism
budget hits low; Sept. 24, Serviced apartments gain appeal; Sept. 28, Economy hotels good for
biznes; Dec. 28, Tourism growth halted

2005: Jan. 18, Kempinski buys hotel; Feb. 11, Hotel sold in multi-million dollar deal; Feb. 15, New
firm plans chain of 4-star hotels, offices; Feb. 25, Orient to install Russian vision; March 1, High
prices a barrier for tourism, firms say; March 4, Moskva sold in $40M deal; Apr. 1, Sale of
Oktyabrskaya hotel stake earns City $49.6M; Apr. 12, BCG urges re-brand of St. Petersburg image;
Apr. 22, Residents protest plan for hotel in garden; May 20, Be informed, hotel investors told; May
24, Fewer tourists forecast; May 27, Hotel says expansion underway; July 12, Experts: City’s hotel
construction misses the mark; Aug. 2, Accor opens $30M 4-star hotel in center of city; Aug. 19,
Tourist numbers fall 30%; Aug. 23, Police want computer registration; Aug. 26, Police say tourists
cared for; Sept. 13, Police vow to protect foreigners; Sept. 23, Budget key to easing tourists’
troubles; Oct. 4, Radisson hotel swaps owner; Oct. 14, Multilingual police force on the way; Oct.
21, Ambassador heats up hotel sector competition; Oct. 21, Tour operators start consolidation deals;
Nov. 19, The hostel option; Dec. 6, Number of five-star hotels set to double within a year

The Moscow Times

Sept. 25, 1997, ITT Sheraton signs St. Pete agreement

Nov. 4, 1997, Foreign hoteliers fuel Petersburg luxury boom
Feb. 3, 1998, Hotels, hulks & homicide

May 29, 2001, City sets sights high for hotel industry revamp
Feb. 5, 2002, Updated hotel standards planned; May 21, 2002, (a) British hospitality goes high-tech
in Russia, (b) Moscow’s top hotels greet the good times

Dec. 3, 2002, Petersburg hotels brace for a flood of dignitaries
May, 13, 2003, 3 stars could be heaven for hotel industry
Nov. 25, 2003, High-end hospitality industry goes native

Dec. 9, 2003, Hotel rating seeks to end star lottery

Mar. 30, 2004, Katerina emerges as Russia’s first hotel brand

The tourism industry magazine “Turisticheskii Biznes”

7/1999: (a) Gostinichnoe hozyaistvo v otsutstvie otraslevyh normativov, (b) «Oskar » dlya Grand
Hotel Europe
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9/1999: (a) Best Eastern Hotels aktiviziruetsya na rynke, (b) Novyi ofis Leading Hotels of the
World nachal svoyu rabotu

10/1999: Kak reorganizovat sistemu klassifikatsii gostinits

11/1999: (a) Hostel kak stilnyi obraz puteschestvii, (b) Nedogoroe razmeschenie dlya neprihotlivyh
lyudei

1/2000: Galileo nachinaet nastuplenie,

6/2000: GAO sozdaet Akademiyu

7/2000: Svet dalekoi zvezdy

5/2001: (a) Na sluzhbe korporativnyh interesov, (b) Obnovlennaya « Astoriya »

7/2001: Novye priobreteniya S.-Peterburga

13/2001: (a) Kto v dome hozyain?, (b) Uspeh — v kooperatsii

14/2001: Uchebnyi tsentr otkryvaet gostinitsy

1/2002: (a) U « Nevskogo Palasa » novyi hozyain, (b) Novye zvezdy rossiiskih gostinits, (c) Best
Eastern Hotels shturmuyut novuyu vysotu

9/2002: Accor gotovitssya k « pohodu » na Severnuyu stolitsu

15/2002: Rabota radi otdyha

5/2003: (a) Rossiiskie oteli poluchat natsionalnye « svezdy », (b) Rezidor SAS-bolschie vidy na
Rossiyu

7/2003: Gostinichnyi menedzhment po-russki

10/2003: Novye oteli

1/2004: V Peterburge nastupili “Belye dni” — Veduschie oteli goroda initiirovali novuyu
marketingovuyu programmu

3/2004: (a) Yubilei ne pomog, (b) Povod dlya optimisma

9/2004: Stroiki buduschego

11/2004: Pervaya rossiiskaya

12/2004: Kadry reshayut vse

17/2004: Nezabyvaemye « Belye dni »

1/2005: Prodazha gostinits nachalas

5/2005: Shest milliardov evro v rossiiskuyu ekonomiku

The Russia Journal

May, 17, 1999, Financial crises cripples tourism

August 23, 1999, Late arrival Sheraton plans long stay

Apr. 25,2000, City’s visitors get information center

March 20, 2000, Petersburg hotels set to score big in May

July 4, 2000, Russian tourism shows marked increase

Nov. 4-10, 2000, Grand hotel parent looks to build two mini-hotels

June 15-21, 2001, Tourist firms struggle for place in the sun

March 7-13, 2002, Hotel and restaurant business: (a) Petersburg plays catch-up with Moscow , (b)
March Cultivating three-star accommodations

May 31-June 06, 2002, Hotels and restaurants business: (a) The hotel business: Who will staff
Moscow’s hotels? (b) Room for hotel expansion in Russia

Internet newspaper Fontanka.ru, news dated

Smolnyi uznal vse pro osobennosti peterburgskogo turizma 18/03/2005; Peterburg prodal svoyu
chast ”"Moskvy” 03/03/2005; M.Amosov: stroitelstvo gostinitsy na pl. Ostrovskogo — krupneischaya
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gradostroitelnaya oshibka 17/02/2005; Peterburgskie gostinitsy ne popadut na otkrytyi auktsion
31/01/2005; Pynok Zhilya: zastoi obernetsya padeniem 28/12/2004; Peterburg teryaet turistov
21/12/2004; Gostinitsa s romantichnym nazvaniem ”Edelveis” okazalas pritonom 08/12/2004;
nazvany daty torgov po gostinitsam “Moskva” i ”Oktyabrskaya” 17/11/2004; Gospaketi
”Pulkovskoi”, Pribaltiiskoi” i ”Astorii” otsenili v 1,5 milliarda 17/11/2004; Deputat Belousov
predlagaet zapretit stroit na Bezymyannom ostrove 04/11/2004; Prodany gorodskie paketi aktsii
esche dvuh gostinits 22/09/2004; Turizmu nastupayut na gorlo 09/09/2004; Prodany gostinitsy
”pervogo eshelona” 07/09/2004; OAO “Peterburgskic oteli” prodano. Za 70 tysyach rublei
01/09/2004; Na grebne privatizatsii 24/08/2004; Gostinitsy esche ne prodany, a vyruchku uzhe
szhitayut 10/08/2004; Schangaiskie kompanii postroyat v Peterburge megakompleks 21/07/2004;
Severnaya stolitsa interesuet turistov ne tolko v belye nochi 07/07/2004; Peterburg ozhidaet
gostinichnyi bum 06/07/2004; 170 novyh trehzvedovnyh otelei mozhet poyavitsya v Peterburge
16/06/2004; Auktsion po prodazhe gospaketa Peterburga provedut vo vtoroi polovine iyunya
06/05/2004; Turbiznes prinosit chut menee 10% dohodnoi chasti byudzheta Peterburga 23/04/2004;
KUGI Peterburga planiruet prodat vse gospaketi aktsii gorodskih gostinits 26/03/2004; Otel
”Evropa” prodali pravilno 17/03/2004; Tarasov otdast Novuyu Gollandiyu pod gostinitsy
04/12/2003; “Sankt-Peterbug” nado snosit, a "Moskvu” remontirovat kapitalno 21/11/2003; Iz
Peterburga sdelayut kurort 01/10/2003; V Peterburge poyavitsya dva novyh otelya 11/08/2003;
Peterburgskie gostinitsy v yubilei budut pustovat? 03/05/2003; Sud razreshil prodolzhat stroitelstvo
gostinitsy na naberezhnoi Moiki 31/03/2003; Emkost gostinits Sankt-Peterburga sostavlyaet 37
tysyach mest 06/03/2003; K yubileyu v gorode na Neveotkroyutsya esche chetyre gostinitsy
04/03/2003; Gorsud priostanovil stroitelstvo gostinitsy na naberezhnoi Moiki, 22 26/11/2002;
Gostinitsu v Tavricheskom sadu stroit zapretili 18/10/2002; Dom na uglu naberezhnoi Admirala
Makarova i Malogo prospekta v Sankt-Peterburge budet vossozdan v kachestve otelya “Mariott”
11/10/2002; K 300-letiyu Sankt-Peterburga v akvatorii Nevy poyavyatsya pyat plavuchih gostinits
10/10/2002; Vopros razmescheniya turistov vo vremya yubileya Peterburga udastsya reshit
19/07/2002; Proekt zakona o razvitii turizma v Sankt-Peterburge predusmatrivaet pomosch v
stroitelstve gostinits dlya lyudei srednego dostatka 18/06/2002; OAO Tsentr gumanitarnogo i
delovogo sotrudnichestva” rekonstriruet byvschii Dom pisatelya 05/04/2002; Peterburg ustayut ot
belyh nochei 27/03/2002; Zdanie gostinitsy “Pribaltiiskaya” 1 dvizhimoe imuzhestvo,
prinadlezhaschee kazne Sankt-Peterburga, budut privatizirovany 25/03/2002; V rekonstruktsiyu
gostinitsy “Oktyabrskaya” v Sankt-Peterburge bylo investirovano 60 min rub. 31/01/2002;
Spetsialnaya gostevaya kartochka budet bygodna vsem — i turistam, i Piteru 28/01/2002; U
”Nevskogo palasa” na 49 let pomenyalsya hozyain 15/01/2002; Otel Radisson SAS Royal
privlekaet kleintov Russkim Muzeem 06/12/2001; “Severnaya Korona” nakryla byudzhet
23/11/2001; ZAO ”Viking” vlozhit v rekonstruktsiyu otelya “Sankt Peterburg” 10 mln, doll.
16/11/2001; Arbitrazhnyi sud otlozhil na 23 oktyabrya rassmotrenie iska OOO ”Vektor” o vvedenii
protsedury bankrotstva na OAO ”Inter-otel “Petrograd” 07/09/2001; Peterburg ne gotov k
turisticheskomu bumu 10/07/2001; Peterburgskie realtory konkuriruyut s gostinitsami 26/06/2001;
Okolo Moskovskogo vokzala poyavitsya novyi otel sistemy Marriot 25/06/2001; Peterburg
nuzhdaetsya v malyh otelyah 03/05/2001; Oteli mozhno stroit na lgotnyh usloviyah 23/04/2001;
Gorod razreshil vystavochnomu odedineniyu “Lenekspo” nachat rekonstruktsiyu gostinitsy
”Gavan”, no chinovniki ne reshilis peredat investoru pravo sobstvennosti na objekt 29/03/2001;
Gostinitsa ”Astoriya” (Sankt-Peterburg) prinyata v mezhdunarodnuyu organizatsiyu “’Veduschie
oteli mira” 27/03/2001; V Peterburge skoro poyavitsya prevaya malaya semeinaya gostinitsa
16/01/2001; Novyi Piterskii otel 10/10/2000
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Annex 1

ACADEMIC RESEARCH PROJECT ON CHANGE IN INDUSTRY PRACTICES
IN THE ST. PETERSBURG HOTEL INDUSTRY

Manual for interviews with managers of St. Petersburg hotels
General

The purpose of the study is to describe the change process in the St. Petersburg hotel
industry from the early years of reforms in the late 1980s until now. The study aims to
show how the industry practices have changed and what the role has been of different
actors such as local enterprises, foreign enterprises and local governments in this process.
The research project will produce a PhD thesis and articles in scientific journals.

The aim of the interviews with hotel managers is to get information on the changes in the
operations of individual hotels. The estimated duration of each interview is from 1 to 2
hours. The interviews will be semi-structured, based on a list of topics to be discussed with
the interviewee. The aim is to generate qualitative data consisting of descriptions of change
processes. Quantitative information, such as business indicators, is to be touched upon only
on a general level. The interviews are to be tape recorded and transcribed for subsequent
analysis. To obtain rich descriptions, the interviewers are encouraged to use prompts such
as “Please explain what you mean”, “please give an example” and “can you recall a
problem in which you were involved in this context? What was done to solve the
problem?”

After each interview question there is a specification in brackets to support the interviewer.
There are two kinds of specifications: 1) sub-questions to be covered under the main
question, and 2) examples of potential answers to serve as further explanation of what kind
of information is sought.

The interview data will be treated confidentially. The description of the interview material
will be done in such a way that individual respondents and/or hotels cannot be recognized.
A list of interviewees and hotels will be, however, annexed to the research report. The
interviewers should ask all interviewees for their approval to be included in the list.

Categories of Interviewees

The interviewees are the general managers of hotels located in St. Petersburg. In case a
hotel is owned and managed by two different companies, the interviewee should represent
the managing company. The interviewees are divided into three groups according to the
profile of the hotel: 1) Hotels that were established already in the Soviet era and don’t have
a foreign management company; 2) Hotels managed by foreign companies, or affiliated
with foreign hotel chains; and 3) Russian-managed hotels established after the collapse of
the Soviet Union. A list of potential hotels to be included in the study is presented in Annex
1. The interview questions are somewhat different for each of the groups. In the case of the
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former Soviet hotels, the interviewee may also be a person no longer in charge of the hotel,
if he or she has experience in running the hotel under the Soviet system.

Interview protocol Group 1 (Former state hotels)

1.

The aim of the interview is to get information on the changes in the St. Petersburg hotel
industry and its implications for the operations of your hotel. In particular, we would
like to know how the change from command to market economy took place in your
hotel.

Can you please tell me a little about your own background in the hotel industry

[education, previous work experience in the hotel industry, length of time in the

company] and your current role in the company [job title, job description, length of time

in the current position].

Like all other sectors of the economy, the hotel sector was centrally managed in the

Soviet Union. My first questions will deal with the organization of the operations of

your hotel in the Soviet period:

a) Please describe how the management responsibilities were divided between the
central authorities and the hotel manager [what kinds of decisions the hotel manager
was authorized to make by himself, what kinds of decisions came from above, what
kind of “production plan” there was and how its fulfillment was controlled, who
defined the prices of hotel rooms and what was the basis for pricing]

b) Please describe the operational structure of the hotel in the Soviet period [what
kinds of departments and managerial functions there were, what were the services
offered by the hotel]

c) Please tell me how the sales function was organized [via what channels did the
foreign and Soviet customers come to the hotel, were there different prices for
foreign and Soviet customers]

d) Please tell me a little about the relationship between your hotel and other enterprises
[were there any contacts with other hotels, how was the supply of various items,
such as food products and toiletries, organized]

e) Please tell me about the personnel policy in your hotel in the Soviet period [what
kind of education the staff usually had, how long did the workers stay, did they have
any career options, did the hotel organize training for them, what kinds of social
benefits were offered]

f) In general, what do you consider to be the main problems in the hotel management
in the Soviet period? What were the ways to solve these problems? [for example,
deficit of supplies solved by “tolkatchi”]

After discussing the Soviet times, I would like to know how the collapse of the Soviet

Union affected your hotel. My next questions deal with the re-organization of your

operations.

a) Please tell me, how did the ownership and management of the hotel change [who
became the new owner of the hotel, was the hotel involved in privatization, is the
hotel now managed by the owner of the hotel property or is there a separate
managing company, is the hotel a member of a hotel chain or marketing association]
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What kinds of changes were made regarding the operational structure of the hotel
[for example, opening own sales office, giving the restaurant operations to another
company |

What kinds of changes were there in the pricing of hotel rooms [did the prices
change, were there separate prices for CIS and foreign customers]

Were there changes in services offered [did you start to offer new services, did you
stop offering some services that were offered in the Soviet times]

Did the customer structure change [for example, did the share of foreigners and
Russian customers change and how]

How did the organization of the supply function change [did you continue to obtain,
for example, your supply of food products from the same enterprises as in the
Soviet times or change to new suppliers]

What were the main changes in the personnel policy [did the number of employees
change, did the criteria for hiring personnel change, did you start to offer training to
the personnel, were there changes in social benefits offered to the personnel]

In general, what were the main problems caused for your hotel by the collapse of
the Soviet Union and what were the ways to solve them? [for example, drop in
occupancy rate due to the dissolution of Intourist, solved by establishing own
marketing channels]

The post-Soviet time in Russia is usually divided into the time before and after the 1998
financial crisis. Please tell me how the crisis affected your hotel. [For example, the
occupancy rate fell, the hotel had to raise prices]

. Now I would like to move from the past to today’s hotel industry.

a)

b)

d)

In your opinion, what are the main problems of running hotels today? [For example,
too high taxation, changing legislation, difficulties in finding competent
employees]. What are the best ways to solve these problems [for example, having
good relations with the local authorities, providing extra benefits to qualified
employees]

There is a common perception in the West that it is impossible to do honest business
in Russia. What is your opinion on this question? [For example, is it necessary to
give bribes or at least small gifts to public officials, is there unfair competition in
the industry]

The St. Petersburg city government has sometimes been criticized in the papers
about its lack of a proper hotel industry development policy. As a hotel manager, do
you think that the impact of the city government is more positive or negative? [For
example, is the city government making the life of hoteliers difficult through its
regulative policy?]

Please describe your own involvement in the hotel industry development. For
example, are you participating in professional associations and/or industry-level
working groups? If you are, do you think that such organizations have an effect on
the industry development? [for example, hotel associations can participate in
establishing a rating system]

In addition to former Soviet hotels, there are foreign-managed and totally new
Russian hotels in St. Petersburg. In your opinion, are there differences in the way of
operating between these three groups of hotels? [what are the main differences?]
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f) In your opinion, are there spill-over effects from the foreign-managed hotels to the
local industry [for example, are new practices introduced to local hotels via
personnel turnover]

g) The number of hotels in St. Petersburg has increased during recent years, which has
naturally increased competition. Which hotels do you consider as your main
competitors? What is the competitive advantage of your hotel? [for example, large
capacity of rooms, low prices, good service]

Finally, I would like to ask about your perspective on the future. What kind of

development plans do you have for your hotel? [for example, renovating rooms,

increasing capacity, offering new services]

Thank you for your time!

Interview protocol Group 2 (Foreign-managed hotels)

1.

The aim of the interview is to get information on the development of the St. Petersburg

hotel industry and its implications for the operations of your hotel. In particular, we

would like to know how a foreign-managed hotel copes with the Russian business
environment.

Can you please tell me a little about your own background in the hotel industry

[education, previous work experience in the hotel industry, length of time in the

company] and your current role in the company [job title, job description, length of time

in the current position].

I would first ask you to describe the entry process of your company in St. Petersburg.

a) Why did the company select St. Petersburg as a location? [why did it want to enter
Russia in general, what was the advantage of St. Petersburg in comparison to other
cities such as Moscow]

b) Please tell me, what is the operation mode of the hotel (e.g. management contract,
joint venture) and why was it selected [for example, the company wanted / did not
want to invest equity in the hotel, the owner of the hotel property insisted on a
particular operation mode]

c) What was the criteria for selecting the hotel to operate [for example, its ownership
structure, location, reputation]

d) Please describe the entry negotiations [for example, how long it took to open the
hotel, what were the main problems, how were they solved]

Now I would like to ask you how the day-to-day business of your hotel has developed

since the early years of reforms.

a) Does the service offering of your hotel differ from that of other hotels in the
international chain and if so, why? [for example, additional services such as visa
support are provided because of cumbersome visa procedure]

b) Please describe how the business networks have developed since the early 1990s
[for example, does the hotel use more domestic supplies such as food products and
toiletries than before, has the number of suppliers changed]
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Has the customer structure of your hotel changed [for example, the proportion of
Russian versus foreign customers and tourists versus business travelers)?

Please tell me about the personnel policy of your hotel and possible changes in it
[for example, do you offer training to the personnel, what is the criteria for hiring
new personnel, how has the number of expatriates developed, are there social
benefits provided to the staff]

Have you changed your marketing and pricing strategy during your presence in the
St. Petersburg market [for example, have marketing channels changed, has the price
level changed, have special offers been developed]

The post-Soviet time in Russia is usually divided into the time before and after the 1998
financial crisis. Please tell me how the crisis has affected your hotel. [For example,
occupancy rate fell, the hotel had to raise prices]

. Now I would like to move from the past to today’s hotel industry.

a)

b)

d)

e)

In your opinion, what are the main problems of running hotels today? [For example,
too high taxation, changing legislation, difficulties in finding competent
employees]. What are the best ways to solve these problems [for example, having
good relations with the local authorities, providing extra benefits to qualified
employees]

There is a common perception in the West that it is impossible to do honest business
in Russia. What is your opinion on this question? [For example, is it necessary to
give bribes or at least small gifts to public officials, is there unfair competition in
the industry]

The St. Petersburg city government has sometimes been criticized in the papers
about its lack of proper hotel industry development policy. As a hotel manager, do
you think that the impact of the city government is more positive or negative? [For
example, is the city government making the life of hoteliers difficult through its
regulative policy?]

Please describe your own involvement in the development of the hotel industry. For
example, are you participating in professional associations and/or industry-level
working groups? If you are, do you think that such organizations have an effect on
the industry’s development? [for example, hotel associations can participate in
establishing a rating system]

In addition to foreign-managed hotels, there are old Soviet-time hotels and totally
new Russian hotels in St. Petersburg. In your opinion, are there differences in the
way of operating between these three groups of hotels? [what are the main
differences?]

In your opinion, are there spill-over effects from the foreign-managed hotels to the
local industry [for example, are new practices introduced to local hotels via
personnel turnover]

The number of hotels in St. Petersburg has increased during recent years, which has
increased competition. Which hotels do you consider as your main competitors?
What is the competitive advantage of your hotel? [for example, large capacity of
rooms, low prices, good service]
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7. Finally, I would like to ask about your perceptions of the future. What kinds of

development plans do you have for your hotel? [for example, renovating rooms,
increasing capacity, offering new services]

Thank you for your time!

Interview protocol Group 3 (New Russian-managed hotels)

1.

The aim of the interview is to get information on the development of the St. Petersburg
hotel industry and its implications for the operations of your hotel. In particular, we
would like to know how a newly established hotel copes with the local business
environment.

Can you please tell me a little about your own background in the hotel industry

[education, previous work experience in the hotel industry, length of time in the

company] and your current role in the company [job title, job description, length of time

in the current position].

I would first like to ask you some questions related to the background of the hotel.

a) What is the operation mode and ownership structure of the hotel [for example, are
there different companies owning and managing the hotel, does the management
company have shares in the hotel]

b) Please tell me about the opening of the hotel [for example, were the contractors and
suppliers of e.g. furniture foreign or Russian firms, how was the suitable location
found, what was the criteria for selecting the site, what were the main problems
associated with the construction / renovation phase and how were they solved]

I would now like to ask you about the daily operations of the hotel.

a) In addition to hotel rooms, what services does the hotel offer and how are they
organized? [for example, are there restaurant or other services provided by other
enterprises]

b) Is the hotel independent, or a member of a hotel chain or marketing association [for
example, Best Eastern]. If the hotel is independent, what kinds of marketing
channels does it use?

c) How is the customer structure of the hotel [the ratios of domestic versus foreign
customers, tourists versus business travelers]

d) Please tell me about the personnel policy of your hotel [for example, what kind of
education does the personnel usually have, do you offer training to the personnel,
what is the criteria for hiring personnel, are there social benefits provided for the
staff]

e) How is the supply function organized [for example, are there long-term contracts
with suppliers for e.g. food products]

Now I would like to move from the day-to-day operations to a more general level.

a) In your opinion, what are the main problems of running hotels today? [For example,
too high taxation, changing legislation, difficulties in finding competent
employees]. What are the best ways to solve these problems [for example, having
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good relations with the local authorities, providing extra benefits to qualified
employees]

b) There is a common perception in the West that it is impossible to do honest business
in Russia. What is your opinion on this question? [For example, is it necessary to
give bribes or at least small gifts to public officials, is there unfair competition in
the industry]

¢) The St. Petersburg city government has sometimes been criticized in the papers
about its lack of proper hotel industry development policy. As a hotel manager, do
you think that the impact of the city government is more positive or negative? [For
example, is the city government making the life of hoteliers difficult through its
regulative policy?]

b) Please describe your own involvement in the development of the hotel industry. For
example, are you participating in professional associations and/or industry-level
working groups? If you are, do you think that such organizations have an effect on
the industry’s development? [for example, hotel associations can participate in
establishing a rating system]

¢) In addition to new Russian hotels, there are foreign-managed hotels and old Soviet-
time hotels in St. Petersburg. In your opinion, are there differences in the way of
operating between these three groups of hotels? [what are the main differences?]

d) In your opinion, are there spill-over effects between different hotels [for example,
are new practices introduced from foreign-managed to local hotels via personnel
turnover|

e) The number of hotels in St. Petersburg has increased during recent years, which has
increased competition. Which hotels do you consider as your main competitors?
What is the competitive advantage of your hotel? [for example, good location, low
prices, personal service]

6. Finally, I would like to ask about your perceptions of the future. What kinds of
development plans do you have for your hotel? [for example, increasing capacity,
offering new services]

Thank you for your time!



Profiles of interviewees

Annex 2

No. | Position Type of hotel Industry Nationality***
experience®
0 | Area manager Global hotel management company 10 years** Foreign
1 | Administrative director | Small 3-star hotel, opened 1998 7 years Russian
2 | General manager Small 4-star hotel, opened 2003 2 years Russian
3 | Director Mini-hotel, opened 2002 4 years Russian
4 | General manager S-star Russian-managed hotel, opened | 8 years Russian
in 2003, associated with international
consortium
5 | Hotel manager Small 3-star hotel, opened 1993 25 years Russian
6 | Hotel manager Small 3-star hotel, opened in 1994 3 years Russian
7 | Vice-director S-star Russian-managed hotel, opened | 2 years Russian
in 2003
8 | Hotel manager Small 3-star hotel, opened in 2001 5 years Russian
9 | Hotel manager Small 3-star hotel, opened in 2003 2 years Russian
10 | Hotel manager 4-star Russian-managed hotel, 2 years Russian
associated with international
consortium since 2001
11 | General manager 3-star former state-owned hotel 6 years Russian
12 | General manager 3-star former state-owned hotel 23 years Russian
13 | General manager 3-star former state-owned hotel 29 years Russian
14 | Director 3-star former state-owned hotel 32 years Russian
15 | General manager 3-star former state-owned hotel 15 years Russian
16 | General manager 3-star former state-owned hotel 3,5 years Russian
17 | General manager 3-star former state-owned hotel 2 months Russian
18 | General manager 3-star former state-owned hotel 22 years Russian
19 | Hotel manager 4-star former state-owned hotel 5 years Russian
20 | Director 3-star former state-owned hotel 7 years Russian
21 | PR manager 5-star foreign-managed property 12 years Russian
22 | CEO of the property S-star foreign-managed property 4 years Russian
owner
23 | Hotel manager 5-star foreign-managed property 5 years Russian
24 | General manager 5-star foreign-managed property 20 years Foreign
25 | Hotel manager S-star foreign-managed property 24 years Foreign
26 | General manager 5-star foreign-managed property 32 years Foreign

*at the time of the interview

**in top management

*#%to protect the anonymity of the respondents, the nationality of expatriate managers is not

indicated
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