
100  1 (5) 2009       Economical and social changes: facts, trends, forecast

MICROECONOMICS

UDC 338.45
© K.A. Zadumkin
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The article offers an approach to determining the effectiveness of the enterprise management sys�
tem. A strategy for development of the system in the conditions of the crisis observed in the domestic
and world economy is worked out.
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At the present time in connection with the
observed in the world crisis phenomena forc�
ing many companies to move to a regime of
strict economy, one of the most important and
widely discussed questions is about searching
for ways to improve the enterprises’ efficiency.

Let us determine the views on this issue.
Improving the efficiency of an enterprise is

possible in two cases: a) when the cost of re�
sources is fixed the value of the goods or ser�
vices is increasing, b) when the value of the
goods or services is constant the required re�
sources production is decreasing. Of course, the
greatest result is achieved when the value of
goods (services) is increasing and the costs of
resources is reduced at the same time, but sub�
ject to the crisis and in order to improve com�
petitiveness the second option is still more pref�
erable.

Acceptance of this proposition allows con�
sidering factors limiting the possibility of the
resources cost reducing with a constant value
of cost. The main of them, in our opinion, are:

1.Technical capability of the production
system.

2. The available labor force, characterized
by quantitative and qualitative (including skills
and motivation) parameters.

3. The control system efficiency.
There is understanding that enhancement

of the effectiveness of the company without the
modernization of the production system is im�
possible on the vast majority of domestic
enterprises. This is expressively demonstrated
by the increase in the cost of technological in�
novation in Russia in fact, current prices for
the period from 2000 to 2006 increased from
62,1 billion rubles to 211,4 billion rubles or
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by 3,4 times. At the same time, the number of
advanced production technology increased by
2,4 times (in 2006 it was introduced 168.3 thou�
sand whereas in 2000 – only 70) 

1. However
technical re�equipment is usually one of the
most expensive ways to increase productivity.

Questions of staff training have always been
and remain in the area of management’s atten�
tion. However, although the process of staff
training and retraining is not so expensive com�
pared to technical re�equipment 

2, it is much
longer. Another problem related to human re�
sources is that a person comes to a company
with already�formed attitudes, values, princi�
ples, and it is almost impossible to change and
adjust them without his/her desire. But as prac�
tice shows, the vast majority of workers do not
have this desire. In addition, increasing the
skills of workers significantly and thus their
competitiveness, the company runs the risk to
waste resources in case the workers quit.

The fact that management system is im�
proved can increase the company‘s efficiency
significantly has been known since the time of
F.W. Taylor. For example in the book “The
principles of scientific management” he writes:
“... the destruction of slow and listless work in
all its forms and the establishment of such re�
lations between entrepreneurs and workers,
under which each worker will work for most
benefits for themselves and with maximum pro�
ductivity, combined with the maximum coop�
eration of workers with the Directorate of the
company and assistance provided by manage�
ment, as a result should lead to an increase in
output per worker and per machine, in average
almost twice. What other reforms ... can give

so much to increase welfare, reduce poverty and
alleviate suffering?” 

3.
Using a systematic approach to manage�

ment allows visually illustrate and confirm this
proposition. Thus, the control system is de�
signed to ensure consistent implementation of
a number of basic management functions 

4 list�
ed in figure 1.

Since in this case we are dealing with a sys�
tem, its efficiency will be determined by analo�
gy with the calculation of the efficiency in tech�
nical systems by the product of the efficiency
performance of each of the designated functions.

Given the importance of the analogy defin�
ing the further logic we compare the definition
of efficiency and effectiveness ratio that is used
in the economics.

Efficiency is the characteristic of the sys�
tem efficiency (devices, machine) in respect of
energy conversion or transfer, it is determined
by the ratio of the used energy to the total
amount of energy received by the system.
Because of the inevitable loss of energy to fric�
tion, heat, etc., efficiency is always less than
unity. Accordingly it is expressed in fractions
of spent energy, i. e. as a proper fraction or in
percentage, and is a dimensionless quantity.

The efficiency coefficient (EC) is qualita�
tive indicator of the level of economic efficien�
cy expressed in the relative value. It is the ratio
of the obtained economic results (e.g., the
amount of profits or savings from the reduc�
tion of production cost) to the incurred costs.
The efficiency coefficient can characterize the
economic efficiency of production as a whole,
investment, cost�effectiveness of new technol�
ogy, etc. 

5

Figure 1. Key management functions

1. Planning

  4. Analysis of results

2. Organization

3. Control
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The definition shows that the efficiency
characterizes energy conversion efficiency. Let
us hypothesize that the same is happening at
the enterprise or organization, the difference
in the accounting system – power is measured
by money and time. As a result, we get a lot of
options for the management system operation
depicted in figure 1.

Let us list the major ones:
Option 1. “The control system is working per�

fectly”.
EC 1 = 1 × 1 × 1 × 1 = 1
Option 2. “Effectiveness of one of the man�

agement system functions implementation is less
than the other functions”.

EC 2 = 1 × 1 × 1 × 0,8 = 0,8
Option 3. “One of the management system

functions is not working”.
 EC 3 = 1 × 1 × 1 × 0 = 0
Option 4. “All management system functions

work, but insufficient”.
EC 4 = 0,5 × 0,5 × 0,5 × 0,5 = 0,0625
The given examples show that the difference

in the effectiveness of the control system be�
tween the first and fourth options is 16 times!
At the same time, the fourth option (or one
close to it in its point) is, in our opinion, the
most common 

6.
The performed calculations allow formu�

lating several conclusions:
1. If at least one of the main management

functions is not fulfilled, the entire system does
not work; as a result the defined goals are not
achieved by the management object.

2. Management system efficiency is deter�
mined by the efficiency of the most poorly im�
plemented function (the «weak link» principle) 

7.
3. The more levels management system has

(subsystems, components), the lower the effi�
ciency of its operation.

4. With the growing complexity manage�
ment system effectiveness is reducing. At the
same time, its complexity must be adequate to
the complexity of the management object.

5. The more inefficient the management
system, the more resources (time, financial,
material) to achieve specified results are re�
quired.

The fifth statement is the most important
for the purpose of enhancing the effective com�
pany functioning. figure 2 presents it in prac�
tice.

It should be noted that if the cost of materi�
al and financial resources to carry out various
tasks and projects for companies and organi�
zations in one form or another are recorded,
the time and its losses are usually not taken into
account (except in situations where the accrual
of wages or prices require calculation labor) 

8.
This is particularly true of the managers’ and
employees’ time.

In what direction should the management
system be changed? Which strategy should
be followed? As is clear from the above scheme
(see figure 1), the first step is to draw attention
to how well the company performs the basic
management functions (planning, motivation,
accounting, control, etc.).

The second step is optimization of “conver�
sion”, relations between the functions and the
professionals responsible for them, under the
management system.

The third step is improving the effective im�
plementation of management functions across
the management levels. The tasks to be resolved
at each level differ in complexity fundamentally
and require different competencies (fig. 3).

Many chief executives are able to match
tasks and resources well (operational level), but
there are very little professionals able to deal
with strategic objectives – to determine the mis�
sion of the company, to develop a vision, etc.,
yet 

9. An example is the following fact. Number
of mobile phone users in Russia has increased
tenfold from 2000 to 2007! Try now to identify
a market segment, which in the coming years,
and in addition during the world crisis, is ex�
pected to grow at the same pace.

The efficiency of enterprise management system and ways of its improvement
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Option 1 1,0 thousand rubles 0% ** 1,0 thousand rubles
Option 2 1,25 thousand rubles 20% 1,0 thousand rubles
Option 3 1,0 thousand rubles 100% 0 thousand rubles
Option 4 16,0 thousand rubles 93,75% 1,0 thousand rubles
Option 5*** 0 thousand rubles 0% 0 thousand rubles

* Values of resources in the system entry are based on providing the same result performance at its exit (except
options 2 and 5, where it is impossible in principle).

** Excluding the cost of maintaining the management system and efficiency of technical systems.
*** The latest option illustrates the well�known truth that the achievement of any result is connected with the cost

of resources and taking efforts. If not, then no results can be obtained in principle.

ORGANIZATION

  Result

Figure 2. Management system effectiveness influence on the results of the manufacturing
systems organization operation

Resources

Management system

Production system

 EXITENTRY*

At this stage the tasks must be resolved and
distributed according to management levels
priorities and responsibilities. Each manager
must primarily focus on issues in the area of
personal responsibility. This is especially impor�
tant for senior managers who are inclined to
devote too much time on operational matters
at the expense of strategic ones 

10.
The fourth step is improving management sys�

tem in the context of functional areas (fig. 4).
Let us consider how the management of

domestic companies in recent decades was de�
veloping. Most chief executives, who worked
under command�administrative system of gov�
ernance, were responsible only for making op�
erational and tactical decisions. Their primary
function was to ensure the uninterrupted re�
lease of the desired output of certain range and
quality in the required time. Policy issues –
what to produce, where to produce, etc. – were
within the competence of certain ministries and
departments.

Under the transition to the market
“plants» – the production units – have become
“companies”. The area of the chief executive’s
responsibility included additional issues of
developing and implementing strategies, and
issues related to finance (pricing, marketing,
investments, etc.). This has required managers
to experience a range of entirely new skills. It is
natural that not all of them were able to fit into
the new environment quickly.

Further development strategy, the need for
which is due to the increasing competition,
should focus on two areas of work – to build
effective relationships with customers and in�
novation development. These actions, as well
as in the previous case, require substantial
changes in the management system, its com�
plexity and again the chief executives develop
new skills.

Why didn’t these changes occur large�scale
in recent years? The answer is obvious. Any
change requires  costs, which, accordingly,
should be covered. At the same time, the
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 Top Managers

Middle managers

Junior  managers

Strategic

Tactical

Operational

How we do business?
(type of business)

What is our competitive
advantage? (formation,

maintenance and development)

How can the defined tasks be
accomplished with the  resources
available? (coordination of tasks

and resources)

Specific executives (workers, professionals)

Figure 3. Levels of Management

Figure 4. The development of management systems in Russia
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objective of changes in the management sys�
tem is to get new or retain existing competitive
advantages. Thus, if competition in the market
on which the company works is not growing,
then there is no incentive to change something
fundamentally (e. g. a monopoly). However,
when competition is rapidly increasing, as now,

when the number of paying customers is de�
clining, the changes are necessary. The experi�
ence of large domestic companies operating in
the highly competitive global market can be giv�
en as evidence: they have organized both work
with clients, and research and development
departments long ago.

The efficiency of enterprise management system and ways of its improvement
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This refers to companies that were formed
on the basis of production capacity and created
in Soviet times. It is clear that if a company starts
“from point zero”, the first question that the
owner or manager must answer is: what’s new
and valuable can be offered to a customer? And
based on the answer to this question tactical and
operational management is organized.

Each square of the above scheme (see fig�
ure 4) contains all the basic management func�
tions. That is, for example, there is a strategic,
tactical and operational management of time.
It includes strategic, tactical and operational

Notes
1 Regions of Russia. 2007: stat. coll. / Rosstat. – M., 2007. – P. 824; Russian statistical yearbook. 2007:

Stat. coll. / Rosstat. – M., 2007. – P. 619�620.
2 Except certain professions.
3 Taylor, F.W. The principles of scientific management / F.W. Taylor [Electronic resource]. – Access mode:

http://ek�lit.narod.ru/tail001.htm
4 The composition of the basic management functions from the time of their discovery by H. Fayol varies.

Here is only one of the available treatments, but for the purposes of this study, this fact is not crucial.
5 Source: [Electronic resource]. – Access mode: http://vseslova.com.ua
6 Since we have identified similarities in the calculation of the technical and socio�economic systems

efficiency, then we venture to suggest that the effectiveness of the company or organization as a whole (or its
structural units) are determined by the product of technical efficiency of management systems’ efficiency
coefficient.

7 The logical conclusion here is that firstly the management system should be improved by this “weak link”
elimination. Then the following «weak link» is defined and also is eliminated, then the next, etc. This ap�
proach differs significantly from the generally accepted, i. e. to improve the performance of all management
functions at all levels at the same time. It is much cheaper and easier.

8 It should be noted that since every organization is an open social and economic system, the resources it
draws from its external environment and the results of its work are also directed to meet the needs of the
external environment. Under these conditions the organization’s effectiveness dependents on the ability of its
management system to organize the effective interaction with the external environment to a certain degree.
However, these issues require further research and are beyond the scope of this article.

9 For example, the data we obtained during the special questionnaire survey of managers shows that in
2008 only 45% of the Vologda region enterprises had a formalized strategic development plan. The proportion
of enterprises having ready business plans to implement was at 36%.

10 As a basis here you can take the structure of senior managers’ time proposed by R.A. Fathutdinov: 40%
of the time is devoted to strategic objectives; 25% – tactical, 35% – operational (www.elitarium.ru).

time planning, time accounting and control,
etc. And if at the top level one can operate for
decades, at the operational one minutes and
seconds are often considered.

Having briefly described the sequence of
steps that can be taken in the direction of man�
agement system development, in conclusion it
should be stressed once again that the efficient
management system is a powerful competitive
advantage of companies. In crisis the system is
of particular value, as a tool to interact with the
external environment effectively, to achieve the
defined goals at the lowest cost and losses.
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