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Preface 

It bas been over four years since die COWlbies of Ccalnl ucl ~Europe (CEE) began the unique ucl 
historic process of tnmformalion from a commwl to a pttdcninan1ly compctilivc market-based cconomic SJS(cm. 
Three years ago the former Soviel Union (FSU) made iailial steps in the same direction. While real achieYcmenls 
~been made by most of the c:ounlries in terms of macro-economic stal•lizalioa. the process has not ~ delMred 
a sipificant rc-oricnlalioa and rcstruduring of iaclustrial slnldurcs and major improvements in mic 
performance w1 growth. particularly al the indmrry bcl It is agaimt this background tlta1 the issue of industrial 
rcstructuring in lhe coatCXI of overall privale sector ~eat ucl privatiDlioa becomes c:riticaL It is DOW dear 
lbal the success of the tnmformalion process in the CEE/FSU region will depend more lhan on maa<H:COD0111ic 
reforms. The rcgcaeratioD of the industrial baK. an csvncial dcmeal of a country's cbdopmeot and UNIDO's 
partic:ular cooccrn. will require the ~ of an ialcgraled ~ILicro economic policy framework widt 
concerted, enterprise-targeted policy masures ud institulioaal ucl other support. Too much was cxpcc:led too soon 
of~ reforms. They COllllitulc the first CSICDlial phase of the traasformalioa process. But. there must 
DOW be a second phase in which the focus bas to be on the removal of rigiditic:s and bottlcac:ds at the eaterprise 
bd. ~ requires grca1cr iatqration of the macro-ccoaomic framework with measures d<;signcd to induce the 
proper suPiJly response at the enterprise bd. An analysis in lerms of case studies of the majcw impcdimCDIS tu 
an adcquale tnlerprise supply respome may hold major lcssoa.s for national clcmioas within the CEE/FSU region 
and for their supporting inlcrnalional tcc::hnical ~alioa partacrs. 

In this regard, Poland bas bcca cbosca as a pilot case study. It was the first of the CEE/fSU countries 
to embark oa a programme of fundmaeatal ccoaomic reforms in the transitioo to a ma.rkcl economy. It is al~ a 
country wbo5c industrial restruc:turiag has bcca assisted by a major Western donoc - the British Govcnunenl in the 
form of support from its Know-How Fund through UNIDO to Polish industry. It is also a COUDtry with which 
UNIDO has long been associated ucl in which it has built up the most fust-band cxpenena: of restructuring 
industrial eatcrpriscs since the transformat5oa process began in the region. 

Though this report presents case studies of Polish industries, otber studies of the region by UNIDO ucl 
otber inlcrnatioaal ocganizatioas report similar fmding:s. UNIDO, therefore, fmnly belic\oc that these Polish case 
studits provide useful experience and guidance for other countries embarking oa similar restructuring ucrc:iscs. 
The case studies arc based on an on-going UNIDO restructuring project in Poland. Beginning in 1991, USD 2.3 
million were made available by the Brilisb Govcnuncnl tbrougb its Know-How Fund for Central and Eastern 
European (CEE; countries to enable UNIDO to assisl in the restructuring of IS Polish industrial enterprises. 

The primary objectM of the UNIDO restructuring project was to facilitate the rcstnleluring process and 
~ual commercialization of the ten Cnlcrpriscs selected. The programme also bad a series of secondary 
objcctMs: 

(a) To keep the enlerpriscs opcratioaa! and maintain lbcir fmaacial liquidity in the 
short lerm, until a f11m restructuring plan could be drawn up. Priority was thus 
to be pea to conducting an immediate auc561DCDI of UldS and liabilitic5, 
defmiag urgenl short-term measures to improve the liquidily of the cnlcrprisa 
aad uadcrtakiag negotiations with acditor1, u well u to addrc:55ing 5bort-term 
tedmic:al, marketing ancl fmancial problems. 

(b) To carrv out a comprcbcmM tcduao-ecoaomic evaluation of the cnlcrprises' 
operations in terms of the typca of plant, r.nachincry and equipment used, skilk 
available, tbc lypC5 a.ad volumcs of products curren1ly manuf acturcd, scope ror 
reducing COiii and ratioaalu.iag aucts and any ttthnical problems. 

(c) Based oa tbc foregoing evaluation, to prOYidc advice to tbc enlcrprisc6 oa an 
ideal produd mix and to recommend new or dMrsif'aed produd IUlcs and 
markets, due considcralioa being pea to tbc cbaagins economic eavironmeat 
and comparalM advantage&, and to acc.euary improvemeau in the enterprises' 
managerial/technical capabilitic&. 

(d) To help enterprise management develop a better, more coherent organizational 
and stratc~c view of their ruturc, thus enabling Che enterprises to elaborate and 
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(cl) To belp CDlerprisc managemeat ~a bcuet, more cobcreal OlpDizational 
and strategic view ol their future. thus cnahliag the catcrpriscs to clabonlc and 
implcmCDl u effective rcsanacturing plan wl stmtgthcn their position during 
discussions/negotialiom with polcntial tcchnial and/or commcrc:i.a1 partners. 

Preparatory work was aeedtd OD all these objedMs in order to define a preliminary work plan foe 
l'CSlrUCturing the catcrprises. 

It was assumed that UNIOO together witll the Cllcrul mmulaanls wortiog with UNIOO Headquarters 
staff could provide .id.B advice OD vuious specific problems. This advice as wdJ as the Unolvcmcat and support 
provided by UNIOO, the Polish Industrial Development AfPIC/ {IDA) and the coasultanls Vt'a'e also seen as a 
coafidcnce-building measure bolstering the efforts ol the Clllcrprisc ••nagrrs. 

The project was also m • an opportuaity for the pro(cuioul lla8' ol the newly establisbcd IDA to pin 
first -hand experience in the formulation, C2allion, mODiloring and mluatioa of industrial restructuring projects. 
IDA Slaff Vt'a'e also afforded the opportuaity to ~- UNIOO Headquarters as wdl as to acquire some brief 
pertincat training in the United Kingdom. 

On the basis of rigorous selection aitcria, ts large and medium-scale catcrpriscs out oC around 40 
candidates were sclcded foe in-dcplh cuminaaioo. Basically, these were po1c:atWly viable catcrprises which were 
williag to UDdcrtakc major redruduring efforts tbemsdvcs but still required Cldernal assistance. The catcrpriscs 
sclcded employed bctwccn 1,(0) and 20,(XX) employees and produced a wide variety of produds ranging from linca 
fibre and fabric, colour and black and white television sets, screen moaitOB, work stalioas through to military 
uackiag equipment, gear uaasmissioas. COll5lnldioo cranes, locomotM& wl mobile aanes. Full details of tbc 
project and major fllldinp arc given in the UNIOO Europe Programme forthcoming report - Ecoaomia 18 
trusltlmr ratnduUla f/I .... 1cak laduaria. 

The case ~udics were prepared by George Assaf and Lalilh Gooaatilake of UNIOO's Europe programme, 
Country Strategy and Programme ~cat DMsioa. and Enterprise l>a'clopmcnt and Restructuring Branch. 
Human Resource and Enterprise l>a'clopmCDI DMW>a, rcspcctiYc!y in c&0peration with UNIDO coasultaats Peter 
Chudy and Joba Healey. To illustrate the major fiadinp and rccommcadatioas of UNIDO's rCSUUduring project, 
three representative case studies arc presented in this report. 
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INTRODUCilON TO TI-IE CASE STUDIES 

The Polish Clllerpriscs selc:dcd as case studies rcflc:d the difflCUll trmsformatioa process andertaken by 
the former socjalisr states in 1989. The successes and failures of the restnacturing programme arc an amalgama«iioa 
uf mac:roccooomic wl microcconolDic clecisioos taken by the ealcrpme managcmClll and various policy making 
instilutioas. AJtbougb ccrtaia problems were unique to a pen eaterprisc. many mon: wcrc commonly slwed. All 
of the eatcrpriscs discussed in the case studies had coasiclcrable problems adjusting their procluct-orientcd structures 
into compctitM market oricatcd opmtioos.. Besides being able to produce what the market dcmwk, die 
Clllcrpmes examined CDOOUDlcrcd diffaculties wlleD faced with such stntegic issues as pricing. bndgd. aJ5t 
monitoring. distribution, qualicy aJlllrOI, proclud design, marketing. and sab. In short, the eatcrpriscs were not 
hitherto prepared to perform lbo5e fundions accessary to creale va.'ue added opcraaioas.. 

To compound the problem. the CDlcrpriscs laded support systems available to their Western COUDlerpartS. 
Wdboul a strong hanking sector wdl ~ in risk asscsmeal and credit and projecl aaalysis. many of die 
Clllerpriscs could not rely OD their banks to be an active partna during the rcstruduring proa:s!. Lacking wdl 
~financial skills and support. die eaterpriscs faced a mukilude of problems stemming from poorly desipcd 
managemClll accounting systems, die DOD-USC of basic nbo aaalysis. and outdaled methods of overhead aJ5t 
al1ocaboa.. Their rmancial situation was furtba agravatcd by management's insufflCieat knowledge of the market 
due to inadequate market research and iaadcquale uadentanding ol market fOl'ces influc:acing price. promotion, 
and padaging of their products. The lack of expertise in the 3bovc mealioacd areas uaderliaes the importucc of 
human resource de\-dopmClll in CEE cntcrprises. Training of top and mid-~ managrrs in modern business 
practices emerges as an efrcctM means to gaJvanQ.e the restructuring process. 

la addition, it has to be aotcd that a rcstructuring process in the CEE and FSU states is not the same as 
in the West. To begin with. the human resource base is completely diffacol with basic skills in such crucial areas 
as sales ud marketing being greatly acglecled or abscal. The corrcd a&e55111Clll of the colcrprisc such as an in
dcpth diagnostic analysis required in fact a clcmding opcratioa of past performance figures. to adjust them to free 
market coaccpts and criteria of a free madct. One has to also keep in mind tbal in fact the issue was not 
restructuring. bul a profound transformation of oae type of organizatioa into a completely different one with distincl 
functioas and aims operating in a trade uniao dominated a!'1l05phere. 

To provide assistance during the transformation process, a four-step restructuring programme was~ 
aimed at stabilizing an enterprise's deteriorating c.ompctitM position, tbal often bordered OD catastrophic, and 
~ a revenue generating strategy. A major objeclM. therefore, of the rcstructuring programme was to 
improve the compctitM:ncss and the operational cffacicncy of the enterprises. Coasidcring the characteristics of 
former SOEs, the foremost task was to rationalize the ~I of employment and reduce the asset base. as well as 
increase sales. SpcciflCally, the four !lcp restructuring programme reviewed an enterprise's business environment, 
performed a company diagnostic, ~loped restructuring options, and together with the management, implemented 
an action plan. Each or these subpoiats arc dcscribcd below: 

I. Step One - Data Review 

• la step one, market and industry data was c:olleded and ana1yz.c:d ta dcfmc the compctitM 
environment and to identify pouible ~cnt opportunities for the enterprise being 
restructured. All analysis of the cotcrprisc's product, price, place, and promotion was pcrf ormed 
which asked the following questions: 

1. Product - Is the praduc:t mature and facing new entrants or substitutes? Have better 
tcchnolog;es been developed? Has the c.ompctition established local operations? Wbo 
is the competition and bow arc they politioncd in comparison to the enterprise? 

2. Pria - Arc there any developments in complimcn1ary products or services? What arc the 
compc1i1ive prcuurcs a.ad policies that cffcc:t pricing? What pricing/purchase financing 
could be us~ 10 retain cUSlomcrs? Whal pricing should be designed for wholcsakrs, 
retailers, and final cuslomcrs? 
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3. Place - What arc the distribution channels wl how arc they CWJlviag? Which channds 
arc used by the competition ud why? Whal regulalory policies iDflueac:e tlac ..net 
place wl the industry? 

4. Pnmolioll - Whal sdlillg tcc:baiques arc used wl how is tlac sales fon:ic orpaizcd? How 
wl by whom is prcmotima Ol'gaai1.cd wl e11:alled? Arc there any iDduslrW 
orp•inticm or IOObies to promOle their COllUllml imeresls? 

D. Step Two - Diagnostic 

• O>asisted of a full di...,..ic to clefiae die Cllterprise's competitive posilioning and to prqme a 
fiaw:ial busiDess pin baled c. a competilne ..ht wl industry review. The diaposric llJiF 
asked specific qncstioas repnliDg ~ area of die Cllterprise's operalioas that arc described 
below: 

1. ~ue - Whal is tbe bigest source of rewmue? Wbo arc the eaterprise's dienls? Do 
die Clllerprises have • dearly defined product portfolio? Is the method of clistribalioa 
dfecliYe? 

2. Fm - Whal is the curreat cash position of the eaterpriscs? Whal is the ealerprisc's 
IC'Vd of clebl and bow does it compare to die competitioa? How dfec:tM is die 
ea1erpriscs• IDdhod of nacting their rec.eivables from their deblors? 

3. Mamgemeat • Whal is the organizational structure and is ii appropriate? Whal arc die 
managr:meat•s capabililies? What are the workforc:e•s streagtbs aad ~11? 

4. COil - How efl'ed.iYdy are costs coatrolled? Whal steps are being IUen to reduce c:osas? 
Whal is being done to mainlain a ralioaal level ol slocks? Arc raw materials purchased 
o( requisite quality at the lowat ~? 

5. Procluctioa aad As.Ids - Are asldS wdJ utili7.cd? Are there any rcdunclaDI fixed aueas 
which may be dispoled? Are work mdbods and procluclic. tedmologies used effcctndy? 

III. Step Three - Options For Restructuring 

• Based oa the diagnostic wl competiti\'C p:isilioning c.oadusioas, restructuring options wre 
~ to place top priority oa the enterprise's sltalegy, corporale mis&ioo, business plan 
development, rcorga•inlion, and training. To deYdop a full speJ.rUm of reslructurillg options, 
additioaal questions were asked focusing oa the following: 

1. Mission • Whal is tbe goal ol tbc eraterprile's operations? Whal are tbc tasb of the 
muagemeat and employu5? How will tbc enterprise's c.rgani7.atioaa sltuclure ISlilt 
tbcm? 

2 Stralegy - How sbould the enterprise be po6dioaed iD tbc markel rclatM to iU clomestic 
and foreip competitors? Wbida products should be cleMred to wbicb market ICplCDl 
and al whal C06l? How ii internal bulineu performaace coatrol clefioed? Whal 
orgaaizacioaaJ llrUCture1 and UICb are needed to carry out the sltalegy? 

3. Busiaea Plaa • What are tbc mernal and iDlerDal factors i.Dfluencing the eaterprile's 
performance? Wbida scenario& sbouJd be taken into coa.sideration? Whal are the rUF 
or poua"ble re&uks? 

4. Rcorpnizatioa • What orgaoizatioaaJ llrUCture i5 the mOlt competitM? Whal UldS 
sboulcS be sold and/or liquidaled? Wbicb <Jepartmecu lbould be reduced iD 1ize or ipWI· 
off? What are the eaterprise's core busiaeu ac:tivitiea? What lhou.ld be done with the 
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wiDuy smiccs sudt. schools. heallh diDics. n:creaaional (actlitieg? Whidt cmployaail 
saruaun: ii the ...,.. eflicinll? 

S. Training· WUI mjstga: is wded to cbdop human resources in the eoterprisc? WUl 
tniaiag a needed to improve the Clllerprise's product/market stntc:gy, com~ 
pogilioning wl stnlcgjc planing Wbll training should be provided to address the 
cnterprise's illlcraal accds sudl 15 rcw:auc. fimnrial performance, COil wl asset structure. 
wl organintional managcmeat. How cu the ealerprisc cffcctndy utilil.e professional 
putDers wl advisors, a.muniallion, motivalion and public relations that infim the 
business amn..em 

IV. Step Four - Implementation 

• After tk reSlrUd1lriag optiom -=re llddraacd wl CW5eD5US reached by the .... mall,, 
implementation plans tailored to tlae ealerprisc's aceds were clcvelopecl. nm c:MajW 

im~ ID ldioe plan bwd m the points dcscribc:d .bcwc. while emphasizing tk aecd for 
project fin•nring wl rmpit.&zatiae of the CDICrprise. Of specific CODCaD were sourca of 
available capital, tk crealion of a consortium to reduce risk wl cost of capital, the sclc:c:tim of 
finaw:ial partacrs, liquidalioa of Ible shares, wl privaliDtioa. 

The basic purpose of the four pU5c reSlrUd1lriag prO(Vllllllle was lhc ~ of a stabiliution 
progJallUllC for tbc CGlerprise. Suda a ctalwmtion programme w ialcadcd to gain maugemcnr coatrol aw:r the 
ealcrprisc. establish and commuaicalc credibility with iDstitutioas p05FCHing a stake ia tbc ealcrprisc. wt as&e1& 

tbc cDstiag managemeot Slnldure. Tbese three objcdiva are further dcvdopcd below: 

a Gala •••• mt aetnl - Tbis may entail bringing in a new financial director, ~ a cash flow 
forecast, and impkmc:nting celdraliud cash coatrol. The implementation of coatrols aw:r both c:apilal wl 
raauc cxpcndi(urcs may eatail freezing cmploymcat, rcj«ting mpplicrs' price iDcreases, and having tbc 
general man•.r apprOYiag all r~ or new coatracts. 111\alOry coatrol and debtor coatrol are also 
areas where maaagemeot cnaarol is of importance. 

a EIUWIU ... am91ulcafe aWiWU1J wlda llakcWden • Eaterprisc stabili7.atioa entails dcvclopiag a 
cbc working rdatinnship between tbc catcrprisc and a key creditors by QPlaiaing tbc main ideas of a 
restrucluriag plan and tbc leaglh of time it may take. lmprCMCI communication also catails ~ to 
mpplicrs. trade creditors. customers, and trade uaiom and outliaing tbc urgcac:y of tbc situation and the 
catcrprisc's commitmnt to rcstruc:ture wbilc coatiauing to provide scnic:e. 

a Aueu nhll• ••np ••t lll"wl:lare - Provide foe face to face meetings and auip specific tasb or 
projects. An outside tr-chnicaJ cspcrt may be aecdcd to wist in tbc areas of pcnoaad replacement, 
recruitment, and compensation. 

As in the Well.., eDtetprisc stabilization providu a window of opportunity to lauacb a c:asb..gcacratioa effort. 
Tbcsc concepts focus oa lhc ra-enuc gcneratiag strategy tbat bas three basic clements: 

ReYea• Gaeratiaa Strale&J 

a Phduct....rtet au. -Based oa a dctaiJcd markctiag plan, this entail& clcruaing strategjc busiacu uniu 
(SBUs) and aoalyriag tlaeir growth and pr.Md potCDtial. To auist in tbc cbaDac. reapomibility lbould be 
lbiftcd to profit ccntrca wbilc simultaneously ••prOYiag control and quality 1ystcm1. 

a .. pl'Oft sala dort - lncrCMcd fe\'CDUCI for tbc eatcrprilca forcea tbc crcatioa of plaaDiaa aad the 
controlling of sclliag ~fforu that oftca mcam managing lhc time ulca reprcacntat.Ma clcvoccd to diellll. 
la additioa, motivating and ttaiaiag tbc ulca force ii a top priority. Monitoring of tbc ulca force lbould 
iadude judging uJca ~rfocmaacc oa the basit of a compariaoa of actual vcrsua budget pcrfocmaace, key 
ICCOWlll, sale& tarp per ~ reprcacntative, ulea treads. aad tbe impad of special promotion. lmprCMCI 
efforts should be cJoscly f~ by cvatauing ud, if aeceuary, replacing ulca reprcacatatMI. 



a Prift slnlqf cite ps - A review of the enterprise's pricing strategy entails performing a customer 
profitability review. Raising list price oa all or some of the produds should be c:oasidcrcd based oa a well 
worked policy of bow much of an iac:reasc can the produds stand. The enterprise's discount policy may 
need to be altered as well to make an impad OD the pricing stnlcgy. 

A summary diagram of steps inwlYed in the rcstructuring programme points out the relati\icly lengthy aad 
cxpemivc process awailiog an enterprise engaged in such an exercise. Besides time, internal and external factors 
inftueacc the enterprise and play an important role in the succes.s or failure of such an undertaking. With each step 
requiring full commitmcat and persacrana: from the cn1erprise's staff. the human factor must be seen as oac of 
the most dccisM contributors to a suaes.sful rcstructuring process. Resis1ana: to change is a serious obstacle to 
any rc:struduring programme n:prdless of whether il is uadertakco in Eastern cw Western Europe. CbaDgc is CYCD 

mcwc difficult in an cnWoament whidt for neuly SO )'ears opcntcd OD tOlally difl'creot coonomic premises. As the 
aK: studies point out. the sua:ess of a rcstrud1lriDg project IWrgc:s oa many factors; ~. the attitude ol 1he 
managcmcat tow...-d cbangc. an integral clement of all restructuring prngrammcs. emerges as a dominant force. 

COMPANY A 

DESCRIPTION AND HISTORY OF mt: ENTERPRISE 

Company A consists of two divisions spc:cializing in equipmeat production and construdion{UIStallatioa 
services. The cquipmeat production dMsioo assembles low and high wltagc switcbgears and transformer Slalioas, 
while the constructioa/ imlallalion division provides clcctrical scJYices for the industrial and c.ommcrcial SCClors. 
The vast majority of switchgcars and transformers were produced for the former Soviet Union. while the 
coostructioa{UISlaJlatioo services were primarily oricatcd loward the domestic market. 

Company A was cstablisbccl as a state owned caterprisc immediately after Wcwld War II along with 12 other 
similar operations making electromechanical products and providing coastruclion/iM&allatioo services. The central 
planniog authorities assignrd the type and the amount or goods to be produced by eacb company, while allowing 
each to maintain a monopolistic c:oastruclioo{IDStallation hold OYU a specified geographic area. A mcwe ddailcd 
summary of employment and fmancial ~cnts in Company A from 1989 to 1992 is provided below. 

Ip mjlljop USD 

Em~· 
Capital 
F~ assets 
Current aucts 
Uabililics 
Total sales 
Grw profit 
NCI 1nflt 

~: Company data. 
•Number of Employees. 
SOE - State Owned Enterprise 
JSC - Joint Stock Company 
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Markedaa ead ula orlntall• 

COMPANY A 

~ 

867 

3.73 
3.08 
I.OJ 

11.3.S 
3.84 
1.97 

SOE JSC 
l2'l1 .l2'll 1222 

770 770 69'3 
0.01 

3.50 2.83 3.12 
.S.Sl .S.69 6.54 
1.18 2.17 1.13 

16.54 2.10 8.13 
4.86 0.()4 1.13 
2..S.1 O.OJ 0.67 

Incffcctive markcring and We5 efforts due to a lack of requisite skills by the department's personnel caused 
formidable barriers to the creation o( a marker oriented campany. Tills problem was quite universal among large 
llate owned enterprise& in Poland wbicb typically relied on lhc engineering staff to develop an~ manage: marketing 
and sale& efforts. In the cue o( Company A, both of the sales and marketing managers, for the equipmenl 



s 
production and CDOSlrUtt:Jiaa/ imt•Uation clMsions were elcdrical cnginttrs wlao for apprmU!qldy 20 years were 
iawM:d in production. Both of them were promok.d to Sales ud Marketing wida little traiaing or ~ in 
the discipliDc of industrial mukctiag. As. sudl, prior to the orgaaiu:d training offered during the reslrUdUriag 
process. most of the learning wu done by trial ud error. 

For mmplc. the manager of sales wl marketing for the cquipneal produc:tion division trcaled lr3mformers 
as a consumer product ud did little to stimulate sales using industrial awkctiag methods. la addition, the two sales 
and marketing positions for the cquipmcal production and comlnldioaf mstallation divisioa.s did not coordinate their 
actions. Their coopmtioa seemed aatural since the coastruc::tionf mstallarion division provided dcdrical services 
for industrial and a>mmcrcial projects throughout Poland, while the cquipmcal production division a.ucmblcd 
transformers and swilcbgears used by the iadustrial and c:ommcrcial faolities. The systematic c:oOcctioa and sharing 
of information bctwcc:n the two dcpartmcats and cla•abasc ~ rcceiYCd little attcatioa. 

One of the major reasons for this distance bctwma the two clMsioos stemmed from the equipment 
production division's ongoing sales of lramformcr stalioas to the former USSR which wu bringing uarcalistically 
high profit margins of 31 per CCDL GMla this sucicc:u, the cquipmeal production divisioo bcc.ame complacent ud 
did very little to pursue sales leads oa the domestic market where margins were in the single digits and where 
competilioa from domestic and foreign producers cnatinucd to intensify. It sboulcl be ~&:cl that the old 
arrangcmcat where Poland was divided oa geographic basis among 13 enterprises. all performing the same services 
and capable of producing the same range of produw, collapsed after 1989. The 13 catcrpriscs commeac:cd 
cacroachiag OD each others territories, product range, and services leading to stiff compctitioo for the recession hit 
Polish dicat base. 

RECOMMENDATIONS: 

As. Western products supported by government export schemes made inroads into traditional East European 
export markets of the former USSR, Company A's unit sales of transformers were reduced from 815 in 1988 to 350 
by 1992. la addition, other Polish producers started competing bead OD with Company A ia the former USSR. This 
competilioa forced Company A's equipment production division to refocus the domestic strategy and review its 
reliaac:c OD foreign trade organiz.atioas (FTO's) responslblc for exporting transformers. The FTOs were in an 
advantageous position to select one producer over aaot.hcr depending on the personal and/or historical tics betwcca 
the producer and the trader, fmaocial incentiYcs offered by the producer, aud technological capabilities of the 
enterprise. 

Given these developments, new emphasis was placed OD acating altcraativc means of selling Company A's 
products ia the former USSR and other foreign markets. Due to the FTO's strong bargaining position ia 
relalioasbip to the producers., Company A's selling COSlS jumped dramatically from approximately 7 per cent in 1990 
to 23 per cent in 1991. Company A addressed this and other marketing problems by giving the marketing 
department increased training to meet new market challenges and responsibilities. la addition, intensive search 
commenced to locate aa alternative private, state, and/or foreign agent to sell the products in foreign markets as 
a counterweight to the traditional FTO assigned to Company A under the old system by central plaaoiog authorities. 

Due to Company A's weak marketing and sales skills exemplified by the department's attempt to advertise 
industrial products and services using consumer goods techniques, intensive training commenced to develop a vibrant 
marketing department employiag 18 specialists. Training of the new personnel in modern business practiCC& entailed 
developing new skills for each ICCtion of the department such as the market rev...arch and analysis sector, research 
and ~lopmeat, and promotion and sale& sections of the department. Under the previous orgaai7.atioo, the 
departmcat acted as one body duplicating its efforts without developing a systematic way of locating clients or 
collediog information OD market trenda or the competition. Special emphasia was placed oo imprOYing Company 
A's market survey and data coUectiog apabili~ that were underdeveloped due to the historical relimce on the 
FTOs in foreign markets and an agreement to the domestic market split among the 13 enterprises. 

Humu raoura developaaeat 

Increased training of Company A's staff in marketing and cost accounting resulted ia cost reduction and 
monitoring systems being implemented. The need for such improvements was exemplified by the discovery thal an 
identical product OJitde by domestic competition was substantially Jcu expensive. To correct the problem, a detailed 

' 
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cost analysis ancf pricing policy~ WU performed by the awketing. llCCOHDling. and dcsip and technology 
specialists Through this ooopcralioa. il was rcvcalcd that the aJ5l of sheet metal used in produc:tioo was ~ed 
rcsulling in a higher final price , lbca compared to the compctilioD.. The imp«wemcnts led to a rapid tum around 
in Ctmpuy A's fortunes. As a result. Company A's sales rd>oundcd due to lower production costs and an efl'CCIM 
pricing strategy. 

Company A's limited exposure to modern aJ5l aca>UDliag and financial systems illustrated many ol the 
problems faced by state-owned CDlcrpriscs. What made Cmlpany A's situation unique was the scpantc cquipmcat 
produclioo and coasb'Udioaf m:sfallation dMsioas that operated in two diffaena areas, making the enterprise aa ideal 
candidate for profd c:enlrCs. However, despite muy advantageous of profit ceatres, this concept was rejected by 
the muagcment who claimed that il would destroy the historical bonds between the two diviWons and also 
jcopardi7.C the coa.sc:DSUS .bout privalimioa among cmplo)us. Muy mmples were Pen showing how the 
clMsioas helped each other during times of r.cQllOlllic clifficulaics. 1t£ such, czplanatioas that the profd centres 
intended to improve acxoualiag proc:cclurcs and reduce COil strud:!rcs, am did oot acces$Uily threaten the ·spcaar 
reJatjonship betw=a the two divisioas. bad limited iafluca:e on the ..aaagement. More spccifacally, employm 
feared that profit c:cntrcs would be the first step toward layoffs and further asset reductions when one of the 
division's sales ~cased. Each division's clirccl acrouatability WI! wrifaccd for social harmony rcsuking in a less 
dfacient c:wcrall operation; whereas faxed, variable, and overhead costs could ha~ been more tigbtJy controDcd. 

Company A needed to streamline its opcratioo since approximately one-third of the assets with a net book 
value of USD 15 million were either DOD-productm and/or non-core. Such ratio is common among state owned 
caterpriscs bciJI& restructured as a large portion of their assets coasist of buildiags and aged equipment and past 
investment on social services and assets such as nurscries and holiday homes. In the case of Company A, the 
equipment production division had 90 per cent of assets in buildings and the remaining 10 per cent in equipment. 
HOWC¥Cr, the equipment was 84 per cent depreciated while the buildiags were only 26 per cent depreciated. This 
was in line with the trend among East European enterprises which WCl'C often located iii rclativdy new buiJdinp 
but operated with obsolescent machinery. The constructioof IDSlallation divi5ioo with 23 per cent of its assets 
c:oasistiog of buildinp and 71 per cent of equipment faced a similar problem. In their case, buildinp and equipment 
were 42 per cent and 67 per cent depreciated, rcspccti\ICly. The level of depreciation reached stagcring proportion 
which directly influenced Company A's product quality and overall efficiency. For example, the enterprise's wcldWg 
machines, turret lathes, cutting machines, a.'ld presses that all bad an important impad on final producl quality, were 
100 per cent depreciated. 

fillallCe 

The company was in a relatively healthy fmancial shape due to the continuing sales of products lo former 
USSR markets, Company A's internal cost controls needed to be improved. Although being able to breakdown the 
overhead costs into energy, wages. taxes, depreciation, interest and bank charges. and materials, Company A could 
not point out exactly which of the divisions were responsible for higher overhead costs. Between 1989 and 1991, 
growing overhead costs nearly doubled and ht-came very difficult to allocate bctwcco the two divisions. To correct 
this dilemma, profit centres were proposed to determine which division ncc:dc:d lo improve its performance. 
Although advantages of having the equipment production division operate as a profit centre were outlined and 
presented to the management and the workers council, it was not aa.eptcd as the best fanancial alternative to 
improve performance as well as lo maintain the historical tic between the two divisions. 

Productioa 

Company A was charactcriud by inefficient production methods which exacerbated the enterprise's quality 
and cost control problems. lo addition, the plan layout and material now was not conducive to a rational and 
efficient work now. Although production planning and control identified start dates which led to correct priority 
for loading time, the overall cfl'ed wai reduc.cd by the poor discipline in ensuring that progreuivc adiom were 
taken. The produdioo planning and control system in operation was manual. This had the effect of extending the 
lead time required to emurc the proper sequence of events from receipt of order lo issuing the appropriate drawing, 
specification and production plan, and so on. This often resultl".d in needed components being bought either too 
late or too early leading to bottlcnccb and inacascd inventory COits. To compound the problem, the enterprise's 
inventory control s~em wu inadequate in compa· ison to modern pradices employed by Western firms. 
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Ways to imprcwe Company A•s productive efficicocy iDdudcd combining various opcratiom, pmcbasiag 
stwlard parts and rationatizing design To imprcwe qualily. a quality trail was dcvdopccl consisting ol eipt 5lcpg 
rcvohing around an improvicd doc:wnealalioa Dow. Recommcndatioas wae made to create a properly fw:dioning 
self regulating perpetual iavcDlory matrol system to lower invmory c:osts. 

It sboulcl be DOted lhat ComruJ A in calaalaring die costs conncrted with the dired purchase ol a ~ 
product or part, include a ~ aJlltS ud the wages of cmployices working in storage fanliries Oa the 
other hand. the company did DOt cak;nlatc: costs woc:ialed wida ilnmtory, such as a\'aagc c:apilal tied down in 
ilnaltory or cost of imalory matrol. >.£such, ldive measures were rca-mawled to reduce smplus stock through 
an accurate Wc:ulatioa of imatory DCCfJcd to support ongoing production which subseqnendy led to drastic stock 
reductions. 

ltF.StJLTS AND CONCWSIONS 

Company A•s rcstrUd1lring process led to imJJl'«Md finanQal perfmaancc as a resull of iac:reased human 
resource devcJorment. opmliooal streamlining and employment recludion. la addilion. Company A succ:essfuDy 
implemented its prMaiz.alion programme and is curreat1y operating as a private firm in which 20 per cent of the 
shares are held by workers. 

Due to historical reasons, Company A did DOI create profit ccotrcs rCYCaliag that traditioml bonds and 
asM>ciatioas often prevail OYCr ecoaomic and financial rationale. The managcmelll, in order oot to antagonize the 
workers during seasitiYc privalizatioa negotiations, decided to O\ICrlook the matter. After the eaterprise's 
privatiz.atioa. the issue rcmainc:d \'Cl'J contentious and to dale. ao progress bas beca made to implement profd 
ccotrcs for the two dMsions. 

COMPANYB 

DFSCRlmON AND HISTORY OF 11IE ENTERPRISE 

Company B, a producer of pure linen and liDcD blend fabrics, was founded before World War Il and 
nationali7.Cd in 1949. The eaterprisc. selling its prodUds principally in bulk for use in the clothing industry, operates 
one manufacturing plant in the soutbeasa part of Poland. The manufacturing plant consists of old and poorly 
maintained sp«ialised machines and equipment that are IN> per cent depreciated and aging buildings that are nearly 
SO per cent depreciated. At the beginning of the rcstructuring project Company B employed l,l(JO workers wbkh 
was lowered to 880 in 1992 and reduced again to 680 in 1993. 

Company B produces and sells a wide range of fmisbed and semi-fmished linen products. Over the years 
it bas become the founh largest producer of linen by volume. Among the various products sold. tabledotbs and 
decorative tablecloth fabric accounted for approximately SS per cent of total sales in :i991 and ucarly the same 
percentage in 1992. Company B foc:uscd most of its production on the domestic and the former U~R markeu. 
In 1989 approximately 63 per cent of Company B's sales were for the domestic and former CMEA r.arkets; ~ 
in 1990 exports to the Western markets inacascd sharply from 37 per ceat to nearly 79 per cent of the enterprise's 
total sales. In 1991, Company B and six other Polish linen producers accounted for 90 per cent of the Dation's total 
production in a sector c:omisting of 26 enterprises. A more detailed summary of Compa!ly B's employmcat and 
fmancial developmeuts from 1988 to 199'l is given below. 

In millioa USP 
Employeel• 
Capital employed 
Fixed aucts 
Current auets 
Liabilitiea 
Total sales 
Net profit 
~: Company data. 

• Number of Employeea. 

12!18 
1,17S 

COMP.U.YB 

1282 
1,728 

.1220 
1,314 

10.3S 
10.68 
3.66 
4.11 
7.84 

-0.98 

.ml 
1,15S 

9.16 
8.88 
4.SO 
S.53 
S.80 

·1.94 

1222 
880 

S.12 
6.56 
3.17 
S.o4 
4.37 

-1.88 
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MAJOR PROBLEMS AND CONSTRAINTS 

The sc1cctioo aitcria adopted by the policy making institutions in Poland in identifying suitable restructuring 
candidates quite often dooc by mixing soc»politicaJ comidcra1ioas with c:cooomic ration& Thi\ was the case with 
Company B which was locatcd in a region where uemploymCDl is of over 20 per cent (well above the national level) 
and where regional dc\lclopment i. bcbind the rest of the COUDlry due to the fact that the region is predominantly 
agricultural 

SeJcc:ted by a g<m:mment agency for restructuring. Company B was already viewed as an enterprise with little 
prospect of survival. Indeed. this was poinlccl out in a sub&cqucal gcwcnuncnt commiWoncd linen sectoral study. 
According to the study, the linen industJy could bcccme profitable; ~r. only eight out of 26 linen enterprises 
were considcrcd 'Viable and worthy of sopport. Tbcse eight enterprises were sclccted on the basis of si7.c and 
potential to stimulate growth. which in turn would bpc a positiYc impac:t on the remaining linen enterprises. 
Among the eight enterprises, six arc the largest producers of linco in Poland. All together, the eight enterprises 
account for 70 per cent of Poland's potential linen production. 

Other factors taken into consideration by the sectoral study in selecting enterprises included the following: 
linen production making up ewer SO per ecol of total production, ability to produce finished g~ ecological safety, 
and ability to improve financial posilion of the firm with limited intcncotioos.. Given Company B's si7.c and lack 
of strategic \&due. the firm was not among the eight firms sclcctcd by the sectoral study. Compounding the problem. 
over the last few years linen production in Poland decreased by apprmimatcly one-half. Most enterprises lacked 
money for raw materials, and. with the exception of one plant, all had large operating losses. These losses resulted 
frcm decreasing domestic demand. low profits from exports, and declining quality of linen due to low lcYcls of 
technology and under inYCstmcnt in the <.apital stock. 

Humaa resource clevdopmeat 

Company B's ineffcctivc management that lacked wdl q•Jal.ificd managers, presented a major constraint 
during the restruduring prOCCSL Lacking skills and awareness of the changing market conditions, the overall 
attitude of the management and the employees was pessimistic towards the transformation proces.s. Despite a 40 
per cent workforce reduction, Company B continued to engage in far too many non-productive activities. The 
preliminary recommendations made during the diagnostic phase were ignored by the management that perceived 
the main goal of restructuring was to obtain additional fmancing for the enterprise via the contacts to be made and 
influence to be exerted by consulting company assisting in the restructuring, despite its poor fmancial performance. 
Such a simplified view of restructuring by the management signaUed not only a low level of awareness, but also 
revcalcd a lack of communication between the government institutions and the enterprise regarding the rype of 
assistance being provided. Throughout the restructuring process, the weak and ineffective management that was 
dominated by powerful trade unions did little to increase sales, improve production levels and efficiency, and 
streamline organizational performance. 

Company B's staff and management proved incapable of addressing the enterprise's fmanci:J and revenue 
problems. Besides the fact that Comrany B's internal organization was not well-suited to opercaLing in a market 
economy, the management lacked experience in cost accounting. sales and marketing, production planning, and 
quality control. An excessive amount of support staff, an acute lack of initiative among workers, union insistence 
on wage egalitarianism, and generally low levels of pay that systcmatic:ally discouraged potential workers and led 
to a brain drain of senior staff, contributed to tbc organizational malaise. As such, Company B was a paS6ivc 
partner during the implementation phase with the management placing all of its hope ()D outside government 
assistance. 

Finance 

Company B's rcvenuca declined from $6.8 million in 1990 to SS.7 million in 1991, with the main source of 
revenue being linen cloth sold in bulk. la tcrma of volume, projected aalca for 1991 totalled only 40 per cent of ulcs 
in 1989, and 85 per cent of aalca in 1990. The main reason for the poor financial performance was the collapse of 
the domestic and former USSR markcu. Approximately 80 per cent of Company B's products are sold for export, 
most~y in bulk, with the United Stales being the largest export market. However, profit margi111 arc very small and 
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in far too many cases, Company B signed unprofitable coatradS with foreign partners due to inadequalc cost 
accounting information. 

Since 1990, Company B's financial position bas clctcrionled due to a radical drop in domestic sales and sales 
to the former USSR, as wdl u the enterprise's inability to deaease fixed aJ5IS. Company B's financial problems 
were &lso rcvcalcd by low lcvds of liquidity wilh accouDls payable acecding rcccivablcs by more than 100 pct ceat. 
In additioa, interest pcnalrics have bad to be paid on overdue wrotmls payable. a full 86 pct CCDl of which ha\'C 
stood for al least 90 days since delivery. Compounding the financial problems were the ~ high imatory 
levels for work in progress and 6njslar4 product imatories that are tcpl u bank coDatcnl Obtaining financing 

was cmemely difficult pea that Company B was burdcncd by a government decision in 1987 fOl'cing the catcrprisc 
to involwrtarily acquire a bankrupt linen factory in another region of Poland. Because of the factory's poor 
fmancial condition. the bankrupt plant's all fixed assets and factory's debt wcrc taken ewer by Company B. 

OrpaizatiOll 

The role of the labour unions within the organivirion coatributed to the internal paralysis of the company. 
Despite the deteriorating 6oaocial siluation, the trade unions dismissc:d the radic:al plan to reduce employment. 
Instead, the unions presented an alternative plan in which the lcwcl of employment was to remain basically 
unchanged. To keep production going. the unioos also agreed to cootinuc signing unprofitable contracts which wcrc 
to be baJanccd through overhead and support cost reductions. These cost reduction measures were: acarioa of a 
voluntary fire department, reduction of energy costs by installing energy control measuring dcvic.cs, elimioaring the 
middlemen when buying raw materials, and not hiring outside scmcc and maintenance fums. Sim~ put. the unioos 
proposed a plan to do ~ internally which, contrary to the unions belief, would oaly rcinfOl'ce vertical 
integration. The lack of a strong management counterweight to the unions effectively blocked the rcstruduring 
process. 

RECOMMENDATIONS: 

During the rcstruduring project. it was initially proposed that Company B's workforce be reduced by al least 
185 individuals to a more manageable totaJ of 880. As the general situation deteriorated. an emergency plan was 
developed to further reduce employment fr'lm 880 to 682 by reorienting activity towards the core business. The 
radical rcstruduring plan to save Company B was ignored by the management and the foundiag body that feared 
an inacasc in unemployment. The plan was also opposed by the Trade Unions. However, the real risk of totaJ 
collapse of the company forced a re-consideration of the plan. At that point, the founding body allowed Company 
B to be administered by a management contract in which the old management's decision making powers were 
drastically reduced. However, by the time the top management was dwlgcd. approximately 18 moatbs passed and 
Company B's financial situation reached a aitical state. 

When it was proposed by c.utside consultants that the organizational structure be changed, very little WU 

done. Lack of adion on Company B's behalf also coatn"bured to poor strategic decisions. Rcc:ommendatioas to 
change the General Manager and hire a new sales and marketing director as well as a new economic director were 
ignored. As such, the General Manager retained all three functions leading to a vertical dccisioa making proce11. 
The General Manager had so much power wacentraced in hi5 bands that little counterweight existed to chaUcagc 
hi5 dccWons to sign unprofatable co1Hracts. This was cspccially evident in the area or marketing and sales wbicb 
made up a large portion of the strategic recommendations. 

Humaa resouru dnelopmeat 

Recommendations were made to train Company B's staff to acquire Wlb to develop a strid and more 
sophisticated fmaacial management and cost c.oallol measures. Lack of an effective COil accountiag syscem 
prevented C'..ompaay B from correctly calculating the co&U of each product being produced. M such, the enterprise 
was poorly prepared for developing a pricing lilrategy. In addition, the lack or busincsa planning. rcasibility studies 
and economic modelling did not allow the enterprise to quickly calculale the brcakcven point and adjust to rapidly 
changing markets. ThCliC wcakneucs bad rar ranging coasequenw as demonstrated by Company B's fananrially 
disastrom decisions. When time arrived to negotiate new contracts. :the management made strategic blunders which 
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resulled ill money losing CQlllracls being ~ed. For CDmplc. tbc Gcacral Manager. no also acted as tbc sales 
and marketing director as wdl ..s prochaclioa direclor. siped a series of export COlllnclS of wbicla all iDcrediJlc 96 
per c:eal were unprofitable. Wbca coafroak:d wl asked to justify lbs clcci9oas. tbc GeamJ Mauger claimed tlYll 
tbc foreip markets were so importMt to die future of die ClllCrprisc tlYll they had to be held at my mil. 
Comcqueady. in all effort to save Compaay B. fiaw:ial dec:isioas arrived al wilbout tbc support of sound cnst 
l(t'OUDling systems only mc:crt.led die Clllaprisc's already wc:al fi-e"Cial pnsition. 

It w also rcoommc:nclcd tbal a Markctiag wl Sales clcpertJaClll be ~ to improve Company B's 
ability to monitor foreign wl domcslic markers. EmpUsis w plac:r:d OD defining tbc maia tasks for each ~ 
of tbc departmeat and each employiee wl die idcntif'tea1ioa of c:xport aukcts ill tbc US. EEC. wl Soulhcut Asia. 
In addjrion, all effective cbaesaic disriJutioa stralcgy laeid to be cladopc:d. 

Uulc emphasis was plaa:d by die uaioas wl die •all'O"'DCI" OD quelity CODlrOI issues wbicb were scee as 
one of Company B's grcalest wicUncsics As suda. tbc reorpail.alion of tbc Quality Coaarol 5CClion was 
recommcadcd that entailed me. Ung tbc Head of Ouality Coatrol diredJy am>'dahC to the Manasing Director. 
In addition. specif1e Olldlines ol resp>'l'Olitics for eada inspcclioa managrs and spcrialjst wcrc made. H~. 
these recommendations were ignored and Company B coalinucd to baw: problems wil quality. Coasequeady. oaly 
TT per CCDl of produced linea fabric fulfdlc:d iDtenulioaal c:xport quality sawbrds. wlaiJe tbc remaining 23 per c:eat 
of production w generally proccs.scd into simple finished products ud sold domeslically for a w:ry low price. 

RESUL'IS AND CONCLUSIONS 

Despite a Slroag resisranc:e to daange chuiag tbc restructuring wl implemcnlation phase. certain 
improvaneats were~ For eumple. cmploymc:al w rcduc:ed and approximately :Z.- per cear noa-procluc:tM 
assets MrC separated or eliminated. la edditioa. 1.6 per c:eal of aoa-corc assets. suda as the nursery wl 
kiadergarten. were sold. Howew:r. oaly whcu tbc financial situatima ol Company B clcFnerated to a poinl of 
baakruptc:y were addilioaal steps takea towards red•acing assets by a new men..,..eat team hired by tbc founding 
body. 

Recommc:odalioas prcscated to Company B chuiag tbc di'llP""'ic phase addressed the most urgca1 problems 
CDCOUNered during tbole three moatbs. As tbc financial situatioa coalinucd to dderiorate over the aexl six moadas. 
additioaal recommendations Tt"Cl'e made to rdled Company B's changing rcalilics. More drastic steps were 
recommended that cocompaucd deraning a new prol'dable product mix. implcmeating a new sales and marketing 
strategy, reducing tbc organaatioaal strudure. dividins respoasibilitics among the top m•n..,..ent. and idcatifyiag 
the main IOlll'CCS of pr'ol'd and COIL Three 11CW (IJWICial busiacss plans were c:rcaled based OD future pr'odud mix 
sccnario5 and as.sets that would muimise machine and labour cfflcieacy. Rccommc:odations tr.UC also made to 
~a bcucr working relationship with Company B's debtors and aeditors. with partic:ular ancatioa pa to tbc 
eatcrprisc•s sourc:e5 ol fiAance mWablc at that time. 

During the implcmcatatioa phase, yet more Slriagent rccommcndatioDi were made purely as a lasl resort 
due to the collap$ing rllWICiaJ lituatioa ol the CDlcrprise. As a re&ull of iadecisiw: and delayed dccisioa-making by 
the management. few options remained that did not include draslic llcp6. F'mal rccommeadalioDs to the 
man..,..eat, unioas and fouding body focused OD acating a acw catity based oa core produdioa uails. Various 
financial and orpnizatioaal simulations tr.Uc prcseatcd to the CDICfpr'ise in order to accelerate the implemeacation 
proccu needed to reduce the company to core pr'oductioa uaib. Despite tbcse appeals, Company B's uaions 
rejected the plan which they perc:cMd to be too drastic in the area ol staff reductions. Instead. all akcrnatM plan 
was offered by the wlioas wbicb also failed to corrCCI the catcrprise's problems. 

Due to the intrwigeac attitude ol the uade uniom. weak maaagcmeat, and lack ol exposure by the staff to 
modcra bulinea prac:bces. the rc.aructuriag prOCCSI CllCOUlllertd formidable obltacb. The deteriorating (manc:iaJ 
lituatioa rcacbed a poiat where. without debt reductioa aDd all actM iavotmneac from institutional policy making 
bodia,littJc hope ol swvMJ WIS giw:D to Che eatcrprise dc&pice the belated arrival of a llCW managcmem lealD 
willing aad able to implelDCDI a drastic restructuring pr'ogrammc. 
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COMPANYC 

DESCRlnION AND HISlURY OF TIIE ENTERPRISE 

Established in the mid-1950s as one of Poland's leading manufacturers of telcvisioo sets. Company C under 
the old system enjoyed pmsperity up till 1989. However, the open market policies adopted in 1989 by the 
Gtm:rnmeot in the transition to a competitive market economy resulted in increased imports from Western Europe 
and A'ii.i threatened Company C's domination of the Polish market. From 1989 to 1992, Company C's market share 
dccreascd at a rate of approximately 5 per a:nr per year. lo 1991, Company C controlled 16.5 per cent of the nearly 
1 million units per year Polish market for television sets. Although the systematic dcdinc in sales stopped at the 
cod of 1992 due 10 organizational changes and an increased market focus, Company C remains in fiDanciaJ diffJCUlty. 
Besides the core plant producing 1elevision units, three Olher affiliated production facilities have operated under the 
same umbrella. These included: 

- a production facility for television components 
- a production facilily for profcuiooal telcvisioo equipment 
- a production facility for wooden TV chassis 

Throughout its history, Company C has been plagued by an organizatiooa1 structure that included loo many 
non-core production assets such as maintenaoce, chemical plating. and recrcatioual services - along with an 
overgrown employment structure. A detailed summary of Company C's employment from 1988 to 1992 and fmancial 
developments from 1990 to 1992 is provided below, re~ its worsening fmaocial condition as a result of lost 
domestic and foreign markets. 

In millioo USP 

Employees• 
Faxed assets 
Current assets 
Liabilities 
Total sales 
Gross profit 
Net profit 

Simm:: Company data. 
• Number of Employees. 

3,429 

MAJOR PROBLEMS AND CONSTRAINTS 

Fiaaadal problems 

COMPANYC 

3,m 3,248 
21.46 
26.94 
8.79 

101.20 
10.14 
5.01 

l2'l1 1222 

3,165 2,123 
24.87 19.57 
20.31 13.67 
32.11 32.06 
51.35 3739 

-14.28 -1.12 
-14.49 -732 

One of Company C's major problems stemmed from the financial difficulties caused by declining sales of 
television units from SlOl million in 1990 to $37 million in 1992 due to increased import penetration. Due to the 
rising losses, fmancial negotiations commenced with the main acditors: a state bank and the State Treasury. 
However, the management lacked skills in business planning, fmancial modcUing, and feasibility analysis. Company 
C's other major problem was the lack of exposure and familiarity wirh modem business practices that encompassed 
not only f mancial area.\ but also marketing and organizational faclds. 

Company C relied on manual simula1ions of potential business scenarios that were time consuming and 
cumbersome. Once calculated, lack of computeri7.ation prevented quick adjustments to changjng market conditions 
and ocw counter-proposals presented by the main creditors. As such, Company C was at a dUadvantagc when 
negotiating with credirors who could quickly develop an alternative position. This problem is endemic in Poland 
where financial institutions hold a great advantage over enterprises such as Company C in terms of knowledge, 
ausiness tools al their disposal, and negotiating flexibility. 
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Company Cs underdeveloped marketing and sales dcpartmenls also conlribuled lo its problems. Behaving 
more as a passive sales order proccs.sor rather than an active collector, analyzer. and disscminaror of market 
iuf ormatioo. these c!cpartmems posscs.scd limilcd knowlcdgc of lhe competition and were CXllDpletcly unable lo 
quickly spot trends such as lhe entrance of foreign producers. 0\-crall, modem marketing and sales skills were 
lacking which required immediate corrective action in the form of increased and intensive training. 

In addilion lo financial and marketing prob!ems. Company Cs bloated organizational SlJUcturc arising from 
vertical integration and the previous regime's rigid employmeDl policies l'lladc staff reductions curemely difficult. 
This in tum led lo ineffacicnt production, poorly motivated personnel and tensions among the ranks. Internal 
c:oaflicts were common within the managcmem. regarding the short and long-term rcstruCluring goals, and between 
the top managcmeDl and lower level employccs pertaining to the course and speed of necdcd cbangcs. The top 
management was replaced three times as a rcsuk oC disputes among the management and trade union opposition. 
This struggle and accompanying commotion ovcr the future shape and strategic direction of Company C revealed 
that rcSlructuring is perc:civcd to be many things to many individuals and the emergence of CODSCDSUS among the 
Slaff to undertake expeditious action is long and diffac:ult. 

Company C's production and asset management proved inadequate for modern television manufacturing. 
With a lotal of 2215 employees in 1991, oaly 885 were directly imolvcd in productioa The remaining 1330 provided 
indirect support consisling of facilities invmcd in injection moulding. stamping. plating. varnishing. holiday resorts. 
training, shops and service, design (construction), maintcnancc, and security services. Despite the presence of 62 
sccuriry guards. major incidents of th=ft plagued Company C. Despite an overblown orpnintional structure, certain 
strategic positions were not staffed. These included the positions of a Purchasing Manager - a aitical function in 
the indUSlry - which rcsuhcd in limited awareness of the market for supplies. As was done under the old system, 
supplies were purcb.'ISCd from stale producers with little effort devoted lo reduce costs through alternative suppliers. 
Such organizational paradoxes poiol to the limited cost awareness culrure in Company C al that time. 

RECOMMENDATIONS: 

n .... raoun:e deftlopmat 

To improve Company Cs competitive position, ooe of the leading recommendations focused on human 
resource development. Reducing the k.oowlcdgc gap berwccn Western firms and their Polish counlerparts became 
an urgent issue in creating a market oricnced enlerprise. Top prioriry was assigned for improvemeol5 in marketing 
and sales, financial planning, cost accounting, organizational efficiency, and qualiry awareness. Consequently, the 
creation of a management team well versed in modem business methods and supported by an energetic marketing 
and accounting dcpartmenl5 became the lop prioriry of the rcSlJUduring programme. 

Orpaizatioa 

Organi7.ational restructuring focused ~ .. streamlioiog the opcra1ion by cooccatrating on Company C's core 
busioeu activities producing only televi5ioo sets. As such, reduction in excessive support activities taking-up 
approximately 80,000 square melers became the lop priority with such departments as chemical plating, tool shop, 
transportation, maintenance, and rcacation being liquidated or spun-off. The slmv process of implemenling 
restructuring rccommendalions is still continuing and so far bas reduced lhc operation to its core production units 
utilizing half che amounl of space as before. Shedding surplus assets was not only needed lo improve organizational 
efficiency and competitiveness of Company c. bur was also a prcrcquisilc lo negotiale debt reductions wilh its main 
creditors. 
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As the first logjcal step to improve Company C's iateraal perfonuace. the management tried to improve 
ils debt negotiating posilioa widl the bmk wl the Saale Treasury. Crcdilcn were invited to take part in a 
partnership that would take OVCI' thole ol Company C's Wd5 which were esscnti,d for manufacturing television 
nils. PattDcrship options ilnohcd debt to equity swaps hued OD market value, debt-to-cqcity swaps based on book 
Yaluc. wl/ar cash CODlribulioas by the buk or the Stale Treasury. As widl oda CDlcrprises in the region. suca:a 
or failure ol a restructuring programme docs not depend only OD inlerDal changes. but is inftueDccd by the ac:tioas 
ol many esteraal instilutiom. 

Company C clue to ils growing M•Nial problems needed intensive ac.sjstaacc from govcrnmcal ministries. 
agmries, wl the state hanking sector during the rcstrudUring proc:ca. Previous attempts by Company C to inw>hc 
these inslituliom were iporecl clue to ec.puy Cs +dining M•ncial posilioa. the instability ol management. wl 
tbe apparcat inability to launch inleraal cN"W'"L As such. it w up to Ccapany C to first show positive results 
ol the ratructuring pnipammc before active mwohemall muld be espccted from the cstrmal institutioas. Tllis 
bappcacd in the fourth quartu ol 19112 wllca salcl ol lclcvisioa uail5 iDcreascd noticleaMy due to inleraal 
rcorpaiDlioa. improved ~ wl salcl efforts. wl increased finaNial awareness ol the staff u a resull ol 
inleasivc training cfrolts. Al t.laat point. the buk ~Company Cs acw business plan. To help the mmpany, 
the buk also apeed to defer part ol Company C's paymcau (approximately SO per c:eat) until the company 
improved ils financial posilioa. 

Fbibilily shown by the bank also ~ the company's improved sales u wdl u on-going aegotiatioas 
bctwcca the EBRO wl the Polish govcrnmcal to restructure the bad debt portfolios of Poland's leading banks. 
Wiiia ~ as9saancc of the leading Polish Baab. EBRO will sclcd approximately 20 potCDlially viable catcrpriscs 
to form a holding company. Company C is likely to be included in this group of promising companies. Tbc holding 
company will take over all debts of the participating catcrpriscs wl with fmancial resources frcma EBRD and EECs 
PHARE Programme will rcacgoliate lou terms. debts. wl acdit agrccmcau. Participating Polish cotcrprises will 
ba~ their bank debt rcslnldured in order to opca new opportwitics, which were previously impossible to rcali7.c 
due to crusbing financial obligalioas. 

Rccommcodatioas also focused OD production proce55 improvcmCDl5 tbal were alSlly and obfuscated. For 
example, in 1991 production planning was based OD lbc be! of stoctcd materials and compoacots and altcatioa 
to quality played an insipifac:anl role. To improve productioa planning. rccommcadatioas were made to develop 
monthly production plam. order maacrial and compoacats 10 match the plan. collect information OD saJcs.. and 
moailor television stock bds. lmplcmCDlalioa ol lbcsc step& rcsuJtecl in improved scbeduling of W>lume and 
assortmeal of production by the production and procurcmcot dcpartmcau. 

RESULTS AND CONCWSIONS 

Tbc third cbaagc of manaae-cot in Company C producecl a stable ud dedicated staff of managcn adMly 
supporting lbc restructuring proces1 tbal led to a acatioa of a core arganizatioaal structure focused OD tclcvisioa 
production. Company C's oricntatioa OD core busiDCS6 activities led to separating or liquidating suppart activities. 
and rcdcfming plant la~Ul and redesigning produc:tioa prOCCll OD a more ratioaal basis. 

Tbc implcmelllalioa of a new motivatioaal system to rctaia cxpcricoc:cd Slaff was a major success for lbc 
company. Tbc main clements of the new motivaliooal system comisled of lbc Managing Dircctar earning S.8 times 
more compared to a manual worker. Other cliffercaca in pay included: 

• Chief ACCOUlllanl ~ S2 times more 
• Chief Designer • 42 timea more 
• Dcpartmrnl Manager • 3.0 times more 
• Deputy Manager • 2.4 timea more 
·Skilled worker· 1.S timea more 

Thia pay Kale was forced thorough despite objections from lbc trade uniom who preferred an cplitariaa 
pay system. The management justified pay increases on the buis of more reapomibility being given 10 each worker 

' 
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within the hierarchy. Altbougb such pay cliffCRDlials may seem sma& by Wcstena standards, they arc a peal !.lcp 
forward foe an enterprise wlacrc prcWJmly salary scales were rougbly the same regardless ol func1ioas performed 
and skills po&SCMCd 

Restructuring also catailM cleYclopillg an ac:tM policy to work wilh Company C~ founding body to 
commca.cc ownership traasfonnalion. !a the asc of tclevisioll llWUlfac:turiag. all legal qucstioas rcprding 
ownership required the fouadiag body's apprG\'al. Due to iastihllJoaa! iacrtia. decisiom c.oaccraing such vilal mas 
as the ddiaition of and 118JCC1DClll OD C.C.puy Cs CIOIC busiecu wae a.idrcsscd very slowly wbidi in turn 
influcaccd the speed ol the rcsll'UChlrillg prognmmc. /&£ suda, 111aelfT9Clll1s drive to acale a new lcpl Clllity on 
the basis of core produc:tioll units Us bcca siowa' 0a expected dllC to CJlcrnaJ factor5. 

Empba.m OD training improved lbc m........,.,'S fut~ skils in busincs.s pWt cbdopmcot. placillg the 
company oo a mocc equal footing with its c:rcditon. New fmaacial t.iaess plan iaitiatiw:s took ildo coasidaatioa 
Company Cs restructuring acbiaaneals ud a~ Shlri. was~ by staff acwly trained in market n:scardl 
and analysis. Based oa the new busiaca plm, Compaay C ,,,..menc:ed implemealing a debt ratructurillg 
programme inW>Mag the buk and the rdcYat IJlll"'Cllllll imtil9lioas. To restruc:turc the lira's debt. the cmapaay 
agreed to pay the bank 10 milliard P2J.. in iatcrcst. by the cad ol 19112 (approximately S SOO.OOO) in order to COllliauc 
the debt rcductioa discussioas Foe more thu omc-balf ol Company Cs supplier debl. all agrcemcat was reached 
to repay the debt in instalmCDlS wilbout addilioaal pe-"Y inlacst being c:hargcd. Company C ako agreed to make 
regular paymcats to the stale budget foe social security. H~. no dccisioa was rcacbcd regarding back paymcals 
foe lllrlMWa' tax. 

The management acrMly supported restructuring tbal focused oo production and tcdmologjcal 
improvements. Using ils own tedmology and rclyiag oa coopcralioa with Wcstena f1J1DS led to major' procluc:t 
improvements in tedmology, quality and in the aesthetic appeal ol tclevisioa waits produced. As a result. sales ol 
television sets increased in 19112 and 1911.J. la addition. mar'~ improvements bclpcd to boost sales through a 
better pricing strategy and all agres5M promohoaal ampaip. Company C also offered discounts duriag key 
period ol tbc year such as at Orislmas ud targeted key coasumcr sepeats. Information rcprcling Company C's 
CODSWDCrS was obtaiacd through a systematic anafyW of collccled information. Da<clopmcut ol a market data bank 
helped greatly in this area. 

CONCLUSIONS 

Based oa UNIDO's CXJICricacc in Poland. restrucluriag of the enterprises, in general, redua:d employment 
by around 33 per ceat, aad agcas by around 40 per cent. Sales in the enterprises remained around the same bcl 
as before the transformation process in Poland bcgaa. but tbcsc: sales fmgures rcflcct market prices rather than 
agreed COMECON cootracu. 

Akhougb the management aad labour of the enterprises initially perceMd restructuring to be a ~ to 
reach acw fiaaociag and in\atmeat sources to improve production, tbc integrated restructuring process proved to 
be quite different. Restructuring as sbowa in tbc three cases coasisaed of a series of ac.tioos accded to improve the 
enterprises' immediate domestic competitive positioa, and in the longer term meet intcraatioaal performance 
Slalldards. lo m05l caw, these actions entailed orgaai7.atioaal changes pertaiaing to persoancl and pbysicaJ assets, 

human resource development, faaaacial restructuring such as dcbt write· offs. debt/equity swaps, refinancing. 
tcchaologiaJ improvcmeots, and ownership transformation. Ia certain spccifac caw, as ia Company B, rcstruc:turing 
also included aaaly.tiag bankruptcy options in order to minimil.e bles. 

All three cascs r~ that the restructuring procea is a lengthy and complex undertaking demanding 
eaormOUI commitment aad pe~raac.c from the management, expertise from advisory institutions, fmancial 
1upport from state aad banking sectors, aad active inve>Mmcat and support of the founding bodies aad other 
r:lcvaat Government bodies. Thil c:om1ellatioo of factors must abo take into c.oosideratioa the lcgaJ, political aad 
regulatory eaviroameot lbat influcDCCI the progres1 and IUCCCS5 of restructuring programmes. To be succcWul, the 
case& haw: shown that restructuring lhould be a dynamic comprebcasM aad integrated programme lbal cxamillel 
both the internal and eXleraal enviroameats innucociag tbc enterprise's immediate, sborr, and long term pr06pem. 

la the sucasalul casea, eaterprisca were able to increase their competitive stand by improving modem 
bulincsl lkills, introducing a market oriented organizational structure, and adjusting their product m~ and COii 

strudurea u required by new market conditions. Training provided for the enterprises became an important agent 
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of dwtgc • !he ma11agemeat impnMd its managerial c:apaciries DCC'CSA'Y to suivM ia a new economic 
enviroameDt.. Also. ~ putic:ipllitla by policy makimg imtituailms ia die rcstrucluriag proc.es& emerged as a 
critical factor for sua:css la difficuk c:ascs, die m•••"'CPI ud die employees provided little support for iadUSlrial 
rebabilitarioo and SJSlea'alic:ally opposed die stndUral ch•ngrs 8eedcd IO improve the Clllerprise's com~ 
posilioa Compounding die problem was die passivity of ftriom policy making bodies in tbc rcstrudUring 
programmes as witnessed ill die cues of Companies B wt C. 

Tbc overall shortc:omU. of the Polisla business eaviromaeul ia Tdaida tbc cal~ opcralCd created 
formidable obstacles for die rcstrucluriag process. TlllCSc wac cspcriaDy eWlenl in die areas of hanking and 
financial seniccs. capilal martds. ~ policy mablg boclica. lcgal/rau1ioa macs, wl pllysical 
infrastructure. particularly iudcquale 1clcoommuaic11iom aad I08d SJS1C1DS. Tbc inOuc:ace of an c:xteraal policy 
caWoamcnl bcc.alDe thal audl more rdmBI liDce ~ cnraW ialcgratiag the objcdives of iadusarial 
policies witG micnHcvd CDlCtprise dctisiom 11lc dear implic ~ is daal it becomes Nnpcralftc thal aalioaal 
dccisioa nubs should make muda peater dforl to uadcntmd wl apprecialc: die diffic:ullic5 faced by Clllttprises 
wt tJa DCCds during the rcslrudUring prOCCSL Assistance by wdl informc:d wl concerned institutions. prod 
to be a sipifteaDI boost for Clllttprises !.lrUgling to improve their mmpctilivcacss. 

Eatcrprise Le~ Rcslnleturing Comtninls 

'fbc economic viability of tbc three CDlcrprises w mdanrcd by die new and unfamiliar pressures ud 
challengn of tbc transformalion process frcn ccntrally pla•necl IO a market oriealed c:conomy. Ia all c:ascs, tbc 
eaterprises CDCOUDtered cleflCieacics in terms of lmowledgc ol modern business pradicc and •aHgr:meat skills. 
especially related to financial engineering, C05l ICXOUl!ling. marketing. improved ledmologies, aad distributioa. 
Furthermore, tbc eatcrprises DCCded immcdiale aneatioa to reduce &OD-procluctnc assdS and imprOYC activities 
covcriDg the eatirc spednllD of maaagrrial fuDctioas. 

The ability to quic1ly cliagnosc an ailing CDlCtprise aad rccommead immediate short term changes was u 
important ~ for bard pmse.d ealerpriscL Tbc diagnostic formlllalioa of rcstructuring programmes was a first. 
and rdatMJy C4S'J slcp. siac.e ID05I of die work was doac by u outside expert. H~. the aext slcp was much 
more difflCUlt siac.e it enlailcd pcrsuacliDg the maaagr:mcat IO commcace implcmealiag changes in the shortest 
possible time. The diagnosric and implemea1a1ioa steps demanckd a dwtge of mCDlality among the maaagemCDl 
and workers which, in c:ertaia cases. required crcaliDg a complddy acw managcmeat team to ovucomc built-in 
rcsisraoce to the rcstrucluring procca. For example. in the case of the Polish tcbisioo plant. tilrcc managcmCDl 
lcams were changt.d before a rcstrucluring programme was lauacbed. 

As a rcsull of divergeaa managcmeat anitucb, the diagnostic phase of rcslnleturing produced 
rccommcadatioas tbal were sometimes acccp1ed ud somelimes rcjcc:lcd by the muagcmeat ud workers of die 
eaterpriscs. Thus. although immcdialc decisiom wuc needed to ~ a turnaround plu and arrest Company 
Cs and Company B's dcdiac. maaagrmcal and worker inertia prc"¥allCd immediate actioas from being taken. la 
the case of the liDca factory. both managcmeat and labour oppolCd rcatructuriag plans to CSlabliW a new basis for 
viable production and overall growth. Contributing to the difl"ICUltic4 was maaagcmeat's iaability 10 undcrscand die 
implicatioas of the oagoiag ecoaomic trwformalioa proces1 aad their direct ud indirect impact oa the liDca 
muufacauriag sector. The strong oppo5itioa ol Trade Unions to reductions in cmploymeat also pr«Md to be a 
major coastraiat. particularly for Company B. 

Furthermore. there were difl"ICUltiel in implcmcaciag differcntialed pay scales c:ommCD$W'alC with skill 
differentials, as there were also difric:ulties cxpcricac:cd in introducing incentiYe scbcmCL 

INDUSTRIAL HUMAN RESOURCE DEVELOPMENT 

The catcrprilea faced a number ol new and challe"Siag probleml rclaled to bumaa rcaource ~cat. 
Given the pp bctwcca lbc skil1s ol enterprise maaagcmCDIS and thole required for managing cff"ICieat and 
c:ompetitM eaterprilea. trainiag became a piwCal clement of the rcauucturiag proc:ea. la the particuJar case of 
the PolU liocn plan1. tbc skills of the management and labour •re far behind lholc required lo mcct tbc emerging 
DCCdi of the markel economy. Consequently, this enterprilc'1 management lcam produced organi7.a1ional paraJysis 
and uJtimalcly were unable to carry out rcslrucluring. 
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la additioa, all of the cntcrprm Md an underdevdopcd mid-level management team resulting in an 
UDWidcly dec:isioa-making strudUre tbal stiOe4 acabvity. wlcrmincd motivatioa. and diluted rcspoasibilily. 
Akbougb a better trained top aaaag'CIDClll tcam did mmpcasate foe some ol the inadequacies ol lowcr bcl 
management, the implcmeatalion ol restrudllriJlg al the mid-bd and below frcqueady CDCOUDlcred resistance. 
These problems were cxaccrbaled by the enskillrd labour fon:e and by tbe tJade uniom and self-managcmeat groups 
lhal viewal restructuring wilh trepidaaioa la gcacral. the sm ol the rcstructuring programmes was dcpcadeat 
OD the skills and bowfedge wilJaia the orpniDfioa. fAoking from tbc lop o( the organjzational pyramid downwards. 
moclma business skills and bowfedge typically deacaKd. respiasibililies were more diffuse., and resistance to 
restrudUring became more liercc. 

la many ways. traiDiag can be a powerful tool foe c:onseBIUI baildiag among a eaterprise's persoand by the 
way il aealcs a busiocss c:ukure based OD sbarcd and illlderstood principles. Tbc gcacral lack of a broad set of 
cukural and behavioral staadanls amoag ClllCl'prisc •anaw:mca1s and labour is a considerable obstacle in the way 
of building corporate ideatity. •ission. and mategy. In addition. tedmologial change launcbcd by the restructuring 
process demands a better traiDed and Oc:siblc workforce. Training and improved com~ arc iDcdricably 
linked. especially as bowledge based iDdusaries edve ia CEE and the f'SU COUDlrics. 

Tbc expcricncc of the t.brce iDduslrial restructuring cases showed that imprOYCd competilM performance 
is directly tied to defmiag and tbeo bcucr utilizing the aitical bumaa. financial, and physical assets of the eatcrprise. 
Tbe case studies iadic:ale dearly that imalmeat in human resource cbdopmcat sbGuld be made a top priority. 
For it is the human resources ol the eatcrprise that will decide how dliciently and productivdy assets will be used 
and how skilfully fmaocial engineering will be applied to improve cost reductioo measures and dcbl negotiations with 
main creditors. Successful restructuring programmes clcpcad primarily on the stills of eatcrprise managemeat. 
It was aoticcablc that managemeat teams that bad been apost.d to modern business practices provided moce actnc 
and dl'cc:tM support for restructuriag. By CODlrast. enterprises where management teams functioned as an 
administratnc body for disscmiaat.ing commands, restructuring was much more diffacult to implement. 

PHYSICAL AND ORGANIZATIONAL R£STllUCIURING 

All three catcrprises in the case studies suffered from common problems of misalloc:atioo of resources, 
CMnDallll.iag. and bloaled orgaaizatioaaJ strudures surrouading the c.ore business unit. Enterprises were all 
'YUlically integrated. How lo become more "'borimatar look on a new dimension: Slaff accustomed to taking orders 
from tbe central plaDDers suddcaly bad to adap( to radically diffcreat ccoaomic priorities. Such drastic change 
requires time to allow imprOYC1Dents ia the c.apabilitics of eaterprise maaagemcat before they operate with similar 
business skills, knowledge. and iaformatioa as their Western competitors. Unfortunately. lime has been a very 
sc.arcc commodity in Poland. 

Besides establishing a proactive markctiag and sales dcpartgent which all of the enterprises lacked, a markcl 
orientation required departments to refocus and coordi.aate their adMtics and make the a~omcrs' needs their top 
priority. Creating a network of interactive departmeats sharing information and def ming commoa objectives is thus 
a vital clement in restructuring enterprises as market oriented business entities. 

nNANCIAL RESTRUCJtJRJNG 

In all three cases, the restructuring programmes r~ that Poland's banking aad faaanciaJ sector needs 
training to develop skills and improve c.apabilitics iD supportiag catcrpriscl being rcstnleturcd. Corporate fmancc 
requires a sophisticated cadre of working Jperialids well lraiaed ill risk management, forecasting. and familiar with 
the gcacral objectives of rcstruduring programme. Tbc shortages of experienced and trained staff in both the 
banking and fmaacial service sector and ill cnlerpriscs tbemseMI, bad iD the case of Company B, a deleterious 
influena: oo the pace and the eventual outc.omc of tbc restructuriag programme. To allma1e this problem, it is 
essential to ~lop joial bank and corporate client training programmes so that both 5idc$ rccopise they arc really 
partners. In the long lerm, Poland will aecd a well fuactioning banking system to monitor, &s6CS6, and where 
nccawy, control the behaviour of tbOIC enterprises currently being restructured. 

In the more dilfacuk casa of Company B and Company C, thc banking sector's reluctance to engage iD 
fmancial restructuring was tied to the daogers of the banks cxilting non-performing loan portfoli06. Consequently, 
restructuring efforu that could bav.: included 5ucb fa.oancing options as debt-equity swaps, debt consolidation, and 
maturity eJlcmion were not even considered by an illiquid and undcrc.apitaliacd banking system. As the balaJlce 
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sheets of the enterprises ud tbe loan portfolios of bub clcterionled in para1·ic1, the political wt eamomic 
pressure iDcrcaKd on stale govermneal to illlenae and rccapiaaJPt: the banks and dean up the caterprise balw:e 
sbcc:ts. 

Poland's ~ capilal markds have also proved of limited use as a soura: of financial support for 
restructuriag and privatiz.atioa progJUUnCL la the case 5ludics, all elllCrpriscs expericaced finaor:ial difficulties 
Fmancial restruc:luring ud privatizalioa eoillinues to be dcpeaclcat on tbe pace of cbclopmeat of the Polish 
hanking system. the strcDglla of the rmeiA stock market, ud the availability of specialized fina!VW engiDcering 
expertise for caterprises. 

As capital markets~ fiDanciaJ institutiom will uadoubtedly play an infJucatial role in COl)JOQle amtrol 
and thus in the c.orponte govanwe of resttudumi ud privatiz.ed ealerpriscs. W"llh the auaicipated growth of 
matmeal funds based Oil • diluted system of ownership. capital market imtitutians wiil be in • powctful position 
to moaitc.r and imtill discipliae in the iaten:sts of improved corporate govcraaace of privatiz.ed enterprises. 

PRJVA117ATION AND CORPORA.TE GOVERNANCE 

A key element of restructuring. ud some would argue the most importaat. is privatiz.atioa. The importaace 
of ownership change at the macro-ccoaomic level is related to the crilic:al mass of private owners that CEE states 
desire to create in the sburtest po5liible time:. An expanding private sectOI' is. it is argued. an indispensable 
ingredient of an efficieutly operating market economy. Al the micro-eoooomic ~ privati7.atioa is seen as the 
most effective method to create an innovative managrrial class familiar with modem business practices and, drMa 
by iaccatiYcs, to inaease the enterprise's mmpeldM position by improving cost effacicacy and allocatioo of human 
wt capital resources, and to cstablisb a flcxiblc orgaoizatioa c:apablc of adjusting to markd changes. 

The case studies are a fair reflcctioa of tbe ~ pace of privatiz.atioa among state owned Clllcrprises. For 
csample, Company A privatiz.ed using oae of the most popular methods, the purchase of an elllerprise by the 
managers and employccs. n~. to nm a aewly privatized operation successfully, the managers and the 
emplo)us still needed a crash c:ourse to improve their skills in such criticaJ areas as finaDciaJ managnaent, cost 
accouating, marketing. and modern tcdmological methods. Generally, the higher the skill levcl of tbe managcmelll 
and employees, the mOl'e likely the enterprise: is to become private and compete effec:tMly in a market oriented 
ccooomic: system. In short, human resource ~lopment, OI' lack of it, can be as much a constraint on privati7.atioa 
as shortages of capital. 

The issue of corporate governance is also important in privatizatioo. In the cases of Company B ud 
Company C, the lack of actM involvcmelll by the state founding bodies, the legal OWDeB of the two elllerpriscs. 
slowed the restructuring proces5 and subseque.ll privatizatioo effOl'lS. Tbe absence of a corporate govcrnaace 
culture where, the owner takes the occessary time lo ensure that the enterprise is well managed and profdable, 
ruulted in confusion and contradiction in those enterprises experiencing serious fmancial difflCUlties. Thus. 
Company C failed to rec.me quick support from the founding body neccswy to permit timely liquidation of non
produc:tM assets and re-«ganization of the enterprise around a core production unit focusing solely on the main 
product. Jn the case of Compan)' B, the founding body feared iaaeasing regional unemploymelll and failed to 
support the painful restructuring steps needed lo be taken in the shortest possible time to save the collapsing 
enterprise. 


