
Economics

25

* Alexander P. Zhabin, Doctor of Economics, Professor, Head of Management Department, Rector of

Samara State University of Economics; Elena A. Kandrashina, Doctor of Economics, Professor Samara

State University of Economics. E�mail: el.ka2003@mail.ru.

VALUE�BASED MANAGEMENT

IN THE PRACTICE OF RUSSIAN MANAGEMENT

© 2009 A.P. Zhabin, E.A.Kandrashina*

Keywords: value of business, management, value, investment value, market value, investments.

The indicator of value of business is used by managers when they are making strategic decisions

and by proprietors when they are assessing the work of management. Maximization of company

value is seen as the main objective. The basis of the concept of value�based management is the

profit�oriented approach, which represents a special case of investment analysis. The components

of the model of a fund flow act as objects of management.

Value�based management (hereinafter re�

ferred to as VBM) is the concept of manage�

ment, aimed at the qualitative improvement of

strategic and operative decisions at all levels of

an organization due to the concentration of ef�

forts of all decision�makers on the key factors

of value, which appeared in the nineties of the

20th century. Within the framework of the given

concept the main objective of business man�

agement is determined as the maximization of

its value for proprietors.

The formation of the concept of value�based

management was the natural consequence of the

development of financial markets and active at�

traction of funds of a wide circle of investors.

The increase of the significance of their inter�

ests has resulted in the essentially important

from the methodological point of view change

in the criterion of efficiency of business func�

tioning. Earlier the basic parameter of efficien�

cy of business activity was profit � the financial

result, formed according to the rules of busi�

ness accounting, which acts as an element of

passives of a company (a legal person), i.e. one

of the sources of its financial resources due to

which the assets � profitable property � are

formed. For proprietors the most significant fi�

nancial result of business functioning is free

(pure) cash flow. This financial result provides

an increase in company assets � monetary funds,

which can be immobilized and thus it is possi�

ble to provide the return of investments and

their payback. From this point of view, the val�

ue of business consists in its ability to use

company assets to generate cash flow, which

exceeds the expenses on the formation of these

assets due to various sources of financing dur�

ing the unlimited period of time.

For proprietors the investment of funds in

a company will be maximum profitable provid�

ed that managers estimate the value of busi�

ness objectively and run it effectively. The con�

cept of VBM presumes, that the index of value

of business is used by managers when they are

making strategic decisions, and by proprietors

when they are assessing the work of manage�

ment.

The basis of the concept of VBM is the

profit�oriented approach. That is caused by its

methodological foundation.

In order that the proprietors can receive

their income, their funds should be transformed

into the assets of business. It demands the con�

secutive realization of investments. At the first

stage proprietors carry out financial investments,

accruing the rights of participation in the legal

person, which carries out entrepreneurial activ�

ity. At the second stage managers of this legal

person make decisions about the realization of

real investments, i.e. about the creation of as�

sets, whose business interrelations generate

funds flow and form added cost and profit. For

the realization of real investments both the means

of proprietors and the borrowed funds are used.

It is necessary to emphasize the fact, that

value management should not be reduced to the

methodology of cost estimation. In the concept

of management, aimed at the creation of value,

it is possible to single out two components:

the value thinking of decision�makers, and the

management processes, which transfer this

thinking in action. The value thinking is aimed

at the maximization of company value, which is

seen as the key purpose. However, it is impos�

sible to manage value directly. It is necessary

to determine the exact objects of management
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� the factors of the creation of value, which can

be manipulated. The components of the model

of fund flow act as such objects.

For the proprietor functioning of a certain

enterprise acts as a means of realization of his

general strategic purposes. The integration of

this enterprise with others can create addition�

al value due to the corporate effect. The con�

cept of the value�based management is the foun�

dation of all processes of restructuring � direct�

ed both at the integration, and at the disinte�

gration of business structures. All the prospected

actions (mergers, company takeovers, sale or

liquidation of divisions) should be anticipated

from the point of view of increase in the total

value of business and, accordingly, the wealth

of its proprietors.

When making the decision about the expe�

diency of development of business by means of

mergers and company takeovers, it is neces�

sary to compare the expected synergetic effect

and the premium, which is paid by the initiator

of the association. The premium represents the

difference between the investment and the mar�

ket value of business.

Proprietors of the attached business receive

benefit at the moment of settlement of a trans�

action. It is necessary for proprietors and man�

agers of the company � the initiator of associa�

tion � to make efforts to achieve that synerget�

ic effect, which is distributed in time and for

the sake of which the transaction was settled.

If the value of the integrated business does

not exceed the total value of the incorporated

elements, proprietors will rather prefer such in�

tegrated business structure liquidated, and its

divisions sold.

Generally, the concept of the value�based

management in Russia has not become widespread

yet. To a considerable degree it is caused by the

specificity of Russian financial system, the basic

characteristic of which is the interpenetration of

managers and proprietors. As a result of the priva�

tization it is the directorate of Soviet enterprises

who has received significant shareholdings, that

allow it to fill the positions, while the investors

investing in start�ups prefer to be in charge of it

personally, in order not to lose control of the use

of capital. The aspiration of proprietors to main�

tain direct control over business is caused mainly

by the low culture of entrepreneurial activity and

the significant proprietors’ distrust of hired man�

agers. However, the steady growth of the quanti�

ty of public companies allows to predict the es�

sential growth of interest in using this instrument

of management. The introduction of this instru�

ment into the practice of management of the Rus�

sian companies will allow to improve the quality

of the accepted management decisions and to cre�

ate the basis for the construction of the effective

mechanisms of interaction between proprietors

and hired managers.
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