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Introduction
The next issue of the Talent Equity Newsletter is
dedicated to the fundamental, but little discussed in the
Russian business community, topic of succession. In our
country, transfer of authority has never been easy. For
the 300-some-odd year reign of the Romanov dynasty,
they succeeded in preemptively passing the throne to a
predetermined and well-prepared successor only a
handful of times – a tradition that continued during
the Soviet period; leadership change was almost always
dramatic, if not downright tragic, and almost never
resulted in improvement of government administration.
What's going on in Russian business, with key figures –
the first wave of businessmen from the 1990s – who
are getting close to retiring, or have already done so?
As of today, only a few have passed companies on to
their children; far more are turning to the services of a
professional CEO. How is this transfer of responsibilities
carried out? Who are the successors of our current
business leaders, how long do they hold their CEO
positions, how successful are they as the heads of their
companies? For the first time in the quarter-century
history of Russian business, we endeavor to find not
theoretical, but data-based answers to our questions.
This issue's featured story is an article about the results
of research done on the succession of CEOs in the
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largest Russian companies over the past decade. As a
supplement, we have also conducted several interviews
with those involved in this transfer of responsibility to
new leaders, and have prepared shorter themed articles
on particular aspects of succession.
I won't get ahead of myself and divulge all the findings
of our research. I'll just say, that in this succession
process we've seen many Russian idiosyncrasies without an understanding of which it would be difficult
to even grasp what is happening, let alone manage the
process. In that vein, we have many global patterns
and well-established, longstanding practices. For that
reason, our leaders are those who understand national
specificities, who know global practice, and who, on
that basis, find their own unique solutions.
Happy reading!
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Succession in Russian Business
CEO Succession – the succession of leadership within a company – has been a prevalent topic of discussion in developed
markets since the 1970s, and has become central for the entire global economy over the last decade. There are several
reasons for this: a significant decrease in duration of the average CEO’s term in office; more frequent chief executive
turnover; and disgraceful corporate scandals with failed CEOs squandering millions of dollars of shareholder value. The
central themes of the discussion on leadership succession include: Which candidates deliver better results – internal or
external? Who should select a successor, and how should one be selected? How to prepare a future CEO and transition
responsibilities? Thanks to quantitative and qualitative research, original academic theories have emerged in the last decade
explaining various aspects of succession. Consultants have, in turn, created and actively promoted practical models for
CEO succession planning and implementation.
How applicable are theories and practical recommendations, primarily formulated out of the experience of developed
markets, to the reality of Russian business? How does CEO succession in Russian companies differ from global trends? In
seeking answers to these questions, the Talent Equity Institute conducted a comprehensive analysis of CEO replacements
in 160 leading (as determined by 2012 revenue) Russian companies from 2003 to 2013.

Some of the study's findings

.
.
.
.

On the Russian market, the rate of CEO turnover significantly exceeds that of Western countries
(one in three CEOs doesn’t last a full year). The worse the economy, the more likely companies are
to replace the CEO.

Poor corporate management leads to more CEO replacements in public companies than in private ones. Additionally, if
there is more than one business owner, the probability that the CEO will be replaced increases. These companies also
frequently recruit external candidates.

In Russian practice, social capital (circle of acquaintances) is more important than management experience, company or
industry knowledge, or business education. Managers in possession of this social capital within the circle of the same
business owner (group insiders) demonstrate more stable results.

A market of strong CEOs doesn’t really exist – only a select few succeed in becoming leaders
of similarly sized companies. Indirectly, this also indicates a high percentage of demotions:
ex-CEOs often prefer to remain in their own companies, even at a lower position,
because they understand that finding a similar vacancy on the open
market is extremely challenging.

Business owners deliver the best results in business management. Among appointed CEOs,
group insiders delivered the most stable results, while external candidates fared the worst
(they oftentimes lack knowledge about the company, industry, or resource network; in addition, outsiders
are most often brought in during a crisis situation, in which they fail to radically
change the situation in the company).
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Research Results
70% of the companies from our sample have replaced their CEO in the last decade, 24% have done it twice, and 22%
have three or more times. As shown in Figure 1, from 2004 to 2007, the number of CEO replacements increased by nearly
80%. After 2007, an annual cycle of replacement manifested itself, with a 30% variance. The highest number of
replacements occurred during the 2009 crisis; in general, companies are more likely to replace their CEOs in times of crisis.
2009 was the most volatile year over the previous decade for the American and European markets as well. In the US,
12% of companies replaced their CEOs; in Europe and Asia, 15% did; and in Russia, a full 18% of companies replaced their
chief executives.
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It's worth noting that at the end of the 1st quarter 2014, we had already registered 12 cases of CEO replacement. If that
pace is maintained, 2014 could lead the decade in number of replaced CEOs, which would be circumstantial evidence
pointing to the existence of a Russian economic crisis.

Industry Specifics of Succession
CEO succession statistics vary distinctly by industry; several industries prove to be more volatile with regards to the number
of replacements made, as well as the number of companies that have made replacements. The absolute leader across the
board is the telecommunications industry: every company in our sample had replaced their CEO, with an overall average of
3.7 CEOs per company. Rostelecom and Vimpelcom replaced their CEOs 5 and 6 times, respectively. One possible
explanation for such instability in the industry is that shareholders grew accustomed to the explosive growth they
experienced in the early 2000s; following this, they became dissatisfied with slow growth or decline in a saturated market,
and sought out a corporate savoir in the form of a new CEO. These findings hold in international markets as well; in all
countries, the telecommunications industry is the leader in quantity of CEO replacements.
At the other extreme, relatively stable industries include pharmaceuticals, construction, agro-industry, and consumer goods
production, which are all characterized by a low number of CEO replacements. A possible explanation for this is that there
is still a large quantity of medium-sized private companies in the industry: oftentimes the head of the company is also a
founding owner who hasn’t begun the process of transferring his responsibilities to a successor and, accordingly, hasn’t
managed to make any mistakes.
Industries such as retail, oil and gas, computer distribution, and IT are characterized by the concept of a “bad
replacement”. That is, there are relatively few companies, as compared with other industries, that replace CEOs; however,
when they do make a replacement, they do it not once, but instead “sort through” a series of chief executives.
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Figure 2

Shareholder Structure and Succession
In our opinion, the structure of ownership shows an overwhelming influence on the quantity of CEO replacements. We
separated out the following kinds of companies by shareholder's equity:

•
•
•
•
•
•

A
A
A
A
A
A

state-owned, non-public company;
public company with the state as the majority shareholder;
public company with one controlling non-state shareholder;
public company with two or more non-state shareholders;
private company with one controlling non-state shareholder;
private company with several non-state shareholders

Given the stability of political power over the last 10 years, as well as the consistency of personnel under V.V. Putin, it
would be logical to assume that state-owned companies (both public and non-public) would have the steadiest leadership.
However, as seen in Figure 3, over 80% of state companies have replaced their CEOs over the last 10 years. Despite this,
the average number of CEOs per company is still lower than the market average, which could be an indicator of relative
leadership stability in government companies.
Public companies with two or more principal shareholders are even more volatile with regards to quantity of CEOs
replaced. It’s possible that with each CEO appointment, owners are trying to gain more control – if only by the removal
of another shareholder’s protégée in favor of their own. This precedent – the more shareholders, the more CEOs
replaced – holds true in private (non-public) companies as well: businesses with multiple owners change CEOs, on
average, 2 times over 10 years. Only slightly more than half of private companies with one majority shareholder replaced
their chief executive in the past 10 years, and those that have, have done so merely 1.7 times.
It is revealing that public companies change CEOs more frequently than private companies, even though public companies,
with more advanced systems of corporate governance, should, theoretically, make better decisions regarding
replacements. We analyzed whether or not the presence of at least two independent directors (which indicates a
reasonably developed level of corporate governance) affected the number of times the CEO was replaced, the type of
replacement made, and other characteristics. Companies with and without independent directors demonstrated identical
trends, indicating that weak influence by the board of directors and a weak system of corporate governance affect the
overall results of the replacement process.
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Figure 3

Portrait of a Successor
Demographics
What does the average CEO successor of a leading Russian company look like? His average age is 45, which makes
Russian successors some of the youngest in the world (in the US, a similar successor is 53 years old, and in Japan, over
60, though the global trend is that CEOs are getting younger and younger). In Russia, the youngest CEOs can be found
in banking (39.5 years old), and the oldest in the oil and gas industry (51 years old).
Among chief executives appointed to head leading Russian companies in the last 10 years, only 4 were women (around
1.4%), and only one of them led the company for more than 1.5 years. Globally, there are more women at the tops of
companies, but not by much – among the CEOs of companies on the Fortune 500 list, 4.4% are women (in Russia,
currently, 1% of CEOs from the top 160 businesses are women).
2006 marked the beginning of a trend wherein top Russian companies attracted expatriates to fill senior positions. The
expatriate CEO trend grew from 2006 to 2009, reached a peak during the 2009 crisis, and sharply plummeted during the
post-crisis period. Overall, the proportion of expat CEOs over the last decade did not exceed 9%, and roughly half of
CEOs brought in from abroad were leading companies in the retail industry – an industry relatively new for the Russian
market, where the country has not yet developed domestic professionals. Terms of office for foreign CEOs are short –
they last, on average, 2.4 years – which is just enough time to share best practices. Further management is then carried
out by Russian executives.

Industry Experience
Over 70% of CEO successors had work experience in the same industry to which the company belonged, and had worked
in the industry for an average of 16 years. In addition, 30% of successors had experience in an additional two industries.
A unique Russian distinction is the proportion of successors that have work experience in the government or security
agencies. 25% had work experience in one or both of these sectors; for 14%, civil service became the basis of their
professional career; and 3% had no general work experience in business prior to their appointment as CEO.
In addition to civil service, the financial industry is another unique “industry donor” – every 5th Russian CEO held work
experience in a bank and/or insurance and investment company.
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The CEO who spent his whole professional career at one company – the so-called “lifer” – occupies about 10% of the
Russian market. Analogous CEOs on the American S&P 500 list occupy about 20%, but as you get closer to the top 100
companies, that proportion grows to 28%. In 1998, the figure was close to 40%.

Functional Experience
Logically, for an economy focused on natural resource extraction and heavy industry, 33% of Russian CEOs had
functional experience in manufacturing. Generally, they started as engineers, and during their tenure grew to be directors
of operations or of major assets (factories, mines), where their technical knowledge and production skills were of
paramount significance.
The second most common functional experience came from former financial managers (26%). In fact, CEOs grow out of
the finance function on the Russian market almost as frequently as they do on the American market (27%).
Only 17% of CEOs in our sample had direct work experience in commercial functions (sales and marketing), as opposed
to 45% of CEOs in leading American companies. Only 3% of consulting natives managed to advance to the chief
executive position (compared to 6% of the US), but they still outperformed former HR and IT professionals, who
constitute only 1% of the CEO population from our sample. These cases are certainly the exception.

Work Experience of the Chief Executive
Is it essential to have previous experience as a CEO to lead one of the top Russian companies? According to our research,
it is not. More than 60% of successors rose to the chief executive position from the CEO-1 level, and 45% had no
experience as a CEO at all. Another 7% moved to the top
IT
position from their roles as heads of daughter companies, 5%
Civil sevice
1%
Military service
HR
were civil servants, and 2% rose from the CEO-2 position. Chief
7%
1%
2%
executives that have work experience as a CEO (even if the
company is much smaller in size) occupy 25% of the Russian
Operations
Consulting
6%
market, which far exceeds the 7% of analogous CEOs on the
Sales and
3%
Marketing
American market.
17%
In our sample of 160 leading companies, only 5 people led two
companies on the list whose owners were not connected with
one another over the past decade (and two of these “double
CEOs” were expats). This is further proof that a market of
leading CEOs does not exist – each is given one chance to prove
himself.

Production
33%
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Law
4%
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Figure 4

17% of CEO successors have MBAs, and 7.5% received their degrees from top world business schools. 8% received their
degrees from universities outside of the top 10, and 4% graduated from Russian business schools. For the Russian market,
this is a reasonably high statistic, though not when compared to the American CEO market, where about 40% of CEOs
have an MBA (and more than half of those that have one graduated from Harvard Business School).

Succession and Performance
The average term of office for successors to the CEO position from our sample was three years. Within that, every third
(!) CEO that left the company did so within a year of their appointment. To put this in perspective, CEOs in the US stay in
their positions for an average of 6.3 years – two times longer than their Russian counterparts, even though two of five
US CEOs leave the company within the first 18 months of their term. Is this short duration an indicator of poor
preparation and low performance of Russian chief executives, or do they leave for other reasons? We tried to answer this
question.
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Types of Successors
Academic literature distinguishes between two basic types of successors. The first is the insider: an internal candidate who,
at the time of appointment to CEO, has been working at the company for no less than two years. The second is the
outsider: an external candidate brought in from another company. The strengths and weakness of both kinds are well
known: insiders better know the company, its specificities, and its culture; owners have already had the opportunity to
evaluate their performance. For outsiders, lack of knowledge about the company can be beneficial – they don't have any
social obligations to their colleagues, they look at the company with fresh eyes and aren't afraid of change, and generally
have an impressive track record. In developed markets, the appointment of insiders is more widespread (from 70% in the
European markets to 96% in Japan).
In analyzing cases of Russian succession, we discovered that it was necessary to delineate a few more categories. Our
market is characterized by a high concentration of capital: the assets of one shareholder often vary with respect to size,
industry, and stages of growth. In general, owners are surrounded by a network of trusted managers who are appointed
to manage assets, depending on the needs of the current situation. We call these chief executives group insiders.

Group insiders bring to the table established contact with the owner, but also a fresh look at a company where they,
most likely, did not previously work.
There is another subset of group insiders – the so-called colonizers. This group manages the assets during the time of
transition to the new owner. Generally, the colonizers’ task, as opposed to group insiders, is not to develop the business; it
is to, as quickly as possible, scout, clean up the team, and
report back to the owner.
Another type of CEO-successor is the owner who returns to
operations management (which happens often in crisis or
other similar situations).

Colonizers
8%
Shareholders
8%

And, finally, the final subset: chief executives that are
descendents of the founders.
Group Insiders

If you look at the breakdown of successor-types listed above,
then you can see that the percentage of insiders (36%) in
Russia is two times lower than that of developed markets,
and is practically equal to the number of outsiders (32%). On
the one hand, this indicates relatively weak mechanisms of
developing future managers from within. On the other hand,
frequent transitions of ownership from one hand to the other
are, understandably, an indication of lack of trust in internal
management by the new owners.

Outsiders
32%

16%
Insiders
36%

Types of Successors
Figure 5

The percentage of group insiders and colonizers combined is 24%, meaning that in a quarter of cases an owner has a
manager from his own network leading the business.
In 8% of cases, the owners pick up the business. Of those, only in four (!) cases (not percent) was the business
managed by a member of the second generation (i.e. sons or daughters) – in the remaining cases, the owners themselves
came back to manage the company. Russian owners are exceptionally reluctant to give their businesses to their children,
potentially because of the instability and even danger of running a business in Russia. According to surveys, owners would
rather sell the family business than try to give it to their children.
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What factors influence which kind of successor is chosen? First of all, we looked at how the breakdown changed
annually (Figure 6). The only year when the number of outsiders exceeded the aggregate number of insiders and group
insiders was 2009, during the height of the crisis. It’s possible that in crises, owners prefer to look for managers from
outside, as the situation requires a radical restructuring of the business. Interestingly, in 2013 there were also several cases
where external CEOs were brought in, which indirectly demonstrates how this statistic directly correlates to instability in
the economy. The crisis of 2009 also became the sole reason for the overrepresentation of group insiders over insiders
over the entire decade.
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Is there a connection between the structure of ownership in the company, and the type of successor chosen? Looking at
Figure 7, we can discern what kinds of companies gravitate towards one kind of successor or another by observing the
standard deviation. Public companies with state ownership bring in, by far, the most outsiders (55% as compared to the
32% average). Public companies with state ownership are the cream of the crop in Russian business. They are leading
businesses where the chief executive position is under the scrutiny of not just the business community, but also political
powers; therefore, companies try to appoint chief executives who are either close to the circle of power, or who have
already proven themselves as CEO of another leading business. Non-public companies with state ownership attract 12%
fewer outsiders than public companies with state ownership. This is potentially due to the fact that many of these
non-public companies are smaller in size, and are therefore simply not attractive enough for major candidates.
Public companies with two or more principal shareholders brought in the second-highest number of outsiders. As we
mentioned earlier, this is one of the most unstable forms of ownership structure as it relates to succession. In the case of
a power tug-of-war between two principal owners, preference could be given to an externally recruited CEO: a foreigner
to both owners and therefore, theoretically, neutral. The number of insiders ascending to the top in this variety of
company is the lowest of all – 14%, as compared to 36% - because insiders are inevitably suspected of giving preference
to one owner or another.
Public companies with one principal shareholder prefer to bet on insiders or group insiders; they bring in the fewest
outsiders of all (a mere 16%). More often than not, these companies belong to a larger business empire that includes
several large enterprises, which provides a potentially large playing field to move around group-insider managers.
The cases of private companies also support the hypothesis that the more principal shareholders there are, the more likely
a company is to bring in outsiders: private companies with several principal shareholders are 1.5 times more likely to bring
in outsiders than private companies with one majority shareholder.
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Types of Successors and Duration of Term in Office
The average successor’s term in office from our sample is three years. The colonizers enjoyed the shortest tenures at 2.1
years. This makes sense, as their task is to bring a new business into the shareholder-purchaser structure of ownership,
which takes, on average, 2 years.
The next shortest tenures come from the insiders, with an average term of 2.7 years. They lag behind outsiders at 3.1
years, which is an idiosyncrasy that is extremely atypical for developed markets. Group insiders last for an average of 3.3
years, and company owners clock in at 4.5 years. It’s unclear what accounts for the leadership of group insiders – is it
their higher performance, or that their existing social connections grant them a certain credibility from owners for a longer
period of time?
There is yet another paradoxical trend – the inverse relationship between duration of time spent working at the company
before appointment as CEO, and the duration of the following term in office. In Figure 8 you can see that those who
have worked in the company for more than 15 years rarely exceed the average statistic – they spend three years in the
CEO position, whereas those who have spent less than 15 years in the company are much more likely to hold the chief
executive position for over 3 years. A closer analysis of concrete cases helps us to understand that chief executives who
previously worked in the company for more than 15 years had, generally, begun work at the lowest manufacturing
positions, and gradually grew within the company. Eventually their experience and loyalty pays off, and they are given a
chance to test out the role of CEO (especially in cases like unexpected leadership change). However, as we can see, they
generally don’t succeed – though it’s also possible that in these cases they are simply being used as a temporary
replacement for about a year.
The average insider spends 11 years at the company before their appointment, which is significantly lower than their
American and European counterparts. Group insiders and colonizers enjoy a much shorter path to the position of CEO;
they, on average, spend 8 to 8.5 years within the one owner’s structure.

Reasons for CEO Change
What kinds of triggers prompt CEO replacement; what summons the need for a new CEO?
The primary cause is the need to restructure the business: the necessity of increasing operational efficiency, a fundamental
change in strategy, new product launches or expansion into new regions, preparing for acquisition or sale, IPO. In 22% of
cases, this is the formal reason for replacing the chief executive. In 18% of cases, the CEO is replaced after a change in
owner, or during the exacerbation of conflicts between owners. Poor results is only the 3rd most common reason for
replacement (occurring in 16% of cases), which supports the hypothesis that the connection between succession and
performance is weak.
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During our search, we found another trigger – the “network trigger,” when the replacement of a CEO is prompted by
the interests of high-powered, influential figures, mostly politically connected (14%). This trigger is more common than
even the most seemingly conventional – voluntary departure to another position or retirement (12%).
In 11% of cases, the owner decides to retire and hands over the reigns to someone else (as a rule, this happens when the
company has been stable enough for a long time).
And, finally, 7% of cases are related to a chief executive’s promotion within the group, and the need to fill his position
after his departure.

Models of CEO Accession
Conventional literature describes several models for transferring responsibility. The first is the relay, when the departing
CEO hands the reigns over to an insider who was, theoretically, specially prepared for the new role. The second model –
a competition between several internal candidates – is called the horse race. The most well-known, documented case of
the horse race is Jack Welch’s appointment to the CEO position at GE, when three internal candidates were considered for
the role.
12
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Duration of time spent working at the company before appointment as CEO

The classic relay formally occurred in 32% of cases from our sample, but deeper analysis into individual cases showed that
Russian companies very rarely properly trained successors. The existing CEO, oftentimes, had no desire to leave (thanks to
the weakly-developed CEO market) and didn't invest in preparing his replacement. Despite this, successors who took part
in a relay change had a slightly longer tenure (3.3 years) than average, which points to this model’s viability.
In 24% of cases, companies simply looked for a CEO on the external market (outsiders last three years, on average). In
14% of cases, the successor is explicitly sought out within an internal group. In 7% of cases, the owner decides to come
back to manage the business.
In 7% of cases, a so-called “landing” is administered. This model is characteristic to the Russian market. In a landing, a
senior candidate (or his relative) is appointed CEO. For example, in the last few years, candidates from second generations
of politically influential families have been appointed CEOs of leading state-connected companies.
The horse-race model is not very popular in Russia, and can be attributed to only 6% of cases. It's possible that the
reason for this is because open competition is not encouraged in Russian culture. In addition, this form of succession
hasn’t demonstrated very good results – the winners of horse-races remain in their post for an average of only two
years.
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Another notable form of succession we deemed worth mentioning is the seat warming. In this model, a temporary
candidate is appointed CEO with the understanding that he will vacate the seat upon arrival of a specific successor (after
an average of 1.2 years).
Occasionally, an ex-CEO will return to manage the company after they have already been the chief executive (3% of
cases). On average, he remains in this position for 2.7 years, and this generally happens during particularly difficult times
for the company.

Models of CEO Departure
In developed markets, the primary reason for a CEO's departure is his own decision to leave; the second most common
cause is poor financial performance by the company; and the third is the restructuring and reorganization of the business.
In Russia, appointed CEOs rarely resign on their own initiative.
In our sample, 39% of cases of departure were due to dismissal, and 28% were due to demotion. The latter appears to
be a particularly Russian feature; demotion of a CEO in developed markets is an exceedingly rare occurrence. Our
explanation for the fluidity of Russian management is multifaceted. On the one hand, it has to do with the
underdeveloped market of senior executives in Russia, and the paramount significance of social capital for executive-level
appointments. On the other, those who have held top positions at leading companies hold prestige and allure, even if
they’re not currently in that position. Another reason why replaced CEOs are prepared to swallow their pride and accept
demotion has to do with the importance of social capital in the Russian economy: in an environment where private
shareholders dominate multi-industry groups, former CEOs don’t want to fall out of a network that grants them access
to management positions in other group assets. Furthermore, dismissal and demotion don’t necessarily indicate poor
performance on the part of the CEO – as we have repeatedly pointed out, succession is weakly correlated with
performance. Less than half (40%) of dismissed CEOs were fired because of poor performance. In 50% of cases where
a CEO was fired, he was replaced by an external candidate (outsider).
In 20% of departures, an owner-CEO chooses to leave or sell the business. In 8% of cases, the ex-CEO remains with the
company, but moves up within the group or transfers to a more attractive asset. Only 6% (!) of CEOs voluntarily resign
to take another position in business, the same quantity retire, and 5% leave to continue their career in government service.

CEO Performance
To evaluate the performance of various successors and models of transferring responsibility, we needed to first measure
the success of the company under the management of a one concrete CEO.
To determine the performance of a company we used the EBITDA percent rate of change (or in the case of inaccessible
accounting – revenue) for the period of a specific CEO’s tenure at the head of the company. After calculating the
average EBITDA percent rate of change/revenue, it was compared with the average rate of change in the industry: if the
company exceeded the industry average growth, then it was assigned an “above average” result; if it fell short, a “below
average” result; and an “average” result for stable, market-average growth.
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It turns out that the most successful CEOs were the business owners. These company leaders delivered below-average
results in only 13% of cases, and in 33% of cases they led the market. This finding is consistent with the results of studies
conducted in other countries – CEO-proprietors, on average, perform better than appointed CEOs. They possess a deep
understanding of their business, the company, the industry, the country; they have a powerful network of contacts, high
motivation, and the freedom to make unorthodox management decisions.
The second most successful successors were the relay-prepared insiders, who often deliver better results, but also
frequently lag behind the market.
Outsiders deliver the lowest results – this group had the most “below average” ratings. However, as we saw above, there
is a reasonable explanation for this. Outsiders are specifically brought in during times of crisis, when the financial well
being of the company is already suffering. This category of managers also lacks both the traditional knowledge about the
company and the industry, as well as the factors so critical to conducting business in Russia – a resource network, and
confidence and support from shareholders.
Group insiders with resource networks and confidence from shareholders demonstrate the most stable results (the
highest quantity of average values). This can be seen in Figure 10, which presents the performance associated with various
forms of succession – the pre-selected group insiders demonstrate market-average-level results 72% of the time. The
explanation for this could be the same as the features that make group-insiders so attractive: generally, this is a manager
who has proven his effectiveness in other assets, and has attained the favor of the owner, who is afraid of losing him.
They are not inclined towards risk or global change, and their task is to preserve the value of the business and prevent it
from decreasing. As we can see, they do this pretty well.
As mentioned above, the most successful CEO-successors are owners of the business, but returning owners also
demonstrate 12% higher results in the “below average” category than the overall category of CEO-proprietors (Figure 9).
In other words, the “second time around” is usually less successful.
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Relay-prepared candidates also demonstrate decent results – 29% above average, 24% below.
Outsiders don’t look so bad when compared to network candidates via landing (who received “below average” marks
38% of the time) and winners of the horse-race (who only achieved “above average” results 11% of the time).
Does industry experience have an influence on the effectiveness of the successor? As seen in Figure 11, a paradoxical
situation has developed. The results of outsiders without industry experience are equal to those of group insiders with
industry experience. In addition, they exhibit a higher range of results – many are successful, but many are unsuccessful.
This is likely related to the fact that outsiders without industry experience are more inclined to take risks and introduce
changes that were successful in their previous industries. Such strategies are uncertain: they can result in success or failure.
Group insiders with industry experience are more prepared to take risks than group insiders without industry experience.
Perhaps, due to this experience, they feel more sure of themselves in the CEO role and, therefore, in taking risks.
What is the demographic portrait of a successful CEO-successor? He is 43 years old (slightly younger than the overall
average age of successors), and he remains in his position for an average of 3.4 years (slightly longer than the average
three years). By these standards, even the more successful CEOs aren’t guaranteed a long tenure as chief executive.
Regarding industry experience: only 15% of successful CEOs have work experience in government structures, as compared
with the overall average of 25%. Similarly, only 10% worked in financial institutions (banks, insurance companies) as
compared with the overall average of 19%. The number of successful CEOs with MBAs didn't differ from the overall
sample – 17% – which, in theory, could indicate a lack of correlation. Previous experience as a CEO also did not have any
influence; among the successful CEO-successors, 16% more had no previous experience as a CEO (60% as opposed to
44% on average). Subsequently, to be a successful CEO, it is not necessary for insiders to have worked at the company
for very long: successful insider-successors spend 2 times less time at the company before their appointment (6.5 years)
than insiders overall (11 years).
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CASES OF SUCCESSION
We wanted to supplement our research materials about
the transfer of responsibilities in leading Russian
companies with a behind the scenes look, based on
several interviews we carried out with those who had
gone through the process. We asked them to share
with us their recollections, experiences, and reflections.
To protect their confidentiality, we have changed the
names of the relevant persons and companies.
The first story is about an outsider, who was extended
an offer to fill the CEO position at a company with an
owner actively involved in the firm's management. Our
interlocutor (we'll call him Evgeny) spent a long time
working at a leading international FMCG company
when he received an offer to head up a top restaurant
chain, owned by two active shareholders. One was the
founder of the company, who managed the firm's
operations, and the second was a leading private equity
firm, which owned approximately 40% of the
company. Evgeny worked at the company for three
years, during which time he attained double-digit
revenue growth, substantially improving its operating
performance. In 2014, he left the company to manage
some troubled assets for a major Russian business
owner.

TEI: Evgeny, you weren't the first appointed CEO
of the company, is that right?
Evgeny: Yes, that's true, there were two CEOs before
me at the company. The first replaced the company's
founder and served for about two years, but then, as
far as I know, there was a conflict between them and
the CEO left for a position with a competitor. For his
replacement, they decided to look abroad and recruited

Evgeny: I didn't, no. I recognized that conducting
business in a Russian company differs significantly from
Western practices, but didn't harbor any illusions about
the relative effectiveness of these practices. In
international companies, you can achieve significant
career growth by simply making yourself look busy,
while in Russian companies, in front of the owner, it's
significantly harder – you're expected to produce
concrete results.
In Russian companies, the owner actively looks after
the asset belonging to him, which is absolutely atypical
in leading Western companies, where owners like that
don't exist. But it is important that this control be
productive. There is always a danger of focusing not on
management, but on accounting. I have encountered
situations where the only answer CEOs can give to the
answer “What did I accomplish?” is “I reported
everything on time.” But the idea behind an owner will
provide oversight shouldn't be subject to criticism – the
owner should look after the asset, and that isn't up for
discussion. A legitimate CEO should take that as a
given.

TEI: What was the negotiation process like?
Evgeny: I met with representatives from the private
equity firm several times. We had detailed conversations
regarding my professional experience, interests, strategy
for company development. Before joining the company
I met with the founder just one time, and that
conversation lasted less than a half hour.
It's hard to say that my interview with the founder of
the company was typical, he asked rather informal
questions: what I do in my free time, what I live for.
We found out that we were born on the same day,
and have similar families. I understood that these kinds

«The idea behind an owner will provide oversight shouldn't be subject to
criticism – the owner should look after the asset, and that isn't up for
discussion»
a foreigner who had extensive work experience in the
restaurant business. At that point he had already
retired, so he didn't come to Russia for long, he only
spent about 2 years here.

of intuitive things were important to him, that he was
evaluating me not so much as a professional (I think it
was the equity firm’s job to evaluate my
professionalism), but as a person he could do business
with.

TEI: Prior to this, you worked as the CEO of the
Russian affiliate of an international company. Did
you have any concerns about transferring to a
private Russian company?

16

Succession in Russian Business

Ward Howell | Talent Equity Newsletter

After that, I was repeatedly convinced that the founder
of the company never once erred when evaluating
specifically the moral and ethical qualities of candidates,
and their ability to fit into the company, though it is
possible that in terms of evaluating professional
qualities, he had some missteps.
As far as rigid arrangements, obligations, and harsh
contracts go, we didn't sign anything before we left;
rather, all parties decided to trust each other, and no
one erred in their expectations.

TEI: Was it complicated, working with several
owners – private shareholders and representatives
of the equity firm?
Evgeny: The presence of several owners, naturally,
becomes a problem for a CEO; it slows down the
decision-making process, makes communicating
information more complicated, but I can frankly say
that there are definite pluses. Because we deferred
making decisions regarding certain issues, spent a long
time discussing them so that all parties could agree,
new ideas emerged that were significantly better than
our initial ones. But this is only due to the constructive
approach of the owners, who didn’t argue for the sake
of arguing.
Before leading the company, a CEO should understand
the relationship structure between owners, in order to
avoid getting caught up in political games or becoming
a pawn. Many think that it is possible to “work
effectively from outside,” but that is not true; the CEO
is always working for someone, and the question for
whom is critically important.

TEI: How did you delegate responsibility between
you and the founder of the company?
Evgeny: He didn't walk away from the business; I
could always turn to him for help – effective, practical
help – to get contacts, access to certain people. Of
course, there were definite complications – for
example, with the team, which consisted of people
who had worked with the owner for over 20 years, but
who were obviously struggling to keep up with the
increasing scale of the business. More often than not,
the owner refused my suggestions to part with these
people, citing their impeccable honesty and loyalty in
arguments.
Of course, at the launch stage of any business, honesty
and loyalty are particularly key qualities, but as far as
developing the company, they become neutral –
alongside personal qualities, it is necessary to have
professional skills.
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It's sufficiently difficult for a team to work under the
owner. The owner makes a lot of decisions through
feeling, he doesn't need to calculate and validate his
ideas. CEOs, especially those coming from another
industry, can't allow themselves that same luxury, nor
should they. Accordingly, the needs for certain people
within the company change – those that simply carry
out the instructions of the owner should be replaced
with strategists and managers.

TEI: What is the best way to build a relationship
with a company owner who is still involved in the
business?
Evgeny: In collaborating with the owner, it's important
for the CEO to recognize that the investment of your
time in substantiating decisions, regardless of how
reasonable and elementary they may seem, is no less
important to the owner than the development and
implementation of these decisions. I always tried to
defend my own decisions, and in difficult situations
gave the owner time to consider these arguments. In
turn, I was lucky that the owner was one to look for a
compromise. But if the CEO acts as if he knows better,
no owner will put up with that, even from the most
unique professionals.

TEI: Did you leave behind a successor?
Evgeny: When I left, there was someone at the
company that I recommended as my successor, but I
was not consciously involved in training her. My
successor had worked at the company since its
founding, had worked her way up the career ladder,
demonstrated absolute loyalty to the owner. Perhaps
there were few skills (in particular, financial) that she
lacked – for that reason, I suggested hiring a strong
financier, who could provide support for issues
regarding finance and strategy. But I think that she can
handle the primary objectives – after we
fundamentally restructured the business, we were in
need of a person who possessed substantial knowledge
of the industry and had seen every detail of it, and that
kind of person you can only find inside of a company. I
think there are fundamental differences between
outsiders and insiders: it's necessary to bring in an
outsider when the company needs fundamental
restructuring, a change in strategy; but the task of
improving efficiency, which lies in the details, is best
done by an internal person, who knows every inch of
the business.
As far as I know, the appointment of my successor did
not go as smoothly as expected, but the owners were
able to reach an agreement. At the moment, I am sure
that the company is in good hands.
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The next story is about an incomplete attempt to
transfer responsibilities to an appointed external
manager (outsider). A leading company, which
belonged to several members of one family, had a CEO
who managed from the moment of its founding and
who became a minority shareholder. Six years after its
founding it became clear to all owners, including the
CEO, that the latter needed a professional manager to
replace him. As a result, the owners settled on Sergey
(name changed), who held extensive experience in
leading Russian companies, including as a CEO, though
he had never worked in the industry.

TEI: Sergey, when you first heard about this
position and company, what attracted you to
them?
Sergey: The company was seriously lagging behind in
the best industry practices, and was experiencing
significant problems with business performance. In
addition, at that moment, the entire industry was in a
state of crisis, and it was understood that only those
who were able to change would survive it. This
ambitious task – developing a new strategy and
improving operational efficiency – was what attracted
my attention.

The shareholders made a good impression – intelligent
people, ready to hear someone else’s point of view.
They asked me to think about the future strategy of
the company, and I suggested the idea of getting rid of
the service component – specifically there, in my
opinion, could the company recover additional efficiency
and competitive advantage.
TEI: What was the process like, after you had
accepted the offer?
Sergey: For the shareholders to bring in an unknown
person from the market was a very serious decision, for
that reason we developed a process that allowed
everyone to feel comfortable. It was decided that at
the beginning I would start as the COO (Ñhief
Operations Îfficer), under the CEO. We wrote up a
180-day action plan with specific goals and objectives.
Over the course of the trial period, separate blocks of
responsibility would be transferred to the COO, with
finance and commerce transferred last. We clearly
articulated all terms and conditions for the trial period,
to protect both my interests and the shareholders'
interests.
TEI: What happened after that?
Sergey: Together with the company, as a strategic
advisor we developed a detailed strategy of
development, which required drastic changes on all

«Weak relationships, secrecy, an opaque decision-making process –
these are all real problems that can be solved by the institutionalization
of corporate governance, the creation of mechanisms of indirect control
for shareholders»

TEI: How were you hired?
Sergey: The most difficult part of this stage was that
not all shareholders were ready for a radical
transformation of the business, which would have
followed after the appointment of a new CEO. Several
of the shareholders were well situated with the existing
state of affairs, and were receiving dividends. They had
already long emotionally distanced themselves from the
business, from its concerns and interests. The initiative
ultimately came from the CEO himself, who was ready
for a change, but didn't want to manage the
transformation process himself. I think that in the
process of negotiations, one of my tasks was to prove
to the shareholders that change was necessary.

18

Succession in Russian Business

levels. Naturally, the shareholders were involved in the
process of developing a strategy – we formed
hypotheses and assumptions together. At the end,
when the strategy was ready for implementation, the
shareholders decided to postpone final confirmation for
three months: the fear of dramatic change outweighed
the fear of losing the business. Five months after I took
office, I took the strategy to the board of directors,
making it clear that if it was not adopted, I would leave
the company, which I eventually did.
TEI: Why do you think you weren't able to become
CEO?
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Sergey: I think both sides overestimated themselves –
the owners overestimated their willingness to change,
and I, in turn, overestimated my ability to exist in that
kind of structure. Before bringing in a CEO from
outside, it was necessary to change the system of
corporate governance. The company had a Board of
directors with independent members; it was a
completely passive body. Weak relationships, secrecy, an
opaque decision-making process – these are all real
problems that can be solved by the institutionalization
of corporate governance, the creation of mechanisms
of indirect control for shareholders. It's easier to
manage a business, with one owner or 100 owners,
when you answer to one person or no one. The
interaction between several shareholders and
management should always be managed within an
orderly structure of corporate governance.

Sergey: I don't think that the problem lies specifically in
the form – it is logical enough and comfortable for
both owners and new COO/CEOs. The problem lies in
the people and their mutual understanding. An external
candidate is always a big risk for owners; a CEO needs
a year, at minimum, to get used to a company and gain
confidence – only then can he begin to demonstrate
results. On the other hand, no one improves efficiency
better than the external candidate. He sees what
internal managers don't see, he takes a fresh look at
everything. In this sense the external candidate doesn't
necessarily need to have experience in the industry,
since his new reality is ruled by common control
algorithms, and not specific industry knowledge.

«The process of succession should be long
and evident»

It's possible, that part of the problem arose from the
fact that I was a new person in the company. For
middle management, the fact that I hadn't worked in
the industry was a big deal to them – they saw
themselves as a special caste that couldn't be entered
from the side. But we managed to resolve that problem
fairly quickly. It was harder to gain the confidence of
the owners. For them to be comfortable, the entire
succession process needed to happen right before their
eyes: that the owners and the board of directors
should see how a manager grows and develops in the
company, that the process of succession should be
long and evident.
Mistakes were made from my side as well – at that
moment I was not ready to conform to the wishes of
the shareholders. As I saw it, without urgent and
decisive action, the company would not survive the
existing industry crisis. Perhaps it was idealistic to think
that civilized market mechanisms could function in that
environment, but sometimes idealism is necessary to
pull a company out of its primitive state.

TEI: What lessons did you learn about succession
planning from this experience? Do you no longer
believe that the model of COO subsequently
transitioning to CEO is justifiable? Doesn’t
academic literature assert that it is one of the least
successful forms of transition?

Ward Howell | Talent Equity Newsletter

Succession in Russian Business

19

Family Business: The
Second Generation
Our research on succession in leading Russian
companies revealed, among other things, a not
insignificant finding: the nearly complete absence of
cases when company owners passed their business
down to the second generation (sons or daughters of
company founders). We documented only four such
cases over the last 10 years: the new CEOs were Sergey
Mikhailov (Cherkizovo), Andrey Guriev (PhosAgro),
Evegeniy Zubitsky (Koks), and Aleksandr Manchenko
(Metallservis).
It’s possible that this is related to the relative youth of
the first generation of Russian businessmen, who
started their work in the 1990s. Most of them are now
55-60 years old, and the question of succession will be
relevant to them in a few years. But will their
successors be the younger members of the family, as is
the case in most private companies world-wide? We
have strong reason to believe that in this case, Russia
will go its own way.
According to research conducted by PwC (PwC: Private
Business in Russia, 2012), only 10% of polled business
owners wanted to pass their business on to their heirs
(in the rest of the world, this figure is about 41%), and
another 14% planned to pass it along, but with the
recruitment of appointed senior management
(worldwide – 25%). In other words, more than 70%
(!) of Russian business proprietors do not want to keep
their business in the family after they retire.

«In other words, more than 70%
(!) of Russian business
proprietors do not want to keep
their business in the family after
they retire»
What is the reason behind such a radical position from
the majority of successful Russian businessmen, and
what does this mean for the future of their companies,
and of the entire Russian economy? Is it possible that
they are all like Vladimir Potanin, who became a
supporter of the ideas purported by Warren Buffet and
Bill Gates regarding the necessity of limiting heirs to a
“minimum living wage,” and giving the rest to charitable
foundations? And how do you practically do that
when, unlike Gates and Buffet, Russian businessmen
manage companies that are non-public and not very
transparent, the cost of which is rather substantial,
especially in the owner’s absence?
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It seems to us, that the reasons should looked at
together, as the repercussions of a mass exodus from
the market of the first generation of business owners
could be quite disastrous for the Russian economy.
Disastrous enough to consider two questions: “What
will happen to the value of Russian companies when an
entire generation of owners begins to actively sell their
assets so that they can retire?” and “Who will become
the new owners of these businesses?” in order to
understand what potential economic risks are inherent
in the reluctance of most Russian proprietors to pass
on their businesses through inheritance. Of course,
being rational investors, they would hardly sell their
businesses for next to nothing to today’s only real
buyer – the Russian government – and still give assets
to the next generation; but how many heirs are going
to be ready to manage them? And is the low
estimation of their children’s management skills at the
bottom of the current owners’ reluctance to make the
business a family affair?
From our perspective, there are several reasons. The
first is associated with the nature of political and
economic development in Russia, which is characterized
by a high level of volatility and uncertainty on the one
hand, and a constantly increasing role of government
on the other.
Perhaps this isn't the worst
environment for business, but it is nowhere near ideal
for sustainable development of a mature company.
Many parents wouldn't wish running a business in that
environment on their child.
The second reason is related to the weak apparatuses
to protect proprietary rights in Russia, whereby it is
possible to lose your business at the drop of a hat,
especially when it has a new chief operator – members
of the second generation don't have the same
high-powered contacts that the founder does. And
now we've reached the main reason, in our opinion,
why Russian businessmen are skeptical about the idea
of passing on their business through inheritance. It's no
secret (and our research yet again confirmed this) that
a businessman's informal contacts and social capital
play a key role in Russian business. Your children can
inherit a plant or a factory, but how do you leave them
your relationship with the governor, or with the
representatives of a large client? And if it's not possible
to pass down your social capital, then there's no point
in passing down a business that won't survive without
the connections of its founder.
Though we agree that it's impossible to fully pass down
your social network through inheritance, we do think
that heads of Russian companies have ample
opportunity to prepare their children to be effective
owners and to ensure a safe transfer of responsibilities.
The experience of other countries allows us to see and
realize these opportunities, though it is true, that it's
necessary for Russian businessmen to look to external
professional specialists who study and manage
succession for help. Below we would like to point out a
few of the most common situations.
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Two Scenarios
Members of the first generation of owners, generally,
don't differentiate between the concepts of ownership
and management; even if an owner isn't the formal
CEO, his level of involvement and operations
management is extremely high. This is why they think
about succession as preparing their children for
ownership and management of a business at the same
time: for the reproduction of the existing model. And
they rightly believe that it's practically impossible. The
experience of other countries suggests the need to
designate between the functions of “effective
ownership” and “effective management,” and to
prepare the next generation to first fill the roles of
effective owners.
Effective owners maintain and, in the long run, increase
the value of their businesses not on account of their
direct management, but on account of their creation
of, support of, and effective personal participation in
the system of business governance. This system
provides a frame for the recruitment, retention, and
effective actions of senior level managers – the CEO
and his team. An effective owner knows his industry
and his team quite well; however, he maintains distance
from them. He is an active observer, involved only in
moments when it's necessary to change the rules of
the game or those who play under him, or when the
business is in crisis. To effectively fill this role, children
of businessmen need systems thinking, strategic vision,
risk management and talent management skills,
financial and investment literacy, and an understanding
of corporate law as well as soft skills, such as the
ability to listen and hear, to convince, and not
command, and to effectively cooperate with mature
professionals outside of the power structure.
Is it possible to teach this? It is difficult for businessmen
of the first generation to pass their knowledge and
skills on to their children, as their knowledge is a
product of their experience, their own trial and error on
the way – it is a part of them. Some radical parents try
to push their descendents down their same path,
dropping them into the hot waters of business.
However, such approaches generally turn out to be
ineffective for acquiring the necessary competencies for
effective ownership, as well as for motivation to work
in the family business.
The experience of successful family companies in the
West and the Asian countries shows that it is far more
effective to slowly introduce successors to the range of
issues that their parents regularly address as business
owners. Such inclusion provides for a certain level of
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overall development, the acquisition of technical and
behavioral skills that can be gained in leading
international universities, business schools, and through
individual lessons with coaches and mentors. Many
family companies organize special multi-year programs
to prepare effective owners, which include formal
education as well as specialized courses developed for
their business. The experience of such families, like the
Wallenbergs, shows that consistent work over a
fifteen-year period makes it possible to stably prepare
family members to be effective owners.
And what about the Russian idiosyncrasy, the
paramount importance of the founder's social capital
for the success of the business? You can’t expect that
a father could completely pass on his social capital to
his children, though a concerted effort in this arena is
always somewhat beneficial. For that reason, it's worth

«It's worth considering how
to compensate for the loss
of social capital that occurs
when transferring a
business to the second
generation»

considering how to compensate for the loss of social
capital that occurs when transferring a business to the
second generation. Corporate governance appears to
display definite potential. A traditional approach is to
elect people to the board of directors who could share
their business connections. The second path for
expanding social capital is by recruiting a shareholder
who possesses the necessary contacts. In this case, it’s
necessary to pay out a cut of the owner’s share and
influence, in exchange for social capital and the
business’s potential increase in value. The third method
is the recruitment of managers with the necessary
social network, or its elements. And, finally, we can't
forget about marriage: the traditional method of
increasing social capital.
The preparation of children for the role of effective
owners doesn't mean that they can’t replace their
fathers and become CEOs of their businesses. That
scenario requires tremendous effort and talent, and is
fraught with significant risks, but it is possible. This
major succession program should be seen as the
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exception, not the rule. In order to successfully
implement this scenario, it requires, first and foremost,
the ambition of both parties, and a well thought-out,
long-term program of preparation. In addition to the
company founder's participation, it should include the
participation of professionally trained assistants –
managers, mentors, coaches, advisors. There are two
classical models for breeding a future CEO:
apprenticeship, and grooming.
Apprenticeship assumes that the successor works hand
in hand with the founder of the company, taking over
his experience, knowledge, and contacts. This model
provides the successor an opportunity to become
thoroughly acquainted with the business, but limits his
development within a company, and rarely creates the
opportunity for fully independent work – an
experience that was essential for every CEO.

companies, from consultants who focus on succession
planning, or simply from experienced, independent
advisors.
Collaboration with professionals allows the owner to
identify key issues of succession, see possible solutions
for them, and develop a program of succession unique
to his business. The basic issues, in our opinion, are the
following. First, the next generation’s willingness and
ability. Second (the answer for which is inaccessible
without thorough discussion of the first) – what will
be the target model of ownership and management of
the company after responsibilities have been passed on,
and what kind of role will each participating member of
the next generation play in that model? Third – how
will you prepare the successor for his future role?
Fourth – what are the fundamental risks in transferring

«The experience of other countries suggests the need to designate
between the functions of “effective ownership” and “effective management,”
and to prepare the next generation to first fill the roles of effective
owners»

Grooming eliminates this problem, as the successor,
before taking responsibility for the family business,
works in different companies or in their own business.
The main goal is to expand his business horizons and
for him to learn to work independently from his
parents, which ultimately helps formulate the ability to
independently make management decisions. As our
research on Western practice shows, successors who
have work experience in different companies deliver
better results. In addition, investors and the markets
respond positively to the appointment of a member of
the next generation who has international education
and work experience in different companies.

responsibility, and how do you manage them? And,
finally, the fifth – what will happen to me?
The earlier an owner starts to think about these
questions and find working answers, the higher his
chances of successfully passing on ownership and
responsibility. Succession is something to which the
following rule is fully applicable: better late than never.
Even a plan for transferring responsibilities, whipped up
in two months, is more effective than a spontaneous
move. This is a sitation where deep reflection leads to
effective action.

Process of Succession
Succession is one of the most complicated tasks that
every business head faces. The cost of mistakes in this
area is very high, and most businessmen have no
experience in transitioning a business. Most business
owners approach decisions about this problem the
same way they approached all other problems related
to business development – independently, through trial
and error. Meanwhile, international experience testifies
to the fact that external professional help is necessary
for this process – help from board members who have
been through cases of succession in different
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THE KEY TO SUSTAINABLE
LEADERSHIP
"Let's say – what happens if I die tomorrow?"
(From an interview with W. Buffett)

One of the most interesting results of the research conducted by the
Ward Howell Talent Equity Institute is that the use of effective succession
management, both as an instrument for sustainable development and to
guarantee a company's future well-being, is exceedingly rare in Russian
business.

Ella Sytnik
Partner at Ward Howell, Head of
Executive Search

Over the course of 10 years of study (from 2003 to 2014), we looked at
250 CEO replacements in leading Russian companies. Internal candidates
were selected as successors only 36% of the time, and only half of those
appointments could be considered successful. Of the external candidates,
70% were unsuccessful (they either didn't stay at the company long, or
delivered poor results). Not to mention the collateral damage, typical for
our market, that occurred as a result of these failures – the departure of
capable and talented people from companies that replaced their CEOs.
Obviously, an ineffective approach to leadership change has had a
negative impact on the rate of development and stability of the business.

What Does Succession Provide?
Succession planning is a complicated process that demands serious investment of time and attention by key people in the
company. Unfortunately, this process usually isn't a primary focus for organizations focused on long-term development
and institutionalization of success. Succession planning involves the identification and development of leadership on all
levels, helps maintain focus on the future, and effectively addresses the current day's challenges.
Active succession planning brings to the forefront of the organization a constant, proactive dialogue between its different
levels, through which it is possible to identify, develop, and promote the most capable and effective leaders. From this,
we enjoy the following results:

a
a
da

• Sustainable leadership in a business;
• Retention and development of talented employees from all levels, as a concrete goal is approached vertically
nd horizontally: the creation and support of a source of leadership to ensure smooth succession;
• Promotion of a continuous renewal of progressive spirit in the organization, as meritocracy lies at the basis a
of succession;
• Establishment of common values, as a result of communication, which permeate all levels of the company
during the process of regular leadership development.

A concerted effort in this direction yields phenomenal results. One of the most legendary is the history of General
Electric: 140 years of growth, 11 CEOs (including founder Thomas Edison), all developed internally.
Is a successor necessary? Is it really necessary to form such an organized institute of succession? 100% of Ward Howell
clients affirm that the answer to both questions is yes. In practice, however, a thorough approach to this problem is
nearly impossible to find.
Perhaps the most significant impediment to effective transfer of responsibilities in Russian private business is what I call
the “founder syndrome.” Let me illustrate this with an example. Igor N. – an exceptionally gifted person and talented
businessman, who has reached a respectable age, finds himself faced with the following situation: a successful business, a
costly team of managers, a lack of people able to make independent decisions in the company, a complete uncertainty of
the company’s fate after his departure, and the unappealing over involvement of Igor N. in the business, manifesting itself in:
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a

• Micromanagement of everyone and everything; authoritarianism and a disregard for opinions other than his own;
• Lack of interest in business's priorities;
• Lack of comprehension regarding what to do with potential successors (there were several attempts to train
a successor, to no avail);
• Vision of himself as an integral part of the business;
• Vision of himself as a unique leader for the business.

Every year the company turned over of half of its key leaders. Igor N. was convinced that until they found a person
qualified enough to come in and take control from his hands, the search would continue...and he'd carry on as he'd
always done.
Most business owners are involved in day-to-day affairs of the business. Like Igor, they brilliantly manage the present
day’s problems, but don't think about the future; or, they look for a new leader beyond the company without making
any internal changes, including their own approaches.

Barriers
What prevents Russian businessmen from seriously engaging in succession planning? I see several predominant barriers,
and would like to share experiences that demonstrate how to overcome them.

Barrier 1. Is it even possible to plan more than five years in advance?
Succession planning requires time; it is a difficult and long process, the results of which will not be seen immediately. It is
simpler and more natural to engage in more palpable tasks, which provide quick returns.
Our experience tells us that the first step to overcoming this barrier is the principal (whether that is the owner(s) or the
board of directors)'s new understanding of their fundamental significance in ensuring the sustainability of the business.
As those involved in succession projects, we help key figures answer several questions:

•
•
•
•
•
•

What kind of expectations for succession planning does the principal have from the institution?
What is his role in succession planning management?
Does the organization have a process to identify and develop employees with high potential?
How strong is this process in the organization’s top teams?
What is the fate of the company's top performers?
What's going to happen, if a new CEO is needed tomorrow?

And so on.
The goal is to rationally identify potential areas in the company's prevailing leadership management process that are not
sufficiently effective.

Barrier 2. Everything will fall apart without me.
Succession planning begins with an honest self-assessment and constructive reflection on difficult topics: one's own
potential inadequacy (poor fit for future challenges), age, death, limitations on inheritance.
Succession planning is a process that involves difficult choices and conversations that we all – whether simple clerks,
members of the board of directors, or shareholders in a leading business – subconsciously try to avoid.
According to our observations, the perception of one's own indispensability is often a subconscious avoidance of difficult
choices, conversations, and deliberation. The absence of a transparent leadership management process in the company
leads to a lack of information about employees with high potential. The company itself, to its shareholders, sometimes
seems like a black hole of talented and capable people at all levels.
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We understand that each situation is unique, with complex factors. Our work begins by formulating expectations and an
objective diagnosis of the current state of affairs, which includes a risk assessment. From the outset, in collaboration with
our clients to create a transparent project structure (with concrete guidelines, timeframes, stages, and results), we help
them systemically work towards what previously seemed insignificant or uncontrollable – seeking out and developing a
succession plan, which renews and supports leadership and the company's brand for generations.

Barrier 3. Where/how can I find a second me?
Finding a second self is not possible, but what's most important is that it's also not necessary. The issue of succession
planning is less about who will replace the company's CEO, and more about determining which skills are necessary for the
CEO's replacement today, so that he can manage the company tomorrow. What is the portrait of the CEO who should
manage the company over the next 10 years? What kind of competencies should he hold? Our experience shows that
it's important to initiate internal discussions (moderated effectively with external facilitation), the result of which is a
general outline of the successor's profile, the system, and the evaluation criteria for key shareholders.
Next is the creation of a rational evaluation process, in which we recommend including all potential candidates for the
leadership role. The circle of such candidates is not limited to only subordinates of the current leader – these candidates
can excellently manage their current responsibilities under the given model of leadership, but may not be ready for the
challenges of tomorrow. Our research shows that it is preferable to include a wide range of contenders in the evaluation
process.
It's important to carefully consider the choice of tool. In particular, our company, in collaboration with the INSEAD
business school, developed a deep assessment called the Executive Assessment, created specifically for the task of
developing leadership. This tool focuses not only on past performance and the leader's experience, but, most importantly,
reveals potential and key areas for growth. This, in turn, provides the opportunity to create an effective plan to develop
and integrate the successor.
No less important is the assessment of external potential candidates. This kind of benchmarking leads to a more objective
assessment of internal resources.
Obviously, ideal candidates don't exist. Effective tools of evaluation provide an understanding of which areas coaches can
focus on in order to ensure the development of any lacking competencies, and to ensure the potential successor's smooth
transition into a leadership role when the time comes.

Barrier 4. How do I fit into this system?
More than 20 years of experience in our work with domestic business has shown that a large part of a successor
breakdown is related specifically to this. Succession implies that the company will be managed by someone else. And no
matter how confident you are in this other person, succession is always a change, and consequently, fear that the
successor will change the company and its culture, destroying the leadership legacy of the previous generation.
It's necessary to take as rational an approach as possible to the development and implementation of a plan for preparing
and developing a successor(s). According to our experience, these plans are effective if they consist of concrete
managerial tasks, regular formal and informal educational events, and provide for periodic assessment of results and
feedback. It is critical that there be an internal mentor who can be responsible for the development of the successor, as
well as internal and external coaching. It is of the utmost importance to closely oversee leadership change, particularly
coaching, which is carried out at a distance from the head of operations management, and helps to identify new
challenges or landscapes for self-actualization during a new stage of life.

What to Start With
A mature model of corporate governance assumes that the board of directors plays a key role in the issues related to
identifying, evaluating, and developing a successor, as well as ensuring a smooth change in leadership. However, in
domestic business, it’s hardly ever like that.
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Nevertheless, the first stop should be to understand that this task cannot be delegated: the key internal players are the
shareholders and the board of directors. It requires the active, conscientious participation of key stakeholders within the
company.
The presence of external consultants who specialize in succession planning, at the first stage, can:

•
•
•
•

Systemize the process,
Share best practices,
Objectify evaluation,
Ensure effective implementation within a given timeframe.

After the process has begun, regular, independent evaluation from external consultants helps to make corrections and
incorporate succession management into the corporate rhythm (the pulse of a corporation).

In conclusion
Succession planning at the CEO level is a continuous endeavor to uphold a system that develops leadership at all levels of
a company. Succession management is as important as marketing, operations, or sales. In addition to ensuring leadership
continuity, effective succession planning and management helps to identify and manage talent, which consequently has a
direct, positive impact on financial results.
Succession must be addressed at the highest level of an organization. This task cannot be handed down to a functional
unit.
If you are a shareholder, CEO, or member of the board of directors, then one of your most important areas of
responsibility regarding your business is the identification and development of the next generation of leaders. It is up to
you to make the decision to evaluate real obstacles to implementing an effective mechanism for succession, and to begin
building that system.
The choice and preparation of a successor is a long and painstaking process. Start today.
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