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The goal of the research is to understand the way the SMEs in
Russia face challenges during the scaling at the case of
automobile lubricants distributors.

This work is based on a qualitative method of the research. The
type of data which is used is secondary data (government data,
academic articles, market research reports, company’s reports)
and primary data (interviews with top-managers (CEO) of Russian
SMEs).

The interview covered aspects of current business development,
what scaling measures are being taken, which of them have been
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Some internal challenges concerning scaling of SME's have been
revealed:

- the absence of business strategy,

- poor recruitment,

- some CEOs have a desire for total control,

- most companies have a lack of long-term goals,

- ineffective marketing strategy results in waste or time and
financial costs and leads to business decrease,

- infrastructure issues increase in size due to scaling the business.
There are also external challenges that Russian small and medium
enterprises face:

- logistic difficulties,

- lack of import details, chemicals and other things necessary to
produce the goods,

- companies that used to sell imported products in Russia are now
forced to change their product line and rebuild some business
processses.

Recommendations are the following:

1) SME’s should pay more attention to the business strategy
development, define their mission, vision and values of the
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2) setting long-term goals,

3) using the Business Model Canvas,

4) conducting sales and business training for managers and team
buildings within the company, especially in the period of active
growth.
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scaling problems

AHHOTAIUSA
ABTOp EmenbsiHOBa AHacTacus
Ha3zBanue marucrepckoit [TpoGaembl Masoro u cpeHero Ou3Heca B mporecce
JccepTaluu macmTabupoBanus B Poccun: Ha nmpuMepe opuuuanbHbIX

JUCTPUOBIOTOPOB ABTOMOOUJIBHBIX CMAa304YHbIX MaTEpHAJIOB

dakynbpTeT Beicmas IlIkosa MeHeKMEHTa
CrneunanbHOCTh MeHeKkMeHT
| o) 2023

Hay4Hblil pyKOBOAUTEIND

Jokrop Hayk, Xpucronoynoy Moannuc

Omnwucanue ey, 3a1a4 U
OCHOBHBIX PE3yJIbTATOB

Llenb uccnenoBaHus - MOHATh, KAaK MaJible U CPEIHUE
npeanpusitast (MCII) B Poccun crankuBarotes ¢ mpodieMamu
py MaclITaOUpOBaHUM Ha NIPUMEPE JUCTPHUOBIOTOPOB
ABTOMOOMJIBHBIX CMA304HbIX MaTEPUAJIOB.

JlanHas paboTa OCHOBaHa HAa KAUECTBEHHOM METO/]1e
uccienoBanus. Vcnonb3yroTcs BTOpUYHbIE JaHHbBIE
(rocynapcTBEHHbIE IaHHBIE, HAYYHBIE CTaThH, OTYETHI 00
HCCJIEIOBAHMSIX PHIHKA, OTYETHl KOMIIAHUI1) U IEpBUYHBIE JaHHbIE
(uHTEepBBIO ¢ TON-MeHemKepamu poccuiickux MCII).

B xoz1e nHTEepBBIO OBUIM PAaCCMOTPEHBI ACTIEKTHI TEKYIIETO
pa3BUTHs OM3HECa, KAaKUEe MEPHI 10 MACHITA0OMPOBAHUIO
IPEIIPUHUMAIOTCS, KAKUE U3 HUX ObUIM yCHEIIHbIMU, KaKH1e
TPYAHOCTH UCTIBITHIBAET KOMIIAHUS.

bbuin BBISIBJIEHBI HEKOTOPBIE BHYTPEHHUE MPOOIIEMBI, CBSI3aHHBIE
¢ macmrabupoanuem MCII:

- OTCYTCTBUE OU3HEC-CTPATErUH,

- IUI0XO0H Moadop nepcoHana,

- CTpEMJIEHUE HEKOTOPBIX PYKOBOJUTENEH K TOTATbHOMY
KOHTPOJIIO,

- y OOJIBIIMHCTBA KOMIAaHUM OTCYTCTBYIOT JIOJIFOCPOYHBIE LEIH,

- Hea(pPeKTUBHAS MAPKETUHIOBas CTPATErus NPUBOAUT K IMOTEpe
BpEMEHM U (DUHAHCOBBIX 3aTPaT U BEJAET K COKpAIllEeHUIO O13Heca,
- Ipo6aeMbl ¢ UHPPACTPYKTYPOH YBETMUUBAIOTCS B CBSA3H C
MaciITabupoBaHueM OHU3Heca.

Cy1ecTBYIOT ¥ BHEUIHHE TPOOIEMBI, C KOTOPBIMU CTAJIKUBAIOTCS
poccuiickie Maible U CPeAHHUE MTPEATPUATHS:

- TPYZAHOCTH C JIOTUCTUKOH,

- OTCYTCTBUE UMIIOPTHBIX JIeTajlel, XUMUKAaTOB U MPOYEro,
HE00X0IMMOTO JJIsi IPOU3BOJICTBA TOBAPOB,

- KOMITaHUH, KOTOPbIE paHblle npoaBaiu B Poccuu uMnopTHyo
IPOAYKIUIO, TeNeph BBIHYKACHBI MEHATh JTUHEHKY MPOIYKIIMU U
nepecTpanuBaTh HEKOTOpPbIe OM3HEC-TTPOLIECCHI.

PexoMeHnnanuu cnenyromue:

1) MCII cnenyet ynensts O0bllie BHUMaHUS pa3paboTke OM3Hec-
CTpaTeruu, ONpeeNINTh CBOK0 MUCCHIO, BUJIEHUE U LIEHHOCTH
KOMITaHHUH,

2) yCTaHOBUTH JIOJTOCPOYHBIE 1IeJTH,

3) ucronb30Bath OM3HEC-MOJIeNb KaHBac,




4) npoBOIUTH TPEHUHTH TI0 MPOAXKaM U OU3HECY s
MEHEKEPOB U KOMaHA000pa30BaHUE BHYTPU KOMIIAaHUH,
0COOEHHO B IIEPUO]] AKTUBHOT'O POCTA.

Kirouesrle ciioBa

Masbie U CpeIHHE PEANPUATHS, MAJIbIi U CPEAHUI OU3HEC,
TUCTPUOBIOTOPHI, aBBTOMOOMIIBHBIE CMa30YHBIC MATEPHUAIIBI,
ousnec-mozens Kanpac, crpaterus MapkeTHuHra, OusHec-
CTpaTerusi, MacTabupoBaHue OM3Heca, MPoOIEMbI
MacIITaOUpOBaHUs
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1. Introduction

1.1 Relevance of the study

Small and medium-sized enterprises are a significant and important component of the
country's economy. Small and medium-sized businesses provide a huge number of jobs,
therefore, with the development of small businesses, such problems as unemployment and low
incomes of the population are solved. Thus, it is necessary to understand what factors have a
positive impact on the existence and development of small and medium-sized enterprises, as well
as what factors have a negative impact.

There are no doubts that small businesses face with the huge amount of different
challenges while growing and developing their company. But all these challenges can be divided
into two major groups: internal factors and external ones. Some entrepreneurs concentrate only
on internal factors, as they suppose that they are not able to change the external factors.
Nevertheless, the effectiveness of business depends not only on internal factors, but on external
factors as well. In this regard companies should analyze all risks based on internal and external
resources and adapt their strategies of business development to the situations in the world and
global economy. Unfortunately, there are some risks with a serious negative influence that are
difficult or impossible to predict in the modern world. For instance, the geopolitical situation in
the world in 2022 and the economic sanctions against Russia and Russian companies have
become a serious obstacle and have made significant changes to the strategic development of
small and medium-sized enterprises in Russia. Therefore, in this case companies should take
urgent anti-crisis measures and change the development of strategies in order to survive this
crisis with minimal losses and sustain their business.

This work will be concentrated on the such type of small and medium-sized enterprises as
official distributors of Russian automobile lubricants in Russia. These companies nowadays have
good opportunities for growing and scaling the business, as due to the economic sanctions
against Russia in 2022 there are no official representatives of foreign brands in Russia such as
Shell, Castrol, Mobil and etc. And the amount of such products sharply reduced in the country
and the prices increased a lot. That is why Russian brands as Gazpromneft, G-Energy, Lukoil
have opportunities for scaling the number of sales in the country. But at the same time these
companies who are official distributors of these brands face with different challenges that may
also be caused by these economic sanctions or by other factors. So, from my perspective, it is
actually essential to find out what are the main difficulties and challenges faced by Russian

distributors of automobile lubricants, how they change their strategies during the crisis situations
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and to identify what measures could be implement in order to have a more stable position on the
Russian market and scale their business.

The motivation of this research is that the issue of a stable development of small and
medium-sized businesses in Russia is very acute, especially at present due to the difficult
geopolitical and economic situation in the world. While large enterprises and state-owned
corporations has a more stable condition because they have a margin of safety, small and
medium-sized enterprises suffer losses. It is necessary to understand which factors have a
negative impact on the small companies and to take them into account while elaborating a new
strategy development of the company in order to take the company to a higher level.

So, the aim of this thesis is to provide insights on how official distributors of automobile
lubricants in Russia could scale their business more successfully in the new reality of the world
economic conditions.

In order to achieve the aim the following objectives were set:

- to identify the current status of business strategies by SMEs,

- to identify the internal and external factors that negatively influence the growth of
SMEs in Russia;

- to provide practical recommendations for top-managers of Russian SMEs on how
to overcome these difficulties.

Research field of this work is Strategic and Crisis Management.

1.2 Research gap

The problem of scaling in Russia has a lot of peculiarities that should be taken into
consideration according to the current economical and political situation of Russia in the world.
Concerning analysis of possible ways of scaling up the business, various factors need to be taken
into consideration. The first one concerns potential risk situations which can occur if the choice
of scaling-up strategy is made in a quick mode. The second one concerns a tendency beneficial
for customers (with the condition when the cost of producing goods or services is reduced).

This approach needs more sufficient analysis in business circles. There is the lack of
scientific research on this topic has direct implications on academic studies of SMEs in Russia,
as well as prevents the practical application of such research by businesses on the automobile

lubricants market.



1.3 Research questions and aim of the study

Research goal of the thesis is to understand the way the SMEs in Russia face challenges

during the scaling at the case of automobile lubricants distributors.
Research questions of this thesis are the following:

1. What are the main internal factors that hinder the growth of small and medium-
sized enterprises which are official distributors of automobile lubricants in Russia?

2. What are the main external factors that hinder the growth of official distributors of
automobile lubricants in Russia?

3. What changes should official distributors of Russian automobile lubricants
implement in their business strategies in order to scale the company?

Research methods

This work is based on a qualitative method of the research. The type of data which is
used is secondary data (government data, academic articles, market research reports, company’s
reports) and primary data (interviews with top-managers (CEO) of Russian SMES).

The main steps of the research:

1. Creation a theoretical background through the analysis of articles in the field of
management, government data and economic reports.

2. Conducting a qualitative research using interviews of Russian top-managers of
official distributors of automobile lubricants.

3. The analysis and systematization of the received information in order to, firstly,
understand what are the main challenges that have a negative influence on such enterprises in
Russia during the scaling, and then identify the measures and advice that could help the
companies to overcome such difficulties and to continue growing the business.

4. The development of practical recommendations for Russian SMEs how to
improve their stability during the scaling.

The interview will cover aspects of current business development, what scaling measures
are being taken, which of them have been successful, and what difficulties the company is

experiencing.



2. The role of scaling for small and medium enterprises

2.1 Basic concepts and definitions

Small and medium-sized enterprises play a significant role in the economy of their
country. The SMEs have an ability to quickly change the vector of development and adapt to the
new reality due to the flexibility.

There is not an exact definition of small and medium-sized enterprises all over the world,
all the countries define approximately size of such firms by themselves. And as we are going to
study Russian SMEs, so we need to consider how the Russian government define this term.
According to the Federal Act of 24.07.2007 Ne 209-FZ “On the development of small and
medium-sized enterprises in the Russian Federation”, "Small and medium-sized enterprises have
to be registered in accordance with the legislation of the RF and in accordance with the
conditions of economic societies, economic partnerships, production cooperatives and
agricultural consumer cooperatives, farms and individual entrepreneurs” (The Federal Law from
24.07.2007 r. Ne 209-FL).

The maximum number of employees in Russian SMEs are the following:

- up to 15 employees — for micro-enterprises

- up to 100 employees — for small-enterprises

- from 101 to 250 employees — for medium-enterprises.

In can be concluded that a small enterprise usually includes from 16 to 100 people.

There are 4 main types of business organization of small enterprises:

- sole proprietorship,

- partnership,

- corporation,

- LLC (Limited Liability Company) (Meytland, 2014).

Small enterprises have a single owner. All the management works are controlled by the
owner.

It is well known that small business and private entrepreneurship are among the main
directions of forming a market economy, as they have a possibility to create competition in the
chosen business sphere, ensure socio-economic development and provide customers with the
necessary goods and services. From this point of view, small business and private
entrepreneurship are important factors for economic development, employment and income
growth.

Small and medium-sized enterprises (known as SMES), can be described as follows:
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- they focus on creating new products or services;
- are capable to adapt fast to the changing requirements of the market;
- play a vital role in shaping a country's economy;
- are open for innovative system;
- they stimulate competition for the desining of products, prices and efficiency.
Besides, the Russian government also define the maximum value of earnings for each
category of small and medium-sized enterprises, which are the following:
- 120 million rubles per year — for micro-enterprises
- 800 million rubles — for small enterprises

- 2 billion rubles — for medium enterprises.

2.2 The concept of business strategy and crisis management

It is impossible to successfully develop and scale a company without a clear business
strategy. The mistake many small businesses make is that they don't consider developing a
business strategy as an important step in the business process. However, the lack of
understanding of the company's mission and clear goals leads to the fact that leaders or managers
can make wrong decisions, experiencing psychological pressure. And these decisions, in turn,
lead to a slowdown in business, and not to its growth. Thus, we need to consider the term
business strategy and what it includes.

Business strategy refers to the long-term plan of action formulated by a company or
organization to achieve its goals and objectives. It involves defining the company's mission,
vision, and values, and determining the course of action to be taken to achieve these objectives.

A business strategy is one of the key instruments that companies should plan profoundly,
without taking quick decisions or choosing the strategies with the most advantages. Business
strategies involve an analysis of the company's strengths and weaknesses, as well as an
assessment of the external business environment which is presented with competitors and
customers' needs. The results obtained while analysis perform potential opportunities and threats
to the businesses.

The ultimate goal of a business strategy is to create a sustainable competitive advantage
for the company, enabling it to differentiate itself from competitors and achieve long-term
success in the marketplace. A business strategy can take many forms, depending on the
company's goals, resources, and market conditions, and may involve a combination of tactics
such as product development, marketing and advertising, pricing, distribution, and partnerships

or collaborations with other companies.
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Effective strategic development can help organizations to adapt to changing market
conditions, seize opportunities, and achieve long-term success. It requires careful planning,
collaboration, and a willingness to take calculated risks.

Crisis management refers to the process of preparing for, managing, and responding to
unexpected or high-risk events that can threaten an organization's reputation, operations, or
financial stability. A crisis can take many forms, such as a natural disaster, cyber-attack, product
recall, or financial scandal.

Effective crisis management requires strong leadership, clear communication, and a focus
on minimizing the impact of the crisis on the organization and its stakeholders. It also requires a
willingness to learn from past experiences and continually improve crisis management processes.

In a globalized economy, the company is constantly faced with crises of varying degrees
of complexity. The economic crisis is characterized by a decrease in effective demand and an
increase in uncertainty. Generally, crisis is unexpected and negative-oriented event which often
leads to negative consequences for companies and economy as whole. The economic crisis has a
significant impact on the market situation, affecting solvent demand, which forces firms to adapt
strategies to suit the external environment. There is no doubt that implementation of effective
crisis management is one of the conditions of successful business. Therefore, it is important for
companies to have an approximate developed set of anti-crisis measures that can be quickly
implemented and adapted to a specific crisis in the process.

But at the same time in the context of the crisis, entrepreneurial strategies have a positive
impact on the performance of small and medium-sized businesses, as they allow them to fully
use their competitive advantages over large companies, such as flexibility and rapid adaptability
to changing conditions. However, in order to successfully overcome a crisis and improve
business, the companies should understand which strategies are really useful and appropriate for
small and medium-sized enterprises.

There are some researches based on the determination of the relationship between
competitive strategies and SME’s performance during the economic crises. Skaletskiy and
Shirokova demonstrate in their article that one of the most often used strategies for small and
medium-sized enterprises is differentiation (Skaletskiy, Shirokova, Gafforova, 2018).
Differentiation means meeting customer needs in a unique way, creating added value through
product design, quality, size and type of features, customer service and etc. Innovative
differentiation is based on the use of the human capital of the entrepreneurial team and
intellectual resources, which, in the face of a lack of other types of resources caused by the
economic crisis, becomes the main source of survival and growth for small and medium-sized
businesses. However, the implementation of an innovative differentiation strategy requires a

12



significant investment of resources to create unique product characteristics that will distinguish
them from competitors.

G. Ivanus and A. Repanovici in their article “SME’s innovation strategy for business
continuity and crisis management” define the term “crisis management” as a company to deal
with system — wide crises that threaten the business (lvanus G., Repanovici, 2016). Anti-crisis
measures developed in advance will help companies prepare for a possible crisis and survive it
with minimal losses.

Business Continuity Institute define the term “business continuity management” as a
holistic management process that identifies potential impacts that threaten an organization and
provides a framework for building resilience and the capability for an effective response that
safeguards the interests of its key stakeholders, reputation, brand and value creating activities
(Ivanus G., Repanovici, 2016).

Ivanus and Repanovici make a conclusion that innovation is a really good measure for
SME’s to implement during crises and recession period in order to overcome them with minimal
losses. In the article they describe several types of innovations. One of them is development of
new products, the other type considered in the text is disruptive innovation that creates a new
market by applying a different set of values, which ultimately overtake an existing market
(lvanus G., Repanovici, 2016).

Paul Hong in his research also notes that small and medium-sized enterprises are less
capable in dealing with crises compared to the large companies, but claim that SMEs proactively
deal with crisis with limited resources. SMEs detect the sign of crisis earlier or read the
implications of smaller crisis on their overall operational results (Hong, Huang, Li, 2012). Many
of SMEs despite the fact that they have weaker market positional power demonstrate their
unique methods of crisis management. Moreover, Paul Hong highlight that SMEs better find
opportunities for business development during the implementation of anti-crisis measures by
moving beyond its existing customers and daring to tackle bigger export markets.

To sum up, on the basis of the articles analyzed, it can be concluded that small and
medium-sized enterprises always feel the influence of economic crises on their businesses. But
this influence can be both negative and positive for small and medium business and depends on
the strategy implementation in the conditions of crises. Moreover, several researches
demonstrated that one of the most popular and useful strategy for SMEs during the crisis is
innovative differentiation strategy. It is much easier to apply this strategy for different conditions
and various types of crises as small and medium-sized enterprises can much faster adapt their
development strategies and businesses to new economic reality than large companies which have
more complicated business structure.

13



2.3 The Business Model Canvas framework

The appropriate business model plays a strategic role in each business. Due to the various
management and economic studies devoted to business models, several effective business
models are used nowadays within different companies. The include a balanced scorecard, value
creation, universal quality management, strategic business planning, business process hierarchy,
controlling etc.

The business-model Canvas is based on "lean production” paradigm which is aimed at
elimination of losses and fulfilling production processes aimed at customers' needs (Lyasnikov,
2015, p. 35). The described concept is aimed at business structure development in long-term
basis.

The concept (business-model Canvas) was proposed by A. Ostervalder and 1. Pinho
(Osterwalder, 2010) to increase the efficiency of business management.

The key concept of this model is offering value to customers (Clark T., Osterwalder A.,
Pigneur Y., 2012). For a more sustainable characteristic the definition of 'value' needs to be
studied as well. Value means the ability of an entrepreneurial structure to solve customer
problems by offering from a particular product, as well as by differentiating the offer by
consumer segments. This way Canvas is most suitable for personalized offers of goods and
services development for certain consumer groups (Lyasnikov, 2015, p. 36).

There are various frameworks used for research on business scaling of SMEs in Strategic
Management, but we will focus our research on the one of them, which is The Business Model
Canvas. The Business Model Canvas has nine building blocks: customer segments, value
propositions, channels, customer relationships, revenue streams, key activities, key resources,

key partnerships, and cost structure.
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The Business Model Canvas
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Figure 1 — The Business Model Canvas (Osterwalder, Pigneur, 2010)

In the Canvas structure the Customer Segments Building Block plays a significant role as
it defines the key segments of business which bring profit (Osterwalder, Pigneur, 2010). It is
obvious that customers' demand is essential for enterprise's current state and future development.

As the creators of this model explain, customers' analysis should be performed in a form
of distinct segments with appropriate or common attributes (Osterwalder, Pigneur, 2010). By
doing so, the company can develop targeted marketing strategies, tailor their value proposition to
meet specific customer needs, and provide better customer service.

By defining and targeting specific customer segments, businesses can create a more
efficient and effective business model. They can focus their resources on the most profitable
customer segments, develop products and services that meet specific customer needs, and build
strong relationships with their customers. This can lead to increased customer loyalty, higher
revenues, and a more sustainable business model.

The next crucial component of the Business Model Canvas is the Value Propositions
Building Block. Alexander Osterwalder and Yves Pigner defined it as the bundle of products and
services that create value for a specific Customer Segment (Osterwalder, Pigneur, 2010). To
create a strong Value Proposition, companies must have a deep understanding of their target
customer segments and their needs. They must identify the pain points and challenges that their
customers face and develop products and services that address these issues. This requires market

research, customer feedback, and a thorough analysis of the competitive landscape. A strong
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Value Proposition can differentiate a company from its competitors and provide a competitive
advantage. By offering a unique bundle of products and services that meets the specific needs of
a customer segment, companies can attract and retain customers, increase customer loyalty, and
ultimately drive revenue growth.

Channels are the various ways through which a company interacts with its customers.
They serve several functions, including raising awareness among customers about a company's
products and services, helping customers evaluate a company's Value Proposition, allowing
customers to purchase specific products and services, delivering a Value Proposition to
customers, and providing post-purchase customer support. It identifies all possible ways to
contact customers, from the very first stage of familiarization with the product to after-sales
service. At this stage, it is necessary to answer questions about how the value proposition, which
was previously considered, is promoted, sold and delivered; how effective these channels are,
convenient for customers and whether they are completely satisfied with them.

Customer relationships are also important for analysis. Based on the segmentation of
consumers, forms of building relationships between the company and customers should be built.
For example, it can be a self-service, personal or automated service-based interaction, by
creating dedicated communities for customers to communicate, share ideas and solve problems
on social networks, mobile applications or other platforms, and by engaging customers to
participate in the creation or improvement of a product or service.

Thus, the combination of the tools of A. Ostervalder's business model and the model of
forming a value proposition makes it possible to form a complete understanding of how the
company competes in its selected markets, and also helps to formulate the optimal value
proposition that will allow the company to function and develop efficiently (Grigoryeva, p. 73).

The book “Business Model Generation” by Alexander Osterwalder and Yves Pigner also
provides case studies of companies that have used the Business Model Canvas to innovate and
transform their businesses (Apple, Amazon, Google). The authors point out that Canvas can be
used by businesses of all sizes, from startups to established enterprises.

One of the key benefits of the BMC is that it is a flexible and adaptable tool that can be
used by businesses of all sizes, including small and medium-sized enterprises (SMEs). In fact,
several studies have shown that the BMC is particularly useful for SMEs, which often have
limited resources and face a range of challenges when it comes to designing and implementing
effective business models.

For example, a study by Biemans and Vermeulen “Business model canvas adoption: an
explanatory study among startups in the Netherlands” (2016) found that the BMC was a useful

tool for SMEs in the creative industries. The study also found that the BMC helped SMEs to
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communicate their business models to stakeholders, including investors, customers, and
employees (Biemans, Vermeulen, Looise, 2016).

The management concept (business-model canvas) also assumes that the entrepreneurial
structure should set its own client priorities, in particular, highlight the pool of key, that is, the
most important customers (consumers who form the main income of the business) and the total
pool of customers (consumers who form residual business income).

Similarly, a study by Manzano, Ayala and Navas-Lopez “Business model innovation and
its effect of firm performance in the hospitality industry” (2018) found that the BMC was a
useful tool for SMEs in the hospitality industry (Manzano, Ayala, Navas-Lopez, 2018). The
study found that the BMC helped SMEs to identify and prioritize customer segments, develop
value propositions that met customer needs, and design effective channels and customer
relationships. The study also found that the BMC helped SMEs to develop more innovative and
sustainable business models.

Overall, the academic literature suggests that the BMC is a valuable tool for SMEs in a
range of industries. The BMC can help SMEs to overcome the challenges of designing and
implementing effective business models by providing a structured and visual approach to
understanding the key elements of a business model. The BMC can also help SMEs to
communicate their business models to stakeholders, including investors, customers, and
employees. As such, the BMC is a powerful tool that can help SMEs to achieve sustainable

growth and success.

2.4 SMEs Scaling Models

Small and medium-sized enterprises are aimed at improving their efficiency and
increasing sales as these factors form the basis for gradual and constant development. For this
reason, companies can increase sales in 2 ways — to expand the market or to increase market
share. In some situations reducing costs and optimizing business activities become the ways to
improve efficiency as well (Ekaterinoslavsky, Medvedeva, Shchenkova, 2010).

Scaling up a small business should be maintained in accordance with economic and
political situation in the region, country or the world. There are some key criteria for small
companies to be scaled which have to be taken into consideration:

- the potential for expansion,

- profitability of the industry,
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- pricing and investment opportunities,

- product life cycle stage (Abchuk, 2006, p. 249-250).

The next step to scale up small enterprises is an effective business strategy aimed at
maintaining conditions for efficient development. Among the important challenge managers
should consider different business models advantages, disadvantages and risks while scaling up.

When implementing a phased small business scaling strategy, it is necessary to develop
and implement a number of measures and management decisions aimed at ensuring planned
economic-organisational indicators. The main recommendations to fulfil this process effectively
are as follows:

- to define the goals of scaling up the small business structure,

- to identify the constraining barriers and opportunities in the internal environment,

- to identify threats and opportunities in the external environment,

- to assess the risks of the possible scaling-up options and to determine which is the most
appropriate for the organization,

- to establish objectives and sub-objectives and identify key steps for scaling up the
business,

- to make a plan for the implementation of the selected a small business development
strategy,

- to implement the activities of the selected strategy and adjust it depending on external
and internal environment (Krupanin, 2013, p. 102).

There are the following models for scaling up a small business:

- development of a federal network,

- setting up remote sales,

- franchising,

- the purchase of existing businesses (Vatutin, Trishin, 2013, pp. 19-20).

In the following, the advantages, disadvantages and risks of these models will be
discussed in detail.

The first model — 'The development of a federal network' comprises that the owner
develops the network independently or by attracting borrowed financial resources.

The positive sides of implementing the first model are:

- full control over cash flows,

- centralization and high level of commercial activity management,

- possible diversification of its activities,

- possibility to combine the functions of a wholesale and retail trade,
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- control over the quality of service provision at the network points (Vatutin,
Trishin, 2013, p. 20).

However, the following negative sides are also common to appear, for example:

- both high entry and recurrent investments for network development;

- slow growth due to financial, labour and time costs;

- the human resource issue, which is the first and foremost, the factor to be
highlighted is a shortage of qualified workers (Vatutin, Trishin, 2013, p. 20).

The next model for small business scaling is the remote sales setting. It is more suitable
for companies producing goods (not offering service). According to the type of sales, the
companies must have a website which has to be optimized for regional operations.

In this case, geo-targeted online advertising is set up for each specific location. This way
of scalability enables companies to sell their products in both global and regional markets
without incurring expensive external costs for setting up branches, that significantly reduces
their financial costs. Advertising and promotion costs take the most part of costs.

Though there are some disadvantages of this model. It can be implemented only for
businesses which do not demand personal contact with customers. In addition, in order to operate
effectively, it is necessary to properly organise the sales system.

Another specification is the need to build a sales and logistics system properly, which
also implies financial and time costs (Vatutin, Trishin, 2013, p. 22).

The next model for scaling a small business is franchising - a way of organizing business
relationships between two financially independent organizations (franchisor and franchisee),
which implies the transfer by the franchisor of a ready-made business model, business and
technical methods of doing business, know-how, trademark and other intellectual property for
the use of the franchisee (Shakhova, 2013, p. 47).

This model offers various advantages to small enterprises:

- income from the sale of the franchise;

- the opportunity to maximize presence in regions;

- quick increase of brand recognition;

- minimum initial investment (the franchisee invests money to open a trading point);

- the possibility of obtaining a high discount from suppliers, a wholesale price and a more
loyal attitude from the stakeholders.

Consequently, in this paragraph 3 business models have been described — the
development of a federal network, remote sales setting and franchising. Companies take the
advantages, disadvantages and risks offered by these models in order to choose the most

appropriate business model at the current operational and development stages of the company.
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2.5 SMEs problems during scaling

2.5.1 Government ways to support small and medium businesses

The experience of developed countries shows that small business plays a significant role
in the economy, influencing economic growth growth, accelerates scientific and technological
progress, saturates the market with quality goods, solving urgent economic, social and other
problems of the state. Small businesses assume a number of state functions, including:
innovation, creation of additional jobs, maintaining competitive environment, and the related
counteraction to monopoly, increase of professional activity and expansion of consumer demand
(Saibel, Saibel, 2015) Thus, small manufacturing enterprises represent the most dynamic and
flexible form of business life of a country's population. The development and scaling up of small
enterprise is one of the priority socio-economic activities of any successful and developed state
(Gritsunova, Lotareva, 2015).

Due to the fact that small business is underdeveloped in Russia, the Russian government
of the Russian Federation introduces additional ways of supporting and financing small
businesses, which include:

- financial support measures (the existence of legal acts defining the goals of state policy
and regulating a set of issues to support small businesses; development of systems and
programmes public funding, advisory, external economic, information and technological support
of small businesses; the existence of a well-developed system of organisations providing a
coordinated set of complex tasks to support entrepreneurship; distribution of functions among
central, regional and local government bodies);

- simplified procedure of statistical reporting;

- measures to develop the support infrastructure;

- application of special tax regimes (Cherkasov, 2016).

Regardless of the existing support measures for enterprises, the state is not able to
provide sufficient In spite of the existing support measures, the state cannot provide sufficient
support and resources for small enterprises in the conditions of the Russian market and fierce

competition with Russian and foreign large companies (Nesterov)
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2.5.2 Scaling risks

Each scaling strategy brings inherent risks that need to be observed in advance. This
explains the importance of development such management solution that will maintain necessary
conditions for business scaling. According to Abchud, the following factors in the risks issue are:

- the competitive environment,

- the possibility of budgeting,

- potentially possible profitability,

- investment attractiveness (Abchuk, 2016).

In risk management, the following levers are considered when assessing the choice of a
potential business development strategy in a risky environment of profit management:

- entrepreneurial (includes operational risk),

- commercial (includes financial and trade risks),

- investment leverage (investment risk).

Enterprise risk is associated with the following risks:

- property;

- production risk;

- marketing risk;

- competitiveness risk;

- sales risk,

- operational risk.

Commercial risk contains financial risk and trade risks.

Financial risk arises when an enterprise's funds are expended and evaluates such factors
as currency fluctuations, failure to pay creditors, unbalanced cash flows of the enterprise, etc.
Trade risk implies risks connected with the product positioning and products channel research on
the market.

Investment risk includes the risk of lost profits and reduction in the profitability of the
enterprise (Abchuk, 2016).

In the risk sensitivity analysis of a project in business scaling, the following risk
categories are usually also modelled:

- Foreign exchange risk, in case foreign countries, e.g. purchasing equipment,
consumables, or if international business is being conducted,;

- market risk: where demand and sales fluctuations are monitored;

- staffing risk: possible delays in business development due to difficulties in finding

human resources;
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- risks associated with inspection bodies and suspension of operations or penalties;

- risk of significant increase in rental rates;

- the risk of significant increases in procurement prices, if any;

- decline in demand and purchasing power of the population;

- aggressive development and growth of competitors in the market (Dzhoraeva, 2015).

All these types of risks are characteristic in one way or another in business scaling in
general, however each development model may cause specific risks.

For example, a key risk in the franchise business model - the risk of unscrupulous
partners. The result which it can lead to is quite serious - a decrease in the reputation of the
network as a whole. In cases when a partner terminates a franchise agreement, it opens a
company under its own brand and uses technology, know-how and the client base provided by
the franchisor. A lot of clothing companies, shops, small business distributing well-known
products work according to this kind of agreement — it definitely sets exact business strategy
points, helps entrepreneurs to become a part of a developed trade chain. Therefore, it is
necessary to build a business system in detail, to be extremely accurate, and to assess these
risks. This control is particularly difficult to implement if the franchisee's business is located far
away from the main office, for example, in the regions.

On the other side, the franchise may also met some risks which are as the following:

- insufficient elaboration of business and technology standards by the franchisor;

- the franchisor's incorrect assessment of the market of this market, resulting in a lack of

sales;

- failure to comply with the law on competition;

- excessive restriction of the franchisee's activities by the franchisor, lack of contact;

- premature termination of the franchise agreement without a significant violation by the
franchisee;

- complicated conditions for withdrawal from the agreement [Ibid].

Risk situations related to legal aspects buying a franchise can be distinguished as follows:

- the exact wording of the rights to be transferred is not spelled out in the agreement;

- breach of terminology in the contract. One common mistake is the use of the term
"trademark™ (a set of certain associations, properties, images that allow the goods of a given
trademark stand out in the market, but not a registered trademark with a direct right holder;

- lack of information support. This situation often occurs when chain shops are
expanding, usually at the beginning of their operation. The franchisee is not able to ensure the
sales and delivery of the goods to the trade points in time. There is no liability under Russian law
in this case. In many foreign countries there are laws that require the franchisor to fully inform
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the franchisee of its financial situation and provide all of the necessary information on
production before making a franchise purchase (Gavrilova et al., 2016).

Consequently, different scaling risks are common within various companies. This way, it
is essential for businesses at the stage of scaling planning to consider them from all possible

threats sides.

2.6 Conclusion

Small and medium-sized enterprises play a significant role in the economy of their
country. The SMEs have an ability to quickly change the vector of development and adapt to the
new reality due to the flexibility.

It is impossible to successfully develop and scale a company without a clear business
strategy. The mistake many small businesses make is that they don't consider developing a
business strategy as an important step in the business process.

Based on the articles analyzed, it can be concluded that small and medium-sized
enterprises always feel the influence of economic crises on their businesses. But this influence
can be both negative and positive for small and medium business and depends on the strategy
implementation in the conditions of crises. Moreover, several researches demonstrated that one
of the most popular and useful strategy for SMEs during the crisis is innovative differentiation
strategy. It is much easier to apply this strategy for different conditions and various types of
crises as small and medium-sized enterprises can much faster adapt their development strategies
and businesses to new economic reality than large companies which have more complicated
business structure.

The academic literature suggests that the BMC is a valuable tool for SMEs in a range of
industries. The BMC can help SMEs to overcome the challenges of designing and implementing
effective business models by providing a structured and visual approach to understanding the key
elements of a business model. The BMC can also help SMEs to communicate their business
models to stakeholders, including investors, customers, and employees. As such, the BMC is a
powerful tool that can help SMEs to achieve sustainable growth and success.

There are the following models for scaling up a small business:

- development of a federal network,

- setting up remote sales,

- franchising,

- the purchase of existing businesses (Vatutin, Trishin, 2013, pp. 19-20).
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All of them have advantages and disadvantages, but they all are relevant to implement in
practice, companies should analyze their situation and choose the right model in particular case.
There is no doubt that the last model might be the worst for the entrepreneur, but if the business
is not profitable anymore and there is no any chance to change it, it is the only one decision of
this situation.

There are a lot of risks that companies should consider during the process of business
strategy development and find out the ways how to reduce the influence of these risks on the

company’s growth.
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3. Challenges for Russian SMEs: Empirical Evidence from Automobile
Lubricant Sales Industry

3.1 Research Design

The investigation of the topic of SMEs’ challenges in Russia requires achieving a deeper
understanding of the topic. The topic is relevant due to the fact that distributors and dealers of
car lubricants in Russia like Gazpromneft and Lukoil are small and medium enterprises which
have an official distributor and dealer status as they dispose of their official goods. These
companies as well as other distributors face some obstacles to scale their businesses.

The research is defined as exploratory due to the profound understanding of the current
challenges that Russian small and medium-sized enterprises face. As it can be seen, this type of
research design is well suited to the nature of this thesis: through the data to define and
understand the way the small and middle enterprises choose their business strategy and it

influences their operations and results.

3.2 Research Strategy
The goal and the main questions of this thesis, as well as its design help to determine the

strategy of further research. The approach chosen is case study, which can be understood as “a
process of solving the set the task, depending on how the situation develops™ (Loginov, 2014).
Case management methodology is a form of making managerial decision making by an
entrepreneur in a concrete situation based on trend monitoring and development of prognostic
values. Case management makes it possible to develop and make decisions in a practical
situation, developed in the market, based on the analysis of current information. And, as a rule,
even old entrepreneurs make decisions and act in line with the business model or line tradition of
the company, in which it is practically impossible to deviate stereotype. In this situation case
management involves deviating from "pre-existing formats™ and making decisions depending on
the direction of the company's aims.

Case study suits the needs of the research and helps to get the proper consideration of the
understanding the challenges that Russian SME's face. This way case study seems to be the most
optimal research strategy for achieving the objectives of the thesis. There is single case analysed

in the thesis, the results of which are a basis for practical recommendations.
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3.3 Industry of the Research

The problem of scaling up small business in Russia is a pressing one at the moment. At a
time of financial crisis, the country needs entrepreneurs who are actively involved in public life
(Pronina, 2020, P. 106). By competing with each other, entrepreneurs have to constantly
progress and develop that leads to the goods and services quality development. Nowadays the
actual number of small businesses in Russia is small and, as a consequence, society is not able to
make full use of the market's potential.

There are many factors that hinder the scaling of small businesses: limited resources; high
rents for premises; low wages; racketeering; rising prices for raw materials; shortage of working
capital (Dakhnenko S., Vengerovsky E. (2020). However, the biggest influence in this sphere is
exerted by the state. The latter imposes high taxes and establishes administrative barriers. It is
difficult for a small enterprise to get a loan, because credit and financial institutions in Russia are
underdeveloped. The role of the difficult economic situation in Russia should also be considered.
Due to this problem Russian banks are forced to charge high interest rates for loans. Taxes and
administrative barriers force businessmen to pay bribes. Corruption often allows big players to
drive small and medium-sized enterprises out of the market.

The formation and development of dealer networks is quite dynamic in the global
economy as a whole, and the scaling of entrepreneurial activities of various orientations, mainly
projects and programmes of trade business. For example, in the EU economic system as a whole,
the intensity of business scaling through dealer networks increased by 135.7% between 2015 and
2019, while real GDP in the EU increased by only 15.6% in the same period (World Annual
Report, 2021).

However, in a situation of pandemic crisis, the problems of forming and ensuring the
effective functioning of business scaling projects through the creation and development of dealer
networks, both in Russia and in the economies of developed market economies, have greatly
exacerbated.

The main factors limiting the progressive development of dealer networks in the national
economy of the Russian Federation in 2020 - 2021 were:

- increased risks of not quite correct, insufficiently conscientious behaviour on the part of
dealer networks within the crisis situation - in general, from the standpoint of the general theory
of management of economic processes, this kind of incorrect economic behaviour on the part of
various groups of external partners increases in conditions of macroeconomic crises of almost

any type, characterised by a relatively significant duration;
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- difficulties in scaling business in the Russian economic and legal space through the
development of dealer networks owned by non-residents, especially companies from the USA
and the European Union (due to the factor of sanctions restrictions, the need for a number of
economic entities of the Russian national economy to obtain discriminatory foreign agent status
in case of foreign co-financing of activities, etc., since 2017);

- imperfect special legislation on dealer networks, which limits the possibility of intensive
and effective development of this financial and economic institution in the Russian Federation as
a whole (Alimova, 2018, P. 53).

There are different tools that allow the company to analyse impact of different outer
factors on the enterprise. One of them is PESTEL analysis that allows to assess the current and
strategic impact of political, economic, social, technological, environmental and legal factors of
the external environment on the enterprise and its competitors (Kaplan, Norton, 2012).

The basis for the PESTEL analysis is the results of a preliminary study of the macro
environment and the immediate environment of the enterprise. PESTEL analysis requires
sequential implementation of the following steps.

1. At the first stage, it is necessary to determine the commodity and geographical
boundaries of the environmental analysis.

2. A list of 30-40 political, economic, social, technological, environmental and legal
factors of the external environment affecting the enterprise and its competitors within the
specified boundaries and selected segments is determined.

3. Each factor from the list is evaluated according to three parameters:

- vector of influence on the enterprise and industry or market, i.e. whether this factor is an
opportunity (positive impact) or a threat (negative impact);

- the strength of influence on the enterprise and industry or market on a 10-point scale;

- the level of certainty (predictability) of the factor for the planning period.

The vector and the power of influence are individual, that is, closely related to the
specifics of the enterprise itself, and the level of certainty is the same for all enterprises of the
industry or market. For example, the chain restaurant business, in terms of financial
sustainability, is less influenced by the external environment than independent cafes and
restaurants. When conducting an assessment, it should be borne in mind that the same factor can
have both a type of opportunity and a threat for the enterprise. For example, the crisis leads not
only to a decrease in the purchasing power of the population, which results in a drop in demand
for goods and services (threat), but also to the withdrawal from the market of part of enterprises
as a result of their bankruptcies or the economic inexpediency of continuing to operate in this
market, as a result of which the concentration of competition (opportunity) decreases.
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4. From the prepared list of factors, it is necessary to select 8-12 key ones, the impact of
which on the enterprise is the strongest in terms of its capabilities and limitations in achieving
the set goals during the planning period.

5. The selected factors are divided into two groups - defined and undefined.

6. For uncertain factors, an optimistic, realistic and pessimistic forecast for the planning
period is prepared with an indication of the probability of each outcome.

7. By combining certain factors and forecasts for the development of uncertain factors,
scenarios for the development of the external environment for the planning period are compiled.

8. The result of the analysis is the choice of the most likely scenario, according to which
the enterprise plans its activities to achieve the goals for the planning period. If scenarios have
the same probability of occurrence, both scenarios are planned.

The PESTLE analysis allows managers, marketers and financial experts to study factors
when making decisions about a company's services or products. Thus, the manager of a company
using PESTLE analysis can focus on the social aspects of consumer behavior. This may include
examining the demographics of customers, their culture and shopping patterns. The results of the
PESTLE analysis allow the company to make specific choices when planning the future of the
company, from how the brand should be represented to any changes in the organization of the
company and the development of new products.

As well as PESTEL, Porter's five forces are used for those who study competition in the
market and link it to profit. According to M. Porter's strategic model, competitive enterprises that
operate in the same market, depending on the strategy they use, are divided into three strategic
groups:

1. "Price Leadership." The company of this group seeks to minimize the costs of
production and distribution of goods in order to conquer the market with the help of a low price.

2. "Leadership in Differentiation." The company of this group strives to achieve high
results through the production of goods and services, which offer the greatest degree of
satisfaction of consumer requests in such parameters as: operational characteristics, certain
properties, unique design and image of the trademark and others.

3. "Concentration of Effort." The company of this group focuses not on the market as a
whole, but on its segments in which it seeks to implement a strategy of differentiation or
leadership in price aimed at winning the corresponding group of buyers (Porter, 2002, p. 143).

Still these models seem to be not sufficient enough to analyze the impact on small and
medium-sized enterprises. It has been chosen to analyze at first the market of Russian
automobile lubricants has been analysed. It has been found that there are 9 producers of car
lubricants in Russia:
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- Aurum (Izhevsk) - production of car chemicals and car care products,

- Alleya Group (Moscow) - production of car chemicals and car care products
(brand 'Ruself"),

- Germes plant (Kazan) - manufacturer of coolants and technical fluids

- Kazan plant of low-tonnage chemicals (Kazan) - manufacture and sale of low-
tonnage organic chemicals: the company manufactures and sells low-tonnage organic chemicals
- synthetic rubbers, silicone sealants and compounds, catalysts and primers for compounds,
primarily for automotive and electrical insulation applications,

- All-Russian Scientific Research Institute of Lubricants (Saint-Petersburg) -
Manufacturer of greases. The institute has a pilot base with process units capable of producing
up to 50 t/month of refined and petrochemical products. High-tech products developed by the
institute's specialists are produced.

- AIS (Moscow region, Dolgoprudny) - one of Russia's largest manufacturers of
professional car care chemicals, detergents for cleaning companies, laundries and dry cleaners,

- VMP Avto (Saint Petersburg) - Manufacturer and sale of lubricants - VMPAVTO
is a research-and-production company specialising in the development and manufacture of
unique lubricants, the action of which is based on the principle of wear surface restoration,

- Matritsa-production Plus (Saratov) - Producer of household autochemicals

- Motor Life (Saint Petersburg) - Manufacturer of gearbox kits. The main activity of
the company is development, production and implementation of highly effective metal-clad

lubricants based on advanced technologies.

3.4 Data collection process

The primary data was collected using interviews, that can be explained with the need to
analyze key moments of the current SMEs state in the market. With the help of the questionnaire
15 key questions have been formulated. They are organized in the clear and exact form to get the
key aspects of business situation from CEOs of the companies.

The questions offered to be answered by the managers allowed to gain sufficient depth of
the research needed to reach the objective determined. Scholars distinguish three types of
interview: structured, semi-structures and unstructured interviews (Saunders, Lewis, Thornhill,
2009).

In order to gather the qualitative data required, semi-structured interviews were

chosen. This type of interview implies having a list of themes and topics to discuss as well as
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some questions to be asked but allows for more freedom of conversation. It was decided not to
use the structured interviews because they provide with quantitative results that suit more
explanatory or descriptive research (Saunders, Lewis, Thornhill, 2009).

The interviews were designed in accordance with the objective of this thesis as well as
the results of the literature review. They included the questions about several topics that are
linked to the main questions of the research. The following topics for questions and further
discussion were included into the initial design of the interviews conducted: current economical
state of the company, sanctions impact, the demand for their goods and the business model used.

The interviews were conducted via Zoom platform.

3.5 Case companies’ description
Russia has the third largest lubricant market after the US and China. For the last few

decades Russia has become the largest importer of oils and lubricants. The main players in the
automotive lubricants market are oil companies that have their own oil production facilities that
allow them to produce not only base oils, but also the entire range of petroleum products.
Experts say that the local market of automotive oils is currently characterized by rather fierce
competition, with over 500 brands competing for the right to be chosen by consumers. There are
both major oil producing and refining companies and lesser known ones with narrow
specialization in production of lubricants. In general, the modern range of motor oils from
leading companies consists of several products of different quality levels: 1-2 elite synthetic oils,
semi-synthetic oils of higher quality and 2-3 mineral oils. Most Western manufacturers focus on
the medium price segment of the market. Russian companies position their marketed products in
a lower price range. Domestic producers are in the lead in volume terms. But in terms of value,
the share of imported oils is almost double due to the higher price.

While talking to these Russian companies' representatives in car lubricants sphere, it has
been pointed out that these companies are looking forward to scaling but because of different
challenges can not implement scaling actions.

There have been 10 managers questioned and the collected data has been analysed. The

list of companies interviewed is presented in the table below.

Number Federal District Region Size
1 Central Tverskaya oblast Small
2 Central Yaroslavskaya oblast Medium
3 Central Moscow Medium
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4 North-Western Saint-Petersburg Medium
5 Central Voronezhskaya oblast Small
6 Central Moskovskaya oblast Small
7 North-Western Saint-Petersburg Medium
8 Central Moscow Small
9 Central Smolenskaya oblast Small
10 Central Yaroslavkaya oblast Small

Table — List of companies interviewed.

First of all, most managers mention obstacles that they face trying to scale their business
— they are: the staff, production costs, restrictions of some producers because of the sanctions

(that means the shortage of foreign products).

4, Empirical Research Results

In this chapter we will analyze the results that we conducted through the interviews with
the top managers of official distributors of automobile lubricants in Russia.

1. To the first question, all CEOs said that they were considering scaling their business.
The positive result for this question was 100%.

SMEs CEOs

m consider scaling
business

Figure — SMEs CEOS attitude towards scaling business

(2) Answers to the second question implied providing their own wording of the answers.
Through analysis of the questionnaires, it became clear that 70% of respondents considered
competition as a constraint to business development. 50% of the respondents mentioned

hindrance in terms of recruitment as business expansion requires recruitment. Managers believe
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that it will take a long time to recruit and train staff to meet the firm's needs. It will also require
additional financial investment, which is not always convenient at a certain stage of the
company's development. Problems with financial investment were mentioned by 60% of
respondents. Many SMEs do not have available investment capital to invest in recruitment and

business expansion. As a rule, development is done in stages, and it takes a long time to scale up.

70% -

60% -

50% -

40% -

30%

20%

10% -

O% T T 1
competition is a recruitment hindrance  financial investment
constraint to business problems
development

Figure — Obstacles to scaling business
3. When asked about problems encountered when trying to expand into new markets or
segments, the following answers were received:
- 60% of respondents mention strong competition,
- 40% of respondents mention sanctions imposed by foreign countries,

- 30% of respondents reported a problem with quality human resources.
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40% -

30% -

20% -
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strong competition foreign countries human resources
sanctions quality

Figure 3 — Problems with expanding into new markets or segments

4. Respondents were asked to point out difficulties in finding new customers and
increasing sales volumes.

30% of respondents say that there are no difficulties in finding new clients. However,
hiring new personnel or transferring employees to new positions has some difficulties.

30% of respondents indicated a lack of a unique product, which is due to high
competition. Due to this, the end consumer is afraid to switch to new products.

40% of respondents indicated a disproportionate increase in profits.

disproportionate
increase in

profits
40%

Figure 4 - Difficulties in finding new customers and increasing sales volumes
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5. Role of employees in the scaling process. Involvement and support from manager to
motivate employees.

80% of executives say that employees play a major role in the process of scaling the
business and entering new markets.

60% of CEOs say their goal is to motivate employees to grow the company and gain new
career prospects. The joint motivation of employees and management contributes to the
achievement of these goals.

10% of CEOs believe that only some employees have the ability to influence the scaling
process.

20% of managers say they make plans for development. They also work with employees
to develop ways to reach their plans.

10% of managers develop motivation for achieving intermediate and final results.

90%
80%
80%
70%
60%
60%
50%
40%
30%
20%
20%
10% 10%
10%
0% ‘ ;
employees' major employees' some employees managers make maotivation through
role motivation to grow influence scaling plans for achieving
the company process development  intermediate and
final results

Figure 5 — Role of employees in scaling process
6. Maintaining quality control as the business grows and enters new markets 30% of
respondents say clear employee performance standards have been established. 30% of managers
say that there are more points of control over the execution of tasks within the prescribed work
standards. 30% say there is a process of automation in production. 10% say there is no

independent quality control (one department or employee controls a subordinate department.
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m clear employee performance
standards

= more points of control over the
execution of tasks

i process of automation

no independent quality control

Figure 6 — Maintaining quality control
7. The problem of searching for personnel due to the growth and development of the
company 90% of managers say they face the problem of staff recruitment. This problem holds

back the development of the company. 10% of managers don't have a problem finding personnel.

m have problem with staff
recruitment

= no problems with staff
recruitment

Figure 7 — Problem of searching for personnel
8. The importance of having common company values between the manager and the
employees 80% of CEOs say this factor is mandatory. The achievement of a set goal helps lead
to the development of the company. 20% of CEOs are convinced that this factor is not necessary
and that the most important for them is that the employee has the ability to work and a sense of
purpose.
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® common company values
are mandatory

= not necessary factor

Figure 8 - The importance of having common company values
9. During periods of rapid growth companies’ managers tend to delegate their
responsibility to other workers. There are 70% of respondents who delegate their duties but still
control the effectiveness of team work each week. They say it is important to keep up-to-date
with all the processes happening in the inner and outer world in their sphere. And most often the
more tasks the manager gets, the harder it becomes to stay properly effective.
On the other hand, 30% of managers prefer to control the business tasks themselves and

share their duties with their deputies.

® managers delegate their
duties

control the business
tasks themselves

Figure 9 — Delegation of the managers' duties to employees
10. The effect of 2022 economic sanctions against Russia is taken as indirect (60% of
respondents) and quite serious (40% of respondents). Most of the representatives agree that sales
have decreased, and that there have been problems with logistics. Some of European and
American lubricants were not available to order and at first the Russian stock was used to help
provide the goods for the clients. There has been also lack of other chemicals as they are

connected in production sense with lubricants. Supply difficulties brought some serious
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problems and the price of lubricants had to be increased. Most clients understood this moment
because it was a measure that appeared in a hard economical situation. Some clients showed

their complaint and stopped buying foreign lubricants.

40%
m indirect effect

quite serious effect

Figure 10 — The effect of 2022 economic sanctions
11. 80% of respondent highlight the fact that competition has decreased. 20% claim that

it has stayed the same or even increased a little.

m competition has decreased

competition has stayed the
same of increased a little

Figure 11 — The competition change due to the sanctions

12. The question about long-term goals has had a common answer — 90% of companies
do not set such goals as they think it is not effective — the world political issues and economical
influence make it uncertain to set long-term plans. At the same time, Russian distributors and
dealers need to have some plans to continue their business in serious changes. They continue to
analyze the market, find new providers, test the production and so on. Most importantly it is
recommended to study a lot of information about the processes going on in this market nationally
and worldwide. 10% of respondents believe it is a good ideal to set long-term goals.
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m companies do not set long-
term goals

companies believes to have
long-terms set

12. Figure 12 — Setting long-term aims
The question about a developed business strategy has revealed that 70% of companies
don't have a business strategy, and 30% of respondents have. They haven't revealed the name of
the strategy due to their policy.
14. Tools that companies use to develop their company's strategy or long-term
development are: SWOT-analysis (60%), PESTEL-analysis (40%). Companies try to compare
their business with competitors, thus adjusting the prices and staying aware of the current car

lubricants sales business situation.

40%
m SWOT-analysis

PESTEL-analysis

Figure 14 — strategies used by respondents and their companies
15. 80% or respondents haven't heard of Business Model Canvas, but 20% have.
This way Business Model Canvas can be suggested to be a brand new model of business

strategy that companies can use.
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know about Canvas
don't know about Canvas

80%

Figure 15 — Awareness about Canvas business model

The answers provided by SMEs managers have revealed the following problems:

- Lack of investment capital for recruitment and scaling,
- Problem with quality human resources,

- Lack of unique product (due to high competition),

- Disproportionate increase in profit,

- Lack of staff motivation,

- Problems with quality control,

- Problems with staff recruitment,

- Not effective delegation of tasks,

- Companies don't set long-term goals,

- Not all companies have developed business strategy,

- Use of not effective enough PESTEL and SWOT analysis,

- Most companies are not aware of Canvas business model.

5. Discussion and Conclusions

There are key points concerning internal challenges of SME’s during the scaling.
First of all, the absence of business strategy leads to negative consequences for the

company. In other words, if a company does not have a mission, vision and the exact goals it
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strives to achieve, this will result in slowing down. This issue should be developed and analysed
at the stage of building and opening the company.

According to the companies observed with their CEOQO's information from the
questionnaire it has been revealed that using SWOT (60% of respondents) or PESTEL analysis
(40% of respondents) does not provide conditions for effective scaling. Most managers see a
mission of their business but face difficulty in fulfilling the vision of the company.

Secondly, poor recruitment weakens the company's performance and image. Most
managers point out that recruitment process takes a lot of time and financial opportunities. In
that case a special plan of recruitment should be implemented into the small and medium-sized
enterprises, to help companies to recruit as many personnel as possible. From the job interview
stage the applicants should learn about companies common values and be ready to become a part
of the team.

Thirdly, some CEOs have a desire for total control. It becomes clear that in the rapid
development of a company it is extremely essential to delegate authority to the colleagues.

Next, most companies have a lack of long-term goals: they set short-term goals - a
maximum of one year, and at best 3-5 years ahead. This is most often because businessmen do
not want to get attached to big tasks and want to give themselves as much room for maneuver as
possible.

Moreover, ineffective marketing strategy results in waste or time and financial costs and
leads to business decrease.

Finally, infrastructure issues increase in size due to scaling the business.

There are also external challenges that Russian small and medium enterprises face. Due
to closing of European borders, Russian SMEs have gained logistic difficulties. Most of foreign
goods have become impossible to be ordered and delivered. Though there can be some ways to
do it (with the help of the former USSR countries and complicated logistics), it still requires
more time and costs than before.

There is also lack of import details, chemicals and other things necessary to produce the
goods. Raw material plays an essential role of producing new goods, but due to sanctional
restrictions most raw material providers had to be left behind for uncertain time. With the state of
uncertainty, the business processes have become hard to be planned and fulfilled.

Companies that used to sell imported products in Russia are now forced to change their
product line and rebuild some business processses. It is a challenging process which has its
advantages and disadvantages. It should be taken into consideration that each new product takes

time and effort to be put into market and arise demand between customers.
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Economic crisis situations make the previous factors even more complicated. Managers
of SMEs search for new ways to get loans for their business development, to keep working
places, to hold competitive position despite the economic difficulties.

As small and medium-sized enterprises do not refer to government type, they continued
their work that created high level of competition. It is important for SMEs now to stay stable and
provide their customers the best quality of goods and service.

Difficulties in entering new markets are also evident in the current economical situation.

5.1 Theoretical Contribution

This work contributes to the understanding of the challenges that SME’s face during the
scaling process in Russia, especially in the automobile lubricant industry, from the perspectives
of business strategy development. The results of semi-structured interviews and secondary data
research helped to confirm the applicability of R. Safin's study which can be applicable to the
realities of the Russian market, especially the Russian automobile lubricant market.

Moreover, the research conducted for this thesis helped to identify the measures that top
managers strive to implement in their companies in order to scale the business. The research
demonstrated the actual motivation of all the companies’ owners to scale and growth their
business (according to the interview data analysis). The study also showed the reality of how the
owners of companies are familiar with strategic planning methods — 60% use SWOT-analysis
and 40% of managers use PESTEL analysis. According to the interview details, only 10% of the
managers try to implement long-term planning measures, but 90% of managers neglect them.
The information obtained during the interview helped to identify the main 11 problems faced by
entrepreneurs — these problems relate to capital investment, human resources, lack of unique
product, lack of staff motivation, quality control, delegation of tasks, absence of business
strategy is missing and not effective PESTEL and SWOT analysis.

Most companies are not aware of Canvas business model.. The results of the study
provide further evidence of some of the previous findings of academic research conducted

worldwide.

5.2 Managerial Implications

The results of the study have practical value as they can contribute to the efficiency and
effectiveness of small and medium-sized enterprises by implementing the long-term business
planning and other tools, such as Business Model Canvas. By understanding the importance of

strategic development and its instruments, owners and managers of small and medium-sized
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businesses can adjust their activities and achieve higher performance compared to the other
market participants.

This study shows that external and internal factors hinder the growth and scale of the
company, as many of them are not obvious to executives. External factors have been influenced
by economical sanctions that Russia has been facing since 2022. Internal factors are also
influenced by unstable economical situation of Russian car lubricants market which limits the
extension of range of car lubricants.

Though it can be considered that economical sanctions can lead to inner market's
development in Russia, the quality of Russian car lubricants still do not fulfill customers' needs
and expectations. European and American car lubricants use more modern technologies and raw
materials of an excellent quality which can not be stated about the same goods of Russian
production.

The problems identified in the work reveal that economical limitations and the absence of
the effective business model in small and medium-sized enterprises hinder the growth and
development of them. This way SME's managers should adjust their actions on the basis of the
proposed business training of the staff, usage of Kanvas model and following corporate policy.

The study provides particularly valuable information for companies working in the
automobile lubricant industry on the Russian market — the use of Kanvas business model helps to
analyze the current state of the SME in the market, reveal the negative sides and plan the
development according to the key points of the analysis. 10 car lubricants distributor companies
have been analysed with the help of the interview, this way the common situation of Russian
SMEs operating in car lubricants market has been described.

Besides, the conducted research may be used by companies’ owners from other industries
in Russia, as it demonstrates the relevance of these scaling measures to the activities of small and
medium-sized enterprises in many industries.

According to the results of the analysis of the interviews the following recommendations
are provided.

Firstly, SME’s should pay more attention to the business strategy development and they
should define their mission, vision and values of the company. All employees should understand
these aspects and share them. The successful development of the company depends on the way
of what employees think about the company where they work, as they translate their visions to
clients.

Based on the literature review and the interviews conducted most of employees do not set

long-term goals, which is a large mistake in the process of scaling. Top-managers should
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understand their long-term goals and where they want to see the company in future in order to
identify what measures they should implement to achieve them, what obstacles they can face.

Based on the literature review the Business Model Canvas is the effective tool for SME’s
but according to the interviews, most of the CEO’s do not familiar with this instrument. So, the
managers should use these tool as it is easy to understand and effective in usage.

Moreover, the top managers should pay more attention to the developing and teaching the
personnel in order to achieve higher results. They can conduct sales and business training for
managers, regularly organize team buildings within the company, especially in the period of
active growth.

Applying the recommendations described in the study will help companies to overcome
the difficulties they face and continue to develop the company and reach new heights in their

business.

5.3 Potential Limitations

There are some limitations explained with the methodological choice — single case study,
the current state of SMEs working in car lubricants sphere — makes it difficult to perform
common results for all SMEs in Russia. The findings of this research provide a deeper
understanding of the processes inside the Russian companies only of this sphere.

The research was conducted on a target number of companies — 10 companies — and can
be taken as average. All the companies fit SMEs’ criteria, they are all from the same car
lubricants sale industry with similar products and costs structure. All of them are located in

Moscow and Saint Petersburg — large centers of car lubricants dealers and distributors.
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Appendix

The list of questions for the interviews with the CEOs of official distributors of automobile
lubricants:

1. Are you looking to scale and grow your company?

2. What obstacles do you face when trying to scale your business?

3. What are the challenges of trying to expand your business into new markets or
segments?

4. What are the challenges of finding new customers and increasing sales volumes?

5. What role do your employees play in scaling and how do you support their motivation
and engagement?

6. How do you maintain quality control as your business grows and enters new markets?

7. Are you faced with the problem of staff search in connection with the growth and
development of the company?

8. Do you pay attention to the fact that new employees share the common values of the
company?

9. Do you have a desire for total control of all processes in the company or do you
delegate a lot to colleagues?

10. How did the events of 2022 (economic sanctions against Russia) affect your
company? Has sales increased? Have logistical problems emerged? Product shortages/supply
difficulties/lack of imported parts/additives/other chemicals?

11. Has competition increased or vice versa decreased?

12. Do you set long-term goals (for 5 years or more)?

13. Do you have a developed business strategy?

14. What tools do you use to develop your company's strategy or long-term development
planning?

15. Have you heard of a tool like Business Model Canvas?
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