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Executive Summary 

The key aim of this study was to gain a profound understanding of various management 

theories, empirical researches and management practices and to investigate the possible 

contribution of these in finding the optimal management approach for companies in Latvia, as 

often company management in Latvia is weak and managers fail to transfer necessary 

knowledge from developed countries. Another aim was to develop the most appropriate 

management approach among medium and large size companies in Latvian financial sector. 

Qualitative research method was used to achieve this goal. Previous literature was gathered 

from public sources, scientific management journals, databases and books and analyzed 

chronologically. Theoretical and practical implications found were exploited to construct 

theoretical management framework. Based on this, interview survey was developed and 9 

interviews in 5 Latvian financial sector companies were carried out. Results were analyzed by 

using theoretical background as a fundamental framework. 

The principal conclusion of the study was that even widely recognized management theories 

fail to suggest the most appropriate management approach for Latvian companies; 

nevertheless, it was found that theories are helpful in structuring management elements and 

providing a framework for building effective management approach. Moreover, results 

revealed that a more appropriate management approach exists among medium and large size 

companies in Latvian financial sector and it includes: mix of democratic and autocratic 

management style, autonomy balanced with level of command, transparent system of 

authority, low degree of bureaucracy in the company‟s upper level, emphasis on teamwork, 

short-term oriented hiring, selection, and retention policies, non-material motivation, control 

system highly linked with motivation and reward system, and discreet failure management 

scheme. 
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1. Introduction 

Business is like a car: it will not run by itself except downhill. 

- American saying 

It is admirable that management as a separate subject was established just recently, in the 

end of nineteenth century. Since then it has become a very popular topic and much has 

been written about it; even a simple search for topic “management” in Google Scholar 

returns close to 4 million results. In previous literature, management has been described as 

a practice of pulling together all physical and intellectual resources within an organization 

to achieve its desired goals and objectives in a productive way. The importance of 

management study lies in the fact that it provides managers with a scientific basis and 

tools for solving problems and making decisions. Also, it explains individual‟s needs and 

role within organization and helps to identify appropriate approaches of management in 

various social and economic environments. 

Management, as we know it today, to a large extent has been shaped by academics and 

practitioners like Taylor, Fayol, Weber, Drucker, and others, who developed the 

guidelines of management in the early 20th century. And it is their ideas, according to 

which organizations nowadays control resources, distribute power, reward people, and 

make decisions. However, nothing is constant and management has changed significantly 

during the last few decades in order to keep up with the pace of business environment and 

new technology breakthroughs. As one example, democratic way of leading employees by 

distributing management functions to all workers has become more common practice than 

authocratic management with command hierarchy. Furthermore, even as democratic 

management has become more widespread than command system, command system has 

remained the de facto organization structure. This was reconfirmed by the recent financial 

crisis when lower rank employees were not involved in decision making, tasks were 

forced on them rather than asked from them, and they were laid-off more frequently than 

upper rank management. 

Furthermore, recent financial crisis was caused by weak company management, especially 

in financial sector. Companies were allowed to grow extremely complex and reach 

unsustainably high levels of assets (Claessens et al. 2011). Additionally, weak control and 
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governing regulations allowed companies to engage in even more riskier activities than 

usual and allowed them to become “too important to fail” (Bernanke 2010). 

Financial sector in Latvia was the primary sector driving the growth of Latvian economy 

from early 2000 (Aslund & Dombrovskis 2011). By 2008 around 60 percent (875 

thousand people) of Latvian residents aged 15-62 were registered in the Loan register of 

Bank of Latvia (Latvijas Banka 2011). However, by the end of 2008 Latvian financial 

sector had run into serious problems - Latvia‟s second largest bank (as well as the largest 

domestically owned commercial bank) Parex Bank collapsed due to international 

illiquidity and weak company management. The potential losses were so large that the 

government had to step in and nationalize the bank, as well as borrow funds of 1.4 billion 

EUR (7.5% from Latvia‟s GDP) to recapitalize it. The consequences of Parex Bank 

nationalization lead to a drop in country‟s GDP by 25% from 2008-2010 (largest in the 

world), growth in unemployment to 20.7% in 2010 (the worst in the European Union), and 

more stringent control mechanisms by financial sector regulatory bodies (Aslund & 

Dombrovskis 2011). 

1.1.Formulation of the problem 

Over the last two decades, Latvia has undergone extensive recovery and its business 

environment has developed very fast (Pundziene, Kundrotas & Lydeka 2006) (Ezerkalna 

2011). Moreover, Latvia has transformed from an authoritarian, centralised, closely 

controlled socialist country, into a democratic country with free market economy. 

To support this growth in the future, Latvian companies will need to learn from business 

models and management styles of developed countries in order to stay competitive. 

However, as Vilson and Elenurm (2010) have highlighted, company management in 

Latvia is often weak, and managers fail to transfer the necessary knowledge from 

developed markets mainly due to two reasons: lack of experience and lack of empirical 

studies (Mockaitis 2005). Moreover, according to Edwards and Lawrence (2000) specific 

management processes can only be fully examined by researching practices of individuals 

and groups at local micro level, therefore empirical researches conducted outside Latvia 

would be of limited value for determining the optimal management model locally. 
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Latvian financial sector is the research focus, as the sector is close to maturity and there 

are no prospects of rapid growth during the upcoming years, thus findings obtained would 

carry long-term value. In addition, financial sector in Latvia is inhabited by large 

Scandinavian banks, thus providing good opportunity to gain additional insights of foreign 

management models already tested and implemented in Latvia. Furthermore, the best 

sample for research includes medium and large size financial sector companies as their 

market share is around 87% of the total market (Latvijas Banka 2010). In addition, these 

companies are the most approachable, reliable and easier to find. 

The key aim of the thesis is to gain a profound understanding of relevant management 

theories, management practices and characteristics, and to investigate the possible 

contribution of these theories in finding the optimal management model. Thus, the 

research objective of this thesis is to answer the following research question: 

Is there a more appropriate management approach among medium and large size 

companies in Latvian financial sector? 

1.2.Contributions of study 

Despite the large amount of theoretical research done in the field of management 

(especially in Western countries), there are relatively few empirical studies carried out 

about management efficiency, variety, and development in transition and recent transition 

economies. This thesis offers a contribution by empirically evaluating characteristics of 

management models, as well as by identifying the key variables that increase productivity 

of an organization. 

In Latvian context, the author contributes to defining local management models and their 

characteristics, as well as develops a framework for evaluating management approaches 

by using qualitative research approach. The practical relevance of the research is as 

follows: 

- An understanding of the development of management thinking helps managers to 

grasp easier the principles of the management process, allowing them to respond to 

problems in proactive instead of reactive manner; 

- Viewing and understanding the relationship between the theory, behaviour in 

organizations and management practice helps managers to recognize appropriate 
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adjustments necessary for management models used in order to reach both 

organization‟s and employee‟s goals; 

- Information on efficiency levels of various control and coordination mechanisms 

allows managers to achieve highest productivity by using the most effective 

management models; 

- Insights regarding various human needs within organizations help managers to create 

more rewarding management systems by giving employees what they need; 

- Information on changing social and economic values in the Post-Soviet area could 

help managers to update their management models and review their control policies to 

create more open and competitive business environment; 

- Management implications and correlation with theory found in research could be 

useful not only for Latvia, but also for other Post-Soviet countries facing similar 

conditions. 

1.3.Delimitations 

Leadership and management in many cases have been found to be closely interlinked and 

complementary concepts; however they are not the same thing. For the purpose of this 

research, distinction of management and leadership according to Drucker (1996) 

definition will be used: “management is doing the things right, while leadership is doing 

the right things”. Meaning that leadership (inspiring and encouraging) will be left outside 

the focus of the thesis and research will be mainly focused on operational management 

(planning, organizing, and coordinating). 

Furthermore, supervisory board will not be covered as part of thesis question in order to 

avoid possible result bias. To be more specific, company council and board members of 

organization are not directly involved in organization‟s daily operations, thus their views 

of company management may be distorted and not relevant for the purpose of this 

research. 

1.4.Structure 

The remainder of this paper is structured in five chapters. Chapter 2 explains the 

methodology of the study. Additionally, it describes data collection process and methods 

used for answering the research question. Chapter 3 reviews the existing literature in field 
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of management and tries to summarize what is already known from the prior researches. It 

also describes the relevant management theories and lists its implications for management 

practice with the intention of applying this knowledge in later chapters. Chapter 4 outlines 

the information on management practices in Latvian financial sector gathered from public 

sources and sector experts. Chapter 5 discusses how the most interesting results can be 

explained from theory and practice. Furthermore, the appropriate model of management is 

being sought and defined. Chapter 6 concludes the paper and puts forward the key findings. In 

addition, the chapter presents issues for subjects outside the scope of this research and 

suggests topics for further study. 
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2. Methodology 

Research design is its blueprint, dealing with what questions to study, what data are 

relevant, what data to collect, and how to analyze the results (Yin 1994). This chapter will 

explain the methodology of this study in detail. See graphical depiction of research phases 

in Figure 1. 

Figure 1: Methodology process 
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2.1.Research approach 

It is common to distinguish between the quantitative and qualitative methodological 

approaches in carrying out a study. 

Quantitative method involves analysis of numerical data and focuses its attention on 

finding a reason why various events occur rather than how they occur. Meanwhile, 

qualitative method involves analysis of kinds of behavior and events without comparing 

them in terms of measurement or amounts (Thomas 2003).  

For the purposes of this research, it is more appropriate to use qualitative method, as the 

research question is very complex and the variables are not known. Also, the qualitative 

method helps to construct hypotheses together with relevant theory and to reach the 

desired understanding of how management functions. Furthermore, qualitative approach 

better helps in researching management process in comparison to quantitative approach 

that simply ranks various management tools. 

2.2.Reliability of data 

Main concern in reaching valuable findings with qualitative approach is reliability of data, 

as reliable data makes study trustworthy and applicable to other cases and purposes 

(Thomas 2003). 

Reliability of data might be a problem, but this issue is addressed by using multiple 

sources of evidence (public information, personal experience, interviews, and direct 

observations). Furthermore, all literature is collected only from scientific articles 

published in widely recognized management journals, periodicals, and well-known 

management books. Also, EU standard for company size differentiation is used (European 

Commission 2003) (Table 1). Moreover, the right people in the right places are being 

interviewed – professionals and knowledgeable managers from top 5 banks and non-bank 

credit institutions. In addition, detailed interview notes are prepared to reflect managers‟ 

views on practice. 
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Table 1: EU standard for small and medium size enterprises (SMEs) 

Size of company/ 

company characteristics 

Number of 

employees 

Turnover,  

million (€) 

Total assets,  

million (€) 

Micro < 10 ≤ 2 ≤ 2 

Small < 50 ≤ 10 ≤ 10 

Medium < 250 ≤ 50 ≤ 43 

Large ≥ 250 > 50 > 43 

Source: European Commission (2003). 

2.3.Data collection 

First of all, data collection was started with gathering previous empirical researches in 

management field from public sources, scientific management journals (Latvian, Baltic, 

Scandinavian, and international), periodicals, databases and books. Then the literature was 

analyzed chronologically and theoretical and practical implications of management and its 

styles were used in constructing an interview survey (Appendix II). This survey was used 

in interviews with financial sector managers to retrieve their opinion on practice of 

management in Latvia. 

The survey was divided into three sections – two multiple-choice question sections and 

one open-ended question section. Multiple choice question sections were designed to 

determine the size category (medium size or large size) of the interviewed company and 

what the company demographics are. For size categorization EU standard (2003) was used 

(Table 1). Furthermore, open-ended question section was designed in a way (with 

subsections aligned to relevant management theory) to discover how various management 

styles affect employees and company‟s productivity. 

Secondly, financial sector companies in Latvia were sought. For this purpose Latvia‟s 

most valuable company list in 2010 created by the leading Latvian business newspaper 

Dienas Bizness (2011) was used. From this list 10 companies with core operations in 

financial sector were selected (8 banks and 2 non-bank credit institutions). According to 

EU size categorization 7 companies fell in large size category and 3 companies fell in 

medium size category (Table 2). 

Thirdly, a sample of ten selected companies was contacted through publicly available 

telephone numbers and e-mails. Together with initial contact, thesis synopsis containing 
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brief description of study was sent (Appendix I). Also, short version of the prepared 

interview survey to give the potential participants understanding of the topics likely to be 

covered in the interview was sent. Interview inquiry response rate reached 80% and five 

companies out of ten agreed to host interviews. The approved sample of companies 

included 4 banks and 1 non-bank credit institution. Each company, except for Swedbank, 

agreed to host two interviews with its top managers in various business units. Find 

detailed list of contacted companies in Table 2. 

Table 2: List of contacted companies 

Company name Company 

type 

Size Replied to 

inquiry 

Inquiry 

approved 

Approved interviewee 

positions 

Swedbank Bank Large Yes Yes Head of Department 

SEB Banka Bank Large Yes Yes Head of Department,  

Vice President 

Nordea Bank Finland Bank Large Yes No - 

DnB NORD Banka Bank Large Yes Yes Head of Department 

ABLV Bank Bank Large No - - 

Citadele Banka Bank Large Yes Yes Head of Department, 

Vice President 

Rietumu Banka Bank Large No - - 

Danske Bank Bank Medium Yes No - 

SMScredit Group Non-bank Medium Yes Yes CEO/CFO 

Credit24 Non-bank Medium Yes No - 

Source: Author‟s own work. 

Fourthly, before the actual interviews a pilot interview with a manager from financial 

sector was carried out to test the prepared survey timings, question clarity, and question 

efficiency (ability to get the information sought). Feedback from pilot interview 

enlightened some needed question improvements and helped to fix the timings. 

And last but not least, one hour interviews were carried out in targets company offices to 

observe how management is exercised in practice. During interviews detailed meeting 

minutes were kept to make sure that all information collected can be used afterwards. 

What is more, data coding was used, which according to Myers (2009) is one of the 

simplest means for organization and analysis of qualitative data. From various types of 

codes: descriptive codes (open codes), interpretive codes (selective codes), theoretical 

codes, and pattern codes, open and selective codes were used. Open coding involves 
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analyzing the meeting minutes and summarizing the notes according to concise code, 

while selective coding involves interpretation of categories and properties. Subsequently, 

interview meeting minutes were coded according to key management processes (planning, 

organizing, directing, and controlling) and implications for management (management 

style, focus on people, productivity, hierarchy, bureaucracy, etc.). After that methodology 

advised by Myers (2009) was followed - generated codes were contrasted, and various 

categories differentiated. When these were differentiated, the interaction between different 

management categories and company productivity was determined. 
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3. Literature review 

The purpose of this section is to clarify what is management and what kind of 

management styles there exist for running organization. Both theoretical and practical 

previous literature is researched and presented. 

3.1.Management theory categorization 

There are many ways in which the management theory and approaches can be categorized 

(Skipton 1982) (DuBrin 1997) (Ruegg-Sturm 2004). One simple method is chronological 

approach (Koontz 1980) (Mullins 2007), where management schools are listed in the 

sequence they were developed (Figure 2). 

Figure 2: Main approaches to organisation, structure and management

 

Source: Author‟s own work. Data source Mullins (2007). 

Major theories from respective management schools include: Classical Management 

Theory, Scientific Management Theory (Classical Approach), Behavioural Management 
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Approach) (Mullins 2007). Further on, relevant theories and their implications for paper 

are reviewed and described more thoroughly. 
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professional managers. It has looked for rationality and order in organizations through one 

best management approach, most logical division of labor, appropriate supervision, 

correct controlling, and assigning proper responsibility to authority (DuBrin 1997). 

Furthermore, as found by Cole (2004) and Mullins (2007) classical management puts 

emphasis on autocratic management and bureaucracy, which is characterized by high 

standardization of tasks, high specialization and hierarchy of authority, stringent system of 

rules, and impersonality (Table 3). 

Most publicized classical writers include: Taylor with his research Principles of Scientific 

Management (1912) researching management control and differences in productivity 

between workers, Fayol with his book Industrial and General Administration (1916) 

discussing key management tasks as planning, coordination, and control, Bernard with his 

book The Functions of the Executive (1938) emphasizing cooperative nature of work in 

organizations, and Weber with his research The Theory of Social and Economic 

Organization (1947) discussing bureaucracy and hierarchy of authority (Mullins 2007). 

Furthermore, researchers such as Carroll and Gillen (1987) has recognized that classical 

management approach is easy to grasp and helpful in facilitating understanding of 

management concept, but they also say that it is not very successful in explaining how 

organizations function and what the exact role of management is. Other scholars such as 

Donaldson (1990) and Ghoshal (2005) recognize the value of theory in development of 

management, but they don‟t find the theory relevant for practical use in the 21
st
 century. 

The same was found by Barney (1990) who noted that theories are categorized differently 

nowadays and organization management is leading the way compared to traditional 

management. More critiques of Classical Management challenge strict rules of command 

and direction (Lowe & McInnes 1971) and irrelevance of controlled human action versus 

voluntarily approach (Berlo 1975). Meanwhile, other scholars including Dean and Bowen 

(1994) and Cole (2004) argue that classical management is very formal and concise and 

still has many things to offer to practice. Also, as found by Parker and Lewis (1995) 

current management structure and international setting seems to motivate management 

systems to leave the elements of Classical Management Theory and not discard them 

entirely (Table 3). 

One extension of Classical Management Theory developed by several authors is 

Behavioural Management Theory (1930), also known as human relations movement 
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(HRM). It increasingly focuses on consultative management style and puts emphasis on 

emotional, non-structural aspects of employee behaviour (Mariann 2011). Furthermore, 

HRM views employees as individuals, resources, and assets (working for their inner 

satisfaction rather than materialistic rewards) with whose help a company can be 

organized and its goals achieved (Mariann 2011). In addition, Mullins (2007) and 

Northouse (2010) have written that HRM is effective for only one best management 

model (informal), where the right people are hired and retained with a help of non-

material motivators. Even though the theory has been found to be a useful extension, it 

has struggled with the same critiques as Classical Management Theory, namely, low link 

between practice and theory and tough applicability for managers (Stajkovic & Luthans 

2003) (Table 3). 

Maslow’s Hierarchy of Needs Theory (1943) is a psychology theory, which focuses on 

describing the stages of growth in humans. Maslow divided hierarchy of needs in five 

levels, where primary needs for food and shelter are at the bottom and need for self-

actualization is at the top (Figure 3). In between these two levels there are safety needs 

(security, protection, education, assurance, health, family), belongingness and love needs 

(affiliation, friendship, sense of being part of some group), and esteem needs (desire for 

prestige, reputation, confidence, achievement and success). The hierarchy suggests 

fulfillment of employee needs at one level before moving to the next level, as well as it 

suggests that if the lowest four needs are not met humans become dissatisfied with 

themselves and become indifferent (Maslow 1970) (Table 3). 

Figure 3: Maslow‟s Hierarchy of Needs

 

Source: Kenrick et al. (2010). 

Despite the criticisms and doubts about theory limitations, it has been very significant in 

organization management theory development, directing and controlling employees, and 



17 
 

satisfaction of their needs (Mullins 2007) (Kenrick et al. 2010). In addition, as written by 

Mills, Kelley and Cook (2002) and Dye, Mills and Weatherbee (2005) Needs Theory is 

embedded in theoretical extensions of democratic, autocratic, and laissez-faire 

management styles (Table 3). 

One of the first Maslow‟s Theory extensions was formed by Alderfer, who categorized 

needs in only three levels – existence needs, relatedness needs, and growth needs. In 

comparison to Maslow, Alderfer stated that needs are more continuum than hierarchical 

levels (Chung 1969), (Mullins 2007). One more extension of Maslow‟s Theory was done 

by Herzberger, who focused on work situation dimension. He diminished needs to only 

two factors – hygiene (maintenance) and motivators (growth), and stated that all 

employees should be treated equally and given the same responsibility in organization 

management (Mullins 2007). Furthermore, recent theory extension was presented in 

research by Kenrick et al. (2010), who stated that basic structure of Maslow‟s need 

pyramid is good and only architectural improvements to Maslow‟s Theory are necessary 

to account for different individual sensitivities towards each level of needs (Table 3). 

When talking about critiques, Maslow‟s Theory has been criticized for inconsistent 

research findings (Wahba & Bridwell 1976) (Heylighen 1992) (Soper, Milford & 

Rosenthal 1995) and focus on individual dimension (Gambrel & Cianci 2003); 

nevertheless, it is still widely used by marketing practitioners due to easily applicable 

framework (Soper, Milford & Rosenthal 1995). In addition, as found by Dye, Mills and 

Weatherbee (2005) in many cases Maslow‟s Theory critiques are false, as authors have 

misread the context in which the theory was developed and they have used second or third 

party resources to deduct their conclusions (Table 3). 

Theory X and Y (1960) was invented and developed by Douglas McGregor drawing on 

Maslow‟s Theory, arguing that “the style of management adopted is a function of the 

manager‟s attitudes towards people and assumptions regarding human nature and 

behavior” (Mullins 2007). In addition, as found by Nord (2004), both theories are still 

frequently used in textbooks and cited in management and organizational theory. 

Theory X claims that employees are inherently lazy, indifferent to the needs of the 

organization, and do not use more effort than absolutely necessary, and there is only one 

“best” model for company management (McGregor 1960) (DuBrin 1997). Furthermore, to 
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achieve maximum effort from employees, stringent control and supervision system must 

be used in a company (McGregor 1960). Also, assignments must be routinized and 

thinking should be left to superiors, while discipline and fear of punishment should be 

used to maintain standards of excellence and “carrots” should be used as motivators 

(McGregor 1960) (Table 3). 

Theory Y on the other hand claims that employees are willing to do a good job and are 

eager to invest additional effort to achieve their goals within the organization. This effort 

is driven by ego needs as well as needs for material benefits. Moreover, employees are 

open for accepting responsibility, they positively respond to being able to participate in 

decision making, and they value loyalty. In general, Theory Y suggests decentralization, 

empowerment, participation, and self-management (McGregor 1960) (Table 3). 

Findings of both theories X and Y are used in human resource management, 

organizational communication and development. Theory Y has historically been 

considered the preferred management style of organization (Ellingsen & Johannesson 

2008), but, as found in researches by Bobic and Davis (2003) and Peterson (2007) 

presently Theory X has its own specific advantages and decision about which theory is 

superior should be reconsidered. 

One extension of McGregor‟s Theory X and Y is Ouchi‟s Theory Z (1981), which 

focuses on benefits for workers being employed in the same organization for long periods 

of time. This theory is based on Japanese management style, characterized by high 

productivity, low control, and high job satisfaction, and is associated with participative 

management style (England 1983) (Weinshall 1993) (Kim 2002). Furthermore, Theory Z 

supports slow promotion from within the company with job rotation, where employees are 

expected to be generalists rather than specialists. Its main focus is on working in teams 

rather than individually. In comparison to Theory X organizations, Theory Z 

organizations are more decentralized, have lower supervision, and have fewer levels of 

management (Ouchi 1981). One critique of Theory Z is that it lacks the support from 

empirical researches and that it is based on too humanistic view (Sullivan 1983) (Table 3). 

Contingency Theory (1961) states that when an activity in the organization is routinized, 

bureaucratic management triumphs. Meaning that, fixed structure of bureaucracy is 

undermined when contingencies generate high levels of uncertainty. Moreover, this 
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happens either when technological factors or the environment is unstable, or when the 

pattern of inputs to the organization is complex. In either case, company structure 

becomes more complex with a finer division of labor, more highly trained and skilled 

personnel, fewer written management rules, and less direct vertical supervision. 

Furthermore, Contingency Theory promotes organic management organization as opposed 

to a mechanistic system (Burns & Stalker 1961). This is why Contingency Theory is often 

associated with completely opposite management styles such as Autocratic and Laissez-

Faire management, which are characterized by directive versus nondirective leadership, 

low versus high communication, etc. (Hill 1969) (Northouse 2010) (Table 3). 

Luthans (1973) in his research calls Contingency Theory the path that will lead existing 

management out of the theory jungle and help solving the quantitative and behavioral 

dilemma by uniting both views. Kast and Rosenzweig (1972), Holmstrom and Ketokivi 

(2009) support this interpretation, and note that theory that consists of simplified control 

principles and at the same time complex control concepts is required. Furthermore, Bennis 

(1972) and Luthans (1973) say that according to Contingency Theory bureaucratic 

management best fits stable environment, while free form management is more 

appropriate for dynamic situations. Whereas Koontz (1980) claims that some management 

models are more suitable than others irrespective of environment and the main factor that 

sets the management style is its function (Table 3). 

Important contingent factors for management systems mentioned by Chenhall (2003), 

Ketokivi (2006), and Mullins (2007) are external environment, technology, structure and 

size. Moreover, Burns and Stalker (1961) distinguished two management systems for 

different external environments: mechanistic (bureaucratic) system and organic 

(democratic, laissez-faire) system, while Perrow (1970) and Woodward (1980) separated 

management levels and control systems according to technology and suggested that the 

most effective form of management structure depends on technology and predictability of 

organization work tasks. Furthermore, Child (1973) researched size factor and its effect on 

various forms of management and found that increased size is associated with more 

bureaucracy and better performance, whereas Lawrence and Lorsch (1967) identified 

structure and its degree of co-ordination and co-operation between different departments 

as the most essential factor (Table 3). 
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3.3.Definition of management and manager 

Management is concerned with processes and activities at all levels of organization and it 

cannot be separated as a distinct function, but rather can be seen as an activity common to 

all functions in an organization. According to Mullins (2007), management is an 

integrating activity and may be viewed as „making things happen‟. Naylor (1999) defines 

it as “the process of achieving organizational objectives, within a changing environment, 

by balancing efficiency, effectiveness and equity, obtaining the most from limited 

resources, and working with and through other people”. Furthermore, one of the most 

widely recognized writers of management theory and practice Drucker (2001) says that 

“Management is about human beings. Its task is to make people capable of joint 

performance, to make their strengths effective and their weaknesses irrelevant.” 

In one of the first and most widely quoted analyses by Fajol in 1949 he outline five 

elements of management: “to forecast and plan, to organize, to command, to co-ordinate 

and to control” (Mullins 2007). Later on, Armstrong (1995) defined these elements in four 

key general management processes: 

1. Planning – investigating the future, deciding where organization is going and 

developing an action plan for that; 

2. Organizing – providing material and human resources for action plan, deciding on 

who does what (activity grouping, responsibility allocation, structuring); 

3. Directing – ensuring that people know what to do and how to do the entrusted 

tasks, maintaining employee activity to achieve optimum output; 

4. Controlling – measuring and monitoring results, comparing results with planned 

outcome, taking corrective actions when required. 

Meanwhile, DuBrin (1997) in his book interpreted process of management in context of 

four major resources (human resources, financial resources, physical resources, and 

information resources), where to accomplish goals the manager is the performer of four 

managerial functions (planning, organizing and staffing, leading and controlling). 

According to DuBrin (1997) “manager is a person responsible for the work performance 

of group members.” In addition, Drucker (1996) wrote that “manager‟s job should be 

based on a task to be performed in order to attain the company‟s objectives. It should 
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always be a real job – one that makes a visible and, if possible, clearly measurable 

contribution to the success of the enterprise.” Drucker (2001) also wrote that “what 

managers do in West Germany, in the United Kingdom, in the United States, in Japan, or 

in Brazil is exactly the same. How they do it may be quite different. Thus one of the basic 

challenges managers in a developing country face is to find and identify those parts of 

their own tradition, history, and culture that can be used as management building blocks.” 

3.4.Definition of management approach 

Management consists of different styles that can vary from company to company, and also 

within organizations themselves. And as early researchers Tannenbaum and Schmidt 

(1973) put it: “style of leadership in management is dependent upon the prevailing 

circumstance; therefore leaders should exercise a range of management styles and should 

deploy them as appropriate”. 

One of the first divisions of management styles was done by Lewin, Lippitt and White 

(1939), who identified three different leadership styles according to their decision making 

process - autocratic, democratic, and Laissez-Faire. 

In the autocratic (directive) style manager makes decisions unilaterally and without 

involvement of subordinates. The main advantages for this style is speedy and structured 

decision making, whereas downside is low employee motivation in performing qualitative 

job and their over-dependence on the manager‟s actions and opinions. Meanwhile, in the 

democratic management style the manager involves employees in decision making 

process and takes the final decision unilaterally or in a group according to majority. This 

style involves extensive communication between both parties and allows managers to use 

all intellectual and technical capabilities of an organization in solving pending tasks; 

however it also slows down the process of decision making and does not always lead to 

the most efficient outcome. In the Laissez-Faire style, manager‟s involvement in 

decision making is minimal and employees are allowed to take their own decisions in 

managing organization. In many cases it brings out leaders in organization, increases 

innovation and improves horizontal communication, but it also can lead to unclear sense 

of direction and poor internal management (DuBrin 1997) (Table 3). 
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Further on, Likert (1961) used and expanded Lewin‟s research findings and defined his 

own four styles of leadership and management based on employee involvement in 

decision making process. Likert (1961) divided these styles in two parts: job oriented and 

people oriented. Job oriented styles were exploitive authoritative and benevolent 

authoritative, while people oriented styles were consultative and participative. According 

to Mullins (2007) these styles can be described as follows: 

- Exploitative authoritative style: decisions are imposed on subordinates and main 

motivation for subordinates work is threat, also there is little communication and 

teamwork taking place and responsibility for operations is centered in the top of 

organizational hierarchy; 

- Benevolent authoritative style: employees are motivated by system of rewards, 

teamwork and communication is still limited and responsibility lies within 

organization managers; 

- Consultative style: manager has average trust in his subordinate and employee 

despite the stringent selection and retention system, employee motivation is based on 

rewards and his involvement in decision making process, teamwork is fair and 

communication happens horizontally and vertically, control and responsibility is 

medium and is spread widely throughout the hierarchy; 

- Participative group style: manager has full trust and confidence in his subordinates, 

motivation is based on rewards for achievement and there is high degree of teamwork 

and communication, responsibility for achieving organization goals are spread 

throughout all levels of hierarchy (Table 3). 

Perhaps the most recognized and used model in describing and evaluating different 

management approaches is Managerial Grid Model that was developed by Blake and 

Mouton (Northouse 2010). It explains how different management styles help 

organizations to gain the maximum benefits on two major levels: production-oriented 

level (policy decisions taken, new product development, and sales volume growth) and 

people-oriented level (trust between employees and boss, social relationships, and good 

working conditions). Managerial Grid provides five basic combinations of management 

approaches: country club management, team management, middle-of-the-road 

management, impoverished management, and authority-compliance management 

(Northouse 2010) (Figure 4). 
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Figure 4: Managerial Grid Model 

 
Source: Northouse (2010). 

In the country club management (consultative) style manager believes that with 

medium level of bureaucracy employees will undertake what is expected from them and 

reach some agreed production output levels. The main focus in this management style is 

on people and avoiding conflicts among them, keeping operations in harmony, and 

standardizing tasks and responsibilities. Team management (participative) style is about 

belief in work accomplishment through committed employees. In this style manager 

believes that where task needs and concern for employees are integrated employees can 

fulfill their goals within the given organization. In addition, employees are involved in 

decision making process, given freedom of action and organized with informal control 

mechanisms, while all conflicts are solved by direct communication between employees 

and manager. Middle-of-the-road management style focuses on compromising and 

medium concern for both people and production. In practice under pressure this style 

tends to switch to authority-compliance management style, and, when the conflict level 

between employees starts growing, managers tend to change their approach and switch to 

country club management style with focus on people. In impoverished management 

style manager has low concern for both employees and production output. Also, the 

manager is remote from his subordinates and lacks initiative in organization‟s activities 

and operations. Authority-compliance management style is focused on productivity, 
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and puts less emphasis on employees. This style relies on centralized system and includes 

a lot of control, demand and pressure. What is more, motivation is based on internal 

employee competition and non-compliance is viewed as un-cooperative action (Mullins 

2007) (Table 3). 

One more research on various management styles was carried out by Tannenbaum and 

Schmidt (1973), who created Continuum of Leadership Behavior Framework (Figure 5). 

In this framework the management style is characterized as the balance between the 

authority used by the boss and the freedom given to his subordinates in decision process. 

They differentiated four main types of management: 

- Telling (autocratic) style: manager identifies the problem and chooses a solution 

without consulting with subordinates, and then he expects them to implement his 

decisions as fast as possible; 

- Selling (consultative) style: the decision is solely taken by manager, but the manager 

tries to convince subordinates to accept his views beforehand; 

- Consulting (participative and democratic) style: problem is defined by manager, 

but the final decision of solution is taken by subordinates; 

- (Laissez-faire) style: manager defines the boundaries within which the subordinates 

can take the decisions and the final decision is taken along with the subordinates, 

usually the process of decision making is longer than for autocratic management style 

(Table 3). 

Figure 5: Continuum of Leadership Behavior Framework 

 
Source: Tannenbaum and Schmidt (1973). 
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3.5.Theory usage in thesis 

Previously described theories have a lot of complimentary dimensions, as well as 

conflicting ones. Maslow‟s Hierarchy of Needs Theory focuses on individualistic 

approach, while Theory Z argues for teamwork instead of individual focus. Contingency 

Theory states that employees and systems in organizations, if left to develop freely, will 

grow organically, in comparison to Theory X, which states that employees must be 

controlled and watched in order to expect good performance from them. Furthermore, 

Maslow‟s Hierarchy of Needs Theory states that to get to the next level of development, 

individuals need to satisfy their basic needs, while other theories do not categorize needs 

in levels and they can be approached without a pre-determined order. Moreover, Ouchi 

discusses in his Theory Z that long periods of time alter the levels of needs, and once 

important needs for an employee can be less important at the specific organization after 

longer periods of time. And finally, Classical and Behavioral Management Theories claim 

that there is only one best way to manage employees to achieve effective outcome, while 

Contingency Theory says that organizations should fit and adapt their management 

approaches to external and internal environments in many ways. 

To structure the discussed theory characteristics and implications for management 

approach, a summary of theories organized according to management definitions is 

presented in Table 3. The first column lists management theories discussed, the second 

column lists characteristics of each theory, and the third column lists elements of 

management approach suggested by each particular theory in previous literature. 

Table 3: Theory characteristics and implications for management 

Theory Characteristics Implications for management approach 

Classical 

Management 

Theory 

Planning: only “one best” management 

style 

Organizing: formal, bureaucratic structure 

Directing: stringent set of management 

principles  

Controlling: authoritative, punishment for 

failure 

Autocratic management: 

High level of bureaucracy 

High control, authority and discipline 

High organization hierarchy 

High specialization 

High distinction of functions 

Standardization of tasks and responsibilities 

Behavioural 

Management 

Theory 

Planning: only “one best” management 

style 

Organizing: according to Human Resource 

Management 

Directing: hiring and retaining the right 

employees, motivating by non-material 

benefits 

Controlling: medium control 

Consultative management: 

High focus on people 

Medium level of bureaucracy and control 

Motivation based on rewards 

Medium level of employee involvement in 

decision making 

Standardization of tasks and responsibilities 

Stringent selection, hiring and retention 
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Maslow‟s 

Hierarchy of 

Needs 

Theory 

Planning: “many” management styles 

according to human needs 

Organizing: according to sensitivities of 

each level of needs 

Directing: according to sensitivities of 

needs 

Controlling: according to 

hierarchical/continuum of needs 

Autocratic/Democratic/Laissez-Faire 

management: 

High/Medium/Low control and authority 

Low/Medium/High employee involvement 

in decision making 

Low/High/High communication and 

teamwork 

Fast/Slow/Slow decision making 

Theory X Planning: only “one best” management 

style 

Organizing: routinized assignments, 

thinking left to upper management 

Directing:, motivation by “carrots” 

Controlling: stringent control and 

supervision, punishment for failure 

Autocratic management: 

High level of bureaucracy 

High control, authority, discipline 

High organization hierarchy 

High specialization, distinction of functions 

Standardization of tasks and responsibilities 

Theory Y Planning: only “one best” management 

style 

Organizing: decentralization 

Directing: empowerment, motivation by 

material and non-material benefits 

Controlling: self-management 

Democratic management: 

High communication 

Medium control and authority 

Medium employee involvement in decision 

making 

Slow decision making 

Theory Z Planning: only “one best” management 

style 

Organizing: decentralization, teamwork, 

generalist employees 

Directing: motivation by promotion from 

within 

Controlling: informal control mechanisms 

Participative management: 

High concern for employees and 

productivity 

High freedom of action 

High communication and teamwork 

High employee involvement in decision 

making 

Low level of control 

Motivation based on rewards 

Contingency 

Theory 

Planning: “many” management styles 

Organizing: highly trained and skilled 

personnel, organic organization 

Directing: according to functions 

Controlling: simple versus complex 

control mechanisms 

Autocratic/Laissez-Faire management: 

High/Low bureaucracy 

High/Low control, authority and discipline 

Low/High communication and teamwork 

Low/High employee involvement in 

decision making 

Fast/Slow decision making 

Source: Author‟s own work. 

3.6.Management approaches in practice 

Clark, Gospel and Montgomery (1999), after researching international management 

literature of last two decades found that this literature has few drawbacks - it focuses only 

on a few selected Anglo-Saxon countries, one set of cultural assumptions, and it fails to 

explain observed management differences and similarities. Also, this literature leads to 

incorrect conclusions that Western management practices can be applied in all countries 

without any pitfalls, even in recent transition economies with complex environments and 

various subcultures. Concerning particular management styles, authors note that Soviet 

management model (similar to Russian model) has strong focus on rules, where people are 

managed through strong departmentalization, centralization and stringent control 

mechanisms. Furthermore, Koubek and Brewster (1995) and Perlitz and Seger (2004) say 
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that employees in Post-Soviet countries are unwilling to take any actions themselves and 

they prefer being led and strongly controlled by superior authority instead of being given 

freedom to act. Also, they found that most types of motivation (performance-related pay, 

job rotation and empowerment) are ineffective for improving management styles in 

current and recent transition economies. 

In addition, Shama (1993) says that in former Soviet countries managerial functions such 

as production, pricing, exporting, planning, distribution, R&D, and personnel 

management are executed in a simple and mechanistic manner. The collapse of the Soviet 

Union changed management style in this area almost overnight from static and centrally 

managed system to decentralized and market-driven system with different set of values 

(Diskiene, Marcinskas & Stankeviciene 2010). And as found by Kelemen and Hristov 

(1998) in Eastern Europe decision making process within organizations, functions and 

departments is rather top-down: bosses exercise a very high level of control and do not 

facilitate new ideas and practices. What is more, Western practices are not easily adopted 

in Eastern Europe and Russia without testing and resistance, as management prefers 

developing their own approaches. 

As described above, the main research interest in management field has mostly been 

focused on Russian management, and only minor amount of empirical researches have 

been done in Central Eastern Europe (Michailova & Liuhto 2000) (Suutari & Riusala 

2001) (Ardichvili & Kuchinke 2002) (Iellatchitch & Mayrhofer 2004). According to 

authors, CEE region is described by authoritarian management style supplemented by 

management knowing the right people and solving issues on case by case basis rather than 

by constant and effective management systems. Likewise, management avoids taking 

responsibility to escape from being associated with the ineffectiveness of the system. 

To continue, management is less active in setting goals and coordinating subordinates in 

CEE and Eastern Europe (Suutari and Riusala 2001) compared to Scandinavia. According 

to authors, problems with coordination are consequences of the prior directive 

management style. 

According to Michailova and Liuhto (2000), sympathy for employees and encouragement 

improves management efficiency in the Baltic States. And employees positively respond 

to being part of the decision making process. While previous literature does not specify 
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how to implement this sympathy and encouragement, the relevant gap in literature can be 

covered by future researches in the field. One very interesting finding about the company 

management in the Baltic States is that they usually are not concerned about receiving the 

feedback. This could be due to two reasons – they think that they will not learn anything 

new from this or they do not want to hear outside interpretation of their organizational 

system and weaknesses. 

What Mockaitis (2005) says is that there are significant differences among all three Baltic 

States and their management styles. More specifically, he states that Lithuanian 

management style is described by closer control and higher supervision than Estonian 

management, while Estonian management is described by more reliance on intuitive 

decisions, higher initiative, more democratic and participative management style and more 

relationship oriented leadership compared to Lithuanian management. Furthermore, no 

significant difference between Estonia and Lithuania was found in the view towards 

authority and commitment, while Latvian management style was found to lie closer to 

Lithuanian style, but with some elements such as management style more similar to 

Estonian management. Contrary to this, Huettinger (2008) argues that the Baltic States 

management systems and styles are similar, and the only difference can be found in 

various cultural attitudes. 

On the other hand, according to Pundziene, Kundrotas and Lydeka (2006) and Vilson and 

Elenurm (2010) it is hard to define different management styles in Baltic countries, as 

they change constantly in line with organization development. Thus the companies in this 

area are required to readjust internal structures and management procedures as the 

business develops. Even more, foreign investments are changing the current business 

environment and management practices in Baltic countries by moving focus from 

directed, autocratic management style (“brigade work”) to democratic and participative 

management style with self-managing teams, high employee involvement in decision 

making, and redistribution of power, authority, and responsibility towards employees 

closer to the final customer. As of now, management style in Baltic States includes 

stringent structural form, high formalization of management rules, high centralization, 

wide control hierarchy, and high collectivism (Alt et al. 2003). 

To sum up, management practices on operational level in Latvia and the Baltics have been 

weakly covered in previous literature leaving a gap in management literature for the area 
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(Mockaitis 2005). Mostly previous researches have focused on Russian and Soviet model, 

which is similar, but at the same time distinct model hardly applicable in Latvia after more 

than 20 years of Soviet Union collapse (Diskiene, Marcinskas & Stankeviciene 2010). 

When researching the most recognized local management journals (Baltic Journal of 

Management, Scandinavian Journal of Management, and Journal for East European 

Management Studies) it can be concluded that these periodicals focus more on strategic 

management and corporate governance than on operational management practices. 

Furthermore, a few management issues from previous literature include findings that most 

types of motivation does not work in the Baltics, the management is not willing to receive 

feedback and implement any changes to remove the drawbacks found, and employees‟ 

dedication to their employers is lowering which indicates need to re-adjust and update 

management approaches (Ezerkalna 2011). 
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4. Research Results 

In the following chapter the financial sector and the interview results are presented. The 

chapter is divided into three main parts: description of Latvian financial sector and its 

recent trends, overview of interviewed companies, and presentation of interview and 

survey results. 

4.1.Latvian financial sector 

Prior to global financial crisis, Latvia‟s financial sector grew rapidly. Total assets of banks 

and non-bank credit institutions grew on average by 33 percent annually over the period 

from 2003-2008 (Association of Latvian Commercial Banks 2011). Likewise, the bank 

assets grew from 89 percent of GDP in 2003 to 143 percent in 2008, while non-bank 

credit institution assets grew from 9 percent of GDP in 2003 to 18.9 per-cent in 2008 (The 

World Bank 2010). 

In the end of 2008, however, Latvian financial sector ran into severe difficulties. Latvia‟s 

second largest bank and the largest domestically owned commercial bank Parex Bank 

collapsed. This collapse strongly affected the domestic financial market and created 

doubts about other market players and their solvency. Being faced with choice between 

bad and very bad, the government decided to prevent collapse of other market companies 

by stepping in and recapitalizing the Parex Bank. The consequences were a major drop in 

country‟s GDP, significant growth in unemployment, and more stringent control 

mechanisms introduced for financial sector companies. The latter was the main reason 

why many banks and non-bank credit institutions had to reconsider their management 

structure and job organization (Aslund & Dombrovskis 2011). 

As at 2011, a total of 22 banks, 10 foreign bank branches, and 216 non-bank credit 

institutions with market loan portfolio of 14.3 billion LVL are operating in Latvian 

financial sector. Furthermore, the sector is close to maturity and has no expectations of 

rapid growth. Also, it is well inhibited by the foreign capital and Scandinavian banks 

(Association of Latvian Commercial Banks 2011). 
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4.2.Interviewed company profile 

Managers from four banks and one non-bank institution were interviewed. Short 

description of each company is provided below: 

Swedbank 

Swedbank is a full-service bank for private and institutional customers, and it operates in 

Latvia, Estonia, Lithuania, and Sweden. It commenced its operations in Latvia in 1995 

and as at Jun 2011 had the highest asset market share in the sector - 19.6 percent. Its core 

business is to service private individuals as well as small and medium-sized companies. In 

Latvia Swedbank has 59 branches with approximately 1 720 employees. Furthermore, 

since 2009 Swedbank has invested a lot of time and effort in updating its management 

structure “to increase decentralization as well as individual employee‟s decision-making 

powers by establishing clear routines and structures.” (Swedbank 2011) (Table 4) 

SEB Banka 

Bank offers universal banking services in Latvia, Estonia, Lithuania, and Sweden. More 

specifically, offering includes retail banking, wholesale and investment banking, private 

banking, leasing, venture capital, life insurance and asset management. SEB Banka 

operations in Latvia include a network of 49 branch offices and employment of around 1 

235 people. It is the second largest bank in Latvia with asset market share of 12.9 percent. 

In recent years, SEB Banka hasn‟t announced any major changes to its management 

policy (SEB 2011) (Table 4). 

DnB NORD Banka 

DnB NORD Banka is one of the leading universal banks in Latvia in terms of assets, 

deposits and loan portfolio size (asset market share of 8.5 percent). DnB NORD Banka 

services both private individuals and legal entities. Moreover, it has wide office network 

with 39 branches where 780 workers are employed. Concerning management issues, 

during global financial crisis DnB NORD Banka hired additional board member 

responsible for risk management, as well as adjusted its management approach to make 

tasks more standardized (DnB NORD Banka 2011) (Table 4). 
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Citadele Banka 

Citadele Banka is full-service bank for private individuals and companies, offering 

banking and private capital management services. It was established in the middle of 2010 

from portfolio that was extracted from the state-rescued Parex Bank. Citadele Banka is 

operating a total of 44 branches and client service centers in Riga and throughout Latvia 

with approximately 1 330 workers. As at June 2011, Citadele Banka had a market share of 

assets 6.5 percent (sixth largest bank in Latvia). Due to its restructuring and potential sale, 

Citadele Banka currently has very stringent control and management mechanisms. It has 

also publicly announced that these will be kept until the bank regains its stability and the 

restructuring process is finished (Citadele 2010) (Table 4). 

SMScredit Group 

SMScredit Group is a non-bank credit institution issuing fast loans for private individuals. 

It was established in 2008 with local capital and has become increasingly popular in 

Northern Europe. Currently, it employs around 95 workers and is the leading online 

lender in Latvia and Lithuania. Furthermore, it has branch offices also in Finland and 

Sweden, and total customer base of 450 thousand. Concerning company management, 

SMScredit Group pays “careful attention to client needs, goal-oriented management, and 

focused operations.” (SMScredit Group 2011) (Table 4) 

Table 4: Company details 

Company name Number of 

employees 

Turnover, 

million (€) 

Total assets, 

million (€) 

Market share, 

assets (%) 

Recent major change in 

management system 

Swedbank 1 720 174.0 5 781.8 19.6 Yes 

SEB Banka 1 235 100.2 3 725.1 12.9 No 

DnB NORD Banka 780 69.2 2 445.9 8.5 Yes 

Citadele Banka 1 330 n/a 2 043.1 6.5 N/A 

SMScredit Group 95 12.3 16.1 N/A N/A 

Source: Author‟s own work. Data source Association of Latvian Commercial Banks (2011). 

4.3.Interview results 

9 company managers from 5 financial sector companies were interviewed. The interviews 

were carried out in period from 18
th

 till 29
th

 of July, 2011. The results were coded and 

written down according to the interview survey structure (Appendix III). 
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4.3.1. Section A: Company information 

Five interviewed managers held position of Head of Department, two managers held Vice 

President position, one held Chief Executive Officer (CEO) position, and one held Chief 

Financial Officer (CFO) post. Out of nine managers eight where male and one was female 

(Table 5). 

Regarding interviewed companies, one company was medium-size and four companies 

were large-size companies according to the EU standards. The differences among large 

companies were in turnover (one company was in upper bound of size constraint, while 

others in the middle bound) and amount of employees (one company was in the middle 

bound of employees constraint, while others in the upper bound). The average age of 

company management was the same for all four large companies, which is reasonable as 

with the highest economic activity is the age group from 35-54 years (Central Statistical 

Bureau of Latvia 2011) (Table 5). 

Table 5: Company information summary 

Company Number of 

interviews 

Positions of 

interviewees 

Turnover, 

million (€) 

Number of 

employees 

Average age of 

management 

Swedbank 1 Head of Department >120 1000-2000 30-40 years 

SEB Banka 2 Head of Department, 

Vice President 

65-120 1000-2000 30-40 years 

DnB NORD Banka 2 Head of Department 65-120 250-1000 30-40 years 

Citadele Banka 2 Head of Department, 

Vice President 

50-65 1000-2000 30-40 years 

SMScredit Group 2 CEO, CFO 10-50 50-249 20-30 years 

Source: Author‟s own work. 

4.3.2. Section B: Company management approach 

Planning 

Swedbank manager stated that more than one management style is used in everyday 

operations, as there is high employee turnover in the company. Thus, many management 

styles are required to achieve positive return from different employees. Moreover, many 

employees are not truly satisfied with their duties and the only motivation they have is a 

pleasing work environment. 
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Each manager in the company uses its own management style based on his prior work 

experience, including setting the targets, planning the work organization, time 

management, etcetera. Furthermore, an important factor for successful management is the 

number of years spent in the company and specific knowledge about the department where 

the manager works. What is more, lately Swedbank is moving towards one management 

style by organizing management trainings, recently hired manager trainings, management 

of change trainings, as well as manager trainings together with foreign managers in group 

level. 

To continue, both managers from SEB Banka said that there is no one predetermined or 

correct way of management. Different people respond to different styles. However, there 

seems to be one exception – equality of management style used between management and 

regular employees, to which most employees respond positively. Furthermore, managers 

stressed the value of long-term orientation and close relationship with employees, as it 

helps to standardize daily tasks and procedures that improve productivity. Moreover, 

management policy in SEB Banka is not formally regulated, but most of the company 

managers stick to the same approach - long-term orientation with elements of democratic 

style. 

Furthermore, one SEB Banka manager said that the reason for inefficiencies in current 

management procedures is simply a lack of relevant experience. Whereas the other 

manager noted that Latvian managers simply have not yet reached the Scandinavian level 

of “openness” and keep a lot of issues to themselves. And even though there is still a very 

long way to go, during the last 10-15 years Latvian managers have made a significant 

progress towards Scandinavian and Western management style. 

Both SEB Banka managers also agree on functional division of tasks. When tasks are 

divided according to functions and expertise, the productivity of the company is higher as 

compared to when the tasks are given to employees according to their availability. Also, 

employees are willing to be proactive, but lack self-discipline. Subsequently, managers 

have to set targets in order to reach their and company‟s goals, and this process is easier in 

case of functional allocation. 

To continue, DnB NORD Banka managers said that management processes inside the 

company are rather standardized and responsibilities are clearly defined. There are even 
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some few written formal guidelines. However, managers in the company tend to use 

different management styles to adjust to specific needs of each employee even with the 

guidelines provided. Most managers in the company use democratic, while few use 

autocratic management style. Moreover, the company only irregularly organizes 

management courses as well as individual manager trainings for increasing management 

knowledge. 

What concerns planning, DnB NORD Banka employee tasks are more and more 

systematized for daily operations. And responsibility is clearly separated for each 

employee and manager according to the relevant service line. In addition, during vacations 

employees‟ can be substituted by their co-workers without significant difficulties. 

To move on, Citadele Banka managers said that their management model is not unique 

and rather standardized. Each department is responsible for achieving its own goals and 

their means are strongly controlled. There are situations when non-standard solutions are 

used, but these are exceptions rather than standard practice. Mostly managers use their own 

work experience gathered from prior work places, as no management trainings are 

provided. Additionally, managers are provided with basic management guidelines. 

Furthermore, Citadele Banka managers stressed that lower rank employees are motivated 

by task standardization. And they positively respond to transparent motivation system 

which is closely linked with evaluation system. Moreover, the system is successful only 

when review is performed on regular basis (at least 3-4 times per year). 

What SMScredit Group managers said is that management is just a function of 

encouraging employees to achieve their targets in the company. And that the most 

important piece of puzzle for success and productivity is allowing employees to freely 

choose themselves how to reach their targets. However, they also recognize that 

standardized and technical tasks require some targets and action plan.  

Managers of SMScredit Group also said that the management style in the company used by 

employees is similar (democratic) where most of the initiative is given to employees. And 

while one manager thinks that the management styles do not differ too much in the 

company, the other manager said that the efficiency of management style depends 

significantly on how various individuals are approached. 
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Moreover, SMScredit Group managers preferred functional management approach. They 

said that for each department and function at least one responsible individual should be 

appointed. Concerning motivation, financial benefits are not very useful, as employees, 

after reaching some level of “comfort” zone, do not react to financial motivation anymore. 

The most effective reward is proper assessment and recognition, as well as clear career 

prospects. 

Organizing 

Swedbank manager said that the company has strict and formal hierarchical structure and 

most of the operations and responsibilities are properly allocated. In addition, the company 

has very formal public image that is promoted through many educational and public 

events. However, the majority of daily operations involve many informal meetings making 

the internal environment rather informal. 

To continue, the company‟s intellectual power is moving closer to its employees. They are 

increasingly involved in the decision making process. And lately “idea bank” has been 

introduced to realize the full potential of employees. Furthermore, employees can share 

new ideas with their direct superiors, who then decide whether to promote the idea to 

division leaders or the board of directors. Also, there are 3-4 committees in the company 

responsible for new product development, which visit employees of various levels and 

review the ideas gathered in “idea bank”. 

Employees in Swedbank are hired with short-term focus. They are firstly sought for the 

specific position and must possess the required qualities. The main reason is high 

employee turnover - typically employees tend to switch their job positions every 2-3 years. 

Thus, finding appropriate candidate that can perform the duties immediately or shortly 

after the beginning of work is more productive than investing additional resources in 

candidate that has unknown future with the company. 

Furthermore, SEB Banka managers believe that the company‟s work environment is 

considered formal and professional by the public, but inside the company the work 

environment is more informal and cooperation is business oriented. Even though the 

hierarchy of management is well defined, the daily operations in many cases involve 

employees of various ranks working in the same team without differentiation. Moreover, 
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workers‟ responsibilities are strictly defined, for example, on the analyst level, but less 

defined on the management level. 

Concerning department freedom and making their own decisions, SEB Banka managers 

said that their options are limited. Decisions related to additional financing are strictly 

regulated by budget constraints, while proactive ideas not involving financial resources are 

promoted through internal “idea bank”. Furthermore, department freedom is partly 

regulated by guidelines developed internally 5-6 years ago as well as by guidelines 

provided by the parent company. Both of these are currently merged to encompass the best 

practices from Scandinavia and local culture. 

As for employee profile for SEB Banka, universal employees are sought for long term 

employment. It is not always technical skills and professional experience that plays the 

main role, but in many cases it is the attitude and willingness to work in the company. 

What is more, proactive employees with positive attitude positively respond to freedom of 

action and decentralization. Also they note that average time for employees to run into 

routine is around 3-5 years, thus, a follow up on employees must be carried out regularly. 

Furthermore, DnB NORD Banka managers stated that they have formal job descriptions, 

but more is expected from employees than written in their job descriptions. Management 

expects from employees to be open and proactive, as well as to be able to organize their 

daily operations and management process independently. On the other hand, when new 

products are released lower rank employees are often not involved in the decision making 

process and the final decision are taken by the board of directors. 

New ideas in DnB NORD Banka are highly supported. There is internal company website 

where daily innovators are celebrated and “idea bank” where potential breakthrough ideas 

are collected. Furthermore, the board of directors has open-door policy and any business 

related ideas are easily promotable. However, the usual process is that individual with a 

new idea first approaches the department management and then the idea is either 

forwarded to division manager or sent directly to the board of directors. 

Employees at DnB NORD Banka are hired according to their future potential. It means that 

technical skills matter, but the most important factor is their potential progress within the 

company. Additionally, the typical time for workers to get into routine is around 3-5 years 
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when working in the same position or company. Thus, managers evaluate potential of 

candidate‟s rotation already when hiring. 

Furthermore, Citadele Banka managers stated that their work environment is more formal 

than informal. Job descriptions are thorough and management hierarchy is well defined. 

Everyone in the company knows what should be done and how. Rotation of employees 

within the bank is low, as employees tend to be specialists within their role. 

Additionally, process of promoting new ideas in Citadele Banka is not complicated; 

employees can turn to their direct managers or new product development committee. Also, 

submitting ideas is not a formal procedure, thus employees are motivated to step up with 

their ideas.  

Concerning hiring decisions in Citadele Banka, its managers said that the current 

employees are given priority to fill job openings. And that the process is fast and efficient 

to ensure the company‟s operational continuity. At this point the hiring process is more 

short-term oriented, however, in future it is planned to move towards long-term 

orientation. 

Further on, SMScredit Group managers stated that their internal and external environment 

is very open and informal. Managers said that their employee job descriptions are rather 

vague and not strict, as these become obsolete within less than a year. Thus, most of the 

jobs and tasks are communicated informally and orally. As responsibilities are divided 

according to functions, informal environment helps to disseminate any news faster than 

any formal system. 

SMScredit Group managers also said that various departments are given a lot of freedom. 

And the only constraint is the yearly budget that has to be met. Otherwise, the decision on 

implementing new ideas is a 2-step process: an employee first approaches the direct 

department manager and then brings the idea to the management board. In addition, the 

company promotes and supports open-door policy, as well as rewards innovative ideas. 

When hiring employees SMScredit Group looks for individuals who can fill the available 

job vacancies immediately. However, they also said that employees can grow inside the 

company and develop themselves to become managers, but primarily specialists and 
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experts are sought and only then generalists. Furthermore, to support growth of internal 

human potential the company first announces job openings internally and then externally. 

Directing 

Swedbank manager said that formal employee control system is necessary, as it motivates 

employees to work in a more structured way. Formal control system in Swedbank contains 

bi-weekly employee meetings with their direct supervisors and monthly performance 

reviews with department managers. Moreover, employee performance is evaluated on 

yearly basis on a formal 3-point scale, which displays if employees have exceeded the 

targets set, worked in line with the targets set or have not reached their targets. 

Failure evaluation process is standardized in Swedbank. Mistakes are analyzed with the 

purpose of not repeating them. First of all, ethical issues of failure are evaluated and then 

materiality is considered. When materiality is involved, the mistake is evaluated by upper 

management and solutions are sought, otherwise, mistakes are evaluated by direct 

supervisors and discussed individually. The first failure typically is not punished in any 

way and relevant training possibilities are sought to teach the employee how to avoid 

making such mistakes.  

Regarding management styles, Swedbank looks at foreign practices and tries to introduce 

them in Latvia, but they do not use local practices for generating ideas. What is more, as 

Swedbank is the leader of the banking sector in Latvia many competitors try to copy their 

management processes and styles. 

Furthermore, SEB Banka managers said that autocratic employee control and management 

does not work in current business and social environment and open-office principle in the 

company promotes closer manager work and no additional formal management rules are 

necessary to lead their activities. However, managers also said that financial companies are 

strongly controlled by financial sector regulators, therefore, companies are required to 

follow a few management ground rules (transparent hierarchy, distinction of functions and 

divisions, ethical behaviour, etc.) and obliged to submit various financial and management 

reports on regular basis (monthly, quarterly, yearly). 

SEB Banka managers stated that any failures made by employees are evaluated 

individually and no predefined process is established. If the failure is material the 
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employee is liable for damages, if found guilty and acting with purpose. In other cases 

non-material solutions for employees are sought. What is more, labor unions in Latvia are 

weak, thus the outcome of these cases depends solely on company‟s decision. Concerning 

various penalty tools, salary reduction and rotation does not work, while training and 

reduction of bonuses are effective motivators. 

Both SEB Banka managers also said that company has formal employee evaluation system 

where employee Key Performance Indicators (KPI‟s) are rated on monthly and yearly 

basis. When employees reach less than 70 percent of the targets set, they are required to 

improve their performance immediately; when they reach 70-95 percent, they are asked to 

improve their performance; when they reach more than 95 percent, they are complimented 

and no improvement is asked. Furthermore, regular and less formal employee and 

supervisor meetings are organized were non-work related issues are also discussed. 

What DnB NORD Banka managers said is that employees in the company have wide 

discretionary power and their daily activities are not tightly bound by rules and 

management guidelines. However, there are quantifiable and formal targets set for each 

department that they must reach. Thus, department managers are directly responsible for 

how strict control systems they introduce. 

To continue, DnB NORD Banka managers recognized that employee failures occur from 

time to time and that they should be evaluated on individual basis. In addition, punishment 

tools such as rotation and material sanctions do not work. Concerning employee 

evaluation, company has formal system with 3-point scale – exceeded the expectations, 

accomplished tasks as expected, did not meet the expectations. Additionally, yearly 

employee meetings with managers are organized where job, development, and other issues 

are discussed. 

Moving on, Citadele Banka managers said that employees are best motivated by 

reasonable targets set. Also, the best productivity is reached when all employees know how 

to do the assigned tasks. For this purpose, company has strict deadline policy, evaluation 

committees, frequent internal meetings, project meetings, and various reports. 

Furthermore, as company is highly controlled by financial sector regulators, Citadele 

Banka has developed many formal procedural and management policies. 
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About employee failure procedures Citadele Banka managers said that this is strictly 

regulated in the company. Material mistakes are evaluated by direct superior and Ethics 

Committee, while other mistakes are evaluated only by direct supervisors. Furthermore, 

managers said that rotation does not work. Meanwhile, when employees show above 

average performance they are motivated by promotion, as this is found to be the best 

motivational tool. 

Moving on, SMScredit Group managers said that strict employee control does not work 

and the most effective management tool is raising employees‟ self-motivation. 

Subsequently, the only way how company leads its employees is through informal semi-

annual performance appraisal meetings. Furthermore, updates of employee‟s duties are 

discussed and reviewed in weekly department meetings. Thus, employees are provided 

with the guidelines for the next steps and they know how to do their tasks. 

SMScredit Group managers also said that employee failures in the company must be 

evaluated individually and kept discreet, as reassuring employees‟ self-confidence gives 

them motivation to learn from their mistakes and not to do the same again. Moreover, the 

management encourages employees on daily basis to alert of any delays and difficulties 

encountered in the work process. And whenever it is possible, additional manpower is 

provided to employees to accomplish their job. 

Controlling 

Swedbank manager stated that the company recently shifted focus of employee evaluation 

and control system from employee performance comparison to employee professional 

growth. The reason was the changing business environment requiring higher company 

involvement in client‟s transactions. In addition, the change was initiated in line with finish 

of global financial crisis and market stabilization. 

Carrying on, Swedbank manager said that company currently uses rather authoritarian 

management style with many employee control systems. He also stated that employees 

possibly could perform better if given the freedom of action. Therefore, in the long-term 

company wants to find the right balance between the authoritarian and democratic 

management approaches and utilize more of each individual‟s potential. 
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Furthermore, SEB Banka managers said that on individual level it is direct supervisor‟s 

responsibility to control the employees. Thus, there are no formal guidelines or control 

mechanisms at the company level for supervising an individual and ensuring that the 

entrusted tasks are done according to requirements. However, there is a centralized 

information system sorting operative data and accruing all business cases with mistakes 

and errors. Furthermore, these are analyzed by risk manager and solutions are made 

available to all employees. When too many errors are found over a short period of time in 

one department, these are communicated to direct supervisors. 

SEB Banka managers also said that Latvian environment has not yet grown into pure 

democracy. Thus, company has to provide employees with an action plan and direction. 

What is more, Latvian employees still expect some level of command in daily operations. 

And employees tend to check everything twice, not because they want to correct the 

mistakes, but rather because they are afraid of making mistakes. Moreover, managers 

stated that Latvia will not grow to pure democracy in foreseeable future and that the 

balance between autocratic and democratic management style will be the key for 

successful operations. 

To move on, DnB NORD Banka managers said that project work pipeline is used to 

control employee‟s work load. This process is rather strict - management follows up on all 

failures and tries to solve these as fast as they can. Moreover, departments are controlled 

based on budgets prepared in the beginning of each year by analyzing key performance 

indicators of each segment and how it relates to prepared budgets. What is more, no 

regular review of system‟s efficiency is performed. 

Regarding management style, DnB NORD Banka managers recognize that democratic 

style works the best for controlling employees as it keeps them engaged and motivated. 

Nevertheless, there are many situations in daily operations when authoritarian style is also 

used, but this is rather a short-term solution and exception rather than standard practice 

Furthermore, Citadele Banka managers said that employees are strictly controlled and 

their performance is evaluated against division‟s or department‟s performance. The control 

system involves weekly and monthly review of assignments performed and any failures 

made. Daily control is carried out by direct supervisor with rather standardized 
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management tools such as timesheets and electronic office entrance chip cards. Moreover, 

employee access to various social networking during working hours is restricted. 

Citadele Banka managers also stated that both democratic and authoritarian elements have 

to be in balance in company management, because various employees respond to different 

management approaches. Yet most of the employees are not ready to perform their 

assignments on their own and they expect to receive guidance or action plan for fulfilling 

the tasks. 

Moving on, SMScredit Group managers said that typically for lower level employees 

they use management style based on Theory X, while for upper level management they use 

management style based on Theory Y. What is more, in many cases management simply 

disregards the rank of an employee and uses democratic management style, as they believe 

it gives higher self-motivation to employees. Regarding workflow, upper management 

determines the priority of assignments and employees have relatively little influence in this 

respect. 

And finally, regarding system whereby employees evaluate their colleagues, SMScredit 

Group managers said that the system works and has been introduced in the company. 

Moreover, it is anonymous, as according to managers, direct and negative opinion about 

other colleague‟s work might be harmful to mutual relationships. 

Other 

Swedbank manager said that there are no significant differences between management 

styles in financial and other sectors. It rather depends on the functions performed within 

the company or division. Also, the management style is affected by whether company 

promotes teamwork or focuses on individual professionalism. What is more, in financial 

sector a lot of control mechanisms are regulated by supervising authorities. 

Swedbank manager also stated that there are not many things that he would like to change 

in the current management structure and style as it is very flexible and already incorporates 

everything necessary. Furthermore, social benefits, work environment, trainings, and office 

location are the most important motivation tools. What is more, recent employee 

motivation focus is switching from financial benefits to stability. It means that employees 

are becoming more loyal, but at the same time more inert.  
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To continue, one SEB Banka manager stated that company‟s culture is structured in a way 

that enhances teamwork. The company organizes teambuilding courses and sports 

competitions and nominates informal leaders managing various social projects unrelated to 

the core business. Moreover, lower level employees are highly involved in daily operations 

and decision making process. 

SEB Banka managers also said that financial sector management style is rather different as 

compared to other sectors. Formal structure and hierarchy is stricter than in other sectors. 

Additionally, average level of employee education is higher in financial sector than in 

other sectors, therefore, more democratic management style is preferred. 

Carrying on, DnB NORD Banka managers said that management style is rather different 

in financial sector than in other sectors. First of all, average education level in financial 

sector is higher than in other sectors. Secondly, management style is affected by the 

ownership and in financial sector it is quite different than in other sectors (Scandinavian 

vs. local ownership). And thirdly, creativity is higher in financial sector than in other 

sectors such as manufacturing or telecommunications. 

Also, what DnB NORD Banka managers said is that employee mentality is a problem. 

Employees are still highly affected by Soviet management policies and procedures. 

Moreover, for this to change at least one generation has to pass. Thus, for the next 5-10 

years there are no significant changes expected in management styles in financial sector.  

What Citadele Banka managers said is that there is relatively small difference between 

management styles in financial sector and other sectors. And that management styles rather 

differ based on complexity of management hierarchy and individual managers than on 

sector. What is more, what managers would like to improve in current management system 

and style is introducing more standardized control procedures and motivation tools in order 

to increase employee proactivity and creativity. 

Moving on, SMScredit Group managers said that company does not have very formal 

vertical structure. It means that lower level employees and upper management employees 

work together. Moreover, managers said that there is a correlation between size of the 

company and its level of bureaucracy. And as the company currently is rather informal, 
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management has to put in a lot of effort to standardize some control processes and at the 

same time keep bureaucracy under control. 

Regarding management styles in various sectors, one SMScredit Group manager said that 

there are no significant differences in management styles between financial sector and 

other sectors. Whereas the other manager said that there are some differences, for example, 

stricter employee time management and motivation tools. For example, in manufacturing 

companies time management is very strict for each manufacturing stage, while in financial 

sector only the final result is controlled. When talking about motivation tools, these are 

strictly regulated in financial sector by state institutions, but not in other sectors. 

4.3.3. Section C: Additional company information 

60 percent of interviewed companies were companies with foreign capital and foreign 

investors. In addition, two of these were public companies quoted in Nordic stock 

exchange and one was a private company owned by Nordic investors. To continue, there 

were two more companies interviewed – one fully state owned, and the other one private 

company owned by local, private investors (Table 6). 

Furthermore, all interviewed companies stated that they have 4-5 hierarchy levels. Also, 3 

out of 5 companies said that they have management “open-door” policy, which allows 

overcoming the hierarchy easily (Table 6). 

Concerning recent major management change, 2 companies replied that during last 2-3 

years there has been extensive work on improving internal management processes and 

guidelines. And that the main motivation has been the recent global financial crisis as well 

as influence of foreign investors. Meanwhile, two companies replied that they are in the 

process of restructuring right now. One company replied that their operative management 

is very flexible and major changes are implemented on daily basis (Table 6). 
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Table 6: Additional company information summary 

Company Ownership Hierarchy 

levels 

Major change in 

management approach 

Swedbank Public, foreign capital 4-5 2-5 years ago 

SEB Banka Public, foreign capital 4-5 2-5 years ago 

DnB NORD Banka Private, foreign capital 4-5 < 1 year ago 

Citadele Banka State owned 4-5 < 1 year ago 

SMScredit Group Private, local capital 4-5 < 1 year ago 

Source: Author‟s own work. 
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5. Discussion of Results 

In the following chapter the most interesting management implications are analyzed by 

using theoretical background as a fundamental framework. The chapter is divided into two 

main parts: discussion of management approach from theory and practice and definition of 

appropriate management approach among medium and large size companies in Latvian 

financial sector. 

5.1.Theory and practice 

Discussion of results is organized according to open and selective coding methodologies. 

For open coding key management processes defined by Armstrong (1995) are used and 

four codes are generated – planning, organizing, directing, and controlling. Furthermore, 

for selective coding, management theory implications are grouped in categories and 

allocated according to open codes generated. 

5.1.1. Planning 

Deciding on where company is going and developing an action plan for that. 

Management style 

Classical Management Theory, Behavioural Management Theory, Theory X, Y, and Z 

stipulate only one appropriate management style for running the company. Moreover, 

Classical Management Theory and Theory X supports autocratic management, 

Behavioural Management Theory implies consultative style, Theory Y suggests 

democratic style, and Theory Z upholds participative style. Whereas, Maslow‟s Hierarchy 

of Needs Theory and Contingency Theory says that there are many styles, like, 

autocratic, democratic, and laissez-faire style, which may be used parallel for the 

company managing. 

Concerning practice, Mockaitis (2005) say that many management styles are used for 

running a company in Latvia. Moreover, Alt et al. (2003), Pundziene, Kundrotas and 

Lydeka (2006), and Vilson and Elenurm (2010) say that management style in Latvia is 

recently moving from autocratic style to democratic and participative management style 
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with self-managing teams, high autonomy, high communication and teamwork, medium 

control, and low authority. 

In Latvian financial sector many management styles are used in daily operations, because 

different employees respond to different styles (matching theories implications). The 

reason is that companies‟ management often lacks appropriate management knowledge 

about current business environment and uses management style based on their previous 

work experience. One more reason is that Latvian management has not yet reached the 

Scandinavian “openness” and they are afraid of mistaking. Regarding specific 

management style, mix of autocratic and democratic management style is the most 

effective in Latvian financial sector, as employees expect some level of command 

including action plan and direction, while employers expect increasing employee 

proactivity. 

Focus on people 

Both Behavioural Management Theory and Theory Z put a lot of emphasis on emotional 

and non-structural employee behaviour aspects, like, promotion from within, trust, 

teamwork and communication, loyalty, and involvement in decision making (Mullins 

2007) (Mariann 2011). Furthermore, Behavioural Management Theory implies that with 

medium level of bureaucracy, harmonized operations, and standardized tasks and 

responsibilities employees will undertake what is expected from them and achieve 

predetermined output. Whereas, Theory Z suggests that work accomplishments occur 

through committed employees. Meaning, where task needs and concern for employees 

are integrated, autonomy is high, employee involvement in decision making is high, and 

there are informal control mechanisms, employees will deliver significant output. 

In practice, as found by Ezerkalna (2011) lately employee loyalty is decreasing towards 

employers in Latvia and many employees are not satisfied with their job duties. To 

continue, Latvian financial sector employees positively respond to equality between 

upper management and lower level employees and they value close relationships and 

transparent company-wide communication. Giving employees autonomy and 

encouraging them to be creative works, because of higher average education level in 

financial sector. However, higher autonomy also leads to management problems 

(opposite to theories implications) as employees lack self-discipline and are afraid of 
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making mistakes. Additionally, Soviet time heritage negatively affects employee 

mentality and this will not change at least for one more generation or 5-10 years. Thus, 

autonomy and high employee involvement in decision making must be balanced with 

regular department meetings, strict deadlines, and regular reporting requirements. 

Concern for productivity 

Theory X and Theory Z imply autocratic and participative management style focused on 

company productivity. Moreover, Theory X according to Mullins (2007) suggests 

effective management style focused on high control, high command, low communication 

and teamwork, and pressure for results. Meanwhile, Theory Z promotes high degree of 

teamwork, high autonomy, long-term employment, and low control with informal control 

mechanisms (Ouchi 1981). 

Mockaitis (2005) say that Latvian management in practice is leaning more towards 

autocratic management style characterized by close control, high supervision, and high 

focus on productivity. However, he also notes that management practices on operational 

level in Latvia have been weakly covered in previous literature. Thus, evidence is limited 

whether in practice management works according to theoretical implications. 

Moving on, according to practice pure autocratic employee control and management style 

does not work in Latvian financial sector anymore (opposite to theories implications), as 

employees with education level higher than in other sectors start to resist to high 

commanding. Nowadays the most effective management tool is raising employee‟s self-

confidence by various motivation tools. Of course, some formal control systems are 

necessary to motivate employees to work in more structured way, for example, strict 

assignment deadlines and frequent internal meetings, but more and more attention is paid 

to motivating employees and finding the balance between focusing on employees and 

productivity. 

5.1.2. Organizing 

Deciding on where the company is going in the future, how responsibilities are allocated, 

and how the company is structured. 
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Hierarchy 

According to Lewin, Lippitt and White (1939) Classical Management Theory suggests a 

most appropriate company management with high hierarchy and upper management 

making decisions unilaterally without subordinate involvement. Moreover, according to 

Mullins (2007) authoritative style implies responsibility centered in the top of 

organizational hierarchy. Whereas, Perrow (1970) and Woodward (1980) state that 

Contingency Theory promotes hierarchy that is tied to specifics of sector and work task 

predictability. 

What evidence from previous literature say is that employees in Post-Soviet countries are 

unwilling to take any actions by themselves and they prefer high hierarchy instead of 

being given autonomy (Koubek & Brewster 1995) (Perlitz & Seger 2004). Also, Kelemen 

and Hristov (1998) found that in Eastern Europe upper management controls everything 

and do not facilitate new ideas and practices. 

Moving on, the most effective approach in Latvian financial sector companies‟ is well-

defined hierarchy of management, as lower rank employees are motivated by transparent 

authority and knowing to whom they are accountable to. Furthermore, employees 

positively respond to system where their responsibilities in their service line are clearly 

defined. However, employee job duties are also wider than written in job description and 

management expects lower rank employees to work in teams with upper management 

employees without differentiating their ranks (opposite to theories implications). 

Additionally, informal environment, frequent internal meetings, high employee 

involvement in decision making, and open-office policy are effective substitutes for high 

hierarchy. 

Bureaucracy 

Theory X argues for high level of bureaucracy and autocratic management style where 

employees positively respond to task standardization and thinking left to managers 

(McGregor 1960). Whereas, Behavioral Management Theory suggests medium level of 

bureaucracy and consultative management style where employees undertake what is 

expected from them and reach agreed output levels (Mullins 2007) (Mariann 2011). 
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The company bureaucracy complexity in Latvian financial sector has a direct correlation 

with the company size. Management has to follow closely that the task standardization 

does not create too many bureaucratic procedures, as employees due to Soviet heritage 

negatively respond to increase in bureaucracy (opposite to theories implications). 

Moreover, lower level employees in Latvian financial sector positively respond to high 

bureaucracy, while upper level management employees prefer lower level of bureaucracy 

to promote creativity, which is especially necessary in financial sector compared to other 

sectors where focus is on every step of process rather than just final result. 

Structure 

Theory Y assumes that employees are willing to work, invest additional effort, accomplish 

their tasks, and take up responsibility when there is high autonomy and decentralization in 

company (McGregor 1960). Moreover, Theory Z implies that the most appropriate 

company structure is with few levels of management, low control, and high 

decentralization (Weinshall 1993) (Kim 2002). 

What Diskiene, Marcinskas and Stankeviciene (2010) found that in practice Soviet 

management approach with high centralization and stringent control does not work 

nowadays in Latvia. Furthermore, Latvian financial sector intellectual power is switching 

closer to employees and management tries to realize their full potential through 

decentralization and various remote tools, like, “idea bank”. However, managers also note 

that few levels of management in case of high autonomy are impossible, as employees 

still wait for some level of direction and command (opposite to theories implications). 

Only effective solution is upper management open-door policy, as employees may 

promote their ideas and company still can have many levels of management. 

Teamwork 

According to Maslow‟s Hierarchy of Needs Theory one of the highest people needs is to 

feel affiliation, friendship, and sense of being part of some group (Maslow 1970). 

Moreover, fulfilling this need is precondition for employees to receive satisfaction from 

their work. Furthermore, what Theory Z suggests is that extensive teamwork among 

employees improves company performance and lead to higher productivity (Ouchi 1981). 
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Employees in Latvian financial sector are used to keeping problems to themselves and not 

sharing these with colleagues. Moreover, employees do not expect any feedback from 

managers as they think they will not learn anything new from it. However, lately the trend 

is changing and employees start to appreciate feedback and teamwork increasingly, as this 

unites collective and improves communication with Scandinavian owners of the banks. 

Thus, Latvian financial sector companies with teambuilding policies actively promoting 

teamwork are more effective than companies with focus on individual work (matching 

theories implications). 

5.1.3. Directing 

Making sure that company employees know what to do and how to do the assigned tasks. 

Distinction of functions 

Classical Management Theory and Theory X argue for high distinction of functions. 

Moreover, according to Cole (2004) and Mullins (2007) Classical Management Theory 

suggests that companies with high standardization of tasks, high specialization, and 

functional division will be the most optimal in reaching output. While, Theory X claims 

that employees are inherently lazy and do not use more effort than required, thus optimal 

management model should contain routinized tasks, high specialization, thinking left to 

upper management, and motivation based on fear and “carrots” (McGregor 1960). 

Regarding practice, Michailova and Liuhto (2000) say that managers in CEE and Eastern 

Europe compared to Scandinavia are less active in setting goals and coordinating 

distinction of functions. The reason is the prior Soviet directive management style with 

focus on equality of employees and functions. 

In Latvian financial sector high distinction of functions is the best management approach, 

as where authority and power is allocated according to expertise rather than availability 

companies are the most productive. In addition, for each function or department at least 

one responsible individual must be appointed to keep the system functional. However, 

managers also note that employees tend to switch their job position every 2-5 years on 

average, thus companies look for specialists and experts rather than generalists. Therefore, 

in practice distinction of functions is rather limited and more depends on specific 

company structure (opposite to theories implications). 
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Selection, hiring, and retention 

Behavioural Management Theory recommends that optimal company management starts 

with stringent selection, hiring, and retention system, as employees are assets of company 

with whose help company can be organized and its goals reached (Mariann 2011). 

Furthermore, Consultative management style implied by Behavioural Management 

Theory suggests that stringent selection process with long-term focus increases manager 

trust in hired employees and lead to most effective collaboration between management 

and employees in the future. 

Well defined selection, hiring, and retention policy in Latvian financial sector plays 

important role in effective management of the company. Nevertheless, the high employee 

turnover due to short routine period (2-5 years) forces companies to focus more on short–

term hiring (opposite to theories implications). Meaning, the companies mostly hire 

employees to fill in the current job openings with strictly defined job duties rather than 

look for employees that could grow into the company. In long-term the companies are 

considering moving towards long-term oriented hiring policies, as employees with good 

attitude and personal initiative are better motivated and more positively respond to 

autonomy and decentralization. Currently used tools as posting job openings first 

internally and then externally and determining candidate‟s potential of rotation already 

when hiring have showed positive tendency. 

Motivation 

Behavioral Management Theory, Theory X, Theory Y, and Theory Z pay great attention 

to employee motivation. Furthermore, Behavioral Management Theory suggests that by 

hiring the right people and motivating them with non-material benefits lead company to 

the highest productivity (Mullins 2007) (Northouse 2010). Moreover, Theory X and 

Theory Y suggest that most effective employee motivation system contain mix of material 

and non-material benefits and discipline (McGregor 1960). What is more, Theory Z 

implies that the best way to keep employees motivated is through slow promotion from 

within the company (Weinshall 1993) (Kim 2002). 

In practice, according to Koubek and Brewster (1995) and Perlitz and Seger (2004) 

performance-related pay, job rotation, and promotion in current and recent transition 
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economies are ineffective employee motivation tools. Meanwhile, sympathy for 

employees, encouragement, and high employee involvement in decision making raises 

employee motivation and loyalty towards employer (Michailova & Liuhto 2000). 

Furthermore, in Latvian financial sector salary and performance-related salary benefits has 

limited power in motivating employees, because employees stop reacting to this benefit 

after reaching some level of “comfort”. What is more, in Latvian financial sector this level 

is almost reached and employees become less interested in material benefits. Benefits that 

become increasingly important and to which employees respond positively to include 

additional vacation, study compensation, stability, firm social benefits, clear career 

prospects, recognition, valuable office location, and pleasing work environment (matching 

theories implications). 

5.1.4. Controlling 

Measuring and monitoring employee results, taking corrective actions when necessary. 

Control systems 

Theory Y suggests using democratic management approach with employee self-

management and decentralization for effective company operating (McGregor 1960). 

While, Contingency Theory implies that company should use various control systems 

applicable for specific environment - low control in stable environment and stringent 

control in dynamic environment (Bennis 1972) (Luthans 1973). 

In Latvian financial sector employees positively respond to stringent control systems only 

when these are highly linked with motivation and reward systems. Employees also 

appreciate control systems that are based on quantifiable measures rather than on 

subjective measures and opinions, as due to Soviet legacy they are skeptical against 

rewards that are not based on actual performance. Furthermore, most effective control 

system must include regular weekly or bi-weekly department meetings to communicate 

exact employee duties and review their work progress in order to comply with strict 

financial sector regulations imposed by state institutions (opposite to theories 

implications). 
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Failure management 

Classical Management Theory and Theory X suggest that companies with system of 

punishment for failures will be more effective than companies without it. What is more, 

according to Mullins (2007) employees are motivated by system of punishment not to 

repeat their mistakes and correct mistakes made. 

Failure management in Latvian financial sector is very discreet process and punishment 

for failures is definitely the wrong way to approach this issue (opposite to theories 

implications). First of all, employee failures in company must be evaluated and kept 

confidential at department level to reassure employees and motivate them to learn from 

their mistakes. And secondly, penalty terms should be clearly communicated to keep good 

relationships. Concerning various penalty tools, material sanctions and rotation does not 

work, while employees positively respond to relevant trainings and bonus cuts. 

5.2.The optimal management approach 

As found above, even widely recognized management theories fail to suggest the most 

appropriate management approach for medium and large size companies in Latvian 

financial sector. Still, by incorporating Latvian financial sector findings gathered 

according to theoretical framework in Managerial Grid model a more appropriate 

management approach for Latvian financial sector can be developed (Northouse, 2010) 

Furthermore, prior, current and forecasted model of management is displayed in the model 

(Figure 7). 

5.2.1. Prior model of management (Post-Soviet) 

As depicted by Point 1 in Figure 7, when Latvia regained its independence 20 years ago 

managers in financial sector lacked management experience and relied on autocratic 

management approach. They believed that most appropriate management approach was to 

focus on productivity and put less emphasis on employees. Moreover, managers relied on 

boss-centered leadership with stringent control, demand for results, low employee 

involvement in decision making, high bureaucracy, and high standardization of tasks. 

However, this approach is not effective anymore, as employees start to resist to 

commanding. 



56 
 

5.2.2. Current model of management 

According to research findings, most appropriate management approach among medium 

and large size companies in Latvian financial sector include (Point 2, Figure 7): 

- Mix of autocratic and democratic management styles with less focus on productivity 

and more focus on employees; 

- Transparent company hierarchy of authority where each employee has only one direct 

manager; 

- Informal work environment to extent possible supported by weekly or bi-weekly 

internal department meetings, direct communication, and high employee involvement 

in decision making; 

- Open-office structure; 

- Average bureaucracy (higher in bottom level; lower in upper level); 

- Decentralization and remote tools as “idea bank” in balance with medium control; 

- Teambuilding policy with frequent activities that focus on teamwork; 

- Motivation system based on tools as additional vacation, study compensation, social 

benefits, clear career prospects, and recognition reward; 

- Stringent control system that is highly linked to motivation and reward system; 

- Discreet failure management policy with clear penalty communication. 

5.2.3. Forecasted model of management 

As depicted by dotted line from Point 2 to Point 3 in Figure 7, author expects that 

management focus on people will not increase significantly during next 5-10 years, as it is 

approximate period necessary for one generation to change. Meanwhile, move towards 

participative management style characterized by committed employees, high employee 

involvement in decision making, high autonomy, informal control mechanisms, and direct 

communication is expected. 
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Figure 7: Managerial Grid Model (Latvian financial sector) 

 
Source: Author‟s own work. Data source Northouse (2010).  
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6. Conclusions and further research 

There are many management theories, empirical studies, and practice researches that are 

applicable to build the most appropriate management approach for Western companies, 

but there is a lack of evidence to build appropriate management approach for transition 

and recent transition country companies, as they operate in complex environments and 

carry different historical heritage than Western countries. 

Most noteworthy result of this research confirms that even widely recognized 

management theories fail to suggest the most appropriate management approach for 

medium and large size companies in Latvian financial sector. Nevertheless, management 

theories are very effective in structuring management elements and providing a 

framework for building the most appropriate management approach for Latvian financial 

sector. 

Results indicate that a more appropriate management approach among medium and large 

size companies in Latvian financial sector can be built by focusing on all four 

management processes – planning, organizing, directing, and controlling. 

Planning process results require appropriate management approach to include a mix of 

democratic and autocratic management style with focus on employee skill development 

rather than internal competition, as more proactivity is expected from employees in 

financial sector compared to other sectors. In addition, higher employee education level 

and Soviet heritage in financial sector requires balancing employees‟ autonomy with 

frequent department meetings, high employee involvement in decision making, strict 

assignment deadlines, and regular reporting requirements. 

Organizing process findings suggest appropriate management approach to contain 

transparent system of authority where employees know to whom they are directly 

accountable to, as often lower rank employees work in teams with upper management 

without differentiating their ranks. Also, lower degree of bureaucracy in the company‟s 

upper level than in bottom level is needed to promote creativity, which is highly important 

in financial sector compared to other sectors. Moreover, the approach must include 

teamwork policy with frequent activities and feedback system, as these are required to 

efficiently cooperate with Scandinavian owners. 
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Moving on, directing process stipulates that management approach must comprise 

selection, hiring, and retention policies with short-term orientation where candidate‟s 

potential for rotation can be evaluated already when hiring, as employees in financial 

sector tend to switch their job position every 2-5 years. Also, regular encouragement and 

effective motivation tools such as additional vacation, study compensation, firm social 

benefits, clear career prospects, and pleasing work environment must be exercised, as 

employees in financial sector are close to pay “comfort” zone and become less interested 

in material benefits. 

Controlling process findings suggest stringent final result control with regular department 

meetings to comply with financial sector regulations imposed by state institutions. In 

addition, control systems must be quantifiable and highly linked with motivation and 

reward system, as employees become indifferent due to Soviet legacy when rewards were 

not based on their performance. Moreover, an appropriate management approach requires 

fair mistake management policy where penalty terms are clearly communicated. 

And to conclude, in transition or recent transition economies the company management is 

often weak as managers fail to transfer necessary management knowledge from developed 

countries. However, theoretical framework, including management elements like focus on 

people, concern for productivity, bureaucracy, control, motivation, and failure 

management solves the issue and helps managers to build effective management 

approaches in their companies or areas of responsibility. 

6.1.Areas for further research 

In the process of the research author also came across several interesting issues not 

covered by the scope of this study. However, these would make a great inspiration for 

further researches and contribute to developing appropriate management approach. 

Manager sympathy for employees raises management efficiency. Determining how 

employer sympathy correlates with employee productivity and how this sympathy can be 

raised would provide valuable insights in structuring motivation system and solve 

problem of decreasing employee loyalty towards their employers. 

Furthermore, when employees reach pay “comfort” zone they become more inert. 

Determining this break-even point would be very important, as this would provide 



60 
 

understanding of the most effective control and motivation tools for raising employee 

responsiveness and proactivity. 
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Appendices 

Appendix I: Thesis synopsis 

Management approach: 

Evidence from Latvia 

 

Field of Research: 

The field of research is organization management, particularly, the optimal approach to 

managing company in Latvian financial sector. Author‟s interest is to determine if the 

business environment is converging towards developed country models and what is the 

most appropriate way how to manage company and its employees. As found by Morley, 

Minbaeva, and Michailova “It certainly would be a mistake to think of the process as a 

net adoption of western practices, because in reality the riddle of interpretation is 

complex, most especially in the context of the transition economies” (2011). 

Following research question is proposed: 

“Is there a more appropriate management approach among medium and large size 

companies in Latvian financial sector?” 

 

Methodology: 

Firstly, pick and apply theoretical frameworks that are relevant to answer the proposed 

research question. Then research the previous literature in the field to discover various 

elements affecting company management. When this is done, carry out qualitative 

interviews with financial company managers to gather information for analysis. 

Thereafter, analyze gathered information by applying theoretical framework and practices 

from previous literature. In the end, determine the differences between theoretical 

approach and findings from sector. After that, determine if there has been convergence in 

management style given the Latvian history. According to these findings define optimal 

approach to medium and large size company management in Latvian financial sector. 

 

Delimitations:  

- No focus on leadership or particular leaders, but rather on company management style 

and employee needs; 

- Research mid and large size (preferably listed) Latvian financial companies; 

- Analyze middle and upper level management excluding supervisory board. 

 

Theory: 

- Classical Management and Behavioral Management Theories; 

- Maslow‟s hierarchy of needs; 

- Theory X,Y and Z; 

- Contingency Theory. 

 

Data, resources: 

- Company management; 

- Sector experts; 

- Annual Statements; 

- Management Journals.  
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Appendix II: Survey form 

Management style 

In this Master Thesis the most appropriate management approach in Latvian 

financial sector is being researched. You are kindly inquired to fill in this survey. Your 

personal opinion is very important as it reflects your gained experience and opinion. 

Summary of survey results will be provided to all parties participating in the survey. 

Gathered information under no circumstances will be disclosed to any third party except 

in a summarized form. 

Section A: Company information 

1. Your Position in the Company: 

 Company manager (CEO) 

 Financial Director (CFO) 

 Head of department/division 

 __________ (other) 

 

2. Your Gender: 

 Male 

 Female 

 

3. Company turnover in 2010: 

 Under 7 million LVL (approx. 10 million EUR) 

 7 – 35 million LVL (approx. 10-50 million EUR) 

 35 - 50 million LVL (approx. 50-65 million EUR) 

 51 – 100 million LVL (approx. 65-120 million EUR) 

 Above 100 million LVL (approx. 120 million EUR) 

 

4. Number of employees in Company in 2010: 

 1-49 

 50-249 

 250 – 1000 

 1000 -2000 

 Above 2000 

 

5. Average age of management (CEO, CFO, Heads of department): 

 Under 20 

 from 20-30 

 from 30-40 

 from 40-50 

 50 and above 
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Section B: Company management approach 

Please, clarify the management approach and its characteristics used in Your Company 

according to each of the four management subdivisions. 

1. Planning (deciding where the company is going and developing an action plan) 

 When you manage daily tasks in company do you use only one predetermined 

behaviour for solving problems? Or do you use various approaches for different 

departments and employees (considering size of department, particular company 

function, and specific employees)? 

 From your dealings with CEO/CFO do you see him/her using the same behaviour as 

you in solving problems?  

 Think about the last time you performed a research for entry in new product and 

service segments – did you utilized the same group of people that you typically use for 

these tasks? And did you use the same rewards to motivate them as in prior 

engagements? 

 

2. Organizing (deciding on where the company is moving in the future, does what, 

responsibility allocation, structuring) 

 How is your work environment considered among public sources: formal or informal? 

How strictly tasks are defined for each employee in company?  

 Is your structural organization more matrix or hierarchical form? 

 How freely are various departments allowed to take decisions? Are these departments 

made responsible only for their own turnover or for overall company‟s turnover? 

  If front line worker want to get to CEO, how many levels of managements does he 

need to climb and how many procedures does he need to complete before he can get 

there? 

 When hiring employees do you expect them to grow inside the Company and be able 

to perform more than one set of tasks? Or do you look for specialists that would fit in 

only one particular function? 

  

3. Directing (ensuring that people know what to do and how to do the assigned 

tasks) 

 How many management processes of control do you have in the company? How 

bound are you by these rules? 

 How did you handle situation last time when one of your managers/employees failed 

to solve the entrusted assignment? Did you use any monetary or non-monetary 

punishment? 

 Is there a feedback system for evaluation of employee performance? Is the 

empowerment system closely related to evaluation system? 

 How was department or leading management rewarded for achieving results better 

than competitors? How was this performance measured? Was this performance also 

rewarded by promotions, vacation benefits or other non-material benefits? 
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4. Controlling (measuring and monitoring results, taking corrective actions) 

 Describe your company‟s control mechanisms? How do you control that entrusted 

jobs are done according to requirements? How frequently do you evaluate these 

control mechanisms and their efficiency? 

 Do you prefer authoritarian or democratic (demand vs. ask) control mechanisms?  

 Is the system were employees observe other colleagues performance used in your 

company? 

 

5. Other (other management approaches used in the company not mentioned above) 

 How do you control teamwork? Is there a team leader appointed to whom 

responsibility is allocated? What strategies are used to promote teamwork in 

company? 

 What would you say is the involvement of lower level employees in decision process? 

 How management style is shaped by environment changes in financial sector? Are 

there any specifics to financial sector? 

 What would you like to change in company management? 

Section C: Additional Company information 

1. Company ownership: 

 Privately held, local owners 

 Privately held, foreign owners 

 Public company 

 Foreign subsidiary 

 __________ (other) 

 

2. Number of management hierarchy levels: 

 1 

 2-3 

 4-5 

 6 and above 

 

3. Recent major change in company management system and/or guidelines 

 1 year ago 

 2-5 years ago 

 6-10 years ago 

 More than 10 years ago 

Thank you very much for answering this survey! 

If you are willing to receive summarized survey results, please specify your e-mail 

address in the space beside: ______________________________. Questionnaire results 

will be available after August 31, 2011. 
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Appendix III: Interview meeting minutes 

1. Swedbank 
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2. SEB Banka 
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3. DnB NORD Banka 
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4. Citadele Banka 
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5. SMScredit Group 
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