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ABSTRACT  

 
Russia is a rapidly growing market with enormous potential for international companies. In 

many industries competition is underdeveloped as Russian local companies are often unable 

to satisfy constantly growing demand of the market. On the other hand, international 

enterprises hesitate to enter the market due to its complexity and difficulties like e.g. 

bureaucracy and corruption.  

 

The aim of the present bachelor thesis is to define main challenges of the Russian market with 

the help of a modified PESTEL model which emphasizes political, economic, social, and 

legal aspects of the market. Having identified the main market challenges exporting, joint 

ventures and foreign direct investments as means of market entry are assessed in terms of 

coping with these challenges. As an outcome of the theoretical section, a model assessing the 

chosen entry modes is developed together with a list of challenges of the Russian market.  

 

The developed theoretical model is applied to a Swedish automotive industry through 

conduction of semi-structured interviews with key representatives of a number of Swedish 

enterprises operating in Russia. 

 

After the empirical analysis, the theoretical model is reviewed and the main challenges of the 

Russian market experienced by the interviewees are stated. Moreover, the most common entry 

modes within the Swedish automotive industry are identified.   

 

This thesis will be applicable both for students who would like to learn about different entry 

modes and ways of analyzing foreign markets through a theoretical framework, and for 

Swedish companies that aim to enter the Russian market and need to understand its challenges 

in order to avoid failures in the initial stage and gain ideas about the most suitable entry mode 

for them.  

 
 
 
 
 
 
Keywords: exporting, joint venture, FDI, entry mode, Russian market, challenges, PESTEL, 
automotive industry 
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1. INTRODUCTION  
 
This part of the thesis starts with an introductory background into the studied research area. 

The choice of the research subject is discussed and explained in the problematization section. 

This section is followed by the statement of the purpose of the present thesis, as well as by 

defining research questions. In the end, delimitations of the research scope are defined which 

provides with a clear focus of the thesis.   

  

1.1. Background 

Russia is a rapidly growing market with high potential for international companies including 

Sweden. According to The Swedish Ministry for Foreign Affairs (Ministry of Foreign Affairs, 

2001), Swedish- Russian relations have been in constant dynamic development with a number 

of exchange visits by Swedish and Russian Prime ministers.  

 

In its Business Climate Survey (Swedish Trade Council, 2008), The Swedish Trade Council 

supports this statement proving that the profitability of Swedish enterprises in Russia is 

growing. 58% of the companies participated in this survey estimate profitability as good as or 

very good comparing to other markets, and 82% of the companies see their future growth as 

very good or good. One of many reasons for high market potential is the rapidly growing 

middle class which is expected to drive the economy in Russia. According to the Swedish 

Embassy, Russia showed an impressive macroeconomic development during the last 10 years 

with an average GDP growth of 7%, low unemployment rate of less than 6%, shrinking state 

debts and stable currency reserves. Moreover, consumption continues to increase. (Forss, 

2008) 

 

Therefore, more and more Swedish companies enter the Russian market especially in the 

service and production sectors. In 2007 Russia became Sweden’s 13th largest export market 

and the 4th import market. Furthermore, the survey by the Swedish Trade Council (2008) 

presents a number of attractive factors of the Russian market and advantages for Swedish 

companies which support entering the market. Swedish companies and businessmen, besides 

a number of other European countries like Germany, enjoy a good reputation in Russia and 

are perceived as honest, professional and represent high quality products and services. 

Economically, in Russia foreign companies enjoy good terms of VAT which is 18%, rather 
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good payment conditions, favorable taxations and well functioning international bank 

transactions. (Swedish Trade Council, 2008)   

 

In many industries, especially in industrial sector, competition is underdeveloped as Russian 

local companies are often unable to satisfy the constantly growing market demand due to e.g. 

lack of resources, out-of-date equipment. If to take a closer look at the Russian automotive 

industry, despite of the efforts by the government to start auto financing and boost sales, the 

Russian sector continues to be pummeled by the harsh economic downturn. The domestic 

vehicle manufacturers do not meet international standards, especially in truck industry (BMI, 

2010). Meanwhile, Russia has a high potential growth for international companies due to the 

growing consumer appetite, which is estimated by Business Monitor International (BMI, 

2010) to elevate car ownership level to almost 22%.   

 

Often international enterprises hesitate to enter the market due to its complexity and transition 

state. An example within the automotive industry can be a sector of manufacturers of refuse 

collection trucks where there is a strategic gap for international companies. This strategic gap 

occurs because Russian manufacturing like Kommash or Arzamas represent only low-end 

products which are cheap and have poor quality. International players like NTM or Zöller, on 

the contrary, offer high-end trucks which are expensive and mostly not affordable for Russian 

clients. This example illustrates potential of the Russian market both for Swedish as well as 

for other foreign companies.  

 

Another beneficial factor of the Russian market for Swedish enterprises is its convenient 

strategic location which makes logistics and communication between the two companies quite 

attractive. Especially Kaliningrad, which is a special economic zone, has a good strategic 

location to Sweden being situated by the Baltic See only 350 km away from Kalmar (Kalmar 

Kommun, 2010).  

 

However, the Russian market is a unique market which offers not only great potential for 

foreign enterprises but has as well a number of challenges and pitfalls which are important to 

know about before entering the market.  

 

Unfortunately, many international companies are not be aware of those challenges which they 

may face once entered the Russian market. Therefore, they cannot adjust their entry modes 
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and strategies in order to avoid or at least be ready to face difficulties they can run into, as one 

can see by the example of a Swedish furniture manufacturer IKEA.  

 

IKEA entered the Russian market in 1998. The company did not manage to avoid well-known 

difficulties which will be discussed and listed later on. For example, during the building of its 

store in Moscow IKEA faced infrastructure problems. The city authorities were first blocking 

and then stopped IKEA from finishing its $4.5 million overpass when it was two pillars short 

of completion, although the overpass is outside Moscow's city limits (Fuerbringer, 2000). As 

an outcome IKEA was publicly abused to do illegal activities. But, no doubt, the most serious 

problem that every foreign company faces in Russia is bribes. The high ethic principals and 

beliefs of IKEA made the company’s life on the market more difficult, because IKEA refused 

to give any kind of bribes as this behaviour would go against its principles. As an example, 

IKEA refused to pay bribes to open a Russian shopping centre in 2004. IKEA cancelled its 

grand opening of its latest shopping centre in Khimki, outside of Moscow at the very last 

moment. The Russian authorities said the event was cancelled because the road to the 

shopping centre went over a gas pipe. The real reason for stopping the opening ceremony was, 

according to Lennart Dahlgren, that IKEA refused to pay bribes. A few days later IKEA got 

permission to open the shopping centre after Swedish founder Ingvar Kamprad appealed to 

the Russian president Vladimir Putin and the 200 shop owners, that were to be established in 

the centre, complained to the authorities (Bengtsson, 2004). In 2010 IKEA ran into another 

corruption problem in Russia but this time because its managers in Russia bribed some 

authorities and it came to public knowledge.  

 

This example shows that even worldwide successful companies like IKEA may be unprepared 

to face challenges of the Russian market. Therefore, it is important to make an analysis of the 

Russian market in order to state market challenges which have a great impact on whether 

companies manage to avoid major difficulties of the Russian market like bureaucracy, 

corruption, customs problems, or run into problems facing them.  

 

The awareness of challenges of the Russian market together with the right entry strategy may 

be one of explanations why, as Longenecker (2001) notices, some enterprises are doing better 

in Russia than might be expected while other struggle with challenges on the market.   
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1.2. Problematization 
As presented in the background section of the present thesis, Russia is a quickly developing 

market that stands among such countries as China, Brazil, and India in the BRIC bloc. 

Lasserre (2007) refers to these countries as the emerging giants. Being an emerging market, 

Russia is a country with high economic growth, an increasing development of middle class, 

and a high degree of infrastructure investments. As China is the fastest growing country in 

BRIC, most studies have been conducted about its market overshadowing the Russian market. 

Even fewer articles were written about entry modes into the Russian market and their 

strengths and weaknesses in terms of dealing with market conditions. Most studies of market 

challenges and entry modes analysis, such as by Wei and Christodoulou (1997), have been 

conducted for the Chinese market which made international companies aware of market 

pitfalls and how various entry strategies cope with these challenges with their advantages and 

disadvantages. Therefore, it is essential to conduct similar research for the Russian market.   

 

The majority of enterprises are not aware of difficulties and pitfalls of the Russian market, 

which often results in their failure already in an early stage or later on after they have 

established their operations. Russia, as any foreign market, has its challenges and pitfalls that 

influence the entry mode decisions of foreign firms. (Belyaeva, 2009; Kouznetsov, 2009; 

Albaum and Duerr, 2008) Some of these pitfalls and challenges are often discussed in 

scientific articles and other sources, while others are neglected. For example, the survey 

conducted by The Swedish Trade Council (2008) shows that the Russian market has a number 

of difficulties. According to this survey, establishing a company in Russia can be a 

challenging task. Corruption and bribing in order to get a required certificate is a daily 

procedure, information is hard to obtain, and legislation is intransparent and complicated due 

to changes which may occur overnight. Moreover, Swedish companies face accounting 

problems, problems in dealing with bureaucracy, with customs etc. 

 

While investigating the case of IKEA in Russia which was presented in the background 

section, the authors contacted Charlotta Tunhov Grönstedt (Grönstedt, 2010) who spent five 

years working for IKEA Khimki in Moscow right after the company started its activities there 

in 1998. The aim of the contact was to find out main challenges of the Russian market from 

her perspective in order to start developing the list of main market challenges. Ms. Grönstedt 

pointed out the Russian mentality, cultural differences including attitude to work and 

hierarchy, import tariffs, perceptions of Russians about Western companies and their 
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products, and difficulty to make forecasts and estimation as the main challenges which IKEA 

faced in Russia.  

 

This interview confirmed the relevance of developing a list of main challenges of the Russian 

market which may help a company striving to expand to Russia to choose a more suitable 

entry mode, depending on which challenges a company aims to overcome. 

 

According to Zhang, et al. (2007), firms face two questions – which markets to enter and how 

to enter the foreign market. Companies can foresee more opportunities in emerging 

economies because these economies not only supply cheap labor and more abundant raw 

materials but also provide enormous and prosperous product markets. 

 

When a company aims to penetrate a new market, it needs to access its strategy for 

establishing itself on that market. The company has to make a decision, how much 

commitment in terms of time, personnel, and funds it is ready to invest. Moreover, it has to 

assess advantages and disadvantages of each entry mode. (Zhan, 1999)  

 

It raises a question of choosing an appropriate entry mode. Different modes like e.g. direct/ 

indirect exporting, alliances, contractual agreements etc. provide Swedish companies with 

both advantages and disadvantages on the Russian market in terms of dealing with market 

challenges. According to Zhan (1999), entry modes – direct sales, sales through 

representatives, sales through distributors, joint ventures, and wholly-owned subsidiaries - 

vary in a degree of risk, reward, control, and market share.   

 

1.3. Purpose 

The problematization section raises two questions which have become the area of interest for 

the present thesis: 

 

 What are the main challenges of the Russian market? 

 How can international companies overcome or avoid those challenges by choosing a 

certain entry mode? 

 



Elena Chechina   Galina Manyashina                                   Bachelor Thesis  2010                           14

Therefore, the purpose of the first part of the present thesis is to identify main difficulties of 

the Russian market. 

 

The purpose of the second part of the thesis is to access exporting, joint ventures, and foreign 

direct investments as means of entering the Russian market in terms of coping with the 

identified market challenges. Moreover, the authors aim to present the most common entry 

modes within the Swedish automotive companies when they enter the Russian market.  

 

As an outcome of the first part a list of main market challenges of the Russian market will be 

presented. In the second part a model – a table assessing the entry modes - will be created 

based on the literature review, and the most common entry modes by Swedish automotive 

companies will be stated. 

 

This thesis will be applicable both for students who would like to learn about advantages and 

disadvantages of main entry modes in terms of overcoming market challenges and about the 

theoretical framework for analyzing foreign markets. The thesis might as well be of great 

interest for Swedish and international companies that aim to enter the Russian market and 

need to understand its challenges in order to avoid failures in the initial stage and gain ideas 

about the most suitable entry mode for them. Moreover, the present study could also be of 

great interest for the Russian authorities that try to improve the business environment in 

Russia as it shows the perceptions of international enterprises on challenges of the Russian 

market. 

 

1.4. Research questions 

The following research questions will help to solve the research problem stated in the sections 

of problematization and purpose: 

 

Part 1.  

• What are main challenges of the Russian market based on the modified PESTEL 

model (political, economic, social, and legal areas)? 

• How do exporting, joint ventures, and FDI as entry modes help companies cope with 

the identified challenges of the Russian market? 
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Part 2.  

• Which challenges of the Russian market are perceived by the interviewees as the most 

important?  

• Which entry modes are the most common within the Swedish automotive industry? 

• Based on the empirical information obtained from the interviews, how the developed 

theoretical model should be modified?  

 

1.5. Delimitations  

1.5.1. The choice of the PESTEL framework and its modification 
There are a number of models which help to analyze a foreign market. They take into account 

a wide range of determinants which influence market attractiveness and challenges which are 

important for forming an entry strategy. Among these models are Porter’s five force model 

that explains the level of competitiveness of an industry and could be used both in the 

domestic market or host market, the SWOT model that allow to look in depth into internal and 

external factors of a single company. However, this model is focused on a particular company 

and cannot be generalized for the Russian market which makes the model not suitable for the 

present study. This model is more used for the measurement of a business unit, a proposition 

or idea. The CAGE model could be applied but just for the partial study of the cultural 

similarities between countries, that would explain the choice of Swedish firms for the Russian 

market from the similarities side. However, the PESTEL model is a widely used tool for 

deeper understanding of different political, economical, social and other factors of a given 

market and would allow measuring a single market.  

 

The authors decided to apply the PESTEL framework as it helps to make a clear analysis and 

distinction of challenges of a market according to areas: political, economic, social, legal, 

ecological, technological. The technological and ecological factors are omitted considering 

their minor influence on the choice of an entry strategy comparing to the main four areas- the 

PESL factors. Challenges of the Russian market within the technological area like, for 

example, the level of manufacturing technologies among Russian automotive companies do 

not influence the choice of an entry mode unless foreign companies decide to enter via a joint 

venture with a Russian company. However, focusing on how technological challenges of the 

Russian market influence joint ventures may be a further separate study rather than a focus of 

the present study. The ecological factors don’t have a significant impact on the choice of entry 
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mode. The ecological disasters that have impact on changes in the climate or disruptions in 

transportation between countries, that could favor the Foreign Direct Investments (FDI) or 

Greenfield investments, happen rarely and, therefore, don’t play a significant role in the 

choice of entry mode in a specific country. Moreover, the ecological factors that are difficult 

to predict could change in any country. Furthermore, the Russia government still doesn’t 

make enough emphasize and effort to control the ecology. However, the political, economical, 

social and legal factors have a direct impact on the choice of entry mode in the Russian 

market.    

 

1.5.2. The choice of the automotive sector 
The automotive industry contains the process of manufacturing which is defined by Bowersox 

and Cooper (1992) as the process by which materials and components are joined into 

products. Among the most visible manufacturers are firms that produce automobiles and their 

components. 

 

The authors have decided to apply the developed theoretical model to the Swedish automotive 

industry due to a number of reasons. As presented in the background section of the paper, the 

Russian automotive industry is quite underdeveloped and represented by enterprises which 

manufacture products that are out-of-date, low quality and low price.  

 

Therefore, more and more international companies aim to penetrate the market with their high 

quality products. Among these companies there are a number of Swedish ones which makes it 

feasible to conduct a couple of interviews with key representatives of such companies as 

Volvo Trucks, SKF, JOAB etc. Moreover, the focus on only one industry makes the results 

more consistent and applicable for enterprises within the manufacturing industry because 

enterprises within the same industry tend to apply similar entry modes and face similar market 

challenges than enterprises, for example, within the service industry which may apply 

licensing and franchising entry modes more often.   

 

1.5.3. The choice of exporting, joint ventures and FDI as analyzed entry modes 
In order to avoid complexity and to make a clear and logical analysis, the authors have chosen 

to concentrate on three main entry modes: direct and indirect exporting, joint ventures, and 

foreign direct investments with focus of local representations and Greenfield investment. 
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The choice of these entry modes is motivated by the choice of the industry to which the model 

is applied. Within the automotive industry the most common entry modes are direct and 

indirect exporting, joint ventures, and foreign direct investments, including Greenfield 

investments.  

 

Franchising and licensing are not common within the industry because they are mostly used in 

the restaurant industry or chain stores. An evident example could be MacDonald’s with its 

wide network of franchisees all over the world. Licensing is also not commonly practiced in 

the manufacturing industry in general, and in the automotive sector, in particularly, because 

the manufacturing companies tend to be large sized ones and control their production, 

distribution and other fields themselves. The licensee grants the license under intellectual 

property and gives the permission to use it. The technological knowledge is also an important 

factor that doesn’t allow the licensing in the automotive industry.   

 

1.5.4. The choice of the Swedish enterprises and their range 
The authors have chosen to focus on interviews with Swedish enterprises due to the research 

purpose which aims to give an insight into challenges of the Russian market from a Swedish 

perspective. However, this does not mean that the results of the study are not applicable for 

other international enterprises. On the contrary, any international company can benefit from 

the results of the present study. Due to geographical reasons, it is the most feasible to conduct 

a number of semi-structured interviews with Swedish enterprises.  

 

The interviews will be conducted with Swedish enterprises within the automotive industry 

which operate on the Russian market. These enterprises are normally of medium or large size 

due to the scope of their operations. However, the authors do not limit themselves by 

companies´ sizes. The studied enterprises either manufacture vehicles like Volvo Trucks or 

Rottne Industri, or manufacture and supply parts needed for vehicle production like SKF or 

FTG Cranes.    
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2. METHODOLOGY  
 
This part of the thesis aims to present and explain methods which the authors used in order to 

conduct a study and answer the stated research questions. The authors start by justifying the 

choice of the research strategy which includes the justification of epistemological and 

ontological orientations. Then the research design with the choice of semi-structured 

interviews as primary data sources is presented. In the end, the quality of the present research 

is taken into account in a critical manner.      

 

2.1. Research strategy 

According to Bryman and Bell (2007), there are quantitative and qualitative types of research. 

Quantitative research emphasizes quantification of data collection and analysis. By contrast, 

qualitative method is sensitive to how participants interpret their social world.  

 

Since the purpose of the present paper is to find out challenges of the Russian market both 

with help of primary and secondary data and assess different entry modes in terms of dealing 

with them, the authors apply the qualitative research strategy. The choice of the qualitative 

approach is justified by the studied area – perceptions of key representatives of Swedish 

automotive companies about challenges of the Russian market and the choice of the market 

entry mode within their companies.   

 

2.2. Epistemological and ontological considerations 

According to Bryman and Bell (2007), the main aim of research is to answer questions 

formulated by theoretical considerations which can be done through deductive or inductive 

theory. While inductive orientation implies emphasis on the generation of theories where 

theory is the outcome of research through drawing of conclusion out of observations and 

findings, deductive approach implies testing of theories which is the most common view on 

the relationship between theory and research. The researcher creates a hypothesis on the basis 

of what is known about a particular area that must be subjected to empirical investigations. 

This hypothesis deducted from theory serves as a basis for process of data collection. 

(Bryman and Bell, 2007)   
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In the present thesis the deductive research approach is applied with the focus on testing the 

developed theoretical model. The model is based on the secondary data sources and serves as 

a basis for constructing semi-structured interviews and will be tested in a number of such 

interviews with key representatives of Swedish enterprises within the automotive industry. 

The literature review of the main entry modes will provide essential knowledge about 

advantages and disadvantages of these modes, whereas the literature concerning difficulties of 

the Russian market will help the authors to identify main challenges of the Russian market.  

 

After the empirical analysis of findings from semi-structural interviews, the theoretical model 

will be either confirmed or revised based on the primary information obtained during these 

interviews.   

 

In terms of epistemological concerns, the present thesis has an interpretivist orientation as the 

authors aim to conduct research among Swedish enterprises which are treated as complex 

social actors in international market environment rather than just buildings or plants with their 

rooms and production facilities. As Saunders, et al. (2009) notice, interpretivism approach 

interprets actions of social actors in a certain way as they act based on their interpretations.  

The authors of the present thesis aim to analyze and interpret answers which they will receive 

from semi-structured interviews. Moreover, the authors will interpret the secondary data 

sources in order to list main challenges of the Russian market and define those which have 

most impact on the choice of an entry strategy.  

 

2.3. Secondary data collection 

Governments and their statistics agencies are typically the most reliable and widely used 

sources of both macro and microeconomic factors. Macroeconomic factors include population 

trends, general trade flows between countries, while microeconomic ones deal with data about 

specific industries and their potential growth. Moreover, international organizations such as 

International Monetary Fund (IMF), World Trade Organization (WTO) provide access to 

country- and region-oriented reports. Trade associations such as domestic and international 

chambers of commerce are reliable sources of essential data about host markets. (Czinkota, et 

al., 2004) 
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In the present thesis the authors obtain secondary data about challenges of the Russian market 

and entry modes both from scientific publications, as well as from surveys and reports from 

international organizations, the Swedish Trade Council and the Swedish Embassy, as well as 

from international agencies like Business Monitor International which are specialized on 

analysis and forecasts of various countries and their markets.  

 

Moreover, in order to be able to answer the research question dealing with the most common 

entry modes within the Swedish automotive industry, the authors will obtain information 

about companies’ entry modes in Russia from their official websites. However, this is just a 

complementary source of gaining information in cases when personal interviews with 

companies’ representatives are not possible.  

 

2.4. Research design 

A planned-systematic approach implies that researches have a clear idea about the study 

subject as well as about the process of data collection whereby notes and interview transcripts 

are produced and later analyzed. The results of such data collection give the basis for findings. 

(Bryman and Bell, 2007)  

 

In the present paper a planned-systematic approach is applied as the research subject of 

interest appeared not suddenly but was a result of planning as the authors had a clear idea 

about the subject of research interest. All the interviews will be recorded which will serve as a 

basis for findings which will be presented later on in the paper.  

 

2.5. Semi-structured interviews  

As a qualitative research method the authors decided that the most suitable way to obtain 

primary data which would help to answer the stated research questions would be to apply 

semi-structured interviews with key representatives of Swedish enterprises within the 

automotive industry operating in Russia.  

 

Saunders, et al. (2009) state that in semi-structured interviews the researcher has a list of 

themes and questions to be covered, however, they may vary from interview to interview. 

This means that the researcher may omit some questions in certain interviews and the flow of 
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the interview determines which questions to ask and in which order. Questions may be added 

in order to explore more about a certain area of research interest.  (Saunders, et al., 2009) 

 

The interview questions for the present study contain both open and closed questions which 

will facilitate in the best way answering the research questions. As Bryman and Bell (2007) 

notice, open questions have both advantages and disadvantages, and are mostly used to 

explore new areas about which interviewers have limited knowledge. Open questions allow 

interviewees answering in their own way which may give some unexpected results.  Handling 

closed questions is easier as they just have to choose between possible answers which save 

time and effort which they have to invest in interview participation. The disadvantages of 

closed questions are that they exclude possibilities of spontaneous and interesting responses. 

Interviewees may feel no rapport established and a sense of impersonality of an interview. 

(Bryman and Bell, 2007) 

 

In the present thesis, as a guideline for semi-structured interviews, the authors create a semi-

structured questionnaire which contains mostly closed questions with only several open 

questions. Closed questions will make interpretations and post-coding of interviews easier and 

more accurate, whereas open questions may give new areas and perspectives of the Russian 

market and its difficulties. One part of the questionnaire deals with rating the main challenges 

of the Russian market which is a quantitative approach. However, the aim of this rating is not 

to present a statistical graphic but it rather helps the authors understand which entry barriers 

are considered the most challenging by Swedish enterprises. 

 

As the authors aim to conduct interviews with key representatives of Swedish enterprises 

which always have lack of time, they will be more willing to participate in a simple interview 

which does not require much time investment from their side. But taking into account some 

disadvantages of closed question, the authors will include a several open question in order to 

give interviews a possibility to be free in their answers and provide interesting responses 

regarding difficulties of the Russian market which we did not think of or did not expect to 

meet.   

 

After conducting an empirical analysis through semi-structured interviews with key 

representatives of Swedish enterprises operating in Russia, the main challenges of the Russian 



Elena Chechina   Galina Manyashina                                   Bachelor Thesis  2010                           22

market will be highlighted from the developed list of challenges of the Russian market based 

on the perceptions and experiences of the interviewees.  

 

2.6. Criteria for assessment 

According to Bryman and Bell (2007), criteria for research assessment contain reliability, 

replication, and validity. However, these criteria deal mainly with the quantitative research 

like e.g. reliability as quantitative study is particularly concerned with the issue of whether a 

measure is stable or not. Moreover, Saunders, et al. (2009) notice that lack of standardization 

in semi-structured interviews leads to concerns about reliability. In qualitative researches 

reliability is concerned with whether alternative researchers would get similar information.  

 

There are as well certain biases related to the issue of reliability. The first one is interviewer 

bias which includes comments and tone which leads that the interviewee answers in a certain 

way. Therefore, it is important not to impose your own beliefs which raise doubts about the 

validity and reliability of the research. Another bias concerns with the interviewee is response 

bias. In this case, interviewees may be unwilling to elaborate on certain areas of research 

which include sensitive information for them. As a result, the interviewee provides only party 

true picture of the situation. (Saunders, et al., 2009) As validity and reliability are not quite 

applicable for qualitative research, Bryman and Bell (2007) suggest alternative criteria for 

evaluating qualitative research using trustworthiness and authenticity which will be discussed 

later.   

 

The authors will apply internal validity in which they will agree about the quality of a match 

between the conducted semi-structured interviews and the theoretical model. The aim of the 

interviews is to test the developed list of market difficulties and the models dealing with entry 

modes’ assessment, and, as an outcome, either to confirm and or review the theoretical 

models. Therefore, it is essential to agree internally whether the interviewees’ answers match 

our ideas or not.  

 

In order to avoid misinterpretation and ensure credibility of the words of respondents, the 

authors will record interviews if the interviewees permit it, in order not to miss the important 

details. The analysis will be carried out together in order to avoid the domination of a single 

opinion. The authors will show their finding to the respondents. This technique is referred to 
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as respondent validation. The consistency between the authors themselves should be obtained 

when analyzing or making the interviews with the respondents. (Bryman and Bell, 2007) 

 

As the authors aim to find out challenges of the Russian market and entry modes assessment 

and present them as a guideline for Swedish enterprises thinking about entering the market, 

the findings may be applicable not only within the automotive industry but generally within 

enterprises which aim to expand to the Russian market and need to understand its challenges 

and possible entry modes. Therefore, to assure transferability is essential. This will be done 

through producing descriptions of the companies representatives of which were interviewed. 

This will help other companies and researchers decide if the present study is applicable in 

their case or not.  

 

Confirmability is an important assessment criterion as well especially while dealing with the 

first part of our thesis where we aim to find out challenges of the Russian market. Therefore, 

the authors use a wide range of scientific articles about challenges of the Russian without 

making their own perceptions of the market challenges.  

 

Authenticity deals with political impact of research (Bryman and Bell, 2007). As the authors 

will base the findings on the empirical information collected through semi-structured 

interviews with companies’ representatives it is important to present different company levels 

and not only conducting interviews with senior managers as their perceptions may greatly 

differ from those of i.e. export managers.  

 

According to Bryman and Bell (2007), relevance is an important assessment criterion for any 

research. The authors can assure that the research will be relevant due to the fact that there is a 

lack of studies dealing with studying and assessing difficulties of the Russian market for the 

manufacturing industry in combination with assessing entry modes to the market. The 

relevance in more detail is discussed in the problem discussion section of the thesis. 
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3. THEORETICAL FRAMEWORK  
 
The aim of this part of the present thesis is to introduce the theoretical framework which is 

applied for the present study. The authors chose to use a modified PESTEL model for the 

analysis of challenges of the Russian market. Entry modes of exporting – direct and indirect, 

joint ventures and FDI including Greenfield investments are presented as well being the core 

of the second part of the paper research. The presentation of the modified PESTEL model and 

the entry modes is based both on theoretical sources as well as scientific articles treating 

these issues.   

 

3.1. The modified PESTEL model as a tool for analyzing market 

difficulties 

Czinkota, et al. (2004) points out that export markets have different laws, regulations and 

paperwork, types of distribution channels and unique cultural environments, which makes it 

crucial to analyze and access attractiveness and challenges of the markets. Therefore, failure 

in international market research and preparations needed is the most common cause of overall 

failure on the international market. Companies make fatal mistakes because of inadequate 

understanding of local market environment and circumstances. It makes analysis of market 

conditions and building substantial knowledge about it a key condition for success on the host 

market. (Czinkota, et al., 2004) 

 

An essential tool in assessing market conditions is to apply the modified PESTEL framework, 

which categorizes market conditions into four main sections: political, economic, social, and 

legal conditions.   

 
Johnson, et al. (2008) defines the PESTEL framework as a framework which gives a wide 

overview and provides a substantial list of influences on the possible success or failure of 

certain strategies. It consists of political, economic, social, technological, environmental and 

legal factors which characterize a particular market. Four of these factors which are presented 

below are especially important for analyzing a country for entry: political, economic, social 

and legal ones (PESL).  
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3.1.1. Political and legal conditions 

Governments can both create opportunities and obstacles for organizations. Therefore it is 

important to evaluate political risks before entering a market. (Johnson, et al., 2008) 

According to Albaum and Duerr (2008), a company is influenced by the decisions on the 

supranational, national and subnational levels. The government can promote, impede 

transactions, can compete with or replace international/export marketing transactions by 

private business firms. There are many agreements on the international level that facilitate the 

exportations, for example, the NAFTA or the European Union, CAREC, WTO. According to 

Agarwal (1996), the agreements such as Europe agreements of Central and Eastern countries 

facilitated different kinds of trade and investment. The value of FDI in such countries has 

risen dramatically and continues still. The political constraints can also present a big 

challenge for the exporting companies, for example, it can concern the political ideology, 

relevant legal rules for foreign business, international organization and treaty obligations, 

power or economic bloc grouping, import-export restrictions, profit remission restrictions, 

exchange control restrictions, membership and obligations in international financial 

organizations. (Albaum and Duerr, 2008) The government can impose tariffs, license 

requirements, and quotas on both exports and imports, extra taxes. In nations where political 

risks are perceived to be high, it is likely that only low resource-commitment modes such as 

exporting would be undertaken. (Kouznetsov, 2009) 

 

Chen (2008) divides entry barriers into two categories: legal barriers and other barriers. The 

latter include permit / approval system, taxing conditions and expatriation of profits, import / 

export constrains etc. Together with political factors, legal indicators build a framework and 

legislative constrains for corporate operations. Countries differ in their legal regime which 

influence to which extent foreign enterprises can enforce contracts, protect intellectual 

property or avoid corruption. (Johnson, et al., 2008) 

 

3.1.1.1. Political and legal conditions in Russia 

The forecast about the Russian political environment are rather pessimistic. The BMI (2010) 

considers that the present political system will be difficult to change even in the coming 10 

years as “endemic corruption is particular problem weighing on Russia`s business 

environment and investment climate, and we believe that under the current political system, it 

will be difficult to rein in, even given 10 years”. The Russian government maintains a strong 
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parliament majority and overwhelming public support. A lack of majority in decision-making, 

including high levels of behind-the-screen activity by various power groups, makes for large 

elements of unpredictability in domestic politics. The high degree of political authority in the 

executive branch is a risk to further institutional development in the legislative and judicial 

sectors. (BMI, 2010) 

 

President Dmitry Medvedev has expressed a more compromising tone on foreign policy 

matters and has suggested a new focus on the development of civil society. Russia`s moves to 

increase its regional dominance in the energy sector risk a further deterioration in relations 

with the Western-learning countries of the near abroad. Persistent conflicts with separatist 

regions in Georgia and Moldova threaten to undermine Russia`s foreign relations with key 

trading partners. The BMI in its report (BMI, 2010) about Russia also highlights the political 

tensions with The European Union, NATO, The US, Baltic States, Ukraine and Georgia.  

 

Most studies about the Russian market such as the survey by Swedish Trade Council (2008), 

the research by Kouznetsov (2009) etc. agree that main political and legal obstacles remaining 

are bureaucracy and an underdeveloped legal system.  

 

According to Belyaeva (2009), Russian governance system consist of state officials appointed 

“from the top” through the bureaucratic mechanism, and as these employees are not appointed 

by people and do not report to people, Russia can be called a truly bureaucratic state. They 

report only to their bosses whose only concern is to keep their powerful positions. Often 

authorities lack of proper education as numerous municipal and regional officials have 

agricultural college education when they have to take important decisions in areas of public 

policy or economic strategies which require experts. However, Belyaeva (2009) believes that 

it is feasible to cooperate with the bureaucracy even under the current political situation and 

gradually establish healthy cooperation between the state and its people. According to 

Grineva, as cited in Belyaeva (2009), Russia is still in its transition state and is swerving from 

the process of democratization as authoritarian features prevail. Under Mr. Putin´s regime 

Russia had signs of the oriented political system with controlled mass media and controlled 

business by the established “power vertical”. Russia´s election system is only partly free with 

a possibility of election falsification and the dominance of one main political party “United 

Russia” while other parties are weak and relatively small.     
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Research by Jones, et al. (2000) and Rodriguez, et al. (2005) also focus on the issues of 

corruption in Russia as Russia’s shock-therapy for the restructure of planned economy led to 

the increase of oligarchy, crime and high corruption. According to Jones, et al. (2000), the 

oligarchy represents an obstacle to the establishment of the rule of law in Russia. In studying 

about the influence of corruption in the host countries on the entry mode decisions, 

Rodriguez, et al. (2005), gives the definition of corruption which is an abuse of public power 

for private benefit. They explain that it is essential for the MNEs to understand the nature of 

the corruption in the country because it can differ in terms of pervasiveness and arbitrariness. 

Pervasiveness is the average firm` likelihood of encountering corruption in its normal 

interactions with state officials. (Rodriguez, et al., 2005) Arbitrariness is defined as the 

inherent degree of ambiguity associated with corrupt transactions in a given nation or state. In 

the highly arbitrary countries, transactions with government officials are characterized by an 

enduring uncertainty regarding the size, target, and number of corrupted payments necessary 

to obtain needed approval. Rodriguez, et al. (2005) determine Russia`s situation as a highly 

arbitrary corrupted country and average in terms of pervasiveness.  

 

Broadman (2000) states that virtually all firms pay bribes in Russia to tax inspectors, customs 

officers, local bureaucrats etc. Moreover, many SMEs have to pay the mafia to survive.  

Generally, it takes four times as long to establish business in Russia than in e.g. Warsaw; 

foreign companies are subjected to twice as many yearly inspections than their counterparties 

in Poland.  

 

The survey from Swedish trade council (2008) found out that Swedish enterprises face 

corruption on a daily basis in Russia, especially in terms of obtaining needed certificates 

which is hard to do without bribes. Not only corruption but bureaucracy makes it hard to get a 

certificate. According to the survey, bribes are especially essential in contact with Russian 

authorities. (Swedish trade council, 2008) Kouznetsov (2009) in his survey found out that 

smaller companies become an easier target for corrupt officials than bigger firms.   

 

In the survey many Swedish companies experience unpredictable overnight changes in 

legislations which occur on a regular basis in Russia. It makes it hard and time consuming to 

complain with constantly changing regulations. Moreover, it is hard to obtain information in 

Russia, especially since authorities are the most difficult sources to get information from. That 
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makes it difficult to make a competitive analysis and find out information about local 

companies. (Swedish Trade council, 2008) 

 

Another legal difficulty of the Russian market deals with establishment of a local 

representation which may be a complicated task. It is very time consuming because there is a 

special bureaucratic process to follow in terms of making documents official through apostils, 

Russian translating etc. This process is often underestimated by Swedish enterprises.  

Moreover, it is hard to rent or buy manufacturing facilities like a factory, a warehouse or an 

industrial land. (Swedish trade council, 2008) The statistics Explore economies (Doing 

Business, 2010) ranks Russia as number 106 out of 183 economies in terms of opening 

business in Russia. In 2009 Russia occupied the 88th position which signals the wrong 

direction of Russia’s development.  

 

Dealing with customs is a complicated procedure, according to Swedish trade council (2008). 

The Russian customs is bureaucratic, corrupt and causes numerous delays. Moreover, in order 

to pass a customs clearance all required documents have to be prepared very accurate. The 

customs clearance process is very time consuming and even smallest mistakes cause great 

delays. Therefore, Swedish companies advice to involve brokers into the process. (Swedish 

trade council, 2008)  According to the statistics Explore economies (Doing Business, 2010), 

Russia occupies the 162th place in terms of “easy” business, among 183 economies, having 

lost 2 positions comparing with the year 2009.   

 

In his article Kouznetsov (2009) noticed that legal conditions are still quite bad in Russia, 

especially in terms of trademark and patent protection, tariff and non-tariff barriers and price 

control.  

 

Broadman (2000) summarizes political challenges in Russia saying that there are a number of 

institutional and administrative barriers to entry in Russia. They include discrimination with 

regard to business licensing and registration, blocked access to warehousing and distribution 

channels, an uncertain regulatory regime, difficulty in obtaining business premises and real 

estate; corruption and organized crime. 
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3.1.2. Economic conditions 
Economic factors include macroeconomic indicators like exchange rates, economic growth 

rates, business cycles etc. The key influencers are levels of GDP and income which 

determines potential market size and purchase power. While fast-growing economies provide 

opportunities, companies must take into consideration currency risk and stability of 

economics in whole (Johnson, et al., 2008). According to Albaum and Duerr, (2008) and 

Kouznetsov (2009), some important criteria for the exporting companies which influence 

foreign market entry strategy could be also the infrastructure development, including 

communications, energy, and transportation facilities.  

 

3.1.2.1 Economic conditions in Russia  
The Russian present economy is linked to the past of the country and particularly the collapse 

of Soviet Union when the collectivistic economy has been changed to capitalistic one. 

According to Doing Business (2010), Russia occupies the 120th place among 183 countries in 

term of Ease of Doing Business.  

 

According to Albaum and Duerr (2008), the World Bank groups countries on the basis of 

Gross National Income (GNI) per capita and distinguish 4 groups: low-income economies, 

lower middle-income economies, upper middle-income economies and upper-income 

economies. Russia has experienced a great move in the economy development and now its 

“middle class is making itself known and heard”. (Albaum and Duerr, 2008) The middle class 

is concentrated in Moscow ad Saint Petersburg. By professions, most are entrepreneurs, some 

are lawyers and accountants. The total amount of middle-class population in Russia is from 8 

to 20%. (Albaum and Duerr, 2008) 

 

Yearly IMD business school in Switzerland issues The World Competitiveness Yearbook 

which ranks 57 countries on a world competitiveness scoreboard. The ranking assesses 

competitiveness as well as location attractiveness including domestic economy, government, 

infrastructure, management, people etc. According to the Yearbook (IMD, 2009), Russia 

occupies the 49th place falling two positions from the 47th place. Such countries as South 

Africa, Philippines are above Russia, and only eight counties like Colombia, Ukraine are 

below.    
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According to the 10 year forecast of BMI (2010), the Russian economy is supposed to be in 

decline over the 10 coming years. The oil industry is not likely to sustain expansion over the 

long term. And the Russia`s net export surplus is expected to fall from 8,9% of GDP in 2008 

to 0,5% in 2019. However, the domestic demand is expected to stay elevated, helping the 

international firms to export their products in Russia. All in all, the overall trends in Russia 

are forecast to remain positive through the 10 year period. 

 

BMI (2010) also states that Russia maintains external account dynamics with a robust current 

account surplus, limited foreign debt and high reserve holding. Russia`s large resource base 

will provide a strong foundation for foreign investments and export growth over long-term. 

However, there is a high dependency on the oil and gas industries and now the energy prices 

are in decline. The oil and oil products account for more than 50% of total goods exports in 

Russia. (BMI, 2010) The Russian government decided to reduce this dependence on 

commodity sectors in 2007. This fact was noticed during the latest economic crisis of 2008-

2009 where the Russian economy was hit drastically because of the collapse of the global oil 

prices. The GDP after the crisis plummeted to -7,9 %. Other industries in Russia are coal and 

mining industries, chemicals and metals, high technology machinery, such as aircrafts and 

space vehicles, missile production and advanced electronic components, shipbuilding and 

road and rail transportation equipment. The imports consist of 196,8 billion dollars in 2009 

and present vehicles, machinery and equipment, plastics, medicines, iron and steel, consumer 

goods, meat, fruits and nuts, semi finished metal products. (CIA, 2010) 

 

The government tries to support SME, restructuring the banking sector and reduce the 

administrative red tape, bureaucracy and corruption. A 1 trn US dollars will improve Russia`s 

transport, communication, electricity and utilities infrastructure. However, the Russian 

economy is still in the transition period with large fiscal surpluses. The BMI estimates that the 

Russia`s nominal GDP is going to grow as well as the GDP per capita. The unemployment 

situation should become better as for the estimates of BMI. (BMI, 2010) 

 

According to the Central Intelligence Agency, the GDP of Russia is composed by 57,9% of 

services, 37% of industry and 5,2% of agriculture. The Russian population below the poverty 

line is pretty high and is of 15,8 % in November 2007. Long-term challenges for Russia 

include a shrinking workforce, a high level of corruption, and poor infrastructure in need of 

large capital investment. Moreover, bad infrastructure is a significant problem in Russia. 
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(CIA, 2010; BMI 2010) Survey by Swedish Trade Council (2008) showed similar results 

concerning infrastructure in Russia. Road infrastructure is still underdeveloped. Moreover, 

ccommunication via post does not function well. Findings by Kouznetsov (2009) prove that 

infrastructure is rather poor in Russia except for bigger cities like Moscow or St. Petersburg.  

 

Broadman (2000) says that main economic entry barriers are poor access to seed capital and 

bank credits, a large tax burden, including high rates and complexity, lack of economic 

stability, predictability and transparency. In Explore Economies´ ranking Russia occupies the 

103th position among 183 economies, having improved the position in terms of paying taxis 

only by 5 positions comparing to 2009. (Doing Business, 2010) 

 

Accounting system vary greatly from the Swedish one causing problems to Swedish 

enterprises. Each transaction is followed by strict documentation that has to be archived. What 

is very interesting is that the survey proved taxation to be quite beneficial for Swedish 

enterprises. The company profit tax is 24%, and the income tax is 13%. (Swedish trade 

council, 2008) 

 

Dealing with local banks is named as another difficulty of the Russian market. Access to 

credits, local payment system, and cash management are some areas where half of the 

Swedish enterprises participated in the survey are not satisfied at all. (Swedish trade council, 

2008) Kouznetsov (2009) adds that the ability to negotiate favourable terms and financial 

capabilities is important in Russia.  

 

3.1.3. Social and cultural conditions  

Social factors are the third component of the PESL model which shows e.g. availability of 

qualified labor force and the demographic sizes of market segments. Culture is another 

important factor which should not be neglected as it determines consumer behavior, tastes and 

demands of a local market (Johnson, et al., 2008). According to Albaum and Duerr (2008), 

people who simply accept most or all of their own beliefs, values, and ways of doing things 

inevitably encounter problems.  

 

It is essential to understand local culture and analyze cultural fit in order to establish 

functioning cooperation with local parties as well as manage relations with local employees. 
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(Chen, 2008; Lasserre, 2007) The cultural dimensions can concern values and attitudes about 

time, work, risk taking, change, and achievement. Understanding cultural differences and 

developing strategies can be used as a competitive tool. (Albaum and Duerr, 2008)  

 

Cultural differences are especially important in communication between foreign and local 

representatives. (Lasserre, 2007) Findings by Kouznetsov (2009) support this statement 

showing that cultural differences in terms of attitude to work and leadership cause tensions 

between local and international companies.  

 

The way partners communicate may vary greatly: formal vs. informal, hierarchical vs. 

horizontal, degree of openness and emphasis on interpersonal communications. Culture 

influences decision-making and degree of decentralization and formalization, the degree of 

documentation of policies and rules, accounting and reporting methods, degree of 

motivational incentivise etc. (Lasserre, 2007) For example, Russian business people may be 

divided into new-style entrepreneurs and old-school Soviet bureaucrats. It may be easy to 

negotiate with the first group as they normally have a Western attitude and foreign language 

knowledge. (World business culture, 2010) 

 

3.1.3.1 Social and cultural conditions in Russia  
In its business climate survey (2008) Swedish Trade Council notice that one of 

communicational difficulties for Swedish companies in Russia is poor English knowledge 

among Russian businessmen. Therefore, interpretation is required for business meetings.  

  

Furthermore, it is quite difficult to find a reliable local business partner in Russia which 

makes personal contacts and a wide network a must for succeeding in it. Moreover, it is hard 

to recruit local personnel, especially management personnel, and sales personnel. As the staff 

turnover is high on the Russian market, companies need additional incentives to keep their 

good personnel. (Swedish Trade Council, 2008) Therefore, Doing Business (2010) puts 

Russia on the 109th place in their statistics in terms of employing workers.  

 

According to BMI (2010), there is a concern about the Russian demography that is declining 

from year to year and that is forecasted to fall further to 137,7 million by 2019. There is also a 

tendency of graying population that is planned to grow from 12,2% in 2000 to 14,9 by 

2020%. The Federal State Statistics Service (2009) supports this statement showing will 
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become worse with the coming years. Its forecast for 2019 is around 128 million and by the 

year 2031 the population is expected to drop to around 127,4 million. 

 

Longenecker (2001) lists a number of skills and competences which are essential for foreign 

managers in order to succeed in Russia. Among them are connections and personal contacts, 

problem solving skills, drive and persistence, willing to take risks etc. The author (a.a.) also 

names barriers which frequently cause failures in Russia by foreign management and, 

therefore, companies as a whole. Lack of experience, poor communication skills, unwilling to 

change, inability to solve problems and unwilling to take risks are among these barriers. 

 

Russian management tends to be centralized and directive where the “big boss” issues direct 

instructions for subordinates to follow. Therefore, too much consultation from a senior 

manager could be seen as a sign of weakness. Middle managers have little power, so there is 

little point in wasting time negotiating business with middle managers. Slow decision-making 

process is because often the decision has not been put in front of the real decision-maker with 

sufficient power. (World business culture, 2010) 

 

Moreover, according to World business culture (2010), many foreign companies complain of 

a lack of initiative from local Russian personnel while Russian staff often experiences the lack 

of clear, unambiguous advice from their managers. The managers are expected to play a 

domineering role and to issue precise detailed instructions to their employees and then 

supervise ongoing progress. Western management style of “hands off” only confuses Russian 

staff and they fill confused and do not show any initiative. 

 

It is essential to establish a trusting relationship with Russians as they believe things when 

they hear them from people they trust. As with many other cultures like, for example, 

Mediterranean and Middle Eastern ones, much more emphasis is placed upon the spoken than 

the written word. Therefore, it is often much more efficient to hold personal meetings at 

which issues can be fully discussed, rather than just sending written information. In addition, 

dress code is highly important in order to be taken seriously and appear credible. Any overly 

informal behaviour could be construed as lack of respect for senior management, the company 

or even the country. (World business culture, 2010) 
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3.2. Entry modes 

Johnson, et al. (2008) define strategy as a long term direction and scope of an organization 

which provides it with competitive advantages through its configuration of competences and 

resources. So in order to stay competitive enterprises have to form clear strategies and adjust 

them to meet customers’ constantly changing needs and demands, and to adapt to external 

environment. After having formulated a strategy, enterprises have to put this strategy into 

action by taking strategic decisions. Such strategic decision is entering new geographical 

markets. (Johnson, et al., 2008)  

 

According to Albaum and Duerr (2008) and Johnson, et al. (2008), a market entry strategy 

consists of an entry mode and a marketing plan. First a company has to make a strategic 

choice which markets to enter, and after that it has to another strategic choice how to enter 

that or those markets. In other words, the company has to choose an entry mode.  

 

According to Johnson, et al. (2008), entry modes vary in the degree of resource investment 

into a certain market and an extent to which a company is involved and presented on the 

market. This classification is supported by Pan and Tse (2000). According to this 

classification, entry modes are divided into equity and non-equity modes. The choice of entry 

modes often depends on a stage of organizational development and the level of 

internationalization. Internationalization involves a process whereby corporations gradually 

increase their commitment to newly entered markets which can be reached by gaining 

knowledge and accumulating capabilities. Such a strategy of staged international expansion 

means that companies enter a new market using exporting as an entry mode which allows 

them to get knowledge about local market conditions without investing much in the assets. As 

soon as companies have gained substantial knowledge and experience of the market, they can 

gradually expand their presence on the market by e.g. a joint venture and finally by FDI. 

(Johnson, et al., 2008) 

 

According to Raff, et al. (2006) a company has a few choices when entering a new market: 

acquire a local firm, cooperate with a local firm via joint venture, apply Greenfield 

investments, or it may choose to export goods produced in its home plant. The authors (a.a.) 

define Greenfield investments, joint ventures and exporting goods produced in an existing 

plant at the home country at modes of FDI. However, some authors, like Johnson, et al. 
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(2008), have another categorization and place joint ventures separately under contractual 

agreement mode of market entry. According to Johnson, et al. (2008) the main entry modes 

are exporting, contractual arrangement through licensing and franchising, joint ventures and 

alliances, and foreign direct investment which can be the acquisition of already presented 

companies on the market, or Greenfield investments which involve completely new 

development of facilities. Albaum and Duerr (2008) divide entry modes in terms of levels of 

control, commitment, involvement, and risk.  

 

Lasserre (2007), in his turn, divides entry modes according to two major dimensions: the 

ownership (wholly owned vs. partnership) and the investment (investing in assets vs. limited 

operations). He determines the following factors influencing the choice of an entry strategy: 

overall market attractiveness, political and operational risks involved, government 

requirements, time pressure, internal capabilities of the firm, and expected return on 

investment. 

 

Zhan (1999) claims that different entry modes vary from country to country and from contract 

to contract in terms of risks and rewards, and compares different entry modes, as illustrated in 

Figure 1. Direct and indirect sales include payment risks, foreign exchange costs, and slow 

market-share development. On the other hand, joint ventures allow higher control over 

marketing, pricing and distribution, but require heavy capital investments, active management 

participation, and profits which may not be shown for years. These are some considerations 

which allow a company to choose a suitable entry strategy into a target market. It is essential 

to be flexible while entering a market and review from time to time company´s progress and 

options, which helps to adjust the strategy according to changing market conditions. The risks 

and rewards depend on a large number of factors. (Zhan, 1999)   

 

 Market information Risk / commitment 

Direct sales Low Low 

Indirect sales Fair Low / Med 

Joint ventures / 

FDI 

Very good High 

 

Figure 1. Comparing strategies: Easy entry or high-risk high-reward commitment?  (Zhan, 1999:46) 
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Lasserre (2007) looks at the comparison of entry modes from a different perspective, as 

illustrated in Figure 2. 

 

 Financial and 

managerial 

investment 

Control of market, 

customer knowledge 

Political risk 

exposure 

Managerial 

complexity 

FDI High High High High 

Joint venture Medium Medium Medium High 

Distribution Low Low/Nil Low Low 

 

Figure 2. Comparing various entry strategies (Lasserre, 2007:209) 

 

Shama (2000) states that low-risk entry modes such as exporting or joint ventures are the most 

popular among international companies. However, he also notices that high-risk strategies like 

partly- and wholly-owned subsidiaries are quite often used.  

 

Zhang, et al. (2007) argue that there are 3 levels of uncertainties that firms can meet in 

emerging countries, such as culture-specific or political hazards, country-specific or imperfect 

industrial structure and market-specific or unique business culture. Market-specific 

uncertainties consist of imperfect property protection, imperfect industry structure, 

relationships with suppliers and clients, and variance in consumer preferences. In order to 

overcome this barrier Zhang, et al. (2007) suggest rather a joint venture with local partners 

which reduces MNC`s exposure to environmental uncertainties. In their study, Zhang, et al. 

(2007) claim that the positive decision towards the Greenfield investment and acquisitions 

over joint ventures is influenced by the higher degree of firms international experience.  

3.2.1. Exporting 
Export entry mode is a non-equity type which does not include ownership where a company 

exports its products manufactured in a home country. (Kumar and Subramaniam, 1997) 

Exporting for a firm can be direct or indirect depending on the basis of how the exporting 

company carries out the transactions flow between itself and the foreign importer or buyer.  

 

According to Zhan (1999) and Albaum and Duerr (2008), in direct exporting the manufacturer 

sells directly to a foreign customer. It can be fulfilled by the home country based export 

department, by using storage or warehousing facilities overseas, overseas sales branch, 
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overseas sales subsidiary, overseas travelling sales staff or overseas based distributor and 

agent.  

 

Czinkota, et al. (2004) notice that if an export-oriented company does not have sufficient 

capacity such as capital, personnel, resources to execute direct export sales, it can export its 

products and services through export intermediaries. Such export intermediaries may be 

company’s channel partners such as export management and export trading companies. 

 

3.2.1.1. Political and legal factors  
 One of disadvantages of exporting is trade barriers and regulations such as export 

tariffs and duties which can be very high. Moreover, the exporting firms face the 

problems of the customs clearance and high transportation costs which can cause 

delays in deliveries. In indirect exporting the export intermediary takes care of the 

procedure of customs clearance and delivery. (Johnson, et al., 2008; Zhan, 1999) 

 

 Sufficient market presence is essential for earning company reputation, the perception 

of reliability and desirability which is difficult to achieve with low commitment 

through direct exporting. (Zhan, 1999) Exporting does not allow companies to be 

locally present and, therefore, it may be a significant disadvantage.  

 

3.2.1.2. Economic factors 
 According to Albaum and Duerr (2008), exporting is the simplest and easiest way of 

meeting needs of foreign market, the least risk, minimal effects on the ordinary 

operations of the firm. McCarthy and Puffer (1997) agree saying that exporting allows 

for flexibility, less initial investments and, therefore, avoidance of initial risks. 

Johnson, et al. (2008) as well points out that companies do not have to invest into 

operational facilities required on a new market and they can exploit economies of 

scale. If to compare with direct exporting, indirect export involves low risks and 

resource commitment. (Hessels and Terjesen, 2008) 

 

Exporting via OEMs (original equipment manufacturers) could be a good option as 

what such manufacturers do is to include company’s products or services in their 

export product range. Export intermediaries operate as distributors and may offer 

advice in evaluating financial risk of particular projects and deliveries. Moreover, as 
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export intermediaries normally take care of all responsibilities and tasks on the host 

market that limits the scope of the foreign company´s duties to just manufacturing and 

delivering products. (Czinkota, et al., 2004; Zhan, 1999)  

 

Lasserre (2007) adds that a company may choose to enter a new market via 

distribution contracts when a direct investment is not justified, especially by too high 

risks of the host country or the desire to test a new market. Especially SMEs choose to 

enter a new market via distribution because only the limited amount of recourses is 

required. Zhan (1999) continues saying that distribution is often an optimal strategy 

for manufacturers who want to maximize exposure and profits while staying away 

from fiscal or human assignment of resources. 

 

 Direct sales require some market knowledge as the company has to deal with all 

exporting issues directly if it lacks a representative or sales office locally. However, it 

is difficult for a foreign company to possess or gain such knowledge of the local 

market and competitors presented there as foreign companies do not have a direct 

contact with the host market. Moreover, exporting does not allow companies to benefit 

from the local market advantages. (Johnson, et al., 2008; Lasserre, 2007; Zhan, 1999) 

 

As foreign companies lack knowledge about the host market, the main benefit of using 

services of export intermediaries is their special expertise and knowledge about the 

target market. They possess country-specific knowledge that the foreign firm lacks 

and sufficient information about market competition and general conditions of the 

target market sector or sectors.  (Czinkota, et al., 2004; Li, 2004)  

 

 In direct sales the company has to search for potential customers itself, whereas in 

indirect sales export intermediaries may already have an established network of 

potential buyers. Bradley (2002) notices that the cost of obtaining customers is 

significant by direct exporting. In indirect exporting export intermediaries manage 

relationships with local customers as well as they may provide after-sales services. 

They can help in negotiations with foreign customers and to reduce risks associated 

with customers’ ability to pay. Moreover, export intermediaries often help the foreign 

companies to identify customers, financing and distribution infrastructure providers. 

(Czinkota, et al., 2004; Zhan, 1999; Balabanis, 2000; Hessels and Terjesen, 2008) 
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3.2.1.3. Social and cultural factors 
 An important issue which foreign companies have to take into account is 

communication costs and barriers. A failure in coping with these challenges can lead 

to delays in responding to customer demands and inquiries. (Johnson, et al., 2008) An 

interesting study was executed by Chung and Enderwich (2001) where they found out 

that if companies enter a culturally different market, hiring immigrants from this 

market could help them a lot in dealing with cultural barriers and difficulties. 

Immigrants possess knowledge and experience of the host market, its language and 

culture and may have useful business contacts.  

 

 According to Zhan (1999), it is absolutely essential to choose the right distributor 

because the enterprise´s image depends on it. Moreover, the distributor is responsible 

for marketing and other activities on the host market which help to increase sales. The 

enterprise should to some extent control the price policy of the distributor and the 

product quality. (Zhan, 1999) 

 

 In indirect exporting, channelling products and services through export intermediaries 

may create dependence of exporting companies on them. The company may lose 

control when using an export intermediary. (Johnson, et al., 2008; Blomstermo, et al., 

2006) On the other hand, direct exporting allows the company to have total control of 

distribution, price and sales efforts which brings higher gross margin as there are no 

intermediate agents, representatives, distributors, or partners involved in the process of 

profit sharing. (Zhan, 1999) 

3.2.2. Joint ventures  
According to Cateora and Graham (1996), Czinkota, et al. (2004) and Lasserre (2007), a joint 

venture is a separate legal entity – a strategic alliance- formed by two or more companies that 

build a partnership under a certain corporate name for a certain durable period. The partners 

invest tangible and intangible capital into this entity and share assets, risks, and profits. That 

makes this entry mode low in risk and, therefore, popular among successful large enterprises.  

 

Lee, et al. (1999) agree saying that strategic alliances bring benefits in terms of combined 

resources, complementary expertise, and joint operations which help the foreign party to 
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overcome its resource disadvantages, increase its strength and bargain power with suppliers, 

and provide economy of scales.  

 

Lasserre (2007) adds, defining an alliance as the sharing between two or more firms where 

they combine their competitive advantages and create new business without losing their 

respective strategic autonomy. Joint ventures are local alliances which have been traditional 

ways for market entry since 1945. Foreign investors bring their products, processes and 

capital in an exchange for an entry in the host market. The value for the foreign player is 

market penetration, the value for the local partner includes an increase in know-how, 

dividends and other incomes such as rental fees, procurement etc. (Lasserre, 2007) 

 

While Johnson, et al. (2008) treat joint ventures and alliances as separate entry modes and 

form four main entry modes together with exporting, Czinkota, et al. (2004) look at strategic 

alliances as ownership options within the FDI entry mode.  

 

An important issue, presented by Johnson, et al. (2008) and Chang and Rosenzweig, 2001, 

cited in Zhang et al (2007), is that entering through joint ventures or alliances may be an 

obligatory requirement from a country’s government. Czinkota, et al. (2004), Katsioloudes 

and Isichenko (2007), and Craig and O`Cass (2002) agree pointing out that some local 

governments put pressure on entering companies to build a joint venture to limit the control of 

those companies over their operations on desired markets. The government can also influence 

the firms entered the JV by putting the pressure in the choice of suppliers, the choice of 

markets, the repatriation of profit etc. Such examples, as Lassere (2007) notices, can be China 

or Russia, where the local governments try to impose partnerships on foreign investors as they 

want their own people to benefit from industrialization.  

 

Czinkota, et al. (2004) presents another important issue influencing a choice of an entry mode 

to great extent. There are certain legal problems associated with joint ventures such as poor 

legislation system regarding such alliances because of their intransparency, arbitrariness and 

ways of interpretation. However, McCarthy and Puffer (1997) disagree claiming that joint 

ventures help to overcome such entry barriers as lack of laws governing and protecting 

foreign businesses. 

 



Elena Chechina   Galina Manyashina                                   Bachelor Thesis  2010                           41

McCarthy and Puffer (1997) see potential risks such as uncertain legal and political 

environment, and oppressive tax policies as major factors for choosing joint ventures as an 

entry strategy. Their point is that after 1990 many international companies build joint ventures 

with local partners in Russia even though they might enter without local partnership before 

perestroika as it was the only option due to centralizing business with international companies 

on the Ministry level. According to their survey from 1993, companies recognized a need for 

local partnership in order to overcome difficulties and achieve their objectives. 

 

3.2.2.1. Political and legal factors 
 Depending on the type of joint ventures, they may reduce production costs per unit 

due to reducing transportation costs, and avoidance of trade barriers and customs 

delays. (Zhan, 1999) However, in their studying Katsioloudes and Isichenko (2007) 

find out that the high rate of failures of IJV are due to a number of difficulties 

including higher duty tariffs and export taxes on IJV than those imposed on local 

firms. 

 

 If companies strive to take advantage of the host market fully they have to be 

presented on the market. (Zhan, 1999) With a local partner with high political 

influence, the joint venture can enjoy additional benefits in terms of tax incentives, 

grants and governmental support. This entry mode helps to avoid the problem of 

protectionist government policies (McCarthy and Puffer, 1997; Martínes and López, 

2009). JVs provide a foreign partner access to new and potentially profitable markets 

which otherwise are not accessible markets due to trade barriers or unfavorable 

conditions for foreign players. Once entering the market the partners in a JV can 

develop the market jointly. (Cateora and Graham, 1996; Craig and O´Cass, 2002; 

Czinkota, et al., 2004) 

 

 McCarthy and Puffer (1997) see procedures and difficulties as one of major factors for 

choosing joint ventures as an entry strategy.  

 

3.2.2.2. Economic factors 
 Joint ventures are a riskier, but possibly rewarding entry mode with moving at least a 

part of the production process to the host market. (Zhan, 1999; Kouznetsov, 2009) 
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Johnson, et al. (2008), McCarthy and Puffer (1997), Lasserre (2007), Zhang, et al. 

(2007) and Czinkota, et al. (2004) point out shared investment risk, combination of 

resources and R&D achievements as main advantages of joint ventures and alliances, 

especially due to an increased international competition. JVs allow the partners to 

combine their resources especially if they have specialized advantages in crucial areas 

such as technologies, financial resources etc. A joint venture is the most convenient 

way to acquire the resources of the local partner by minimizing risks as the both 

parties reduce the costs and risks involved in the market activities, such as production 

or market development. Craig and O`Cass (2002) agree with Czinkota, et al. (2004) 

regarding reasons for establishing an IJV, sharing heightened economic and political 

risks in new business ventures, economies of scale in both manufacturing functions 

and also in the R&D and sales departments, the pooling of organizational know-how 

to realize synergistic benefits. 

 

 Martínes and López (2009) say that joint ventures help to overcome lack of knowledge 

about the host market. Craig and O`Cass (2002) agree that local marketing expertise of 

the local partner is essential as it as well may provide the know-how or established 

distribution channels. Cateora and Graham (1996) and Zhang, et al. (2007) add that 

joint ventures reduce political and economic risks by combining local company´s 

market-specific knowledge and marketing skills. McCarthy and Puffer (1997), Zhang, 

et al. (2007) and Lasserre (2007) state that joint ventures take advantage of local 

partner´s influence with national and local governments and their networks of key 

decision makers in government and industry, and business networks. Local partners 

usually know the system and have access to important officials which makes doing 

business in Russia for international companies easier. 

  

 The foreign firm benefits from sharing supply and distribution channels, links with 

buyers and customer database and relationships with the host market partner (Bradley, 

2002). The investment risk is reduced as it eliminates entry barriers such as lack of 

access to distribution and supply channels because joint ventures provide access to 

low-cost recourses, stable supply, and stable market present with high growth 

potential. Moreover, entering a new market via joint venture is to win contracts for 

important government infrastructural projects. (Johnson, et al., 2008; McCarthy and 

Puffer, 1997; Lasserre, 2007; Czinkota, et al., 2004; Martínes and López, 2009) 
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3.2.2.3. Social and cultural factors 
 As Zhan (1999) noticed before, joint ventures help to reduce transportation costs. 

Craig and O`Cass (2002) add that joint ventures reduce not only transportation but 

also communication costs. However, Johnson, et al. (2008) notice that certain 

communication and cultural problems might occur with a foreign partner. 

 

 A crucial factor for a foreign company when forming a joint venture with a local one 

is the knowledge of the latter about the culture and traditions of the host market. 

Foreign parties may become more aware of cultural pitfalls and sensitiveness and gain 

greater inside knowledge about constantly changing market conditions and needs. 

(Bradley, 2002; Czinkota, et al., 2004) The partner`s local knowledge that may help to 

reduce the risks associated with entry into culturally distant markets. (Lu (2002) cited 

in Zhang, et al., 2007) On the other hand, joint ventures may fail when the partners are 

of different nationalities and cultures and when collaboration occurs at the base of 

each firm`s competitive advantage (Craig and O`Cass, 2002). The statistics shows that 

7 out of 10 joint ventures fail due to different reasons including conflict of interests, 

and disputes between managers of both parties. (Johnson, et al., 2008) 

 

 McCarthy and Puffer (1997), Zhang, et al. (2007) and Lasserre (2007) state 

importance of the choice of a local partner. Especially in such transitioning markets 

like Russia it might be crucial to have a trustworthy and knowledgeable partner. 

However, it may be difficult to source out an appropriate partner and agree on 

contractual conditions which would provide a win-win situation for both parties. 

Moreover, it may be difficult to maintain good and stable relationships with the local 

partner and coordinate activities. (Johnson, et al., 2008)  

 

Craig and O`Cass (2002) and Czinkota, et al. (2004) agree with that there are certain 

problems which may rise within a JV. The objectives between partners can differ. For 

example, a foreign company may need the access to the market, while the local partner 

(usually in the developing countries) seeks JVs with organization in technologically-

advanced countries in order to get the transfer of technology. The authors (a.a.) 

provide statistics that shows that there is a big failure or instability rate of IJV and is 

above thirty percent. According to Katsioloudes and Isichenko (2007) the success of 
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IJV can be defined, for example, in terms of the level of communication between the 

parties involved or appropriate human resources.  

 

3.2.3. Foreign direct investments including Greenfield 
investments 

According to Kogut & Zander, 1993, Tsang, 1999, Luo & Peng, 1999, cited in Zhang et al. 

(2007), FDI is the transfer of the organizational knowledge of a firm from one country to 

another. Czinkota, et al. (2004) state that FDI has grown a lot recently and it has become a 

major entry mode and way of expansion on foreign markets. This entry mode provides the 

firm with control over its activities on the market via full ownership, and adds benefits in 

terms of international marketing and growth, higher revenue and profit. It learns about 

political conditions and gains expertise how to deal with those conditions and political 

players. Moreover, acquiring foreign companies is the fastest way to grow internationally. 

Shatz & Venables (2000) cited in Khadaroo & Seetahan (2010) add that companies entered 

the host market via FDI enjoy lower-cost inputs. 

 

The FDI could be the last step of the international involvement of the firm in a host country. 

Zhang et al (2007) found out that in emerging economies, companies tend to adopt joint 

venture in earlier entries and then shift to Greenfield investment in later stages. However, 

Chang (1995) and Chang & Rosenzweig (2001) cited in Zhang, et al. (2007) add that over 

time when companies acquire experience of management in the host country, learn about the 

local market, and build relations with local government and suppliers, they enter additional 

lines of business that offer little or no competitive advantage. Kok and Ersoy (2009) claim 

that FDI is a key ingredient for successful economic growth in developing countries. The 

foreign investors are influenced by three broad groups of factors – the profitability of the 

projects, the ease with which subsidiaries` operations can be integrated into investors` global 

strategies and the overall quality of the host country`s enabling environment.  

 

The choice of FDI as an entry mode is followed by the firm`s decision of the degree on 

ownership abroad. The choice is broad: from wholly ownership to a minority interest which 

provides the firm with different level of flexibility, control and investment risk. In some 

situations full ownership may be desirable while in other not so essential. Moreover, local 

government may oppose certain legal restrictions such as caps on profit repatriation to limit 
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the power of the owner. Political instability, complex bureaucratic procedures may affect 

outcomes of FDI. (Czinkota, et al, 2004) 

 

As mentioned by Czinkota, et al. (2004) FDI can take form of partly- or wholly-owned 

subsidiaries. Partly-owned subsidiaries are owned by another company and contain less 

political and economic risks than wholly-owned subsidiaries. The latter represents includes 

setting up operations on a foreign market and the highest risk strategy. Benefits of this entry 

mode are low-cost labor, avoidance of import taxes and transportation costs, access to 

resources (Cateora and Graham, 1996). Lasserre (2007) agrees and adds that entering a 

country through wholly owned subsidiaries gives the most control over operations, however, 

it involves the highest investment and, therefore, highest risks. Taking this into account, it is 

essential for a company to familiarise themselves with legal, institutional, commercial, and 

relational environment.  

 

According to Kuznetsov’s survey (2009), companies which entered Russia via wholly owned 

representations assess it positively and say that political conditions do not influence them to 

great extent in international companies have experience in emerging market. 

 

However, there are a number of other challenges which influence the choice of FDI as an 

entry mode. Continuing the idea of corruption presented in the theoretical part, Rodriguez, et 

al. (2005) state that arbitrariness of corruption increases the incentives for an MNE entering 

via direct investment to partner with local firms while pervasiveness reduces the likelihood of 

entering by a joint venture and encourages the wholly owned subsidiary choices. Moreover, 

there is a positive relationship between the pervasiveness of corruption and equity entry via a 

wholly owned subsidiary is weakened as the arbitrariness of corruption increases.  

 

Jones et al (2000) notice that Russia, in comparison to countries in Central and Eastern 

Europe, fails to attract he FDI because of its national infrastructural factors and government 

policies. Moreover, FDI that arrives in Russia is heavily concentrated in relatively few 

regions. 

 

3.2.3.1. Political and legal factors 
 Brewer (1993) and Hanson (2001) as in Ferretti and Parmentola (2009) name import 

duties for foreign companies among the types of government decisions that can 
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influence the level of FDIs. High import tariffs and duties as well as high 

transportation costs and bad infrastructure are important factors for choosing FDI as 

an entry mode. FDI allows avoiding local trade barriers such as import tariffs and 

duties, as the company operates on the local market as a domestic company. 

Moreover, FDI helps to avoid complicated customs procedures, excessive customs and 

corrupted customs. (Bradley, 2002; Czinkota, et al., 2004; Eicher and Kang, 2004; Ta, 

et al., 2000)  

 

 Albaum and Duerr (2008) say that the decision to manufacture abroad could be caused 

by the competitive pressure, market demands, and government restrictions on imports, 

or government actions that would result in imports being as a disadvantage. Operating 

and maybe even producing locally gives further competitive advantages in terms of 

buyer’s perceptions on the company’s. For certain buyers it is crucial that the goods 

are manufactured locally, therefore the-country-of-origin benefit is very significant. 

(Czinkota, et al., 2004) Bradley (2002) adds that efficiency gains when the firm 

produces closer to the market.  

 

Moreover, according to Czinkota, et al., 2004; Wint and Williams (2002), Johnson, et 

al. (2008) and Jones et al. (2000), FDI can attract support from the host government as 

it brings new jobs for its citizens. The government can promote the FDI attraction in 

the form of investment promotion, supportive economic policies and accommodating 

business environment.  

 

 According to Rodriguez, et al. (2005), corruption is tightly linked with the legal 

policies of the host government and significantly reduces the direct investments flows 

into an economy. The problems linked with the bureaucracy in the country can stand 

at the same level as the customs procedures. (Ta, et al., 2000; Kok and Ersoy, 2009). 

As FDI help to overcome the customs procedures, it makes it easier to deal with 

bureaucracy as well. However, Czinkota, et al. (2004) say that complex bureaucratic 

procedures may affect outcomes of FDI. Jones, et al. (2000) add that Russia still has 

problems with law system, in particular with property law, ownership of shares and 

the rights associated with them resulting in Russia failing to attract FDI because of it 

governmental policies comparing to other countries in Central and Eastern Europe. 
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3.2.3.2. Economic factors 
 McCarthy and Puffer (1997) and Johnson, et al. (2008) notice that Greenfield 

investments like building production plants restrict company´s strategic flexibility and 

demand high initial investments and commitment to the entry market. As FDI require 

heave initial investments, McCarthy and Puffer (1997) define absence of flexibility, 

strategic direction which may be easily changed and high risks as one of major 

disadvantages of FDI. Greenfield investments can be difficult to predict and quite time 

consuming. Czinkota, et al. (2004) and Kouznetsov (2009) agree that substantial 

capital is required together with the company’s readiness to take such investment risk, 

therefore mostly large multinational corporations choose FDI as an entry mode. This 

makes FDI to the riskiest entry mode, especially in Moscow where leasing and renting 

costs are double as high as in Western Europe. 

 

 FDI allows companies to gain knowledge of markets including knowledge about 

different culture and market areas. (Bradley, 2002) Lasserre (2007) adds that when 

investing in a Greenfield operation for the first time in a country, it is highly 

recommendable to appoint a locally based project manager which allows quick 

cultural acquaintance.  

 

 Bradley (2002) also says that FDI provides companies with access to customers and 

help to understand better different customer demands and preferences.  

 

3.2.3.3. Social and cultural factors 
 The FDI as an entry mode could give an advantage to the enterprise just in the long 

term, as it might take time to the company to adapt to the local culture, as highlighted 

by Chang (1995) and Chang & Rosenzweig (2001) cited in Zhang, et al. (2007). 

Chung and Enderwick (2001) develop this statement saying that when companies 

enter a culturally different new market, they tend to avoid FDI as an entry mode. 

However, once cultural differences and languages barriers are overcome they may 

switch to an FDI. Zhang, et al. (2007) and Wei and Christodoulou (1997) agree that 

cultural differences are generally likely to be primarily sources of investment 

uncertainties. Zhang, et al. (2007) add that differences between the host and home 

country increase the cost of entry, decrease operational benefits, and hamper the firm`s 

ability to transfer core competences to foreign markets.  
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 Greenfield investment gives the company full control over operations and full profits. 

However, the author (a.a.) notices that this full control may be an illusion if a 

company has a superficial market knowledge and lack of cultural understanding. 

(Lasserre, 2007) 

 

4. MAIN CHALLENGES OF THE RUSSIAN MARKET  
 
This section provides a summary of main challenges of the Russian market based on the 

presentation of conditions of the Russian market within the modified PESL model. This 

presentation was made through literature review of scientific articles and other sources like 

surveys and reports of official organizations about Russia. The present summary will allow 

answering the first research question regarding main challenges of the Russian market within 

the PESL framework.  

  

4.1. Political and legal challenges 
 Bureaucracy 

 Corrupted customs officials and time-consuming customs clearance causing 

delays in deliveries 

 Corruption, bribing and its impact on business environment and investment 

climate 

 Difficulty in obtaining business premises and real estate 

 Discrimination with regard to business licensing and registration; significant 

longer time to establish business in Russia than in Europe 

 Harsh and uncertain regulatory regime; unpredictable “overnight occurring” 

changes in regulations 

 High tariffs and duties (e.g. 25% import tariff for vehicles) 

 Importance of access to decision-makers within authorities and potential 

customers 

 Intransparent and arbitrary laws with different ways of interpretation 

 Limited access to information, especially from authorities 

 Local government try to impose partnerships on foreign investors 

 Problems in obtaining needed certificates without bribing authorities and 

long waiting time due to bureaucratic procedures 
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 Protectionism: importance of local manufacturing due to government support 

and positive buyers´ perception 

 Russia is not part of WTO or European Union and has its own specific 

regulations 

 Underdeveloped legal system, especially trademark and patent protection, 

and foreign business protection 

 Unpredictable and uncertain political environment, including regional 
conflicts (e.g. Caucasus, Georgia etc.) 

 

4.2. Economic challenges 
 Blocked access to warehousing and distribution channels 

 Corrupted tax officials 

 Different accounting system where each transaction is followed by strict 

documentation that has to be archived 

 Difficulties in dealing with local banks 

 Difficult to estimate financial risks and make forecasts 

 Difficulty to make a competitive analysis and find out information about 

local companies 

 Foreign companies are subjected to twice as many yearly inspections 

 Foreign exchange costs and currency risks 

 High concentration of middle class in Moscow and Saint Petersburg and its 

low percentage (8-20%) 

 High dependence on the oil and gas industries 

 High inflation 

 High leasing and rental costs in large cities 

 High level of Russian population below poverty line 

 High transportation and communication costs 

 Importance to be able negotiate favourable terms and financial conditions 

 Importance of access to buyer and supplier networks 

 Importance of market knowledge and expertise 

 Lack of economic stability, predictability and transparency 

 Large tax burden, including high rates and complexity 

 Low productivity yield by high salary costs comparing to other emerging 

markets 

 Payment risks, e.g. due to unreliable customers 
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 Poor access to seed capital and bank credits 

 Poor infrastructure, especially road infrastructure 

 Relatively high labour costs, comparing to emerging countries like China 

 Still transition state of economy 
 

4.3. Social and cultural challenges 
 Cultural differences (e.g. different attitude to work, leadership style) which 

cause tensions between local and international companies 

 Difficult to find a reliable and trustful local business partner 

 Difficulties in dealing with old-school Soviet bureaucrats rather than with 

new-style entrepreneurs 

 Dress code is highly important in order to be taken seriously and appear 

credible 

 Essential skills and competences for foreign managers in order to succeed in 

Russia: connections and personal contacts, problem solving skills, drive and 

persistence, willing to take risks 

 Hard to recruit local personnel, especially management personnel, and sales 

personnel 

 High stuff turnover on the Russian market causes companies to offer 

additional incentives to keep their good personnel 

 Importance of establishing trusting relationships with Russian parties  

 Importance of negotiating with right people with power as e.g. middle 

managers possess low power 

 Lack of the following skills by management may fail business in Russia: lack 

of experience, poor communication skills, unwilling to change, inability to 

solve problems and unwilling to take risks  

 Need for personal contacts and a wide network for succeeding in Russia 

 Poor knowledge of English among Russian businessmen 

 Preconceptions of Russians about Western companies and their products 

 Russian mentality 

 Slow decision-making due to vertical and centralized management style 

 Tendency of greying population and declining demography 

 Western management style of “hands off” only confuses Russian stuff and 

they fill confused and do not show any initiative 
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5. THEORETICAL MODEL : THE ASSESSMENT OF ENTRY 

MODES IN TERMS OF DEALING WITH MOST 

ESSENTIAL CHALLENGES OF THE RUSSIAN MARKET  
 
This section presents the deductive theoretical model which followed from having conducted 

the secondary data research regarding the challenges of the Russian market as well as the 

main entry modes.  

 

The model below presents how direct and indirect exporting, joint ventures, and FDI help 

foreign companies cope with those main challenges of the Russian market which may be 

avoided or overcome by the most suitable choice of an entry mode. Each of the entry modes 

may have the following degree of overcoming / avoiding those main challenges: 

 “Low” degree of avoidance / overcoming main market challenges means that foreign 

companies that have chosen a particular entry mode fail to overcome a certain 

challenge or may run into major difficulties trying to cope with it.  

 “Medium” degree of avoidance / overcoming main market challenges means that 

foreign companies have good chances to avoid major difficulties dealing with a certain 

challenge, depending on a particular situation. 

 “High” degree of avoidance / overcoming main market challenges means that foreign 

companies will most likely or definitely avoid a certain challenge. 

  

Main challenges of the Russian 

market 

Direct 

exporting 

Indirect 

exporting 

Joint 

venture 

FDI 

Political and legal factors 

High import tariffs and duties; 

Problems at the customs and time-

consuming customs clearance causing 

delays in deliveries 

 

 

Low 

 

 

Low / 

Medium 

 

 

Medium 

 

 

High 

Importance of local presence /  

manufacturing, especially for buyers’ 

attitude 

 

Low 

 

Low 

 

Medium 

 

High 

Bureaucracy, access to key decision-

makers, and corruption 

Low Medium High Medium 
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Economic factors 

High risks associated with initial risk 

and heavy capital investments 

 

High 

 

High 

 

Medium 

 

Low 

Need of possessing and gaining market 

expertise, inc. knowledge about 

constantly changing market conditions 

 

Low 

 

Medium 

 

High 

 

High 

Importance of access to a network of 

potential buyers 

Low Medium High High 

Social and cultural factors 

Communication barriers and costs, inc. 

language barriers 

 

Low 

 

Medium 

 

Medium 

 

Medium 

Cultural differences in doing business 

with Russian customers, partners, and 

officials 

 

Low 

 

Medium 

 

Medium 

 

Medium 

Difficulty to find a reliable partner and 

control company’s activities 

 

High 

 

Medium 

 

Low 

 

High 

 

Figure 3: Assessment of entry modes in terms of dealing with most essential difficulties of the Russian market 

 

The present model suggests the following:  

5.1. Direct exporting 

 Direct exporting fails to overcome the market challenge in terms of avoiding high 

import tariffs and duties, as Johnson, et al. (2008) stated. Companies have to face them 

and deal with slow and complicated customs clearance which may cause companies 

delays in deliveries.  

 

 Direct exporting does not allow foreign companies benefiting from local presence and 

possible benefits from the Russian government. Due to protectionist politics from the 

Russian government it is important to manufacture locally. Moreover, from the 

buyers´ perspective, companies which do not have a local representation are treated 

with suspicion.    
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 Companies which have chosen direct exporting will face problems with bureaucratic 

procedures and corruption as they have limited expertise of the Russian market.  

 

 The advantage with direct exporting is that it involves low risk commitment due to 

low investments, as McCarthy and Puffer (1997) and Zhan (1999) noticed.  

 

 However, direct exporting does not allow companies gaining expertise and knowledge 

about the market, wrote Johnson, et al. (2008). It results e.g. in slow response and 

readiness to sudden market changes which may occur “overnight” in Russia as, for 

example, the introduction of the 25% import tariff for vehicles import. 

 

 Direct exporting fails to provide companies with access to important buyers´ network 

which companies otherwise could get from their partners or agents.  

 

 Direct exporting causes high communication costs and difficulties which cause slow 

response to customers’ requests and inquiries, as notice Johnson, et al. (2008). 

Misunderstandings may often occur over the phone; often travelling to Russia is not 

efficient and costly. Moreover, due to the language barrier the foreign representatives 

will often need an interpreter for business meetings. This may cause additional 

misunderstandings and caution from the Russian side. 

 

 Direct exporting fails to deal with cultural differences which are quite significant 

between the Swedish and Russian people. Conflicts may rise and some important deals 

may fail just because of cultural insensitiveness of the Swedish counterparties.  

 

 However, direct exporting helps foreign companies keep control over their activities 

and companies do not have to put effort into a search of a reliable and trustworthy 

partner.  
 

5.2. Indirect exporting  

 As well as direct exporting, indirect exporting does not help avoiding high import 

tariffs and complicated customs as companies continue to manufacture in the home 

country and exporting products to Russia. In some cases export intermediaries may 

assist in dealing with the customs officials and take over this responsibility.  
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 Indirect exporting also fails to deal with the issue of local presence as manufacturing 

still occurs in the home country. 

 

 Indirect exporting may help export-oriented companies save some troubles of dealing 

with bureaucracy and the Russian legislation. This can be explained by the fact that 

export intermediaries like chassis manufacturers take responsibility of importing 

companies´ products into Russia. Moreover, export intermediaries normally have an 

extensive access to decision-makers and expertise how to deal with bureaucratic 

issues. 

 

 Together with direct exporting, indirect exporting is a low risk entry mode as foreign 

companies do not have to make heavy capital investments into the Russian market. 

 

 Indirect exporting does not allow companies gaining direct knowledge and expertise 

of the Russian market as they operate through intermediaries, noticed Czinkota, et al. 

(2004). On the other hand, foreign companies may receive essential information and 

knowledge through communication and reports from export intermediaries. So in this 

case, the authors would say that it all depends on a particular case.  

 

 Unlike direct exporting, indirect exporting allows companies benefiting from the 

expertise of the export intermediaries and their networks of buyers, continued 

Czinkota, et al. (2004). However, it depends on the type of the export intermediary.  

 

 Communication and language barriers are eliminated to great extent as all the 

communication is channeled through intermediaries´ representatives who are mostly 

Russian speakers. However, if foreign companies would like to make direct contact 

with their customers or other key representatives they will face the same problems as 

in direct exporting. Moreover, cultural and language problems may occur with their 

Russian export intermediaries.  

 

 The same concerns cultural issues. Although exporting via Russian export 

intermediaries eliminates cultural differences in dealing with the Russian market 

players, possible conflicts and misunderstandings may occur between Swedish 
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representatives and their Russian contact people from export intermediaries who are 

Russian speakers.  

 

 Moreover, foreign companies may become dependent on their export intermediaries 

and give up part of the control over their activities. And not to forget that it may be 

challenging to find a reliable export intermediary in Russia.  
 

5.3. Joint ventures 

 Joint ventures may or may not help companies avoiding high import tariffs and custom 

clearance, depending on the type of a joint venture. If foreign companies manufacture 

their products at facilities of the Russian partner then they avoid high duties and 

customs delays, stated Zhan (1999). In other types of joint ventures and alliances when 

manufacturing occurs on the home market of the foreign partner, this entry mode fails 

to overcome these market challenges.  

 

 The issue of local presence as well may or may not be addressed through joint 

ventures, depending on its type. If companies manufactures jointly in Russia and 

present “made in Russia” products to the market then this challenges is addressed.  

 

 Concerning dealing with bureaucracy and corruption, in most cases the Russian 

partner in the joint ventures deals with these issues as it has required expertise and 

knowledge of the Russian market.  

 

 On one hand, joint ventures do not require heavy investments into the Russian market 

and the partners share political and economic risks, stated Czinkota, et al. (2004), 

McCarthy and Puffer (1997) and Lasserre (2007). However, on the other hand, joint 

ventures may be a risky entry mode due to possible conflicts between the partners, as 

discussed previously.  

 

 In terms of market knowledge and expertise, on one hand, through the Russian partner 

the company is kept updated regarding what happens on the market. Its local partner in 

Russia has expertise and knowledge of the market, stated Cateora and Graham (1996) 

and Craig and O`Cass (2002). But, on the other hand, the foreign company receives 
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limited market information and does not interact directly with the market. So the 

company does not acquire sufficient knowledge itself.  

 

 Often the aim of the foreign partner with the joint venture is to get access to a wide 

network of potential buyers through its local, wrote Lasserre (2007) and Czinkota, et 

al. (2004). 

 

 A joint venture with a Russian partner helps to overcome communication problems 

and language difficulties as the Russian partner takes over this responsibility to 

communicate with e.g. Russian customers, stated Czinkota, et al. (2004). However, 

some misunderstandings and communication difficulties may occur between the 

foreign and the Russian parties. Moreover, this entry mode does not let the foreign 

company benefit from interacting with customers directly, making it dependent on the 

Russian partner. 

 

 The same is valid for cultural differences, continued Czinkota, et al. (2004). As the 

local partner takes over this responsibility, the foreign company does not experience 

any cultural problems in interacting on the Russian market, except with the Russian 

partner itself, stated Johnson, et al. (2008). However, cultural differences may raise 

tension and conflicts between the partners jeopardizing the whole joint venture.  

 

 In joint ventures, the foreign company loses total control over its activities due to 

shared business idea. It becomes dependent on its partner. Moreover, as pointed out by 

many researchers, it may be very difficult to source an appropriate and reliable 

business partner.  
 

5.4. FDI 

 A company which opens a wholly owned representation and a manufacturing facility 

in Russia manages to avoid high import tariffs and saves troubles dealing with 

complicated customs clearance, as Cateora and Graham (1996), Ta, et al. (2000) and 

Eicher and Kang (2004). 

 

 The main advantage with Greenfield investments in the automotive sector is the local 

presence and local manufacturing. The brand “Made in Russia” is highly appreciated 
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both by the government as well as among potential buyers, wrote Czinkota, et al. 

(2004). Foreign companies may enjoy some legal and economic benefits from the 

government such as tax allowances, and buyers feel secure purchasing the product and 

knowing that the foreign company is presented locally and in case of any service issue 

it can be easily and quickly contacted, stated Zhan (1999) and Johnson, et al. (2008). It 

gives them the sense of reliability. This factor may be the most crucial in the 

automotive industry to offer quick service solutions.  

 

 Moreover, the issue of bureaucracy and corruption can be addressed through Russian 

employees working at a company´s representation. They have knowledge and 

expertise to deals with these issues. However, it all depends on a certain case and, 

generally complex bureaucratic procedures may affect event an FDI, noticed Czinkota, 

et al. (2004). 

 

 Developing this statement, wholly owned subsidiaries with Russian employees 

generally provide foreign companies with market knowledge and expertise. 

 

 However, the main disadvantage of FDI is high risk involvement due to heavy market 

investments, stated Lasserre (2007) and McCarthy and Puffer (1997). 

 

 Generally, FDI provides companies with access to a network of potential buyers due 

to local representation and closeness to all market players.  

 

 One of the main advantages of opening wholly owned subsidiaries in Russian with 

local employees is elimination of communication costs and barriers between the 

company and potential buyers and other interest groups. Moreover, the issues of 

cultural sensitiveness and differences in doing business are overcome. However, it 

may be not always the case, as Zhang, et al. (2007) and Wei and Christodoulou 

(1997). 

 

 Moreover, by choosing FDI as an entry mode foreign companies have total control 

over their business and do not have to deal with a complicated issue of searching for 

the right partner and sharing control over company activities with them. 
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6. EMPIRICAL INFORMATION  
 
This part presents empirical investigations which the authors conducted in order to address 

the research questions. The first part presents semi-structured interviews with key 

representatives of Swedish automotive companies which operate on the Russian market. The 

second part presents empirical information obtained from company’s websites in cases when 

semi-structured interviews were not possible to conduct.  

 

6.1. Semi-structured interviews with key representatives of 
Swedish automotive companies operating in Russia 
 
This part allows the authors testing both the developed theoretical model as well as it helps to 

identify the main challenges of the Russian market and the most common entry modes within 

the Swedish automotive industry.  

 

6.1.1. Interview with SKF key representatives: Alexei 
Okhrimenko and Stig Avellan. 

 
Company’s name 
Department 

SKF AB 
Lubrication Competence Center / Eurotrade AB 

Location Gothenburg / Moscow 
Area of business Lubrication Systems 
Interviewee’s name Stig Avellan / Alexei Okhrimenko 
Interviewee’s position Sales Manager / Controller 
Year of  activity expansion to Russia 1991 (re-entrance)  
Interview date 12 February 2010 
Interview location SKF HQ, Gothenburg 
 

Stig Avellan is a sales manager in Lubrication Competence Center in Gothenburg, whereas 

Alexei Okhrimenko is a controller at SKF division Eurotrade AB based in Moscow, Russia.  

 

The semi-structured interview took place on February the 12th 2010 in SKF Headquarters in 

Gothenburg where both Stig Avellan and Alexei Okhrimenko were present. The interview 

took around 15 minutes where most of the questions were answered by Alexei Okhrimenko 

who is responsible for the Russian market and, therefore, has more knowledge and expertise 

in the area of interest for the present thesis.  
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6.1.1.1. About SKF 
SKF AB is a leading global supplier of products, solutions and services within rolling 

bearings, lubrication systems etc with its Headquarters in Gothenburg, Sweden. Today, the 

company is represented in more than 130 countries all over the world with more than 100 

manufacturing sites. Sales companies are supported by about 15,000 distributor locations. 

SKF Group consists of five technology platforms: Bearings and units, Seals, Mechatronics, 

Services and Lubrication Systems. (SKF, 2010)  

 

SKF first entered Russia in 1916 and re-entered the market in 1991. In July 2010 SKF Russia 

will inaugurate a new “green” plant in Tver. This factory will supply tapered roller bearing 

units to the rapidly expanding Russian railway industry. SKF invested around SEK 235 

million in this factory which has a size of 85,000 m2 giving jobs to 150 people. This 

investment will further strengthen SKF's position as a supplier to the Russian Railways. 

Moreover, SKF has a number of local offices in Russia, including Moscow, St. Petersburg, 

Krasnoyarsk, and Yekaterinburg. (SKF, 2010) 

6.1.1.2. Essential information from the conducted semi-structured interview (Avellan 
and Okhrimenko, 2010) 
During the interview, Stig Avellan and Alexei Okhrimenko were asked to rate main 

difficulties of the Russian market. According to their ratings, intransparent and arbitrary laws 

together with corruption represent the major problems of the market. They are followed by 

legal and other changes which may occur “overnight”. Mr. Okhrimenko noticed that main 

legal difficulties concern taxation. Bureaucracy and difficulties in dealing with authorities, as 

well as non-reliable buyers and suppliers were rated with 3 (middle rate between 1 and 5). Mr. 

Okhrimenko commented that the issue of bureaucracy is directly interrelated with corruption.  

 

Thanks to the entry mode of FDI which includes wholly-owned local representations and 

manufacturing plants, SKF Russia managed to avoid difficulties of language barriers, high 

import tariffs and other entry barriers, and cultural differences of doing business in Russia. 

This was due to employment of Russian employees with market expertise. Moreover, the 

interviewees notice that general economic and political instability does not influence the 

operations of the company.  

 

Moreover, the interviewees added that Russian mentality and complex and bad infrastructure 

which include long transportation distances are among major challenges of the Russian 
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market. As SKF offers premium products at one of the highest prices for lubrication systems 

worldwide, it is the major difficulty to explain benefits of the products to Russians as they are 

concerned mostly with price. 

 

As for the entry strategy, which SKF applied to the Russian market, the interviewees stated 

that in early 1990th SKF opened directly a wholly owned local representation in Moscow with 

local stuff which knew the conditions of the Russian market and how to deal with them. As 

SKF had sufficient resources for FDI, it did not build any joint venture. All export activities 

are executed directly through SKF representation office in Moscow. This entry mode is usual 

for SKF and the company applied it in most of the countries where conditions allowed it.  

 

At the moment, SKF imports all its products directly from Sweden into Russia. However, as 

the interviewees noticed, the construction of manufacturing plant in Tver is nearly finished 

and in the nearest future SKF would manufacture all its products locally in Russia. This is a 

definitive advantage for SKF, as Mr. Okhrimenko notices, due to its major project with 

Russian Railway.    

 

6.1.2. Interview with JOAB key representative: Michael 
Lindhagen. 
 
Company’s name JOAB Recycling AB  
Location Blomstermåla 
Area of business Refuse collecting vehicles  
Interviewee’s name Michael Lindhagen 
Interviewee’s position Export manager  
Year of  activity expansion to Russia 2009 
Interview date 4 May 2010 
 
Michael Lindhagen is an export manager for refuse collecting at JOAB Recycling in 

Blomstermåla. Among other export markets Mr. Lindhagen is responsible for the Russian 

market.  

 

The semi-structured interview took place on May the 4th 2010 in JOAB Recycling in 

Blomstermåla and took around 30 minutes.  
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6.1.2.1. About JOAB Recycling AB 
JOAB Recycling AB was founded in Ålem in 2005. The company focuses on production of 

Refuse collecting vehicles and has its facilities in Blomstermåla. Together with JOAB 

Försäljnings AB which is located in Gothenburg JOAB Recycling belongs to JOAB Holding 

which owns both companies. Both companies have their own administration centres and live 

side by side. (JOAB, 2010) 

 

JOAB Recycling produces five types of Refuse collecting vehicles which the company sells 

both within Sweden and export to Europe and other countries. JOAB Recycling entered the 

Russian market in 2009.  

 

6.1.2.2. Essential information from the conducted semi-structured interview (Lindhagen, 

2010) 

In the beginning of the interview Mr. Lindhagen was asked to name main difficulties of the 

Russian market experienced by JOAB. Mr. Lindhagen replied that the main challenges are 

difference in cultures between Swedish and Russian people. Russian people are used to 

working in a completely different way with a vertical hierarchy where the big boss gives 

orders to the employees and the employees waiting for their boss to make a decision and give 

instructions to them. It is quite different comparing the work style in Western Europe.  

 

Mr. Lindhagen continues naming a communication problem which rises because many 

Russian customers and generally Russians do not speak English. Involving the third party – an 

interpreter- may create misunderstandings because sometimes interpreters do not possess 

required technical skills which create mistakes and misunderstandings.  So it may be difficult 

to explain what you really aim to say.  

 

The third challenge is that JOAB produces high-tech products which may be too sophisticated 

for the Russian market.  

 

In the second part of the interview Mr. Lindhagen was asked to rate the main challenges of 

the Russian market. He noticed directly that the company did not experience many of these 

challenges at all because its agent in Russia – V-Kran – takes care of these issues so JOAB 

does not need to be much involved in the issues. Moreover, as JOAB has just recently entered 
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the Russian market – in 2009 – it did not experience some of main market challenges 

including corruption, and arbitrary laws and changes in regulations.   

 

According to Mr. Lindhagen´s ratings, communication barriers, cultural differences and 

importance of local presence are the most significant challenges of the Russian market. 

However, these challenges the company overcomes via its cooperation with V-Kran which is 

a Russian privately owned company with Russian-speaking people onboard. However, Mr. 

Lindhagen noticed that actually finding a reliable and right partner for product channelling is 

the major problem of the Russian market.  

 

Bureaucracy was rated by Mr. Lindhagen with 3 which mean that it concerns the company to 

some extent, for example, when applying for visa to go to Russia, but mostly everything is 

taken care of by V-Kran. High investment risks do not concern the company almost at all due 

to the chosen low-risk entry mode. The same is valid for high import tariffs, corruption and 

dealing with legal issues in Russia. As JOAB operates through V-Kran the companies does 

not face these problems directly almost at all.  

 
The reason why JOAB and other refuse collecting vehicles manufacturers do not face the 

major problem of import tariffs is that they can avoid it if they import the superstructure 

separately from chassis into Russia.  

 
The third part of the interview dealt with the entry mode which JOAB chose when entering 

the Russian market. The company directly took a decision to enter the market through an 

export intermediary – an agent. This agent is V-Kran as mentioned before. As JOAB does not 

have any written contract with V-Kran, it is not a joint venture but rather indirect exporting. 

All activities in Russia, including importing of JOAB products into Russia, dealing with 

bureaucratic issues, are executed through this agent who has market expertise and, most 

important, understanding of the Russian language and culture, as Mr. Lindhagen noticed. He 

explains that it is essential to have an agent which understands the Russian mentality and the 

market, and has Russian-speaking personnel. For Swedish companies it is easy to understand 

Norwegians but the culture between Sweden and Russia is quite different.  

 

At the moment JOAB is quite satisfied with the choice of its entry mode and is not willing, for 

example, to open a local representation or local manufacturing in Russia. This entry mode 
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allows the company to avoid high investments and risks. “The only investments we have put 

into the Russian market it mine and my colleagues´ time, notices Mr. Lindhagen. So 

everything is about finding the right partner to channel products to Russia.  

 

Thanks to the cooperation with V-Kran, JOAB skips problems with the customs. However, V-

Kran reports that sometimes parts and materials are missing after having passed the customs.  

 

JOAB had some knowledge about the Russian market before the cooperation but not much. 

Most of information the company gets through V-Kran. Concerning a network of potential 

customers in Russia, Mr. Lindhagen noticed that he had some contacts before the cooperation 

with V-Kran as he was much in contact with the Baltic market. So the company knew how 

equipment should look like but they did not have any official contacts with potential 

customers in Russia. Now it is V-Kran that looks for potential buyers which makes it easier 

for JOAB.    

6.1.3. Interview with FTG Cranes AB / V-Kran key representative: 
Stellan Stark  
 
Company’s name FTG Cranes AB / V-Kran 
Location Vänersborg 
Area of business Manufacturer of cranes loading and handling of 

timber and recycling material 
Interviewee’s name Stellan Stark 
Interviewee’s position Sales manager V-Kran 
Year of  activity expansion to Russia Around 10 years ago 
Interview date 11 May 2010 
 
Stellan Stark is a sales manager of cranes at V-Kran in Vänersborg. Among other markets Mr. 

Start is responsible for the Russian market.  

 

This semi-structured interview took place over the phone on May the 11th 2010 and took 

around 15 minutes. The interview was recorded which allowed the authors to secure 

credibility and elimination of misinterpretation of information. 

 

 6.1.3.1. About FTG Cranes AB / V-Kran 
FTG Cranes / V-Kran is a Swedish manufacturer of cranes for loading and handling of timber 

and recycling material. Company´s cranes can be either mounted on timber or garbage 
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collecting trucks and rail transports or applied for stationary use in i.e. saw mills or recycling 

companies. (V-Kran, 2010)  

 

FTG Cranes entered the Russian market around 10 years ago: in the end of 1990th-beginning 

of 2000th. The company exports its products to Russia via Dahlin Trading AB which is an 

agent in Sweden. This agent is located in Vaggeryd and consists on only one employee which 

has a network of contacts in Russia.   

6.1.3.2. Essential information from the conducted semi-structured interview (Stark, 
2010) 
In the beginning of the interview, Mr. Stark noticed that the company exported through an 

agent to Russia. Mr. Stark states that the main challenges of the Russian market and the 

reasons for choosing the present entry mode is company’s lack of experience about the 

Russian market, as well as language and cultural barriers.  

 

The company itself does not have to deal with export issues as everything is taken care of by 

its agent- Dahlin Trading AB through which the company operated from the beginning of its 

activities in Russia. Exporting via the agent means that customers in Russia order cranes 

through Dahlin Trading and Dahlin Trading orders them from V-Kran. Then V-Kran sends 

cranes to Dahlin and Dahlin forwards them to Russia. So the company does not have direct 

contact with Russia. Mr. Stark also said that Russia was a special case for the choice of the 

entry mode due to the market size and complexity. So for the company, the easiest entry 

strategy is operate via Dahlin as Dahlin has market expertise and essential contacts in Russia 

which was the most important reason for choosing this strategy and this agent.   

 

The company also cooperates with OEMs like Pacway Systems and other Swedish 

manufacturers within the automotive industry. In this case the company sells directly to 

OEMs and they sell their products with V-Kran cranes to their customers.  

 

Operating through Dahlin Trading has an advantage that V-Kran does not have to deal with 

market challenges itself and the agent seems to deal with them very well. As Mr. Stark 

believes, the company does not seem to experience any problems with customs. What V-Kran 

does is manufacturing cranes and Dahlin takes care of all export activities. 
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6.1.4. Interview with Pacway Systems and GeesinkNorba key 
representative: Carl Sigfridsson 
 
Company’s name Pacway Systems AB 
Location Kalmar 
Area of business Manufacturer of refuse collecting vehicles  
Interviewee’s name Carl Sigfridsson 
Interviewee’s position Managing Director 
Year of  activity expansion to Russia 2010 
Interview date 12 May 2010 
 

Carl Sigfridsson is managing director at Pacway Systems AB. Moreover, Mr. Sigfridsson is 

an official distributor of GeesinkNorba products. He was an export manager at Norba AB for 

around 3 years with Russia being one of his key export markets.  

 

In the current semi-structured interview Mr. Sigfridsson based his experience and perceptions 

about the Russian market taking into account both the years with Norba and Pacway Systems.   

The interview took place over the phone on the 12th of May and took around 20 minutes.  

 

6.1.4.1. About Pacway Systems AB and GeesinkNorba BV 

Pacway Systems was founded in 2009. Headquartered in Kalmar it is a part of Baltikum 

Frinab Group which is a leading manufacturer of waste containers in Sweden. Pacway 

Systems is an export-oriented manufacturer of refuse collecting vehicles. Pacway’s main 

export market is Russia. The company entered the market in the beginning of 2010 having 

launched its first truck at an exhibition in St. Petersburg. (Pacway, 2010) 

 

GeesinkNorba is now a Swedish-Dutch manufacturer of refuse collecting vehicles. The 

company was founded as a result of a merger between Norba AB, located in Kalmar, and 

Geesink with the headquarters in Emmeloord, Holland. GeesinkNorba belongs to an 

American corporation- Platinum Equity which acquired the company in 2009. 

(GeesinkNorba, 2010) In Russia the company is represented by Mr. Sigfridsson. 

 

6.1.4.2. Essential information from the conducted semi-structured interview 

(Sigfridsson, 2010) 

In the beginning of the interview Mr. Sigfridsson was asked to name main difficulties of the 

Russian market experienced both by GeesinkNorba and Pacway Systems. Mr. Sigfridsson 
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replies that Russia is a very unpredictable market and the main market challenge is to analyze 

the market and the industry, and to make forecasts. It is difficult for foreign companies to get 

hold of statistics without having access to authorities. It may be even difficult to estimate the 

potential market size and analyze market opportunities and threats.  

 

Like other interviewees Mr. Sigfridsson point out communication problems which rise 

because many Russians do not speak English well. It makes it difficult for a foreigner without 

the knowledge of Russian to make business in Russia.   

 

In the second part of the interview Mr. Sigfridsson was asked to rate the main challenges of 

the Russian market. He stated that the three main challenges are finding a trustworthy partner, 

high risk exposure both on revenue and cost sides, and dealing with bureaucracy and 

corruption.  

 

Finding the right partner and having control over company´s activities may be the most 

important challenges, as Mr. Sigfridsson noticed. So companies which aim to enter the 

Russian market need to make a comprehensive analysis and find out which partners are 

trustworthy. High risk exposure is caused by many factors, including dealing with unreliable 

customers which delay payments and may cancel orders. Bureaucracy has a high impact on 

company´s activities as foreign companies need to have the right certificates and permits 

which make it essential to understand how to deal with bureaucracy locally and have access to 

the right people to get permits otherwise companies may not be allowed to sell your products. 

So it is crucial to get access to key decision-makers yourself or through Russian-speaking 

partners.  

 

Import tariffs and dealing with the customs is another market challenges in Russia. There are 

ways to get around import barriers if foreign companies find the right partner who knows how 

to deal with the customs. 

 

It is interesting that Mr. Sigfridsson, unlike his partners within the automotive industry, does 

not see Russian culture and mentality in North-Western Russia as one of the main challenges. 

He notices that the culture in this region is similar to the Scandinavian one, especially in St. 

Petersburg. The other situation is in the Southern Russia where the company has been 

unsuccessful till now.  
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The next part of the semi-structured interview deals with the company strategy and testing the 

developed theoretical model. As a manufacturer of superstructures, both GeesinkNorba and 

Pacway Systems cooperate with chassis manufacturers. So it is appealing to do partnership 

with established chassis manufacturers with a strong market position in Russia like Volvo and 

Scania. It is very important that they have market expertise and knowledge, resources and 

Russian-speaking personnel. And, of course, for superstructure manufactures a partnership 

with OEMs means lower risk exposure and lower investments. OEMs assist not only in sales 

and marketing, but also in collecting receivables which makes risk exposure on receivables 

lower as the companies invoice Scania or Volvo which reduces investments and makes this 

market strategy quite cost efficient. 

 

Mr. Sigfridsson also notices that it is important to be presented locally. The weak part of 

indirect exporting business model is aftermarket as it is not priority for chassis manufacturers. 

It is very important to have wholly or partly owned resources for service locally in Russia. So 

what the companies should have done was to open up GeesinkNorba Russia or Pacway 

Russia. It should have been a part of the strategy from the beginning. This would also make 

attitude of Russian customers better, build a feeling of trust and reliability.  

 

OEMs are a very important source of information about market conditions and changes which 

help foreign companies to gain market knowledge. Volvo, for example, informed me (Mr. 

Sigfridsson) about changes in the emission legislation, certificates etc. However, OEMs do 

not help directly with dealing with bureaucracy but they rather provide information so that the 

companies have the opportunity to act quickly.  

 

Moreover, as Mr. Sigfridsson stated, chassis manufacturers share their buyers’ network. So 

far all sales in Russia were done through inquiries which came from Volvo or Scania. As for 

cultural and language barriers, Mr. Sigfridsson does not experience any of them while dealing 

with OEMs as all their salesmen speak English well.   
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6.1.5. Interview with Volvo Lastvagnar AB key representative: 
Niklas Johansson 

 
Company’s name Volvo Lastvagnar AB 
Location Volvo Vostok, Moscow 
Area of business Manufacturer of heavy trucks  
Interviewee’s name Niklas Johansson 
Interviewee’s position Product & Purchasing Manager, Region Russia 
Year of activity expansion to Russia 1973 
Interview date 14 May 2010 
 
Mr. Johansson works as Product & Purchasing Manager for Region Russia at Volvo Vostok 

in Moscow. His responsibilities focus on the Russian market and are especially important 

since the company opened the Kaluga plant. The interview with Mr. Johansson took place 

over the phone and took around 15 minutes.   

6.1.5.1. About The Volvo Truck Corporation 
The Volvo Truck Corporation is the second-largest heavy-duty truck brand in the world. It has 

around 72,000 employees, production in 25 countries and operates on more than 185 markets. 

The company’s retail strategy is supported by over 2300 dealerships and workshops. Volvo 

Trucks has eight wholly-owned assembly plants and nine factories owned by local interests.  

(Volvotrucks, 2010) 

 

The first Volvo trucks were delivered to Russia in 1973. Now Volvo is a Nr. 1 supplier of 

foreign commercial vehicles to the Russian market. Volvo trucks Russia has a wide network 

of authorized workshops in Russia as well as 3 wholly owned Volvo Truck Centers in 

Moscow, Kaluga and St. Petersburg. (Volvotrucks, 2010) 

 

Kaluga assembly plant in Russia is wholly-owned by Volvo Trucks. The inauguration 

ceremony took place on January the 19th 2009. The company invested 100 million Euro in the 

project. With the Kaluga plant Volvo became the first foreign company to open a large-scale 

truck production in Russia in order to meet increasing demand of the Russian market as well 

as CIS. Moreover, the custom duty level, introduced on January the 12th 2009 confirmed the 

decision of Greenfield investments as the right one as it allows Volvo to avoid a custom tariff 

of 5-25%. (BNET, 2009) 
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Volvo Trucks chose Kaluga town due to several reasons including good relationship with 

local administration and good investment agreement. (Rapport Ryssland, 2008)  

6.1.5.2. Essential information from the conducted semi-structured interview (Johansson, 
N. 2010) 

As far as it concerns the company’s strategy, Volvo started its activities 37 years ago by direct 

sales to Russia. Around 1994 the company opened its representation office in Russia and 

around the year 2000 Volvo Vostok was opened in Moscow. Volvo’s strategy is to control 

100% sales of new trucks which is done through Volvo Vostok in Moscow. 

 

In the next part of the interview Mr. Johansson was asked to name the main challenges of the 

Russian market. According to him, the market size is the major challenge for Volvo Trucks. 

Today Volvo has a network of about 40 service stations, about 38 sales offices all over 

Russia. The market size has an impact on logistics, truck distribution to different areas of 

Russia, and aftermarket. Another market challenge is lower qualified work force than in 

Europe. Mr. Johansson showed examples when special training programs for drivers were 

needed as Russian drivers were not qualified enough to operate more high-tech Volvo trucks.  

 

The high 25% import tariff on all trucks which was introduced on the 1st of January 2009 in 

Russia is actually beneficial for Volvo Trucks. Company’s competitors which want to import 

trucks have to pay these 25% customs duties. Thanks to its Kaluga plant, Volvo Trucks has a 

good competitive advantage.  

 

Moreover, thanks to the plant Volvo Trucks is authorized by the Russian government as a 

supplier for different kinds of state tenders. However, the company has not won any of the 

tenders because, as Mr. Johansson believes, Russian suppliers like Kamaz know the system 

and have connections and access to key decision-makers which decide over the tenders.  

 

Volvo faces the challenge of bureaucracy when the company needs to get a special certificate 

– a PTS which is obtained when company’s bodybuilders issue an act of assembly. For 

example, in 2010 Volvo faced a problem that the company did not know what kind of 

requirements would be in 2010. In Western Europe, as Mr. Johansson noticed, companies are 

informed about introduction of new regulations at least two years in advance. But in Russia 

nobody knew how the situation would look like two days before the new year of 2010. It 

meant for Volvo that its trucks which were put in production three months before could have 
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been illegal in 2010 according to new regulations. It meant that the bodybuilders might not 

have the right certificates. As a result all of them had to apply for new documentation to get 

certificates in order to be able to issue acts of assembly.  

 

Regarding high investments, Mr. Johansson states that, of course, Volvo has made heavy 

investment which is risky to some extent. But even if there is a lot of bureaucracy in the 

market, the market goes into the right direction. Volvo did not have any problems with 

opening its Kaluga plants as, having the right people and being well prepared, the company 

received all permits and allowances for building the factory.  

 

When it comes to language and cultural barriers, Mr. Johansson says that there is, of course, a 

language barrier. But he does not experience any problems in communicating with Volvo 

employees. And he even does not experience much cultural differences between Russian and 

Swedish people. One has to be aware but they exist but these differences do not limit 

communication.  

6.1.6.Interview with Rottne AB key representative: Sona Björck 
 
Company’s name Rottne AB  
Location Rottne 
Area of business Manufacturer of forwarders and harvesters  
Interviewee’s name Sona Björck 
Interviewee’s position Export Sales  
Year of  activity expansion to Russia The beginning of the 1990th  
Interview date 17 May 2010 
 
The semi-structured interview was conducted during a personal meeting with the company’s 

export sales manager Sona Björck. Mr. Björck is responsible for most of the export markets 

including the Russian market. The interview took around 15 minutes during which Mr. Björck 

answered all the asked questions.  

 
6.1.6.1.About Rottne AB 
Rottne AB was founded in 1955 on the outskirts of Rottne producing folding load supports 

for trucks, wire loaders, wagons, and timber sledges. The company made its major 

breakthrough with Rottne Blondin forwarder in 1968. Nowadays the company’s core products 

are forwarders and harvesters at its main factory in Rottne. The company supplies the 
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Swedish market with its products as well as exports worldwide. Rottne AB has its 

international retailers in Australia, Canada, the US, and Europe. (Rottne, 2010) 

 

In Russia Rottne AB operates via a retailer Forest Service Ltd which is a Swedish -Russian 

company located in Russia. Forest Service is a distributor of a number of other Swedish 

companies in Russia.  

 

6.1.6.2. Essential information from the conducted semi-structured interview (Björk, 
2010) 

In the first part of the interview Mr. Björck pointed out language differences and differences 

in country conditions like the cold weather as the main challenges for the company in Russia.  

 

Regarding the chosen entry mode, Mr. Björck commented that the company chose to work 

though a dealer in Russia as it was a standard strategy which Rottne applied for each of their 

markets including Sweden itself. Rottne never approaches end-customers directly but always 

through dealers. It is easier this was, as Mr. Björck explains. The company is rather small and 

it is easier to work with one customer in the market rather than with many end-customers. 

 

Now the company exports all their products to the Russian market via Forest Service – a 

Swedish-Russian dealer which takes over all responsibilities for importing of Rottne products 

into the Russian market including sales of the machines, managing the spare parts stocks, and 

service of the sold machines. Moreover, Forest Service organizes participation in specialized 

exhibitions in Russia where they invite Rottne to be presented at their booth. Before Forest 

Service, Rottne worked through two other dealers: a Swedish company and a Russian person 

in Stockholm.  

 

Regarding main challenges of the Russian market stated in the theoretical model, Mr. Björck 

states that the issue of high import tariffs concerns the company to a great extent as it is quite 

expensive to import machines into the Russian market due to 25% import tariffs. Another 

challenge concerns with the customs. Although Forest Service takes care of the customs 

clearance, there are some problems especially with bringing spare parts into Russia which 

causes big delays.  
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Forest Service takes care of dealing with bureaucracy, although Rottne assists them with 

preparing the needed documentation. Moreover, the dealer is an important source of 

information about the Russian market. Thanks to this entry mode, Rottne does not have to 

make heavy investments into the market. Rottne only assists the dealer when needed but 

avoids high investments in terms of money.  

 

As mentioned before, Forest Service takes care of all activities related to end-customers 

including searching for potential customers and communicating with them. Therefore, Rottne 

does not face the major challenge of the language barrier unless when the company 

representatives need to go to Russia in order to train drivers and educate service personnel. 

 

6.1.7. Interview with Cargotec / HIAB representative: Seppo 
Heino 

 
Company’s name Cargotec / HIAB  
Location Sweden / Finland 
Area of business Hiab specializes in load handling solutions   
Interviewee’s name Seppo Heino 
Interviewee’s position Director, Industrial Business North Europe  
Year of  activity expansion to Russia Around 10-15 years ago 
Interview date 19 May 2010 
 

The semi-structured interview was conducted over the phone with the company’s director in 

industrial business Seppo Heino. Mr. Heino is responsible for North Europe including the 

Russian market. The interview took around 15 minutes during which Mr. Heino answered all 

the asked questions.  

 

6.1.7.1 About Cargotec / HIAB 

Hiab is a one of the three daughter brand within the Cargotec Corporation which was formed 

in 2005 and has over 11 000 employees. Hiab specializes in load handling solutions for 

construction, forestry, industrial, waste handling, recycling and the defence forces. (Hiab, 

2010) 

 

In Russia Hiab is represented by OOO Cargotec Rus which has its offices in Moscow and St. 

Petersburg. Moreover, the company has a broad network of dealers all over Russia which take 

care of sales, service and installations. In 2009 Hiab Rus and a Russian company Gruzomobil 
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signed an agreement, according to which Gruzomobil represents the whole range of Hiab 

cranes in its dealer network in Russia. (Hiab Rus, 2010) 

 

6.1.7.2. Essential information from the conducted semi-structured interview (Heino, 

2010) 

In the beginning of the interview Mr. Heino was asked about challenges of the Russian 

market and how it differs from other markets. Mr. Heino pointed out that the level of 

bureaucracy was significantly higher than in other markets.  

 

As far as it concerns the company´s entry mode into the Russian market, Cargotec Group 

entered the market first via a representation office and after a while the company opened its 

own company OOO Cargotec Rus. So, as Mr. Heino noticed, the company does not see itself 

as a foreign company in Russia as it is presented locally and has Russian employees there. 

Besides having its own sales offices, the company has a network of dealers for channelling its 

products. This entry mode is more a less a standard mode for the company which is applies in 

different markets.   

 

By being presented locally and having Russian stuff, the company does not experience 

communication or cultural problems, as Mr. Heino noticed. Moreover, the local stuff helps the 

company deal with customs and all importing activities. As Mr. Heino stated, dealing with the 

Russian customs is more complicated than with customs of other countries but the company 

got used to it and does not experience any major problems.  

 

Founding Cargotec Rus is not a heavy investment into the Russian market, therefore, not high 

risky, as Mr. Heino said. It may be riskier than in other markets but still not high risky. 

 

6.2. Additional empirical information 
 

In this section an overview of entry modes into the Russian market applied by other Swedish 

automotive companies is presented. It was not possible for the authors to approach any of the 

company representatives for the Russian market within the research period. However, it is 

important to look at their entry modes and see if they are similar to those applied by the 

interviewed companies.     
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6.2.1. Swedish companies operating via Forest Service in 
Russia 

A number of Swedish automotive companies have chosen indirect exporting via a Swedish 

agent Forest Service as their entry mode to the Russian market. Besides Rottne AB which was 

presented before, these Swedish companies are Huddig AB, Indexator AB, Cranab АВ, 

Bracke Forest AB, Olofsfors AB, and Trelleborg AB as a special case (Forest Service, 2010).  

 

Forest Service is not only a retailer for these Swedish companies but it also assists them in 

warranty and aftermarket issues including the organization of trainings, managing spare parts 

stocks.  

 

About Bracke Forest 

Bracke Forest has manufactured forestry equipment and machines since 1922 in Bräcke. The 

company is export-oriented and exports mainly to the northern conifer belt, including Canada 

and Finland. Moreover, the company increases its exports to Asia, southern Europe and 

Russia. Having only 28 employees, Bracke Forest operates via distributors in 12 different 

markets.  

 

About Cranab AB 

Like Indexator, Cranab AB has its production facilities in Vindeln, Northern Sweden. Cranab 

has 40 years of experience in the domain of forestry and produces cranes, crane tip equipment 

for professional, mechanized forestry. The company exports its products to more than 30 

markets worldwide. (Cranab, 2010) 

 

About Indexator AB 

Indexator is a Swedish company with 170 employees and the turnover amounting 430 SEK 

million. Producing rotators for a number of industrial sectors such as transport, materials 

handling and recycling industries in Vindeln, Indexator is of the leading companies in 

forestry, general cargo and materials handling. Nowadays Indexator exports about 65% of its 

products to over 40 countries. (Indexator, 2010)  

 

About Huddig AB 

Headquartered in Hudiksval, Huddig AB develops manufactures, and market utility for 

entrepreneur and forestry industry. The company has 130 employees and holds over 60% of 
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the Swedish market in articulated backhoe loaders. Moreover, the company exports its 

products to Europe including Russia. (Huddig, 2010) 

 

About Olofsfors AB 

Founded in 1762, Olosfors focuses on development, manufacturing and sales of trucks for 

forestry machines and wear steel for construction machines. Olofsfors has a parent company 

headquartered in Olofsfors which produces, assembles and distributes products. The company 

also has a subsidiary Metsatyo which sells products in Finland and a subsidiary located in 

Brantford, Ontario, Canada. They are specialized in assembling and distribution of Olosfors 

trucks in North America. (Olofsfors, 2010) 

 

6.2.2. Trelleborg AB in Russia 
Founded in 1905, Trelleborg AB specializes in advanced polymer technology and in-depth 

applications know-how. The group has a turnover of around SEK 27 billion and around 

20,000 employees in over 40 countries. The Trelleborg Group comprises four business areas 

such as Trelleborg Engineered Systems, Trelleborg Automotive, Trelleborg Sealing Solutions, 

and Trelleborg Wheels Systems.  

 

Trelleborg AB opened its first subsidiary OOO Trelleborg Industry in Moscow in 1997 which 

markets the whole company’s product range in Russia.  

 

Trelleborg Wheels Systems has a wide network of dealers and distributors all over Russia 

including Forest Service which was presented before. The company has its distributors in 

Moscow, St. Petersburg, Yekaterinburg, and Krasnoyarsk. The dealers are located in over 40 

towns all over Russia. (Trelleborg Russia, 2010) 

 

Nowadays Trelleborg Automotive continues to expand despite of the recent crisis and plans to 

establish a first fully-owned production unit in Russia in Nizhny Novgorod to capitalize the 

growing Russian automotive market where they will produce anti-vibration products for light 

vehicles. Before starting the fully-owned production in Russia, Trelleborg Automotive has 

already been present in the Russian market for some time and in 2009, Trelleborg Automotive 

established a wholly-owned subsidiary in Russia. (Trelleborg, 2010)  
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6.2.3. Scania in Russia 
Scania is a Swedish manufacturer of heavy trucks and buses with its headquarters in 

Södertälje, Sweden. Founded in 1891, the company operates in around 100 countries and has 

34 000 employees. Company’s production takes place in Europe and Latin America. (Scania, 

2010) 

 

Scania entered the Russian market already before 1917. The company sold its first truck to St. 

Petersburg in 1910. However, difficult conditions in the Soviet Union made the company quit 

the market and reenter it only in the 1990th. In May 1993 the company opened its 

representation in Moscow. However, since 1998 the company is presented by its exclusive 

importer and distributor Scania Rus. Scania Rus was founded in 1998 and employs over 1000 

people including independent dealers. The company has over 30 dealer and service centres in 

Russia. In June 2002 Scania opened its wholly-owned manufacturing plant of buses in St. 

Petersburg.  This plant received an award as the best foreign investment project in St. 

Petersburg 2002.  (Scania Rus, 2010) 

 

6.2.4. SAAB in Russia 
SAAB is headquartered in Trollhättan, Sweden and employs almost 9000 people. SAAB 

exports to over 60 countries with its main markets in USA, United Kingdom, Sweden, 

Germany and some other European markets. SAAB has recently changed its owner. Before it 

belongs to General Motors and was represented in Russia via General Motor´s office in 

Moscow. Now it belongs to Spyker Cars. According to Vladimir Antonov, a former 

stakeholder in Spyker, the company could buy SAAB from General Motors. Most likely, the 

assembly facility will be in Kaliningrad and produce 10000 cars per year. (SAAB, 2010; The 

Moscow Times, 2010) 

 

6.2.5. Volvo Car in Russia 
Volvo Personvagnar AB was founded in Gothenburg in 1927. Since 1999 the company 

belongs to Ford Motor Company. The company exports to different markets all over the 

world. In Russia the company has an office and it operates through a wide network of dealers. 

(Volvo Cars, 2010) 
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6.2.6. FJ Lastvagnar in Russia 
Fredrik Johansson founded FJ Lastvagnar in 1995, having chosen to go from experienced 

heavy duty trucks mechanic to become a manufacturer of chassis equipment for heavy duty 

trucks. Today FJ Lastvagnar employs around 30 people in Sweden and rebuilds 

approximately 450 trucks per year which makes the company the market leader in Sweden. FJ 

Lastvagnar is an approved supplier of Volvo Trucks and Scania Sweden. Moreover, on 

importers level the company has close cooperation with Mercedes-Benz, DAF and MAN. In 

Russia, FJ Group is situated in St. Petersburg with facilities for chassis rebuilding and 

installations.  (Fjlastvagnar, 2010) 

 

7. ANALYSIS OF EMPIRICAL INFORMATION  
 
In this section, the theoretical model will be tested through the analysis of the conducted 

interviews. Moreover, the analysis of the interviews will help to identify the main challenges 

of the Russian market perceived by the interviewees, and the analysis of additional empirical 

information will make it possible to state the most common entry modes of Swedish 

automotive companies in Russia. 

 

7.1. Analysis of the conducted semi-structured interviews 
In order to test the statements about the entry modes from the theoretical model, the authors 

will start testing of the model by stating which entry mode the company has chosen. Then 

each of the statements from the table will be tested one by one, starting with the first 

statement – about important tariffs and dealing with the customs- within the political and legal 

section, and finishing with the last statement – about searching for the right partner and 

controlling company’s activities – within social and legal section of the theoretical model.  

 

If the empirical information a conducted interview confirms the statement about the degree of 

overcoming a particular market challenge, then this statement will end with either LOW  

MEDIUM  HIGH depending on what is stated in the theoretical model. However, if the 

statement by an interviewee differs from a proposed statement from the theoretical model that 

the new degree of dealing with a certain market challenge will be indicated in red: LOW  

MEDIUM  HIGH .  
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7.1.1. Analysis of the interview with the SKF representatives 
SKF AB has chosen FDI as its entry mode. Having invested around SEK 235 million, SKF 

Russia will inaugurate a new “green” plant in Tver in 2010. This investment will strengthen 

SKF's position as a supplier to the Russian Railways. Moreover, SKF has a number of local 

offices in Russia, including Moscow, St. Petersburg, Krasnoyarsk, and Yekaterinburg. 

 

7.1.1.1. The main challenges of the Russian market 
According to Mr. Avellan and Mr. Okhrimenko, the main challenges of the Russian market 

are: 

  

 Russian mentality as the main cultural difference 

 Complex and poor infrastructure 

 Intransparent and arbitrary laws 

 Corruption and the linked to it issue of bureaucracy 

 Legal issues with the emphasis on taxation 

 

7.1.1.2. Testing the model: FDI with Greenfield investments 
 Due to the chosen FDI entry mode, SKF avoids the problem of high import tariffs and 

dealing with customs as it manufactures locally in Russia. HIGH  

 

 Manufacturing locally in Russia strengthens SKF’s position as a supplier to the 

Russian Railways and the positive government attitude. Being treated as a local plant 

the company avoid the protectionist policies. However, as Mr. Okhrimenko notices, 

local presence does not provide the company with benefits from the government in 

terms of, for example, taxation and easier dealing with official and bureaucracy. 

Especially taxation is a challenge in Russia. Generally, Mr. Okhrimenko rates 

bureaucracy, dealing with authorities, intransparent and arbitrary laws, and corruption 

as significant challenges for the company.  MEDIUM   

 

 As mentioned above, the interviewees rated dealing with bureaucracy as middle 

difficulty. MEDIUM  

 

 SKF has made heavy capital investments into Russia, including the investments 

amounting for SEK 235 million in a new factory in Tver which has a size of 85,000 



Elena Chechina   Galina Manyashina                                   Bachelor Thesis  2010                           79

m2 giving jobs to 150 people. High capital investments in such unstable countries like 

Russia are always not risk free.  LOW  

 

 Due to opening local representations in Russia with Russian employees, SKF 

possessed sufficient market knowledge including knowledge about constantly 

changing market conditions. The fact that the authors had a chance to conduct an 

interview with SKF’s Russian controller from Moscow proves that there is a constant 

exchange of information going on between SKF HQ and SKF Russia. HIGH  

 

 SKF approaches potential customers in Russia through a number of its offices located 

in a number of large cities all over Russia. Moreover, the company has good relations 

with the Russian Railways due to its FDI activities as discussed before. HIGH  

 

 Mr. Okhrimenko states that the company does experience any communication 

difficulties neither with the customers nor with the Swedish colleagues. Moreover, the 

challenge of cultural differences is not faces due to employment of Russian personnel 

which speaks not only Russian but English very well. HIGH  

 

 As SKF chose FDI as entry mode the company does not need to search for a partner. 

Moreover, it has total control over its activities. HIGH  

 

7.1.2.  Analysis of the interview with the JOAB representative 
 
JOAB Recycling AB (JOAB) has chosen indirect exporting as its entry mode. In Russia it 

uses V-Kran as an agent which is a Russian company. All its export activities JOAB channels 

through V-Kran.  

 

7.1.2.1. The main challenges of the Russian market 
According to Mr. Lindhagen, the main challenges of the Russian market are: 

 

 Cultural differences 

 Communication difficulties including language barriers 

 Too high tech / sophisticated products for the Russian market 
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 Importance of local presence 

 Finding a reliable partner in Russia 

 

7.1.2.2. Testing the model: Indirect Exporting 
 The first point in the proposed model deals with import tariffs and the Russian 

customs. On one hand, V-Kran takes care of all import activities including custom 

clearance which allows JOAB to overcome the main challenges of dealing itself with 

the complicated customs procedure. Moreover, the company manages to avoid high 

import tariffs. On the other hand, as indirect exporting does not allow companies to 

avoid dealing with customs, different problems at the customs like missing parts and 

longer customs clearance appear. MEDIUM  

 

 Local presence and manufacturing is very important. However, on one hand, JOAB 

deals with the challenge of local presence by cooperating with V-Kran which is locally 

presented in Russia and has Russian-speaking employees. JOAB has chosen to avoid 

heavy investments and does not aim to manufacture locally in the coming years. 

MEDIUM  

 

 Due to cooperation with V-Kran, JOAB overcomes the problems of dealing with 

bureaucracy as it is the responsibility of V-Kran. HIGH  

 

 Mr. Lindhagen confirms that the company does not have heavy capital investments 

and, therefore, it avoids high risks. The only investment the company does by indirect 

exporting is working time of its employees.  HIGH  

 

 Although the company had some knowledge of the Russian market before cooperating 

with V-Kran, the main information it receives from its partner. The same situation is 

with access to potential buyers: JOAB had some contact due to its operations in the 

Baltic States, however, V-Kran takes care of approaching potential customs. 

MEDIUM  
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 Mr. Lindhagen points out that communication barriers and cultural differences are one 

of the main challenges of the Russian market if the company wants to make direct 

contact with its Russian customers. Many Russian customers do not speak English 

that’s why the company has to involve an interpreter during negotiations. Therefore, 

as Mr. Lindhagen notices, it is extremely important to have a local agent – V-Kran in 

Russia. The agent must speak the language and understand the Russian mentality and 

culture. Although the Russian agent takes care of all activities in Russian, generally 

there are significant differences between the Russian and Swedish management and 

mentality which may arise between the partners or employees.  MEDIUM  

 

 Although indirect exporting allows the company to control its activities, it may be 

very difficult to find a reliable partner. As Mr. Lindhagen notices, everything is about 

finding the right partner to channel the product through into Russia. At the moment 

JOAB is quite satisfied with the choice of its partner, but as it is a new cooperation 

time will show how it will develop.  MEDIUM  

7.1.3. Analysis of the interview with the FTG Cranes AB / V-
Kran representative 
 

V-Kran has chosen indirect exporting via an agent as its entry mode. In Russia the company 

operates through Dahlin Trading AB which is a Swedish export intermediary which takes care 

of all export activities of V-Kran in Russia.  

 

7.1.3.1. The main challenges of the Russian market 
According to Mr. Stark, the main challenges of the Russian market, which make the company 

operating via the agent, are: 

 

 Importance of market knowledge and experience 

 Language barrier 

 Cultural differences 

 Market complexity and size 
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7.1.3.2. Testing the model: Indirect Exporting 
 As V-Kran exports its products to Russia via Dahlin Trading, the company does not 

have to deal itself with import regulations and customs clearance procedures. Mr. 

Stark believes that the company does not experience any problems at the customs as 

Dahlin takes care of all customs related activities. On the other hand, indirect 

exporting does not allow companies to avoid dealing with customs and paying import 

tariffs. MEDIUM  

 

 For now local presence and manufacturing is not important. The company is satisfied 

by the choice of indirect exporting and being presented via its agent in Russia. 

MEDIUM  

 

 Concerning dealing with bureaucracy and corruption, V-Kran is not involved in these 

activities at all and does not experience any difficulties as the agent takes care of 

everything in Russia. The authors do not know if the agent experience any difficulties 

but at least he does not report them to V-Kran. HIGH   

 

 Having chosen indirect exporting via the agent and OEMs, V-Kran avoids high 

investments and risks. HIGH  

 

 Mr. Stark states that the most important reason why the company chose to work via 

Dahlin and OEMs is because the company lacked experience about Russia. On one 

hand, indirect exporting allows the company overcoming this market challenges but, 

on the other hand, the company does not gain essential knowledge itself as it only sells 

its cranes either to OEMs or to Dahlin which sell them further to end-customers. 

MEDIUM  

 

 Operating via Dahlin and OEMs provides the company with a network of potential 

buyers. Mr. Stark sometimes has direct contact with customers but mostly the 

company sells its cranes to export intermediaries which take care of further sales 

themselves. MEDIUM  
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 As V-Kran seldom has direct contact with end-customers in Russia, this entry mode 

successfully helps the company to avoid cultural and language barriers. But, on the 

other hand, this issue may rise if the company would like to get into direct contact 

with Russian customers. MEDIUM  

 

 V-Kran has not yet faced the challenge of searching for the right partner in Russia as it 

operates via Dahlin Trading and Swedish OEMs. Before founding Dahlin Trading Mr. 

Dahlin was a sales person at V-Kran so the company knew that this was a trustworthy 

agent to operate through. This entry mode allows the company to control its activities 

and operate via reliable Swedish agents. HIGH  

7.1.4. Analysis of the interview with Pacway Systems and 
GeesinkNorba representative 
 

Both Pacway Systems and GeesinkNorba have chosen indirect exporting via OEMs like 

Volvo and Scania on the Russian market.  

 

7.1.4.1. The main challenges of the Russian market 
According to Mr. Sigfridsson, the main challenges of the Russian market are: 

  

 Difficulty to estimate the market and make forecasts due to problems to get hold of 

statistics, to access information via authorities 

 Language barrier 

 Difficult to source out a trustworthy partner 

 Dealing with bureaucracy and corruption 

 High risk exposure 

 

7.1.4.2. Testing the model: Indirect Exporting 
 Having chosen indirect exporting, Pacway has to deal with import tariffs and the 

customs clearing procedures. Mr. Sigfridsson rates these challenges as a middle 

difficulty as there are always ways to get around high import tariffs. Moreover, OEMs 

like Volvo and Scania assist in importing products into Russia. MEDIUM  

 



Elena Chechina   Galina Manyashina                                   Bachelor Thesis  2010                           84

 Local presence is always important in Russia. As Mr. Sigfridsson noticed, indirect 

exporting was a good choice for channeling products; however it failed to deal with 

aftermarket issues. The company should have opened Norba Russia and Pacway 

Russia from the beginning. It would make attitude of Russian customers better and 

build a feeling of trust and reliability. LOW  

 

 As Mr. Sigfridsson rated dealing with bureaucracy and corruption as a challenge in 

Russia it means that the chosen entry mode does not help the company to avoid these 

challenges. OEMs only provide information about the market and requirements which 

need to be met but they do not assist directly in dealing with bureaucratic issues like 

getting permits and certificates. MEDIUM  

 

 The main reason for choosing indirect exporting via OEMs is avoiding high risk 

exposure and heavy investments in Russia. Channeling products via OEMs allow 

Pacway reduce risk exposure and investments as OEMs assist not only in sales and 

marketing but also in collecting receivables. HIGH  

 

 OEMs are a very good source of information about market conditions and changes 

which help Pacway and GeesinkNorba gain market knowledge. They provide 

information so that the companies have the opportunity to act quickly. However, 

indirect exporting does not always allow direct contact with the market so foreign 

companies need as well gain knowledge themselves.  MEDIUM  

 

 Mr. Sigfridsson noticed that so far all sales in Russia were done through inquiries 

which came from Volvo or Scania. This means that OEMs help the companies 

approach potential customers in Russia and share their network. However, the 

company tries to develop a network of potential buyers itself by participating in 

specialized exhibitions in Russia. MEDIUM  

 

 According to Mr. Sigfridsson, it is difficult for foreign companies to do business in 

Russia without knowledge of the Russian language. On the other hand, OEMs’ 

salesmen speak English well and can approach potential customers themselves.  

MEDIUM  
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 Cultural differences are perceived less important by Mr. Sigfridsson as he does not 

feel them while communicating with OEM representatives in Russia. Moreover, he 

stated, that culture in North-Western part of Russia, especially in St. Petersburg, is 

close to the Scandinavian one. However, in other regions of Russia cultural 

differences may be a challenge. MEDIUM  

 

 Mr. Sigfridsson said that the main challenge of the Russian market was finding a 

trustworthy local partner and having control over activities. So foreign companies 

which aim to enter the Russian market need to make a comprehensive analysis and 

find out which partners are trustworthy. Cooperating with Swedish OEMs is a good 

solution in this case.  MEDIUM  

 

7.1.5. Analysis of the interview with Volvo Lastvagnar AB key 
representative 
 

Volvo has chosen FDI including Greenfield investments as its entry mode in Russia. Volvo 

has a number of wholly–owned truck centers in Russia as well as it has opened a production 

plant in Kaluga.  

 

7.1.5.1. The main challenges of the Russian market 

According to Mr. Johansson, the main challenges for Volvo in Russia are: 

 

 Market size which causes a complexity of logistics and transportation, as well as of 

distribution 

 Often not qualified enough work force, e.g. drivers which causes investments in 

training programs 

 Language barrier 

 

7.1.5.2. Testing the model: FDI with Greenfield investments 
 Since Volvo opened its Kaluga plant, the issue of import tariffs and the customs 

became a benefit for the company. It provides Volvo with a competitive advantage as 
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other companies like Scania which do not manufacture locally have to pay 25% 

customs duty. HIGH  

 

 The previous example shows how important for Volvo local presence and 

manufacturing is. It gives the company not only positive buyers’ attitude but as well 

positive attitude from the government. Volvo Trucks is authorized by the Russian 

government as a supplier for state tenders which, however, the company never won. 

MEDIUM  / HIGH  

 

 However, the issue of bureaucracy and access to important decision-makers reduces 

benefits from the government. Local manufacturers seem to know the system and to 

have an access to key decision-makers which decide over tenders. Another issue of 

bureaucracy is obtaining needed certificated and permits. On one hand, having the 

right people, Volvo received all the needed permits to build the Kaluga plant which 

was built within the record time of one year. But, on the other hand, the company 

experience difficulties with special PTS certificates and acts of assembly by their 

bodybuilders. MEDIUM  

 

 Volvo has made heavy investments in the Russian market. For example, the company 

invested 100 million Euro in building the Kaluga plant. LOW  

 

 Having Russian-speaking personnel, the company has knowledge and understanding 

about the market, as well as about changing market conditions. HIGH  

 

 The company also has a wide network of potential buyers and suppliers due to its local 

presence and Russian-speaking personnel. HIGH  

 

 Mr. Johansson states that there is, of course, a language barrier when he, for example, 

negotiates with company’s suppliers. On the other hand, within the company he does 

not experience this barrier. MEDIUM  
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 Mr. Johansson doesn’t experience any essential cultural differences with Volvo 

employees or with other Russians. He notices that, although one should have a cultural 

understanding, Swedish and Russian cultures are quite similar. HIGH  

 

 Having chosen FDI with Greenfield investments, Volvo has avoided the challenge of 

sourcing out an appropriate partner. Moreover the company controls its business in 

Russia by owning the plant and having three wholly-owned truck centers. HIGH  

 

7.1.6. Analysis of the interview with Rottne AB key 
representative 
 

Rottne AB has chosen indirect exporting via a dealer as its entry mode into the Russian 

market. Forest Service is third company’s dealer in Russia. The company never used any 

other entry mode rather than indirect exporting via dealers when entering a new market.  

 

7.1.6.1. The main challenges of the Russian market 
According to Mr. Björck, the main challenges of the Russian market are: 

 

 Communication difficulties including language barriers 

 Unique country’s conditions like cold weather 

 

7.1.6.2. Testing the model: Indirect exporting 
 

 As Rottne has chosen indirect exporting, it has to pay high import tariffs of 25% 

while exporting its machines to Russia. Moreover, although Forest Service takes 

care of importing Rottne products to Russia and deals with the customs clearance, 

they cannot help avoid delays at the customs, problems with bringing in spare 

parts and other problems which are caused by the complicated Russian customs. 

LOW  

 

 Indirect exporting does not allow company manufacturing locally. On the other 

hand, Rottne is presented locally via its dealer in Russia. MEDIUM  
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 The dealer takes care of everything on the Russian market, including dealing with 

bureaucracy and approaching key decision-makers. However, Rottne has to assist 

them when needed with documentation. MEDIUM  

 

 By operating via indirect exporting, Rottne does not invest much in the market 

apart from their time in order to assist the dealer. But in terms of money the 

investments are very low. HIGH  

 

 Rottne gains information about the Russian market from the dealer as the dealer 

informs the company, for example, about special adaptations of the machines for 

the Russian market. However, the company does not have any direct experience 

with the market and receives the most essential information from Forest Service. 

MEDIUM  

 

 Forest Service takes care of approaching potential customers and dealing with end-

users of Rottne machines. Moreover, Forest Service participates in specialized 

exhibitions and invites Rottne representatives to be together in their booth. 

However, Rottne itself does not have direct contact with end-customers and is 

dependent of Forest Service. MEDIUM  

 

 Rottne hardly experiences any communication problems in terms of the language 

barrier as Forest Service takes care of all activities in Russia. Only when company 

representatives have to go to Russia in order to educate drivers or service 

personnel then they experience the language barrier. MEDIUM  

 

 Rottne does not experience any cultural differences as it does not have direct 

contact with the market. Moreover, the owners of Forest Service are two Swedish 

people who founded the company and moved to Russia. HIGH  

 

 Rottne did not experience the problem of finding a reliable local partner as the 

company always had a dealer which was either Swedish or Swedish-Russian. 

However, the company had in total three different dealers in different period of 
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their activities in Russia. Moreover, thanks to indirect exporting the company can 

control its activities apart from those which are taken care of by Forest Service.  

MEDIUM   

 

7.1.7. Analysis of the interview with the Cargotec / Hiab 
representative 
 

Cargotec has chosen FDI as its entry mode into the Russian market. The company first 

opened a representation office and later it founded a wholly-owned company OOO Cargotec 

Rus.  

 

7.1.7.1. The main challenges of the Russian market 
According to Mr. Heino, the main challenge of the Russian market is:  

 

 High level of bureaucracy 

 

7.1.7.2. Testing the model: FDI without Greenfield investments 
 Since the company opened OOO Cargotec Rus it does not consider itself to be a 

foreign company. Its Russian employees deal with all import activities including 

dealing with the customs. And although dealing with the Russian customs seems to be 

a bit more complicated than with other customs, the company does not experience 

major problems with customs. However, the company still has to pay import tariffs as 

it does not manufacture locally. MEDIUM  

 

 Although the company does not manufacture locally, it is presented locally, it enjoys 

equal benefits as other Russian OOO companies. MEDIUM  

 

 The company experiences a higher level of bureaucracy in Russia than in Western 

European countries. However, the Russian stuff helps dealing with it. MEDIUM   

 

 Due to the fact that the company has only opened OOO Cargotec Rus which operates 

as a sales office but it does not manufacture locally, the investments are not high so is 

the risk. MEDIUM  
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 Being presented locally allows the company gaining essential information and 

expertise about the market.  HIGH  

 

 As Cargotec is represented in Russia both via its sales offices and a network of 

dealers, the company has a wide network of potential buyers which can be approached 

either directly or through these dealers. HIGH  

 

 Since the company has Russian staff locally, it does not experience any 

communication or cultural problems in Russia. HIGH  

 

 Cargotec has a wholly-owned company Cargotec Rus in Russian which allows the 

company to control its activities and avoiding the challenge of searching for 

trustworthy partners. HIGH  

 

7.2. Analysis of further empirical information 
 

A number of Swedish enterprises within the automotive industry have chosen indirect 

exporting as their entry mode. Huddig AB, Indexator AB, Cranab АВ, Bracke Forest AB, and 

Olofsfors AB have decided to be represented by Forest Service which takes care of all their 

activities in Russia.  

 

Larger enterprises with more financial resources and export expertise have chosen FDI as 

their entry mode. Among these enterprises are Trelleborg AB, Scania, Saab, and Volvo Car. 

These companies have a broad network of dealers and distributors all over Russia. Such 

companies like Trelleborg Automotive or Scania buses even decided to make Greenfield 

investments into Russia. Scania has its production plant for the production of buses in St. 

Petersburg, whereas Trelleborg Automotive plans to establish a first fully-owned production 

unit in Russia in Nizhny Novgorod.  
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8. FINDINGS  
In this section the findings based on the analysis of the empirical data will be presented and 

herewith the research questions from the Part 2 will be answered.  

 

8.1. Main challenges of the Russian market 

 

8.1.1. Political and legal challenges 
Bureaucracy and corruption were rated by almost all interviewees as a challenge in Russia. It 

includes obtaining certificates and permits, dealing with authorities, access to important 

decision-makers, getting visa etc. 

 

Import tariffs and dealing with the customs was another issue raised by a number of 

interviewees. Finding the right person or a partner who can assist in dealing with the customs 

and overcoming high import tariffs is, therefore, essential.  

 

Intransparent and arbitrary laws and regulation which may change “overnight” were pointed 

out as significant challenges by three interviewees. Moreover, dealing with taxation and tax 

authorities was noticed to be a challenge in Russia.  

 

Almost all interviewees agreed that to be presented locally in Russia is essential. It influences 

both the attitude of buyers and the Russian government.  

 

The most important challenges named by the interviewees 

 

 Dealing with bureaucracy and corruption  

 High tariffs and duties (e.g. 25% import tariff for vehicles) 

 Importance of access to decision-makers within authorities and potential customers 

 Intransparent, arbitrary, and unpredictable laws and regulations which may change 

“overnight” 

 Legal issues with the emphasis on complicated taxation and dealing with tax officials: 

different accounting system where each transaction is followed by strict 

documentation that has to be archived 

 Limited access to information and statistics, especially from authorities  
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 Problems and long waiting time for obtaining needed certificates and permits 

 Protectionism: importance of local manufacturing due to government support and 

positive buyers´ perception 

 The customs: corrupted customs officials and time-consuming customs clearance 

causing delays in deliveries and missing parts 

 

8.1.2. Economic challenges 
Several interviewees stated that it was difficult to make forecasts, market estimations, and 

competitive analyses in Russia due to limited information available.  

 

Unreliable buyers which delay payments and may cancel orders were mentioned as a market 

challenge by a few interviewees.  

 

The market size cause poor and complex infrastructure, long and costly transportation 

distances, and a need for a wide distribution network covering the country was challenge 

mentioned by many interviewees.  

 

The importance of market expertise and a network of personal contacts were rated as a 

significant challenge of the Russian market by most of the interviewees.  

 

The most important challenges named by the interviewees 

 

 Difficult to estimate financial risks and make forecasts 

 Difficulty to make a competitive analysis and find out information about local 

companies 

 High risk exposure and investment risks 

 Importance of access to buyer and supplier networks 

 Importance of market knowledge and expertise 

 Lack of economic stability, predictability and transparency 

 Market size which causes a complexity and high costs of logistics and transportation, 

as well as of distribution 

 Non-reliable buyers and suppliers 

 Payment risks, e.g. due to unreliable customers 

 Poor infrastructure and long transportation distances 
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 Too sophisticated and high-tech products for the Russian market 

 

8.1.3. Social and cultural challenges 
Language barrier is the major challenge stated by almost all interviewees as the majority of 

Russians still does not speak English. It makes it difficult to have direct contact with 

customers, increases costs for interpretation and complexity of meetings etc.  

 

Cultural differences were mentioned by some interviewees as an important market challenge 

while other interviewees did not experience much difference between the Swedish and 

Russian cultures. Those who perceive cultural differences as a barrier point out the Russian 

mentality, work style, and preconceptions about Western European products as the major 

challenges.    

 

Finding a trustworthy and appropriate business partner for product channeling was rated as 

one of the major market challenges by those companies which chose indirect exporting as an 

entry mode.  

 

The most important challenges named by the interviewees 

 

 Cultural differences including different attitude to work, leadership style, the hierarchy 

etc. which may cause tensions between local and foreign companies 

 Finding a trustworthy and appropriate Russian business partner 

 Importance of personal contacts and a wide network for succeeding in Russia 

 Language barrier including poor English knowledge among businessmen 

 Preconceptions of Russians about Western companies and their products 

 Russian mentality as the main cultural difference 

 Slow decision-making due to vertical and centralized management style 

 Underqualified work force, e.g. drivers which causes investments in training programs 

 Western management style of “hands off” only confuses Russian stuff and they feel 

confused and do not show any initiative 
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8.2. Entry modes of Swedish automotive companies in Russia 
 

Based on the analysis of the obtained empirical information both from the interviews and 

from the companies’ websites, the authors have divided the analyzed Swedish enterprises in 

two main groups with two special cases according to their choices of entry modes. 

 

The first group contains large enterprises which have sufficient investment recourses for FDI 

as an entry mode. These companies operate in many international markets all over the world. 

The following companies belong to this group: 

 

 Cargotec / HIAB 

 SKF 

 Trelleborg 

 Volvo Car 

 Volvo Trucks 

 

These enterprises have chosen to enter the Russian market via FDI. All of these companies 

have their representation offices either in Moscow or St. Petersburg. Moreover, most of these 

companies have a broad network of dealers and distributors all over Russia. SKF, Volvo 

Trucks, and Trelleborg have made or plant to make Greenfield investments into the Russian 

market by opening their production plants locally.  

 

The second group contains mostly medium-sized enterprises which has less export expertise 

and are presented in fewer amounts of foreign markets. These companies either do not have 

sufficient resources for FDI or have chosen not to make heavy investments into the Russian 

market. The following companies belong to this group: 

 

 Bracke Forest 

 Cranab 

 FTG Cranes / V-Kran 

 GeesinkNorba 

 Huddig 

 Indexator 

 JOAB  
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 Olofsfors 

 Pacway Systems 

 Rottne Industri 

 

These enterprises have chosen to enter the Russian market via indirect exporting. Their export 

intermediaries are OEMs and independent agents and retailers. These companies do not have 

representation offices in Russia and almost all export activities are done by their export 

intermediaries.  

 

Scania and SAAB represent special cases. Scania entered the Russian market via FDI having 

opened its representation office in Moscow in 1993 which the company had until 1998. Since 

1998 the company is represented by its exclusive importer Scania Rus. Scania made a 

Greenfield investment by building a production plant for buses in St. Petersburg. So Scania’s 

entry mode is a combination of FDI and, probably, a joint venture with a Russian company 

which is the company’s exclusive distributor. SAAB is presented in Russia through its owner 

General Motors and its subsidiary General Motors CIS. Moreover the company has a broad 

network of dealers all over Russia.  

 

8.3. Modification of the theoretical model 

 
Due to the fact that almost all Swedish enterprises within the automotive industry which 

operate in Russia have chosen either indirect exporting via OEMs or agents, or FDI as their 

entry modes, only two parts of the theoretical model was tested. Because of this tendency, it 

was not possible to test the entry modes of direct exporting and joint ventures.  

 

Having taken into account the empirical findings, the authors have modified the theoretical 

model which was introduced in the section 5 on the pages 51-52. The modified model is 

presented below.  
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Main challenges of the Russian 

market 

Indirect 

exporting 

FDI without 

Greenfield 

investments 

FDI with 

Greenfield 

investments 

Political and legal factors 

High import tariffs and duties; 

Problems at the customs and time-

consuming customs clearance 

causing delays in deliveries 

 

Low / 

Medium 

 

 

Medium 

 

 

High 

Importance of local presence /  

manufacturing, especially for 

buyers’ attitude 

 

Low / 

Medium 

 

Medium 

 

Medium / High 

Bureaucracy, access to key 

decision-makers, and corruption 

Medium / 

High 

 

Medium 

 

Medium 

Economic factors 

High risks associated with initial 

risk and heavy capital investments 

 

High 

 

Medium 

 

Low 

Need of possessing and gaining 

market expertise, inc. knowledge 

about constantly changing market 

conditions 

 

 

Medium 

 

 

High 

 

 

High 

Importance of access to a network 

of potential buyers 

 

Medium 

 

High 

 

High 

Social and cultural factors 

Communication barriers and costs, 

including language barriers 

 

Medium 

 

Medium / High 

 

Medium / High 

Cultural differences in doing 

business with Russian customers, 

partners, and officials 

 

Medium / 

High 

 

High 

 

High 

Difficulty to find a reliable partner 

and control company’s activities 

 

Medium 

 

High 

 

High 

 

Figure 4: Modified theoretical model 
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9. CONCLUSIONS  
The present study has showed that the majority of Swedish companies within the automotive 

industry enter the Russian market either via indirect exporting using services of either OEMs 

or independent agents and dealers or via FDI with or without Greenfield investments. The 

choice of these entry modes may be influenced by different factors including the main 

challenges of the Russian market. If foreign companies have knowledge and expertise to deal 

with these challenges themselves, then in most cases companies choose to enter the Russian 

market via FDI. The companies open a representation office locally in Russia and recruit local 

people with market expertise and, most important, with knowledge of the Russian language 

and understanding of the Russian mentality and culture. Moreover, besides overcoming 

communication and cultural barriers, by choosing to enter the Russian market via FDI foreign 

companies avoid dealing with the complicated Russian customs and paying high import 

tariffs. Moreover, foreign companies win trust and positive attitude from their potential 

customers and the Russian government.  

 

If foreign companies do not have resources to make such heavy investments into the Russian 

market, they may choose to enter the Russian market with help of experienced export 

intermediaries which may be Original Equipment Manufacturers or independent dealers and 

agents. By choosing this entry mode foreign companies limit their activities to manufacturing 

of their products and assisting their agents which are responsible for the Russian market. In 

this case export intermediaries take care of all activities in Russia including importing 

activities including the customs clearance. Moreover, agents deal with local customers who 

help foreign companies avoid communication and cultural challenges. Export agents also 

inform foreign companies about changing market conditions, help them deal with 

bureaucratic issues. All this lowers risk exposure which is especially important for SMEs.  

 

However, the authors are aware that these findings cannot be generalized because it all 

depends on a type of relations between foreign companies and their export intermediaries and 

on a degree to which these export intermediaries take over activities on the Russian market. 

Nevertheless, the developed theoretical model will serve foreign companies as a guideline and 

a source of essential information about how various entry modes help companies deal with 

challenges of the Russian market. By taking into account the list of the main and other 
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challenges of the Russian market as well as the theoretical model, foreign companies may 

make a better choice of the most suitable for them entry mode to the Russian market.  

 

As mentioned by Longenecker (2001) in the background, the awareness of market challenges 

together with the right entry strategy may help such companies do better than those which are 

not aware of the challenges and, therefore, chose not the most suitable for them entry strategy. 

Therefore, the authors are sure that the present study and its findings may be of great value for 

international companies not only in Sweden but in other countries as well. Moreover, these 

main challenges of the Russian market are experiences not only by automotive companies but 

almost all types of companies may face some of these challenges to some extent depending on 

their type business type. 

 

10. LIMITATIONS AND FURTHER RESEARCH  
 

10.1. Testing of the theoretical model 
Due to the fact that most Swedish companies within the automotive industry have entered the 

Russian market via either indirect exporting or FDI it made it not feasible to test the 

remaining two parts of the model concerning direct exporting and FDI. Moreover, all 

companies which key representatives were interviewed chose indirect exporting either via 

OEMs or independent agents, or FDI with or without Greenfield investments. That makes the 

application of the theoretical model limited to these two entry modes, as the proposed 

statements about direct exporting and joint ventures could not be tested.    

 

10.2. Application of the developed model 

As Lasserre (2007) notices, there is no ideal solution and the choice depends on preferences 

of each company, according to country risks and opportunities, capabilities, timing and 

government constrains. Moreover, researchers like Chang and Rosenzweig, 2001; Deios and 

Henisz, 2003; Hill, et al., 1990 as in Zhang, et al. (2007) assume that the choice of a particular 

entry mode by a firm is independent of previous entre mode choices by the same firm. 

Moreover, the choice of entry-modes can be influenced by other factors. In their study, 

Zhang, et al., (2007) show an example how the choice of an entry mode may be influenced by 

other factors rather than only challenges of the market. According to them, the positive 

decision towards the Greenfield investments and acquisitions over joint ventures is influenced 
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by the higher degree of firm’s international experience. Moreover, the choice toward the 

positive decision of FDI can depend also on the background of the managers. If the owners of 

the firm have a finance background, they tend to have an increased tendency of making a 

positive FDI decision. Also the higher companies’ sales are the greater is the likelihood that 

companies will have a positive FDI decision.  (Wei and Christodoulou, 1997)  

 

This means that the developed and tested theoretical model is not an ideal solution for 

companies which aim to enter the Russian market. Rather it may serve as a basis or a 

guideline for making a decision about the most suitable entry mode for a particular company. 

In combination with the list of main challenges of the Russian market this table will be of 

great help and source of information for international companies by making an entry mode 

choice. 

  

10.3. The number of the conducted interviews and the applied method 
This limitation concerns the scope of the conducted interviews. Due to the limited time, it was 

not feasible to conduct more than seven interviews as the empirical information had to be 

recorded and presented accurately in order to analyze it without misinterpreting or missing 

important information and interesting statements. Moreover, as export key representatives 

within the investigated companies were either very occupied with meetings or were on 

business trips, it was difficult for the authors to settle an appointment for an interview. In 

some cases, like Volvo or Pacway Systems, it took the authors over a month to get an 

interview with the right person. 

 

Moreover, due to the complexity and sensitivity of the interview questions it was very 

important (whenever possible) to conduct personal interviews instead of interviewing 

company representatives over the phone. However, trips for interviews to e.g. Blomstermåla, 

Gothenburg or Rottne, were quite costly and time-consuming which made it not feasible to 

conduct more interviews. 

 

As mentioned above, some interviews were conducted over the phone due to long distances, 

for example, when interviewees were in Skåne or in Russia, but still most of the interviews 

were conducted during personal meetings with key representatives of the companies.  
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10.4. Further research 
 

As it was mentioned before, most automotive companies have chosen to enter the Russian 

market either via indirect exporting or FDI which made it not possible to test the statements in 

the developed theoretical model regarding the entry modes of direct exporting and joint 

ventures. Therefore, further research about these entry modes should be conducted in order to 

confirm or modify the theoretical model. Moreover, future investigation about reasons of non-

choosing joint ventures and direct exporting as entry modes to the Russian market can be 

relevant. This could probably be explained either by the conditions of the Russian market or 

by companies’ preferences or other factors. 

 

Another finding as an outcome of the research concerns the collaboration between Swedish 

companies within and outside of the industry with each other. It means that the collaboration 

plays an important role when it comes to the choice of an entry mode and helps to overcome 

challenges of foreign markets. Future research considering the importance of such 

collaboration between the companies within the same industry could be done.  

 

Another issue which needs further research concerns the Russian market itself. Such research, 

on one hand could investigate differences between the Russian and the Swedish cultures and 

their influence on business activities between the countries. On the other hand, research may 

be conducted about cultural differences between different parts of Russia like the North-

Western part and the South Russia, as it was notices in one of the interviews. Because of the 

size of the market, economic and cultural factors might differ greatly in different parts of 

Russia which may influence the choice of a suitable entry mode. 

 

Finally, the present study has its focus on the automotive industry. However, it may be of 

great interest and relevance to conduct similar studies can be conducted about other types of 

industries in order to see if the results of the present study are generally transferable or limited 

to certain industries and types of companies.  
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12. APPENDICES 
 

12.1. Questionnaire 1 
 
1. General information about the company 
 
Company’s name 
Department/ division 

SKF AB 
Lubrication Competence Center / Eurotrade AB 

Location Gothenburg / Moscow 
Area of business Lubrication Systems 
Interviewee’s name Stig Avellan / Alexei Okhrimenko 
Interviewee’s position Sales manager / Controller 
Year of  activity expansion to Russia 1991 reentrance (1916 presence in Russia) 
Interview date 12 February 2010 
Interview location SKF HQ, Gothenburg 
 
2. Challenges of the Russian market 
 
2.1. What difficulties did the company face on the Russian market? 
Russian mentality, as SKF sells premium products at one of the highest prices for lubrication system 
worldwide and people cannot understand all the benefits before they try. Complex and bad 
infrastructure which includes long distances and transportation. 

 
2.2. What, in your opinion are the main challenges of the Russian market? 
Mentality, infrastructure, arbitrary laws, corruption. 

 
2.3. Rate from 1 to 5 (1-not at all, 5- exactly) 

 

Challenges of the Russian market for your company 1 2 3 4 5 

Bureaucracy, difficulties in dealing with authorities   X   
Language barrier  X    
Intransparent and arbitrary laws     X 
High tariffs and other entry barriers  X    
Corruption     X 
Cultural difficulties in doing business with Russians X     
Unstable political and economic situation  X    
Legal and other changes which occur “overnight”    X  
Non-reliable suppliers and buyers   X   
Other      
 
Notes: The issue of bureaucracy is directly interrelated with corruption. The main difficulties with 
Russian legislations were in terms of taxation. Language barriers and cultural difficulties in doing 
business with Russians were not problems for SKF due to its entry mode when SKF directly opened a 
wholly owned local representation with Russian stuff which helped SKF to avoid and deal with most of 
the difficulties of the Russian market. 
  
3. Company’s entry strategy 
 
3.1. How did you start your export activities to Russia?  
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SKF opened directly a wholly owned local representation in Moscow with local stuff which knew the 
conditions of the Russian market and how to deal with them. 

 
3.2. Did you make any joint venture, alliance or partnership with a local Russian company? 
No as SKF had its own sufficient resources. 

 
3.3. Did you open a local representation in Russia and when? 
In early 1990th, an entry mode through opening a local representation. 

 
3.4. Did you export directly or through intermediaries? 
Direct export from Sweden to Russia executed by its representation in Moscow. 

 
3.5. Did you use any other entry strategy model for Russia than for other countries taking into account 

the market difficulties or it is a standard strategy? 
No. SKF normally opens a local representation in most of its export countries globally. 

 
3.6. Did you sign any license or franchise agreement with a Russian company? 
No. 
 
3.7. Do you manufacture in Russia or import your products? 
Until now SKF Moscow imported all the products and services directly from Sweden. However, the 
construction of SKF manufacturing plant in Tver town is nearly finished and in the future SKF will 
manufacture its products locally in Russia. It is an advantage due to its main project with Russia in the 
area of railway sector. 
 

12.2. Questionnaire 2  
 
1. General information about the company 
 
Company’s name JOAB Recycling AB 
Location Blomstermåla 
Area of business Refuse collecting vehicles  
Interviewee’s name Michael Lindhagen 
Interviewee’s position Export manager 
Year of  activity expansion to Russia 2009 
Interview date 4 May 2010 
Interview location Blomstermåla 
 
2. Challenges of the Russian market 

 
2.1. What difficulties did the company face on the Russian market? What are the main challenges of 
the Russian Market? 

Three main challenges: culture and mentality; poor language; technology as it may be too high-tech 
for the Russian market. Cultural differences, inc. attitude to work. Russian people are used to working 
in a total different way. It is hard to communicate with Russian customers and people generally as 
very few speak English. It is a problem because I would like to have direct contact with customers. It 
is harder when you always have an interpreter between you. It is a communication problem which 
sometimes creates misunderstandings. Sometimes interpreters do not have required technical skills 
which can create mistakes and misunderstandings in interpretation. It is difficult to explain what 
exactly you want to explain. 
 
2.2. Rate from 1 to 5 (1-not at all, 5- exactly) 
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Challenges of the Russian market for your company 1 2 3 4 5 
High import tariffs X     
Importance of local presence and production    X  
Bureaucracy (e.g. problems in obtaining needed certificates) 
and importance of access to key decision-makers 

  X   

High investment risks  X    
Intransparent and arbitrary laws; legal changes which occur 
overnight 

X     

Importance of access to potential buyers and suppliers 
network 

 X    

Communication barriers and costs, inc. language barriers    X  
Cultural differences in doing business with Russian 
customers, partners, and officials 

    X 

Difficulty to find a reliable partner and control company’s 
activities 

   X  

Corruption and bribing X     
 
Notes: Some difficulties are not experienced at all because V-Kran takes over all responsibilities in 
Russia and JOAB only focuses on manufacturing. Bureaucracy: only concerning travelling to Russia- 
visa issues. High import tariffs: not faced at all. Today in Russia if somebody wants to buy a complete 
truck with mounting from Sweden, Finland or any other country then they put an import tariff of 25%. 
But if they buy a chassis from one supplier and a superstructure from somewhere else and bring them 
separately to Russia then they add some value to the product in Russia which means that they do not 
need to pay this 25% tariff.  Local presence and production is always very important. Does not matter 
if you are in Russia or in Norway or somewhere else. Therefore, it is important to have an agent in 
each country which knows the language and can speak to the people and knows the culture etc.    
 
3. Company’s entry strategy 
 
3.1. How did you start your export activities in Russia? (Did you start to export directly or through 
e.g. V-Kran or chassis manufacturers?) 

When Joab started its activities in Russia, it started them immediately with an agent. It was V-Kran 
from the beginning, only one agent so far. So far Joab did not export through chassis manufacturers. 

 
3.2. Did you make any joint venture, alliance or partnership with a local Russian company? 
V-Kran takes care of import, bureaucracy issues and generally everything what concerns Russia- V-
Kran takes care of. So Joab does not experience much of difficulties of the Russian market as V-Kran 
takes care of all activities in Russia.V-Kran is a Russian company. 
 
3.3. Did you open a local representation in Russia? 
We will not open a local representation but will continue working through V-Kran. We think that we 
will import products instead of opening local manufacturing. 
 
3.4. Did you use any other entry strategy model for Russia than for other countries taking into account 

the market difficulties or it is a standard strategy? 
Operating through agents/ distributors is more or less the standard strategy for JOAB. 
 
4. Testing the model 
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4.1. Does the company experience problems and delays with customs clearance? To which extent does 
V-Kran help the company to deal with import issues, including dealing with customs? 
Because of cooperation with V-Kran we skip problems with customs. However, they (V-kran) have 
some problems with customs, with getting the materials through customs, also missing materials. So 
we take pictures before sending all materials and send to V-Kran so that to know exactly what is 
missing by passing through customs.  
 
4.2. Did the company get an access to potential customers through V-Kran? Did the company have a 
network of buyers when entered the market itself? 
JOAB has been in contact with some customs in Russia before having started the cooperation with V-
Kran. But as soon as we started with V-Kran we decided to stay with them.  

 
4.3. Did the company have much knowledge about the Russian market when it first entered it? How 
beneficial, do you think, is the cooperation with V-Kran in this way: do they help the company to learn 
more about the market and inform the company about changes and market situation? 
JOAB had a little bit knowledge about the Russian market before V-Kran but not so much. I (Mr. 
Lindhagen) had contacts with Baltic companies which had contact companies in Russia. We knew 
some parts of the Russian market, e.g. how equipment should look like but we did not have any 
official contacts with potential customers in Russia. But most of information we receive via V-Kran 
about market situation. 
 
4.4. Does the company invest much into the Russian market? Do you perceive company’s operations 
as highly risky? 
For us it has not been any risky market yet. The only investment we have put into the Russian market 
is mine and my colleagues’ ´time and so on. 
 

12.3. Questionnaire 3 
 
1. General information about the company 
 
Company’s name FTG Cranes AB / V-Kran 
Location Vänersborg 
Area of business Manufacturer of cranes loading and handling of 

timber and recycling material 
Interviewee’s name Stellan Stark 
Interviewee’s position Sales manager V-Kran 
Year of  activity expansion to Russia Around 10 years ago 
Interview date 11 May 2010 
 
2. Challenges of the Russian market 

 
What difficulties did the company face on the Russian market? What are the main challenges of the 
Russian market? 

Of course the language is one problem. Culture is another problem. But the most important challenge 
is lack of experience about the Russian market. 
               
 3. Company’s entry strategy and testing the model 
 
3.1. How did you start your export activities in Russia? (Did you start to export directly or through 
e.g. an agent or chassis manufacturers?) 

The company always operated through an agent - Dahlin Trading AB. Russia is a big market but not 
an easy market. It was the easiest way to go with Russia as Dahlin has market knowledge, contacts in 
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Russia. It is so that customers in Russia order cranes through Dahlin Trading and Dahlin Trading 
orders them from us. Then we send the cranes to Dahlin and Dahlin send them to Russia. SO we do 
not have direct contact with Russia. Another way is through OEM like Pacway Systems and other 
Swedish companies. We sell directly to OEMs and they sell to the end-customers.  

 
3.2. Why have you chosen to work with Dahlin Trading? 
Dahlin has good knowledge about Russia. That’s the main reason for operating through this agent.  
 
3.3. Did you use any other entry strategy model for Russia than for other countries taking into account 

the market difficulties or it is a standard strategy? 
In other countries the company normally uses other strategies but Russia is a special case. But it does 
not mean that we will use this strategy forever, but for the moment it is this way. The reason is that we 
did not plan to go to Russia. If the Russian market increases as it looks now than we will do direct 
business with Russia.  

 
3.4. How do you find customers in Russia? Through Swedish companies or is it the responsibility of 

Dahlin? 
I have also direct contact with a company in St. Petersburg. And we sell cranes through another 
Swedish company – garbage truck manufacturer. Pacway contacts us and then sells directly to Russia.   
 
3.5. Do you hear from Dahlin Trading AB about problems which happen in Russia? 

e.g. problems with the customs? Problems with customers? 
I believe that everything goes well. Nothing for the moment.  
 
3.6. Does the agent take care of all activities and FTG Cranes only manufactures cranes and does not 

take care of further activities? 
That’s right for Russia.  
 
3.7. What, in your opinion, are the main difficulties of the Russian market? 
Of course the language is one problem. But the customers we have contact with in St. Petersburg they 
speak English. Culture is another problem. But the most important challenge is lack of experience 
about the Russian market.  
 

12.4. Questionnaire 4 
 
1. General information about the company 
 
Company’s name Pacway Systems AB 
Location Kalmar 
Area of business Refuse collecting vehicles  
Interviewee’s name Carl Sigfridsson 
Interviewee’s position Managing director 
Year of  activity expansion to Russia 2010 
Interview date 12 May 2010 
Interview location Kalmar 
 
2. Challenges of the Russian market 
 
2.1. What difficulties did the company face on the Russian market? What are the main challenges of 
the Russian market? 
The biggest challenge is to understand the industry, to analyze the market, what are the opportunities 
and threats of the market. Difficult to get hold of statistics for foreigners if you do not have access to 
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authorities. Difficult to estimate the market size. The language barrier. It is very difficult as a foreigner 
if you do not speak Russian.   
 
2.2. Rate from 1 to 5 (1-not at all, 5- exactly) 
 
Challanges of the Russian market for your company 1 2 3 4 5 
High import tariffs   X   
Importance of local presence and production Quite important 
Bureaucracy (e.g. problems in obtaining needed certificates) 
and importance of access to key decision-makers 

   X  

High investment risks    X 
Communication barriers and costs, inc. language barriers    X 
Cultural differences in doing business with Russian 
customers, partners, and officials 

    X 

Difficulty to find a reliable partner and control company’s 
activities 

    X 

Corruption and bribing Quite important 
 
Notes: There are ways to get around import tariffs. It is possible to get around these barriers if you 
find the right partner who knows how to deal with the customs. You need to understand how to deal 
with bureaucracy locally. Get to know the right people either yourself or through Russian-speaking 
personnel. Risk exposure is quite high: 4-5, you cannot expect payment to be executed on time etc. It is 
one of the challenges. On cost side: depends on bureaucracy, you need to have the right certificates, 
permits, to lubricate the right people to get permits otherwise you will not be allowed to sell your 
products. High risk exposure both on revenue and cost side. Russia is a very unpredictable market. 
Cultural differences depend on which part of Russia. In St. Petersburg the business culture is more 
close to the Scandinavian way. North-Western part of Russia is more close to Scandinavia. Easier to 
do business. Bargaining and negotiations are quite normal. Southern part of Russia is trickier. 
Reliable partner and control of activities: this is the most important challenge. It is very important for 
any company which wants to enter the Russian market to make a comprehensive analysis and find out 
which partner is trustworthy.  
 
3. Company’s entry strategy 
 
3.1. Why did you choose indirect exporting via OEMs for the Russian market? 
As a producer of superstructure, this product is sold in combination with chassis. For such a product it 
was appealing to do partnership with established chassis manufacturers with a strong market position 
in Russia. So in this case of Russia it was Scania and Volvo. It is very important that they have market 
expertise and knowledge, resources and Russian-speaking personnel. And of course for a 
superstructure manufacture partnership with OEM means lower risk exposure and lower investments. 
Moreover, OEM assists not only in sales and marketing, but also in collecting receivables.  So risk 
exposure on receivables is lower. So channelling superstructure through OEM we avoid risk exposure 
in the receivable as we invoice Scania or Volvo. So we do not make investments in this side. It is a 
quite cost efficient and low investment entry strategy. 
 
4. Testing the model 
 
4.1. Does the company experience problems and delays with customs clearance? To which extent do 
OEMs help the company to deal with import issues, including dealing with customs? 
Yes. Chassis manufacturers help with importing.  

 
4.2. Did the company get an access to potential customers through chassis manufacturers?  
Oh yeah. All successful inquiries came through Volvo and Scania and resulted in actual sales. 
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4.3. Do OEMs help to gain knowledge about the Russian market? 
OEM is very important source of information about market conditions, changes, gaining knowledge.  
Volvo, for example, informed us about changes in the emission legislation, certificates etc. They do 
not help directly with dealing with bureaucracy. They provide information so that we have the 
opportunity to act quickly.  
 
4.4. How important is it to be presented locally? 
For equipment sales this strategy is ok without being presented locally. The weak part of this business 
model is aftermarket as it is not priority for chassis manufacturers. It is very important to have wholly 
or partly owned resources for service locally in Russia. What we should have done is to open up 
Geesink Norba Russia or Pacway Russia. It should have been a part of the strategy from the 
beginning. This would also make attitude of Russian customers better, build a feeling of trust and 
reliability. So in the part of the aftermarket we failed with this strategy.  
 
4.5. Do you experience cultural and language barriers while dealing with OEMs? 
No cultural or language barriers with OEM in Russia. Salesmen there were all English speaking.  
 

12.5. Questionnaire 5 
 
1. General information about the company 
 
Company’s name Volvo Lastvagnar AB  
Location Volvo Vostok Moscow 
Area of business Manufacturer of heavy trucks 
Interviewee’s name Niklas Johansson 
Interviewee’s position Product & Purchasing Manager, Region Russia 
Year of  activity expansion to Russia 1973 
Interview date 14 May 2010 
 
2. Challenges of the Russian market 

 
What are, in your opinion, the main challenges of the Russian market? 

The size of the country is a major challenge. Today Volvo has a network of about 40 service stations, 
about 38 sales offices all over Russia. From these 40 service stations only 3 are fully owned Volvo 
service stations: Volvo Truck Centers in Moscow, Kaluga, and St. Petersburg. So, of course, the size 
of Russia is one big challenge. It has impact on logistics, truck distribution to different areas of Russia, 
aftermarket- these kinds of issues.  

 
Another problem for Volvo is training of its drivers. The drivers here are very often coming from 
Kamaz – not high tech truck, and it is quite a difference to drive Kamaz or Volvo.  
       
 3. Company’s entry strategy and testing the model 
 
3.1. How and when did you start your export activities in Russia?  

Volvo Trucks entered Russia 37 years ago. It started with direct sales from Sweden. Around 1994 the 
company opened its representation office in Russia and around 2000 Volvo Vostok was opened in 
Moscow. Volvo’s strategy is to control 100% sales of new trucks which is done through Volvo Vostok 
in Moscow. 

 
3.2. What was the main reason to open the Kaluga plant in Russia? 
Market growth and to be presented locally. Just to be inside the Russia and CIS union. We see great 
potential in Russia.  
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3.3. Do you experience any problems with import tariffs and the customs? 
The high customs tariffs which started from the 1th of January 2009 are actually a benefit for us. Now 
it is 25% import tariffs on all trucks. Our competitors who want to import trucks they have to pay 
these 25% customs duties. So at the moment we have a good competitive advantage by having our 
Kaluga factory. 
 
3.3. Does the Kaluga factory help to get a positive attitude and benefits from the Russian government?  
We are actually proved by the Russian government as a supplier for different kinds of state tenders 
like Minpromtorg and Minregion. We are authorized to be suppliers but, on the other hand, we did not 
come through in any of these tenders because I have a feeling that still Kamaz and other local 
suppliers are still prioritized through connections and access to decision-makers, they know the 
system. 
 
3.4. Do you experience any problems with bureaucracy e.g. problems in getting certificates? 
It concerns in the way that, you know, we have to have PTS. In order to have PTS our bodybuilders 
have to issue an act of assembly. In 2010, for example, the required type of the documents. In Western 
Europe, for example, everybody would know it 2 years in advance. In Russia there was no official 
letter from Russian authorities 2 days before the New Year. And, of course, it affects very much 
because we do not know if our trucks which we put into the production 3 months earlier will be legal 
or not in 2010. So bodybuilders may not have the right certificates. So at some point all of our body 
builders had to issue new documentation to get certificates in order to get these acts of assembly.  
 
3.5. Do you perceive Volvo investments into the Russian market as high risky?  
Yes, to some extent it is still a high risk. But I am certain that market is going in the right direction, 
even if there is a lot of bureaucracy. But we had all the permits and allowances and the factory in 
Kaluga was built according to all rules. So if you are well prepared and have the right people then you 
will get through.  
 
3.6. Do you experience any language or cultural differences? 
Of course there is a language barrier, maybe not with my employees but with suppliers as I do not 
speak Russian and they mostly do not speak English. Of course there is a language barrier but it is 
solvable. Regarding culture, Swedish people and Russians are not so different. Of course there are 
differences but these differences are not limiting. It is important to have cultural understanding but I 
do not see it as a problem.   
 

12.6. Questionnaire 6 
 
1. General information about the company 

 
Company’s name and headquarters Rottne Industri AB,  
Interviewee’s name Sona Björck 
Interviewee’s position Export Sales 
Year of expansion to Russia Beginning of the 1990th  
Interview date 16 May 2010 
 

2. Challenges of the Russian market 

 
When you think about the Russian market, what, in your opinion, are the main challenges and 
problems of the market? How is it different from other markets? 

Country’s conditions, e.g. cold weather. Language difficulties are, of course, a problem.  
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3. Company’s entry strategy 
 
3.1. How did you start your export activities in Russia? Did you from the beginning cooperate with 
Forest Service? 

Before Forest Service we had two other dealers: another Swedish company and a Russian person who 
was working from Stockholm. We always worked through an agent, never directly. It is easier to work 
with one representative in one country instead of having contacts with different clients. The dealer 
takes care of everything: they sell the machines; they have service to do maintenance, spare parts stock 
to sell to end-customers. That’s the way it has to be. It is not just to sell a new product but you have to 
take care of everything in the aftermarket. I have been twice in an exhibition in Vologda and we are 
represented at the dealer stand. They take care of that.   

 
3.2.  Do you export to each country via retailers like Forest Service?  

We work on all markets the same way. We have a dealer on each market. It is a standard strategy. We 
never go directly to an end –customer, not even in Sweden where we also have different dealers. 

 
4. Testing the model 

 
4.1. Does the company have to pay high import tariffs? 

Yes. It is quite expensive to import machines to the Russian market. The import tariff is around 25% 
and was increased during the last years.  

 
4.2. Does the company experience problems and delays with custom clearance? To which extent does 
Forest Service help the company to deal with import issues, including dealing with customs? 

Everything goes through Forest Service. They do the customs clearance. But I know that there are 
sometimes problems to bring machines and spare parts through the customs. It may be a big problem 
to bring spare parts through the customs. It takes too many days before they come to the dealer. So we 
manufacture the products and Forest Service takes care of all other activities.  

 
4.3. Do you experience any problems caused by bureaucracy in Russia? E.g. difficulty in obtaining 
needed certificated, long waiting time for an answer from authorities etc. How does Forest Service 
help the company in dealing with Russian authorities?  

Yes. We have to write documents for them but they apply for needed documentation and take care of 
everything.  

 
4.4. Does the company invest much into the Russian market? Do you perceive company’s operations 
in Russia as highly risky? Do you think that cooperation with Forest Service reduced this potential 
risk? 

No, not so much. Of course, we have the dealer with special things but not so much in money terms.  

 
4.5. Did the company have much knowledge about the Russian market when it first entered it? How 
beneficial, do you think is the cooperation with Forest Service in this way: do they help the company 
to learn more about the market and inform the company about changes and market situation? 

Most of the information we get from the dealer. They help us what is necessary like special things of 
the machines. They inform us. 

 
4.6. Did the company get an access to potential customers through Forest Service? Did the company 
have a network of buyers when entered the market itself? 

It is the dealer which takes care of everything concerning the end-customer.  
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4.7. Does the company experience any communication difficulties in Russia, inc. language barrier? 

Not so much. Of course it may be a problem as we educate the service personnel. So that could 
sometimes be a problem with the language. And also when we go away to educate the drivers for the 
machines.  

 

12.7. Questionnaire 7 
 
1. General information about the company 

 
Company’s name and headquarters Cargotec / Hiab Helsinki 
Interviewee’s name Seppo Heino 
Interviewee’s position Director, Industrial Business North Europe 
Year of expansion to Russia Around 10-15 years ago  
Interview date 19 May 2010 
 
2. Challenges of the Russian market 

 
What are the main challenges and problems of the market? How is it different from other markets? 

Russian market does not differ so much from other markets. There is quite high bureaucracy in Russia 

comparing to other markets.  

 
3. Company’s entry strategy 
 
3.1. How did you start your export activities in Russia?  

We are not really a foreign company. We have an own company in Russia: Cargotec Rus. So we are 

presented locally, we have Russian stuff. First when the company entered the Russian market it 

opened a representation office but now it has its own company Cargotec Rus locally. 

 
3.3.  Do you also work through dealers? Is it a standard entry strategy for the company? 

Both. We have dealers and we work directly through our office. Yes, it is more or less a standard 

procedure. It is a normal way how we work in different countries.  

 
4. Testing the model 

 
4.1. Do you experience any language barrier? / Do you experience any communication or language 

barrier with the local personnel in Russia? 

No, because we have Russian stuff. We have also a Finish representative but he speaks fluently 

Russian. / No, not really. 

 

4.2. Since the company does not manufacture in Russia, do you experience any problems with customs 

and import tariffs? 
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No, I would not say that we have problems when you get used it it. Of course, it is a bit more 

complicated than to export to other countries.  

 

4.3. Does the company make high investments which are risky? 

I do not think that opening a sales office is a high or risky investment. It would be different if you 

invest into production facilities. It is of course a bit more risky than in Western countries but I do not 

see it as high risk.  

 


