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Abstract 
Consumer credit has become increasingly popular in Russia over the past few years. With 
the rapid growth of lending to individuals and companies, the need for accumulation of 
credit histories and information, collection services of bad debts, and credit insurance and 
financing also become of increased importance. 

It was found in this thesis that the larger credit limit given to corporate clients, the greater 
will the loss be if there is a default and the money cannot be collected. Giving credit to a 
small number of customers also increases the concentration of the risk. 

The opportunity to diversify in consumer credit is, however, limited because of the geo-
graphic concentration of the customers, and the macro economic risk cannot be elimi-
nated. Credit periods in consumer credit are in general longer, leading to higher uncertainty 
of payment and hence higher exposure to risk. Personal relationships are not established 
with customers in consumer credit, which are argued to act as “insurances” in corporate 
credit. 

Consumer credit is more common among international companies, leading to better offers 
and more flexibility in the service. Insurers of corporate credit have a restrictive policy with 
higher premiums and more administrative work, which is less attractive for companies to 
take on. Creditors also have to share the risk with insurance companies, often having to pay 
more than 15 percent of a default. 

With respect to what was mentioned above, it was concluded in this thesis that the risk of 
giving credit to individuals does not necessary have to be higher than that of corporate cli-
ents, but that the terms of the contract is more favourable for the creditor in consumer 
credit. 
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1 Introduction 
Household incomes and purchasing power in Russia have dramatically increased over the 
past few years, and since 2000, Russian lending to private customers has increased by more 
than 1500%. However, the consumer debt constitutes three percent of GDP at the mo-
ment (compared to 75% in the USA and 30% in the Baltic region), so there may be oppor-
tunity for the rapid development to continue for a number of years. 

So far, interest rates charged by banks are kept high, around 30% per annum for credit 
cards, and they are presumed by economists to stay so in the nearest future as well. Despite 
the high interest rates, Russians are increasingly often buying cars, apartments, furniture, 
house appliances, and cosmetics on credit. The official default rate is only a few percent at 
the moment, but Russia has high country risk and political risk, and it is frequently argued 
that the low default rate could drastically change in a recession. 

As learned from the default crisis in Korea in 2003, it is crucial to have a reliable system for 
accumulating current credit standing and credit history of individuals to avoid a collapse of 
the market for credit. Therefore, the Russian Law of Credit Bureaux was passed this year to 
guarantee that trustworthy credit bureaux are established to protect the market from fail-
ure. 

As the Russian market has become more competitive, companies are forced to give credit 
to keep their customers. Blomberg and Johansson (2004) found that companies from Nor-
dic countries acting in the Russian market do not insure their commercial credit (also re-
ferred to as corporate credit in this thesis) mainly because insurance companies do not 
market and invest as much as necessary in credit insurance services for companies with 
corporate clients to become interested. Large insurance companies, such as Ingosstrakh 
and Rosno, also confirmed that the credit insurance service is only a small part of their 
business. Companies usually only want to insure their bad debtors, which is an impossible 
scenario for the insurers.  

Possible reasons for companies’ unwillingness to insure their credit were that the risk of 
defaulting debtors was seen as low, personal relationships were established with customers, 
credit was combined with pre-payment in the beginning of relationships, and no other 
Nordic companies insured their credit. However, the believed low risk of default was ques-
tioned since companies in most cases were not informed of their debtors’ financial situa-
tion, and it was discussed whether personal relationships can work as an “insurance” or 
not. 

In this thesis, the conclusion of how companies deal with risk of corporate clients will be 
compared with new findings of how four international companies operating in Russia deal 
with consumer credit management. Volvo Cars, Oriflame, Ruukki, and a large, international 
firm referred to as Company X, have been interviewed. The Company X has outsourced its 
consumer credit management to two banks, while Volvo Cars have decided to work with 
many different banks. Oriflame have decided to give credit to private customers without 
insuring it, and Ruukki is yet considering giving credit to its private customers. These com-
panies were chosen and included in the thesis since each of them represents a different way 
of dealing with consumer credit. An interview with Abloy in 2004 was also included to 
work as a point of reference for companies giving credit to corporate clients. 
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No Nordic company had insured their corporate credit risk in Russia through any of the 
largest insurance companies at the end of 2004. On the other hand several international 
companies outsource their consumer credit. Which are the reasons for this? Is the risk of 
giving credit to individuals really higher than that of giving credit to companies or are there 
other factors that influence these circumstances? 

The purpose of this thesis is to, through interviews and comparison between international 
companies operating in Russia, discuss possible answers to these questions. 

In Theoretical Framework, the basics of credit giving, insurance, portfolio diversification, 
and alternatives to insurance described. This is followed by a section that more in detail ex-
plain the specific situation in Russia with rapid development of consumer lending and the 
urgent need for credit bureaux in the country. On these grounds the results of the inter-
views are presented and discussed in the Empirical Findings and Analysis. To come to a 
conclusion, differences in factors such as the terms of the contracts, existence of peer pres-
sure, awareness, and alternatives as well as possibilities to diversify customer portfolio, es-
tablish personal relationship, find proper insurance and trustworthy information have been 
regarded. 
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2 Theoretical Framework 
In this part of the thesis, it will be presented which impact uncertainty and absence of qual-
ity information has on behaviour in credit giving and insurance policies. Attention will also 
be paid to which opportunity there is to diversify a portfolio of customers, and which al-
ternatives there are to insurance. 

2.1 Credit 
Because of the absence of quality information in less developed countries, uncertainty 
about debtors’ creditworthiness is higher in such countries. The problem of uncertainty 
makes it more important for these businessmen to have personal relationships with their 
customers. George Akerlof (1970) calls it a lemon problem when a creditor does not know 
the reliability of debtors. Akerlof argues that creditors can only estimate to what probability 
a debtor is namely a lemon, someone who will not pay back the debt.  

However, after doing business with the debtor for some time, uncertainty is reduced and 
the creditor can estimate a new, more realistic probability (Akerlof, 1970). 

Akerlof (1970) also discusses that dishonesty in business is a big problem in less developed 
countries. In the case of credit giving the dishonesty problem appears when debtors do not 
inform creditors about their accurate credit standing. This causes both a profit loss if there 
is a default, and reduction in the credit market since firms will be more restrictive in their 
credit giving. 

The lack of credit history information in less developed markets also creates an incentive 
problem, according to Diamond (1989). Since reputation is not known or kept track of, 
debtors might take excessive risk with the creditor’s capital without worrying about future 
creditworthiness. Due to lack of credit information, all kinds of debtors are being treated 
identically, and there is no incentive to behave. In areas of business where this information 
is gathered in credit bureaux, the risk of doing business is reduced. 

Information and knowledge are subject to increasing returns in use. It can be used over and 
over again without being consumed. Arrow (1963) states that since the cost of reproducing 
knowledge is much less than it is to produce it, there is great incentive to try to gain infor-
mation from other players in the market. Therefore an efficient official source of informa-
tion is important. 

In the absence of credit information, the creditor needs some guarantee that the debtor will 
fulfil the contract. According to Arrow (1963), establishing a personal relationship of trust 
and confidence with debtors can be an alternative way to secure credit.  

Working fully on pre-payment or partly on pre-payment in the beginning of doing business 
with a customer can work as a period to try the customer’s reliability. This will, however, 
reduce the competitive strength of the company, especially if competitors give credit. An 
alternative is to work partly on prepayment, not to loose the whole payment if the debtor 
will not pay. 

2.2 Insurance 
If there is a lemon problem in the market, and reputation cannot be built, there will be 
greater need for insurance since companies will not be willing to give credit if uncertainty is 
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too high. Arrow (1963) argues that many risks are not covered in less developed markets, 
and that the market for risk coverage is in many cases poorly developed. This could be ex-
plained by low overall trust in the insurance industry, where clients are not sure of which 
insurance company will fulfil the obligations to pay in case of a default, and which insur-
ance company is a lemon. Companies might for this reason decide not to insure their credit 
or try to only insure their bad clients. 

Schleicher (2003) argues that premium setting, risk of a change in behaviour of the client or 
his debtor, and costs beyond risk coverage are all factors that influence the supply of credit 
insurance. One of the problems for insurance companies is that the creditor usually has 
more information about the debtor than he shares with the insurer before signing the con-
tract. The insurer tries to reduce this informational advantage as much as possible by 
checking all kinds of available information and only granting credit to those with satisfac-
tory economic status. 

However, even if information is gathered and the debtor is creditworthy it can never be ac-
counted for the future, warns Schleicher (2003). Debtors could undertake new, riskier in-
vestments or sell faulty or dangerous products, leading to lawsuits or bankruptcy. This is a 
part of the overall risk giving credit to companies, but also to private customers. Since 
players in the market do not have information about current credit standing, debtors can, 
without problem, get credit from many different sellers and borrow more money than they 
can actually pay back.  

Hypothetically, insurance requires for its full social benefit a maximum possible discrimina-
tion of risks. Thus, prices should be adjusted to risks, and clients with more risky debtors 
should pay a higher premium. However, when there is no information, there is a tendency 
to equalize rather than differentiate premiums, according to Akerlof (1970). This leads to a 
redistribution of income from those with a low propensity to use the insurance to those 
with a high propensity of needing the insurance. This means that mostly clients with bad 
performing debtors will buy the policy. 

An increase in the price level of an insurance premium increases the risk that people insur-
ing themselves will be those who are more certain that they will need the insurance, Aker-
lof (1970) continues. Thus, the average financial condition of insurance applicants’ debtors 
will decrease. The cost for the insurance company of insuring a debtor has increased. Ac-
cordingly, bad debtors might drive the good debtors out of the market, and the supply of 
insurance might decrease. 

In some insurance policies, a larger share of the premium might be used to cover the ad-
ministrative costs, and not the cost of defaulting debtors, according to Arrow (1963). 

The insurance companies’ fear of insuring bad risks results in that insurance is least avail-
able for those who need it the most. Akerlof (1970) states that insurers choose not to in-
sure bad debtors at all, instead of discriminating among risks and charge a higher premium 
for high-risk debtors. No insurance company would afford to sell such insurance since it 
would attract too many lemons. 

One of the limits of insurance is the effect it has on incentives, so-called moral hazard. Ac-
cording to Manduchi (2004), moral hazard arises when the price or other conditions set in 
the contract have an impact on the behaviour of the parties, so that the risk-taking behav-
iour of the insured party might increase. 
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The probability of a credit loss could be influenced by negligence of the creditor, according 
to Arrow (1963). Creditors might pay less attention to personal relationships with debtors, 
and instead of looking around for safer trade partners, companies might be satisfied with 
old, bad-performing customers. This is the specific form that moral hazard takes in this 
matter.  

Arrow (1963) argues that if an individual were given the opportunity to make a choice be-
tween a probability distribution of an income, and a certainty of the same value of income, 
he would probably prefer the latter. Imagine an insurance company that offers an insurance 
to cover a credit risk on a fairly good basis. If the cost of defaulting debtors is a random 
variable with mean m, the insurance company will charge a premium m, and agree to cover 
the cost of misbehaving debtors. Under these circumstances the company will certainly 
prefer to take out a policy and gain in utility if they are risk-averse. 

2.3 Portfolio diversification 
To have many customers buying small amounts on credit is less risky than having a few 
customers buying large amounts if the correlation of the risks is low.  

“The surprise of one stock is unrelated to the surprise of another stock. By 
investing a small amount in each security, the weighted average of the un-
systematic risks will be very close to zero in a larger portfolio. (...) Be-
cause [the unsystematic] risks are independent of each other, the effect of 
diversification becomes stronger as we add more assets to the portfolio.” 
(Ross et al., 2005 p 306) 

Under the assumption that risks of different companies and individuals are basically inde-
pendent, pooling of risks reduces the insurers overall portfolio risk. This is, however, not 
the end of the story since there is, in fact, much interdependence among risks. There could 
be a reduction in the economic wealth of the market, appreciation of the currency, changes 
of preferences etc. Thus, the diversification of risks does not necessarily have to reduce the 
risk of the insurance company. A premium slightly above the actual level of m would be 
sufficient to offset this risk (Arrow, 1963). 

2.4 Alternatives to insurance 
When companies choose not to insure their credit there are alternative ways to collect bad 
debts if debtors do not pay. The company can for example go to court or hire a bad debts 
collection agency. Which alternative is used should depend on the efficiency of the method. 
If alternatives are superior, insurance will not be chosen. The quality of the legal system is 
bad, according to Hay and Shleifer (1998). They argue that even if legal rules exist, judges 
are not aware of these, or are biased or corrupt, and rule in a different way from what is 
expected. Even if the judge rules in a correct way, claimers are often left with no mecha-
nism or institution to collect the money. Hay and Shleifer (1998) state that business people 
are not using the legal system to collect claims as much as they would like to, both because 
they do not trust it and also because they do not want to expose themselves to the gov-
ernment. This leads to that private, rather than government owned, institutions arise to 
solve disputes. These are often referred to as bad debt collection agencies. Arrow (1963) 
argues that such private rulers arise when insurance is not ideal, and when there is a need 
for substitutes to collect bad debts. 
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3 The Situation in Russia 
To get deeper knowledge about the present situation in Russia, this section brings up the 
important issues of rapidly increasing lending to private customers, and the urgent estab-
lishment of national credit bureaux to avoid a similar non-payment crisis as appeared in 
South Korea in 2003. 

3.1 Credit bureaux 
The lemon problem and incentive problem, as well as problems of reputation, dishonesty, 
asymmetric information, and moral hazard arise due to lack of accurate and reliable infor-
mation. In developed economies information is naturally looked over before credit is 
granted, while in less developed markets, such as Russia, creditors are faced with no means 
of credit tools. Yegorov (2003) argues that credit history information is one of the key ele-
ments of the market economy. The banking system, insurance industry, consumer goods 
distributors, and government agencies are all institutions and players that need credit in-
formation. According to Yegorov, an evaluation of past performance combined with an 
analysis of current credit standing and creditworthiness should answer the question of 
debtors’ ability and willingness to pay. 

Such credit information, which enables creditors to estimate the risk of granting a credit 
limit, was until recently almost impossible to legally purchase in Russia. Yegorov wrote in 
2003 that there is no mechanism for the legal and systematic accumulation of credit data. 
The new Law of Credit History Bureaux, which was implemented in June 2005, will change 
this by forcing the establishment of credit bureaux, but according to Grigory Novikov 
(2005) it will take time until a stable and reliable system is running. The problem of quality 
of existing credit information that Yegorov (2003) discusses will remain for some time. As 
long as the framework of accumulating credit information is under development, busi-
nessmen have to rely on personal ties, information provided by clients, informational 
channels, and other sources.  

Yegorov (2003) stresses that lack of trust between people, and between society and all lev-
els of administration is an important contemporary problem in the Russian market. Tax 
avoidance is common among companies, not only because the tax burden is too high, but 
also because there is no trust in that the authorities will use the money efficiently. For tax 
avoidance to work, two sets of accounting books are needed; one for the authorities and 
one for the management. According to Grigory Novikov (2005) individuals also do not re-
port their true income to tax authorities. Therefore it is common that the income statement 
does not have to be official when credit is granted to private customers. 

However, the volume of orders for business information reports increased remarkably after 
year 2000, and Yegorov (2003) pointed out that there is a gradual change in Russian busi-
ness culture. The Law of Credit Histories is of great importance for the development of the 
market since the only source of official information until now has been the statistical 
committee Goskomstat. All companies have to present their financial statements to 
Goskomstat, which is very slow in processing information, and whose reports seldom re-
flect the true state of a company. Balance sheets are often not correct or out of date, and 
credit history information is not provided to Goskomstat at all, making the whole system 
very unreliable (Yegorov, 2003). A source of individuals’ credit histories has not been exis-
tent at all. 
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3.2 The rapid development of consumer credit 
Retail lending to private citizens has increased remarkably in Russia over the past few years. 
From 1 USbn in the beginning of 2000 risen to 15 USbn by mid-2004 (Businessweek, 
2004). According to (Bisnis, 2004), the consumer lending market might be worth 40-50 
USbn in 2008. Real household incomes are increasing and the population’s purchasing 
power is growing, especially in large cities, leading to dynamic development of the con-
sumer lending market. Russians increasingly often buy household appliances, computers 
and furniture on credit (Bisnis, 2004). 

In express credit the decision is taken with short notice of 0.1-3 hours, which increases the 
risk since the bank cannot refuse as many of the applicants as they would have liked to. For 
express crediting, with very high interest rate, minimum documentation is required. The 
borrower only has to show internal passport and additional ID (Bisnis, 2004). For classic 
credit, on the other hand, the credit decision takes one or a few days. The longer the time 
to take the decision, the lower the interest rate, according to Grigory Novikov, CEO of the 
insurance broker Risk Credit Management (RCM). The interest rate also depends on the 
kind of goods purchased. It is lower for cars and flats, and then increases for cottages, fur-
niture, and home appliances in the mentioned order. The areas most interesting for RCM 
are car and motor producers, education, travelling, computers, and telecommunications. 

The interest rate on credit cards in Russia is usually 25-30%. The rapid growth of competi-
tion has not made bank loans any cheaper, and interest rates are not presumed to fall in the 
near future, according to economists. 

The market for consumer credit has, however, great potential to further develop. The con-
sumer debt in Russia only constitutes 3% of GDP, compared to 75% of GDP in USA. 
Eastern European markets such as Poland have a consumer debt equal to 20-30% of GDP. 
And the use of credit card is still very low. 1 in 100 people has a credit card in Russia, com-
pared with 2.5 credit cards per person in the USA (Businessweek, 2004). 

One of the major risks for Russian banks when they give credit to a private citizen is that 
there are no sources of credit histories in Russia. The absence of a credible tool to evaluate 
borrowers’ solvency forces interest rates to stay high. In more developed market econo-
mies all banks and institutions are obliged to report credit records to at least one source. 
Since there are no such payment records in Russia, banks are forced to using complex 
computer-based grading systems to check the solvency of a debtor. Factors such as em-
ployment history, education, marital status, and income are evaluated to decide if the cus-
tomer is creditworthy or not. Normally there are strict requirements for borrowers. Docu-
ments are often needed to confirm their monthly salary and sometimes they also need let-
ters from guarantors. Such guarantees lead to lower interest rates. Far from all customers 
pass the requirements. Russian Standard bank turns down about 25% of their applicants. 
The official default rate is 2-3%. This could, however, drastically change in a recession 
(Businessweek, 2004). 

According to Grigory Novikov, the most important criteria in the credit decision are re-
gions of living, family monthly income, credit history, kind of job, amount of advance 
payment, and types of goods purchased. People who do not have a constant income, with 
less than six months of experience in current position, who are less than 21 or more than 
60 years old, have been in jail, or have protracted current payment in other banks (bad 
credit history) do not get credit. About 20 percent of the applicants for auto credit are re-
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fused to get credit for these reasons. RCM experiences that the average default rate is two 
percent. However, about 30 percent of the debtors’ payments are protracted. 

Consumer credit boom started two or three years earlier in Southeast Asia than in Russia. 
The absence of credit history bureaux, made it impossible for banks to check clients. This 
ended in a loan non-payment crisis. In the end of 2003, Koreans owed 15.7 USbn to banks 
and 10% of the country’s population was unable to pay debts that were several times higher 
than their yearly income. 

To avoid the problem of credit giving without knowledge of the debtors’ payment history, 
the Russian government established The Russian Law on Credit Bureaux. Credit bureaux 
and credit histories will be designed to record all liabilities of a borrower, which will facili-
tate for banks to operate easier and safer on the consumer credit market. The first major 
operator to cover all of Russia is the joint venture Experian-Interfax Bureau of Credit His-
tories between Experian, a global information solutions company, and Interfax Services 
Group, provider of information and services for the financial market. This International 
Russian co-operation will offer well-tested, technical solutions together with local knowl-
edge (Yahoo Finance, 2005). Lending institutions will have to provide information about 
their borrowers to at least one of the newly established credit bureaux such as ID info, ad-
dress, credit history, current liabilities, list of loans granted and re-paid, and information 
about defaults. Creditors will have to pay a fixed fee to receive this information. Along with 
credit bureaux, also debt collection agencies will emerge in the market so banks can out-
source the collection of bad debts (Interfax, 2004). 
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4 Empirical Findings and Analysis 
Four international companies giving credit to private customers were interviewed in Mos-
cow during the spring of 2005 and over telephone during the summer the same year. In the 
table below, information about the companies’ credit management is given such as type of 
product and customers they have, documents and time needed for their banks to grant 
credit, average credit period, credit limit, charged interest rate, and risk sharing agreements. 

 Volvo Cars Company X Oriflame Ruukki Abloy 

Interviewed 
Mikhail Zaygsev, 
Financial Director 

The Financial Di-
rector 

Mats Palmquist, 
General Manager 

Stefan Climent, 
General Manager 

Mikko Nissinen, 
General Manager 

Type of product Cars Furniture Cosmetics Roofs Door locks 

Customers Private Private 150,000-200,000 
private 

Estimates to 1000 
private 30 companies 

Customers buy-
ing on credit 

30% 3-5% (wants to 
increase to 15%) 

Almost all (in the 
selected regions) Estimates to 50% - 

Documents ne-
eded to grant 
credit 

Passport, Income 
statement Passport Passport - 

Balance sheets, 
P&L accounts, 
income statement 

Other criteria or 
advantages 

Good to have 
much official 
money, guaran-

- Only specific re-
gion of living - - 

Time needed to 
grant credit 

5 days ( +5 days 
registration) 

Less than one 
hour No time - Weeks 

Pre-payment Usually 10% - First-time buyers 
only half credit - Only new custo-

mers 

Average credit 
period 

1-5 years 10-12 months 2 weeks 2-3 years 45 days 

Credit limit € 20,000 € 10,000 € 160 € 10,000 € 100,000 

Average interest 
rate / premium 

9-12% 20.6% 2% 
(Approximately 
15-20% according 
to RCM) 

4% 

Average yearly 
interest rate 

10% 20% - - 30% 

Deductible No risk No risk Risk taker Preferably no risk Risk sharing 15% 
or more 

Number of 
partner banks or 
insurers 

Approximately 
ten banks 

Two banks 
(would rather 
work with one) 

None None (would like 
to work with one) None 

Figure 4-1 Companies interviewed 
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Abloy was interviewed already in the fall of 2004, and is used as a reference point to the 
companies giving credit to corporate clients. During the year of 2004, Abloy considered to 
insure part of their credit portfolio through full factoring (credit insurance with financing). 
They decided, however, not to do this since it was only interesting for them to insure one 
client, which the factor bank did not agree to do. 

Some questions arise studying the table. How come that Volvo can offer an interest rate 
which is lower than the 13% key interest rate in Ruusia? Why does the furniture company 
have lower interest rate (20%) for a period of one year than what Abloy was offered in full 
factoring (30%), even though the time to grant credit is very much shorter, the documents 
needed are fewer (only passport), and the furniture company takes no credit risk whereas 
Abloy would pay part of the defaulted amount? 

To answer these questions, and analyse why it is more common to outsource consumer 
credit to banks than to insure credit given to companies, this part of the thesis will continue 
with a brief presentation of the companies interviewed to better understand how they are 
managing their consumer credit and why they have chosen to do so. This is followed by 
seven sections dealing with the probable explanations of the problem separately. To begin 
with, premiums and deductibles are examined to find out if the terms of the contracts may 
be more favorable outsourcing consumer credit than taking on corporate credit insurance. 
Next, it is questioned if companies can actually diversify their customer portfolio by having 
a larger number of customers even though they are geographically related.  Thereafter, es-
tablishment of personal relationships and their importance in business is discussed, fol-
lowed by possibilities to insure and gather quality information, since few alternatives to in-
sure may lead to resistance to insure, and no quality information increases the risk of credit 
giving. At last, the impact of other companies’ decisions and awareness, as well as the suit-
ability of alternatives to insurance are discussed. After taking into account the factors men-
tioned above, a company can consider a buy-or-make decision where they examine if it is 
worth to take on a policy or if it is more profitable or comfortable to manage the credit risk 
themselves. Which of these factors have influenced the decisions of the companies inter-
viewed is continuously analysed throughout all sections. 

4.1 Companies interviewed 
The first company interviewed, Volvo Cars, has been giving credit to private customers for 
twelve years in Russia. From the beginning all retailers were using the same bank, but after 
some time they got better offers from separate banks and Volvo decided not to have a cor-
porate policy for all retailers concerning consumer credit, according to the Financial Direc-
tor Mikhail Zaygsev. According to one of Volvo’s retailers interviewed, annual interest 
rates partly depend on the credit period. A credit period of one year has an interest rate of 
about nine percent while the interest increases to about twelve percent for five years. 
About 30% of the customers buy on credit. The retailer thinks that giving consumer credit 
for sure increases sales volume. However, they experience the compulsory car insurance to 
be too high. If the compulsory car insurance were cheaper, probably even more customers 
would buy on credit, the retailer thinks.  

The second company interviewed, referred to as Company X has been giving credit to pri-
vate customers for two and a half years now, and do also give credit, which they do not in-
sure, to companies. Company X has decided to outsource its consumer credit to two 
banks. The credit terms depend on the banks’ programmes for different types of products. 
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The Financial Director of Company X thinks that giving consumer credit increases the 
company’s sales volume, especially in regions where people have less money. 

Oriflame, the third company interviewed, has a system of retailers recruiting new retailers. 
The first time a customer buys products, the credit limit is 100 dollars. After that, custom-
ers are given a maximum credit of 200 dollars per order. Credit is given to everyone who is 
over 18 years old, can prove this with passport, and signs a credit contract. The person also 
has to live in one of the regions that Oriflame has decided to give credit in. Regions in 
Northern Caucasus, parts of Siberia, and along the Pacific Ocean coast have so far not 
been given the permit to get credit, but the General Manager, Mats Palmquist, thinks that 
Oriflame can soon give credit to all regions in Russia. This is to prefer, since the retailers 
who give credit have about 15-20 percent better productivity. 

The fourth company, Ruukki, is selling house roofs both to companies and private con-
sumers. They are giving credit only in a few, very specific cases. General Director Stefan 
Climent thinks that they could remarkably increase their sales, probably by 50 percent, by 
starting to give credit to private customers. He is looking at a credit period of two or three 
years for a roof worth about 10,000 Euros. For these credit terms he thinks it would be 
reasonable to charge the same percent as for a car, but argues that the credit period is of 
greater interest for the buyer than the exact percent. The decision of starting to give credit 
or not is under evaluation at the moment. Depending on whether retailers think they can 
sell more or not, the top management of Ruukki will make the decision. Stefan Climent 
thinks it is important that all retailers use the same credit policy to be unified towards the 
market. 

4.2 Terms of the contracts 
According to Grigory Novikov, the interest rate charged for insurance depends on the type 
of the goods purchased, the length of the credit period, and the time given to make the 
credit decision.  

Companies giving credit to corporate clients do not think that the insurance premium is 
too high, but rather that the risk is not as prominent, according to the six companies inter-
viewed in 2004. One major difference between giving credit to companies or private cus-
tomers is that the real price is usually known to the private customer, while to corporate 
clients, creditors tend to pay the risk premium themselves. This makes it less attractive to 
insure corporate credit.  

A reason for differences in premiums is the length of the credit period. In full factoring 
(credit insurance with financing) the length of the credit period is usually not more than a 
couple of months. This could be compared with normal consumer credit periods lasting up 
to a year or longer. The longer the credit period, the higher the risk premium. 

For Ruukki the point of outsourcing consumer credit to a bank is rather the financing than 
the risk coverage. 

The value of outsourcing consumer credit might be higher than insuring corporate credit 
since all administration is also outsourced. In consumer credit all work is outsourced, while 
in credit insurance the company has to follow the instructions of the insurance company at 
all times. Grigory Novikov thinks that it is more popular among international companies to 
outsource consumer credit than corporate credit in Russia because consumer markets con-
sist of hundred of thousands of persons, and to manage the credit risk for that amount of 
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people is very expensive for a company. In corporate credit, on the other hand, there are 
about 10-30 clients as a rule, which is easier to handle.  

Oriflame charges an interest of two percent on the amount credited. This is mainly to 
cover administrative costs. Oriflame has three employees working with credit giving, except 
for the automatic system of sending reminders. Mats Palmquist does not think that the 
administrative cost for managing the credit is very high. Everything is done manually. So 
far they do not use any scoring system to evaluate customers, but they might consider do-
ing so in the future. Mats Palmquist thinks, however, that the credit limit per person is too 
low for a scoring system to be profitable for Oriflame. And to increase the credit limit is 
not of great interest since buying cosmetics for 200 dollars in three weeks is probably 
enough, according to Mats Palmquist.  

Included in RCM’s administrative costs are the back office for accounting, legal, and secu-
rity service, the middle office for developers of credit products, and the sales forces work-
ing with marketing and promotion. Grigory Novikov believes that most banks have high 
administrative costs since the market for consumer credit insurance is very competitive at 
the moment. 

4.3 Portfolio diversification 
Grigory Novikov (RCM) states that the risk of their credit portfolio is always controlled. 
To manage the risk, banks divide debtors, based on market statistics, into groups of ideal, 
good, not so good, bad, and very bad. These groups are then changing depending on re-
sults of monitoring the credit portfolio every month. The credit policy is based on the cur-
rent strategy, such as increasing market share or get maximum profits.  

Banks and insurance companies often state that they only insure whole portfolios of cus-
tomers, and that they do not agree to cover only a few customers selected by the creditor. 
The reasons for companies to only insure part of their credit portfolio with a specific bank 
or insurance company differ in consumer credit and corporate credit. While Abloy only 
wanted to insure one debtor because it was bad performing, Volvo works with different 
banks to get the best offer at all times, and not because they want to give all “bad” debtors 
to one specific bank. Whereas banks and other insurers can diversify with debtors from 
many different clients, companies giving credit to corporate clients do not have the oppor-
tunity to diversify to the same extent.  

Oriflame, in comparison with RCM, do not control their credit portfolio in a strict way<. 
There are about 150,000-200,000 persons that get credit at present. About 15-20 percent of 
these are first time buyers. General Manager, Mats Palmquist, thinks that this number 
could increase without a problem, since it is more important to Oriflame to increase sales 
and recruit new retailers than to have a well-managed credit portfolio. The credit risk is not 
evaluated continuously, since the low default ratio of 0.3-0.5 percent is not a considerable 
problem. 

While corporate credit is usually given to only a few clients with high credit limits such as 
100,000 Euros, consumer credit is generally given to thousands of customers of smaller 
amounts. Oriflame only gives a 200 dollar credit per purchase, and Ruukki and the furni-
ture company give at the most 10,000 Euros per customer. Volvo usually works partly on 
pre-payment, such as the customer has to pay ten percent of the price up front, but the 
maximum credit given is the value of the car. As learned above, the fewer customers, the 
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more concentrated is the risk, while increasing with the number of customers is the possi-
bilities to spread the risk. 

Given an opportunity to diversify or not, the chances of doing this are in any case limited 
due to the geographic concentration of the risks. A large number of customers living in the 
same country does not eliminate macro risks such as change in exchange rate, inflation, un-
employment, or political risk. 

4.4 Personal relationships 
The feeling of low risk when giving credit to corporate clients, which the six Nordic com-
panies interviewed in November 2004 expressed, could partly be explained by the personal 
relationships the companies have with their customers or that they are working partly on 
pre-payment to begin with, to assure the reliability of the customer.  

Both Oriflame and RCM consider the risk of defaulting private customers as low, or lower 
than the risk of corporate clients. In Oriflame’s case this could partly also be explained by 
the personal relationship argument, as well as that they are giving a smaller amount of 
credit to first-time buyers. RCM and other insurers, on the other hand, do not have any 
personal relationships with the individuals or companies they insure. 

In corporate credit, insurers do also not have any personal relationship with the customer. 
On the other hand, it is expected that the creditor will still keep the personal relationship 
with the client for competitive reasons. 

What could also, in some way, be a substitute for the non-existent personal relationship in 
consumer credit is the face control of each customer. Except for financial information and 
payment history, RCM also looks at what kind of person the debtor is. This is called face 
control and dress code. There are special black lists for this case. To pass the face control, 
debtors’ should have no criminal tattoos, and alcoholic and drugs conditions are looked 
over. 

Mats Palmquist (Oriflame) describes how the system of retailers recruiting new retailers, 
getting some percent of the amount the new retailer is selling for, creates a sense of re-
sponsibility for groups lower in the hierarchy. Retailers also get a specific percent of what 
the retailers they have recruited earn. According to Mats Palmquist, this leads to a lower 
default ratio than they would have had without these personal relationships and baits for 
retailers to choose trustful customers. 

Oriflame is, however, an exception. It is very rare that companies giving credit to thou-
sands of private customers have such a system of retailers knowing customers. This would 
not be true for none of Volvo, Company X, or Ruukki. This should imply that the risk of 
giving credit to private customers is higher in most cases, since personal relationships can 
generally not be established with customers. It should, however, be questioned if it is not 
sometimes more tempting to default on a payment than to maintain a “personal” business 
relationship. If it is true that personal relationships work as an “insurance”, than there is 
stronger incentive to outsource consumer credit risk. 

4.5 Possibilities to insure 
Many banks in the market manage consumer credit. One of Volvo’s retailers alone work 
with approximately ten banks. It is more common to buy cars on credit than for most 
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other products (one out of three customers compared with one out of thirty for Company 
X), making it more important for Volvo to always offer the best credit terms so that people 
will buy a Volvo instead of another brand. Banks also compete to give the best pro-
grammes for auto credit, since it is one of the most liquid goods of the credit market, ac-
cording to Grigory Novikov. This has increased the competition and therefore pro-
grammes and offers might be better than in the credit insurance market.  

RCM, active broker in both credit insurance and consumer credit, experience that con-
sumer credit is a very promising business at present, whereas credit insurance is far from 
fully developed, and not yet a service attractive enough for companies, according to 
Grigory Novikov. Only a few, large insurance companies offer credit insurance, refusing to 
cover many risks or only insuring whole portfolios, making it unattractive for companies to 
insure credit risk. Higher premiums than in Western countries are charged since Russia has 
high country risk and political risk, transparency is lower, and laws and courts are less reli-
able.  

About half of the corporate customers credit checked are being turned down, compared 
with about one out of five private consumers in credit for cars and Company X’s products. 
Hence, the possibilities to insure corporate clients are lower either because they are more 
risky or because the insurance companies have higher restrictions, which might in turn be a 
cause of riskier debtors.  

Trust in insurance companies was not a problem for companies giving credit to corporate 
clients, as long as they could chose from the big and will-known insurers. 

According to Volvo’s retailer, they rather work with many banks to be able to give every 
customer the personally best offer. All retailers manage their consumer credit through dif-
ferent programmes from several banks. To get information about banking partners Volvo 
checks on the Internet and only chooses to work with banks which have been in the mar-
ket for a long time. There are several problems with the banks, according to the retailer. 
The major problem is the time period of five days the banks need to think about giving 
credit to a customer or not. The relationship would improve a lot if this time period were 
shorter. The retailer does not know how the bank is collecting bad debts and thinks that if 
one bank is acting in a faulty way it does not matter since they work with so many banks. 
The retailer also thinks it is better to work with many banks and have different pro-
grammes to choose from, than to have only one corporate policy. Since they are only using 
the banks’ programmes, they can decide to quit working with any bank, any time. 

Company X and Ruukki, on the other hand, want to work with one bank only and establish 
a long-term relationship with them. In Ruukki’s case, this is a matter of trust, since financial 
sources tell them that a changeover in the banking sector is near. Company X thinks that it 
would be too messy to work with many banks at the same time. 

Company X knows its’ banking partners rather well financially, and the Financial Director 
thinks that this is important. He states that the relationship with the banks is not always 
good. The dialogue is not always clear and the banks sometimes raise interest rates or 
worsen credit terms. Company X’s Financial Director thinks that it is none of their busi-
ness how the banks are collecting bad debts from forgetful borrowers. However, he thinks 
the banks’ reputation has impact on their business. He also thinks that it is equally impor-
tant to have a corporate policy for all customers, as it is to use the bank with the best deal 
for each specific case. In the long run he would, however, like to work with only one bank 
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as a long-term partner. Company X has a short exit out of the agreements with the banks, 
and is looking all the time for better offers. 

Company X has considered to use its own financing company, but decided not to do so 
since it would be more expensive. The financing company would also have to be two years 
in the market before they could start acting, according to Russian law. 

According to Stefan Climent it is important for him to know the bank he is working with. 
Even if the bank would give them pre-payment for the roof, customers could be affected if 
the bank suddenly demands all the money. Stefan Climent thinks that they have to take re-
sponsibility for the concept they have marketed. He does not trust the banks in the regions 
at all. Ruukki is mainly working with Sberbank, and Stefan Climent says that financial 
sources make him believe that Sberbank will be the most prominent bank in Russia, and 
therefore Ruukki has pre-decided to work with them.  

Stefan Climent presupposes that the debt collection would be done in a legal way. He 
thinks that the bank should be able to take down the roof if the customer cannot pay, and 
hence argues that the interest rate for buying a roof should be about the same as for a car. 
Grigory Novikov, however, argues that a roof is not liquid after it is used, which a car usu-
ally is, suggesting that the interest rate would be about five percent higher than for cars. 

4.6 Available information 
Stefan Climent thinks that half of Ruukki’s customers will still not want to buy the roof on 
credit if it will be offered since many people do not want to show that they have money to 
buy a roof, or that they have a house, for tax reasons. If they pay the roof with cash, banks 
and authorities will not have to know about this. Only after the housing reform is fully 
through, people will have to register at the place where they live, and this will change the 
non-existence of official papers. 

All documents used when making the credit decision are official except for confirmation of 
income, according to Grigory Novikov. Which documents are needed also depends on the 
type and amount of credit. For express credit no documents are required, except passport. 
Concerning confirmation of salary or income, most banks do not need the official docu-
ments since it is clear for everyone that about 80% of Russian businesses financial reports 
are black, Grigory Novikov argues. RCM needs to know monthly income and expenses for 
the whole family. To obtain accurate and reliable information about debtors, RCM some-
times call to a contact person at the debtor’s job or at home. They are also using scoring 
systems to find out who is creditworthy and who is not. RCM is using a computer based 
scoring system to make the credit decision. The parameters are divided into personal data 
and financial data. There are 20-30 questions about age, address, marital status, number of 
children, properties, personal cash flow, credit history, and current credit. Individual char-
acteristics of the person are also measured. The applicants provide RCM with passport, 
driver’s license, working document, and confirmation of income when they apply for 
credit. Grigory Novikov believes that only 50% of obtained credit information is fully cor-
rect. 

Right now debtors’ past performance is not known, but after the newly issued law there 
will be databases available in the beginning of next year. The absence of credit histories is 
one of the major risks in credit giving, according to Grigory Novikov. 
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One way for Oriflame to prevent the company from bad debts is letting first-time custom-
ers only buy for 100 dollars (€ 80) on credit. This way Oriflame first creates a credit history, 
even if short, of the customer before giving full credit. The first-purchase credit limit was 
increased about a year ago from 80 to 100 dollars. 

When giving credit to a private customer the most interesting should be this person’s yearly 
salary or private assets to assure that he will repay the credited amount. Loans in other 
banks and previous credit granted would also be of interest. Since official income state-
ments are in many cases not needed when credit is granted, as Grigory Novikov argues, 
and credit histories have not been stored or kept track of, information does not seem to be 
highly valued. However, along with that more and more Russian businesses are being taken 
out of the shadow, and credit bureaux are starting to work officially, information will be 
trustworthier. The same is true for information about companies, and there are nothing 
found in this thesis indicating that information about individuals is more or less available. 

The interest rate Volvo’s banks charge partly depends on documents presented by the cus-
tomer. If the person has much official money the percentage will be lower. 

Whereas it takes five days to grant credit for a car (plus five days registration), it might take 
weeks, or even months, before a contract is settled in credit insurance, according to 
Grigory Novikov. This is a sign that procedures are more standardized within consumer 
credit than in corporate credit. The longer the time asked for granting a credit limit, the 
more documents are probably needed to be under evaluation, and the more complicated 
must the decision be. This procedure should increase the reward to the insurer, and hence 
the interest rate should decrease. It could also be the case that more information is avail-
able when insurers are granting credit to companies and therefore want more time to con-
sider the information they have. 

4.7 Peer pressure and awareness 
Many companies giving credit to corporate clients think that it would be more interesting 
to insure the credit given if competitors or other companies were doing it. This might ex-
plain why Volvo outsources consumer credit, since it is very popular to sell on credit terms 
and outsource credit risk in the car industry. Ruukki, on the other hand, did not know, less 
than a year ago, if there were possibilities to outsource consumer credit. Awareness varies 
among different areas of businesses. However, there are more pioneers to follow in the 
case of consumer credit, which would make it more motivating for creditors selling to pri-
vate customers to follow. 

4.8 Alternatives 
If alternatives to collect bad debts are more applying for companies giving credit to corpo-
rate clients than for those giving credit to private customers, it is logical that the latter will 
be the ones insuring their credit. 

The attitude towards alternatives to insurance differs among companies giving credit to 
corporate clients. While some would do nothing at all, others would communicate with the 
debtor, consider alternatives, go to court, or hire a bad debts collection agency. Mikko Nis-
sinen (Abloy) stated in 2004 that he would not go to court for amounts less than €10,000. 
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Grigory Novikov states that court proceedings of getting money back usually lasts from six 
months to five years. Alternatives might therefore not be appropriate to use for collection 
of small amounts of bad debts.  

Oriflame gives a credit period of two weeks, and if the debtor has not paid after this time 
she receives a reminder per mail. If she still has not paid after 14 days she will receive an-
other reminder with a penalty fee of five dollars and sometimes also an additional percent, 
depending on the size of the debt. If Oriflame does not receive the money after this, they 
might go to court. However, the situation is usually solved and Oriflame avoids court pro-
ceedings, according to Mats Palmquist. In regions where the default ratio increases, Ori-
flame goes to court with some cases, rather to show that they can get the money back if 
they want to, than for financial reasons. On average this happens a few times per month.  

Ruukki does not have any plans to manage the discussed consumer credit themselves. 
Stefan Climent thinks that the risk is lower to give credit to private customers, and as men-
tioned before, for him it is more a question of financing than of risk coverage. He thinks 
that the incentive to act accordant and not go bankrupt is greater among private customers 
than companies. 

Grigory Novikov thinks that since credit limits given to corporate clients are usually much 
higher than what is given to private customers, it is more risky to give credit to companies 
since it is questionable if the court system is working and if money can actually be col-
lected. 
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5 Concluding Remarks 
Although it is more common to outsource consumer credit among international companies 
active in the Russian market than to insure corporate credit, it can be concluded from the 
analysis of this thesis that there might actually be more reasons to insure corporate credit 
than to outsource consumer credit, but the contracts for credit insurance are not attractive 
enough for companies to undertake. 

Companies believe that it is not worth going to court for smaller amounts of credit, which 
implies that it is more natural for companies giving credit to private customers to insure 
their credit. On the other hand, credit limits in corporate credit are much higher than those 
in consumer credit. Since alternative methods to collect bad debts are not satisfactory in 
Russia so far, the high amount of credit given is of greater importance to insure than 
smaller amounts.  

The number of customers is lower in corporate credit, resulting in a more concentrated 
credit portfolio, which makes it more difficult to diversify and spread the risk than in con-
sumer credit. The opportunity to diversify in consumer credit is, however, reduced due to 
the geographical concentration of the risks. The correlation among the risks is high since all 
customers live in the same country with the same macro economic risk. Adding to this, the 
credit period is usually longer in consumer credit, leading to a larger financial exposure 
since the macro economic situation in the country is more uncertain further ahead in time. 

Personal relationships in business sometimes work as an insurance that the debtor will not 
default on a payment. Such relationships are not present in consumer credit, but more 
common when giving credit to corporate clients. It can, however, be questioned if the per-
sonal relationships established are strong enough to prevent debtors from take excessive 
risk with the creditor’s capital. 

While there is competition in the market for undertaking and insuring consumer credit, 
only a few, large insurance companies are offering credit insurance covering corporate cli-
ents. The policy of insurers for corporate credit is also more restrictive with longer time to 
consider the granting of credit, which should lead to lower premiums. However, premiums 
are relatively higher than in consumer credit, even though credit periods are shorter. This 
could either be because it is riskier to give credit to companies, or that insurance companies 
are less competitive and do not offer policies which are attractive enough to potential cli-
ents. A combination of both is probably most realistic, which is also in line with the con-
clusion of Blomberg and Johansson (2004). 

Credit insurance seems to be less attractive than consumer credit management service since 
the company has to pay the premium, whereas in consumer credit the customer choose to 
buy on credit or not when he sees which premium is charged. Companies outsourcing con-
sumer credit do also not have to worry about any administrative work, while companies 
taking on credit insurance have to follow the instructions from the insurance company at 
all times. Moreover, with credit insurance, the client is not hundred percent prevented from 
credit losses. The insurance does not cover political risk, and in case of a default the credi-
tor will have to pay part of the bad debts himself. 

Hence, it does not seem to be riskier to give credit to individuals than to companies. How-
ever, the terms of the contract in consumer credit management services appear to be more 
favourable for the company undertaking it, than what it does in credit insurance. It is also 
more common among international companies active in Russia to outsource consumer 
credit, making it easier to others to follow. 
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