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Abstract 
Businesses today are constantly on the lookout for new investment opportunities. Often, 
they have to move away from their home market and enter new countries in order to con-
tinue to grow. One question that is sometimes omitted when planning such moves is that 
of corruption. Especially when moving into transition economies, the issue of corruption 
can be an obscure and complex one, on which little research has been made to date. Russia 
is one such economy, with a huge investment potential, but very unclear rules about how 
business is and should be conducted. It would be interesting to see to what extent corrup-
tion in Russia has affected Swedish companies’ entry strategies in the Russian market. 

The method chosen for the purpose of this thesis was to conduct a survey of 20 Swedish 
firms currently present in Russia. We also conducted interviews with 3 experts in the field 
of Russian business, and one representative of a Swedish firm considering expanding their 
operations in Russia. This combination of quantitative and qualitative methods would allow 
us to look at things from different perspectives and get a better view of the state of corrup-
tion in Russia. The interviews were in some cases conducted in person, allowing for a 
broader and less formal discussion of the topic, helping the authors gain more insight and 
generate new ideas to be used in the paper. 

The authors found that Swedish companies operating in Russia usually attribute little im-
portance to the issue of corruption during the planning stages of the market penetration 
strategy. Many of these firms did encounter corruption at later stages of market penetra-
tion, and were forced to rethink their strategies accordingly, showing that corruption affect 
entry strategies to a great extent. It was concluded that the most appropriate method for 
Swedish firms to enter the Russian market is through fully-owned subsidiaries, with the as-
sistance of local consulting agencies, which provide help when dealing with those areas 
where corruption is most likely to exist.  
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1 Introduction 

1.1 Background 
Nowadays, as the world becomes increasingly interconnected and physical distances play a 
much smaller role than they did previously, more and more companies start to look abroad 
to expand their businesses. The reasons for this are numerous, although many firms have a 
common main motive for doing this. Usually, a firm becomes committed to foreign expan-
sion once it realizes that its goals cannot be fulfilled solely through domestic business.  This 
is the point at which they decide that it is time to take the risk and attempt to expand their 
businesses abroad. But as they do so, a few important questions arise: where should they 
expand to? What factors influence their choice? Which countries are they most likely to be 
successful in? 

According to Goldman Sachs’s (2003) work on developing markets, there are a few count-
ries that appear to have the largest potential for taking in new companies into their market. 
These countries are: Brazil, Russia, India, and China, i.e. the BRIC countries. According to 
their research, the BRIC’s economies “could become a much larger force in the world ec-
onomy” by the year 2050. Thus we can expect its economy to continue to grow, and by the 
year 2018 Russia’s economy is expected to surpass that of Italy. 

According to the Swedish Trade Council (2007), the Swedish export is growing annually by 
7 % excluding the inflation. This growth number is comparable to the years after the Sec-
ond World War, when many trade barriers were removed. This strong growth in export can 
be explained by a general growth in the world economy, but the economic growth in some 
nations of Eastern Europe and Eastern Asia has also led to an increased import of Swedish 
goods to these countries. In 2007, Swedish exports to Russia increased by 25% compared 
to the year before to nearly 18.5 BSEK and now constitute 2% of Sweden’s total exports. 
(Statistics Sweden 2007). Sweden is a country that is extremely dependent on its exports, 
which make up approximately 51% of the GDP, of which 7.8% are currently directed at 
Central and Eastern Europe (Swedish Trade Council 2007).  

As more and more businesses from around the world enter the global market, companies 
need to specialize in order to sustain their competitiveness. This results in an ever-greater 
need for companies to establish themselves outside their domestic market in order to find 
new customers and thus increase sales. In Sweden today there is a high level of competition 
between Swedish and foreign firms, which is why specializing and establishing business op-
erations abroad is a crucial strategy for Swedish companies if they wish to survive and con-
tinue to grow.  

Due to the fact that Russia is a large market and geographically close to Sweden, and it is a 
fast-growing economy, establishing business in Russia is interesting. There are however, 
other nearby markets that are huge, for example Germany. Although this is true, it is a sig-
nificantly harder task for a Swedish company to successfully establish itself on the Russian 
market than on the German market, taking into account the long tradition of trade between 
Sweden and Germany since the days of the Hanseatic League, the strong German cultural 
influx in Sweden for the past 500 years, and not least the fact that 9,9% of all Swedish ex-
ports go to Germany alone (Swedish Trade Council 2006). Moreover, the prevalence of 
corruption in Germany is considerably lower than in Russia, given that it received a score 
of 7.8 compared to Russia’s score of 2.3 (lower score means more corruption) in the Cor-
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ruption Perceptions Index 2007 (Transparency International, 2007a). If we also take into 
account that it can be reasonably assumed that it is a lot harder to find Swedish business 
professionals with experience of the Russian business atmosphere than it is to find some-
one with experience of the German business atmosphere we could conclude that the Rus-
sian market is pretty much unexplored territory to Swedish firms in terms of trade and cul-
ture. This therefore creates a lot of interest in researching how business is done in Russia 
and what type of market penetration strategy would be most effective. 

In our thesis we will focus on the emerging transition economy of Russia and its appeal to 
foreign companies, namely Swedish companies. While many companies show great interest 
in entering the Russian market, there still seems to be some kind of hesitation due to the 
special nature of the Russian economy. Among other things that foreign companies per-
ceive as an obstacle is the widespread corruption. As mentioned above, according to the 
Corruption Perceptions Index (CPI) of 2007 (Transparency International, 2007a) Russia is 
ranked as number 143 out of 179 nations. The score Russia received was 2.3 on a scale be-
tween 10 and 0, where 0 is the worst possible score. While Russia scores low in the CPI in-
dex, Sweden scores high in Transparency International’s Bribe Payers Index (BPI). In the 
BPI 2006 (Transparency International, 2006a) Sweden received a score of 7.62 out of 10, 
which ranks Sweden second after Switzerland. The higher score a country receives, the 
lower the propensity of paying bribes from companies from that country there is. Thus, 
Swedish companies are the second least likely companies in the world to pay bribes, ac-
cording to this index. However, it should also be mentioned in the Bribe Payers Index re-
port that even the countries that rank high still show a considerable propensity to paying 
bribes when working abroad (Transparency International, 2006a). In terms of bribery and 
corruption, Swedish companies could still experience some sort of culture clash in this mat-
ter when expanding their business activities to Russia. 

If we take a global perspective and look at the BRIC countries, we can see that they all have 
received low scores in the CPI 2007 with results ranging from 2.3 to 3.5 (Transparency In-
ternational, 2007a). It should therefore be of high interest to any company to understand 
the nature of the corruption in each of these countries in order for them to successfully en-
ter and operate their business in these countries. However, despite the high level of corrup-
tion, many foreign companies have successfully managed to enter the Russian market. To 
define the problem area we pose the following general question: How does corruption af-
fect companies’ entry strategy and how can they overcome this obstacle in order to estab-
lish their presence in and successfully enter the Russian market?  

1.2 Problem 
There are a great many external factors affecting market entry strategies used by companies 
around the world. Political, cultural, legal, and institutional factors are just a few of the 
many issues that must be dealt with when establishing a business abroad. Another factor 
which is deeply interrelated with the above factors and that we consider to be key when 
dealing with international business, especially in transition economies such as that of Rus-
sia, is that of corruption. 

Numerous articles have been written on the topic of corruption, but usually from a broader 
perspective. Bardhan (1997), for instance, links corruption and economic performance as 
well as development in his work. Other researchers have tried to explain the causes of cor-
ruption in transition economies. Pekka Sutela (2003) goes so far as to state that corruption 
was a fact of life in the Soviet era and its practice was naturally “translated” into the new 
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market economy of Russia. But as we can see from the examples above, most research 
done seem to tackle corruption from a macroeconomic perspective, looking for reasons 
and explanations on a more political and cultural level, and ignoring the microeconomic 
implications that corruption has on individual firms. 

Corruption exists everywhere but in varying degrees. In many emerging economies corrup-
tion is a major problem; it is holding back the development of domestic firms, discourages 
investments, and may negatively influence the incentives for entrepreneurship (Smarzynska 
& Wei 2000). The game of the market economy and its mechanisms are affected. There-
fore, when companies choose to enter economies where corruption is prevalent it is of 
great importance and value to know how corruption functions both within the country as a 
whole and the industry of interest.  

In an interview conducted by Swedish Radio (SR), the Russian ambassador in Sweden, 
Alexander Kadakin, was asked about the difficulties facing Swedish companies when enter-
ing the Russian market. He responded that there are too few Swedish companies entering 
the Russian market, and the reason for this is the “widespread talk” about the mafia and 
corruption. According to Kadakin, the problem lies within the Swedish companies as they 
are too passive in the market and their decision making process is too time consuming. 
(Gourman, 2007) 

When companies are doing business in countries where corruption is prevalent many dif-
ferent concerns appear along with questions on how to deal with it. It is not difficult to 
understand that foreign firms, when entering the Russian market, come face to face with 
the reality of corruption, but in what way are they affected by it? 

1.3 Purpose 
The purpose with the thesis is to find out to what extent corruption in Russia has affected 
Swedish companies’ entry strategies in the Russian market. 

1.4 Research questions 
• Which entry mode is best suited for entering countries with high levels of corrup-

tion? 

• At what stages of the market entry process (planning, implementation, and oper-
ation) is the issue of corruption being taken into consideration? 

• To what degree do companies perceive corruption as an obstacle and does their du-
ration in Russia affect this? 

1.5 Delimitations 
Since corruption is both illegal and morally problematic, it is difficult to collect internal data 
from companies that are reliable, relevant, and complete. We will not be able to estimate 
any of the costs attached to corruption in any way – whether they are direct costs as part of 
for example bribery, or they are indirect costs that occurred as a result of the corruption 
situation in Russia in terms of delays, change of plans etc. 

For our survey, we will not include companies who have chosen other entry modes than 
entering via a wholly owned subsidiary. Moreover, companies who have entered Russia via 
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wholly owned subsidiaries but have failed to successfully establish themselves on the Rus-
sian market will also not be included in the study, although we believe that these companies 
may have valuable experiences of the Russian business society that could be of great use in 
our study, we simply do not have the resources required to find these companies. 

Furthermore we will not be able to investigate in detail in what way Swedish companies 
might have changed or altered their entry strategies as a result of corruption, as this would 
require a significantly more thorough investigation that is more time consuming than a 
bachelor thesis can bear. 
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2 Frame of reference 
In this section we will not only include the theories and models that we find relevant to the 
subject of study, but also introduce to the reader a compact review of Russian history from 
a social and economic viewpoint, an introduction to the concept of blat, and a brief discus-
sion on the legal aspects of corruption. After this introduction we will discuss the matter of 
corruption itself in order to further deepen the reader’s understanding of the issue. Lastly 
we shall introduce and discuss the theories and models that we consider useful for the an-
alysis of the empirical results obtained from the study. 

2.1 The Russian society 

2.1.1 A historical review 
In order to provide the reader with a basic understanding of how and why Russia works 
the way it does today, we believe that it is important that we introduce the reader to a basic 
historical review of the Russian economy and society with a special focus starting from the 
period of the Soviet Union. 

It is already clear that history has an important impact on individuals. By understanding 
one’s origins, one can better understand oneself, and by using this as a stepping-stone, one 
can be better positioned to make important decisions in the future. History tends to repeat 
itself, and therefore a better knowledge of history is necessary in order to break the pattern. 
By analysing decisions made in the past, together with their future repercussions, we are 
able to get a much better grasp of the concept of cause and effect, thus allowing us to im-
prove future outcomes by making calculated decisions in the present. In this section we 
wish to present a brief historical introduction of the economic history of the Soviet Union, 
as well as the ensuing periods, leading to the market economy of modern Russia. We do 
not attempt to explain what has happened, but merely to illustrate it, so that a better under-
standing of the state of the economy can be reached. Since much of Russia as it is inter-
preted today is a reflection of the state of affairs in the Soviet Union, and much of its 
Soviet heritage has leaked into the modern world, it is imperative in our research to de-
scribe some of the attributes that we consider as having the greatest impact on the business 
traditions encountered in Russia today. As a result, we expect to gain a better understand-
ing of traditions that are usually related to “corruption” in the western world. 

The Soviet economy can be said to have been based on two main political imperatives. 
Firstly, control was of great importance meaning that the state owned all property and 
planned how it was to be used. Secondly, economic growth was necessary, and this was de-
pendent on rapid industrialization (Granville & Oppenheimer, 2001). These two “pillars” 
were the main basis of a controlled economy, such as that which existed in the Soviet Un-
ion. The state owned basically everything, and thus was in a position to decide what was to 
be produced, for whom, and how it was to be produced. In order for such planning to be 
more effective, some kind of strategy or plan had to be created and implemented. In the 
Soviet Union, this was based on mobilising resources according to priorities (Leppänen, 
2007). The first priority was of course the military industry. The second priority was the 
production of capital goods for the heavy industry, which comprised mainly of heavy ma-
chinery and such. Thirdly was the exploitation of ever-new sources of energy and raw ma-
terials. The actual production levels were based on short-term plans, usually lasting five 
years, the so-called “five-year plans”. Unfortunately, these worked more as propaganda 
than anything else, since as a result of dynamical problems the plans were always imbal-
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anced and had to be readjusted many times during the plan periods (Simo Leppänen, 2007). 
This led to very difficult working environments for firms, forcing them into very inefficient 
modes of production. 

Let us take a closer look at economic growth and what that meant in the Soviet Union. Ac-
cording to Barry W. Ickes, the Soviet Growth Model (also referred to as SGM) “is a 
mechanism for extensive growth” (Granville & Oppenheimer, 2001). By extensive growth 
he means growth associated with the accumulation of inputs instead of through more effi-
cient use of already existing resources, both human and physical. Due to the nature of a 
planned economy, planners decide how much output is to be allocated to investment and 
how much to consumption. As a result, consumption levels are not an outcome of market 
forces. 

SGMs rely on a network of supply and demand of inputs and outputs. This may seem like 
a normal market economy, but different rules apply. The main objective of SGMs are gov-
ernment consumption, most importantly defence. Since SGMs have access to large 
amounts of natural resources, the main constraint in such systems would be the supply of 
labour. Therefore consumption goods were supplied only to encourage the levels of labour 
necessary for production. Thus this type of economy can be seen as “a means of producing 
items for government consumption”. This leads to capital accumulation, which in turn 
leads to increased production levels of heavy industrial goods, based on the idea that in 
order to produce high growth, “emphasis must be placed on the machines that produce 
machines” (Granville & Oppenheimer, 2001). 

Not surprisingly, SGMs did lead to fast industrialization in the Soviet Union. In just a few 
generations it went from being an agricultural economy to an industrial power. We must 
emphasize here that these conclusions are based on levels of production of autos, cement, 
oil, steel, and other such goods. But with time, performance worsened, and although pro-
duction might have continued to rise, it was not due to efficient use of inputs. According to 
a research made by Easterly and Fischer, “total factor productivity growth turned negative 
in the 1960s and remained so until the end of the regime” (Easterly & Fisher, 1995). As can 
be seen, opportunity costs of growth were ignored, leading to many problems, amongst 
others, ecological. As was mentioned earlier, the main constraint in such economies was 
the labour force. At first this could be increased by moving labour from other sectors to 
the industrial sector. But after some time, this reserve of labour is used up and growth 
starts to slow down. This is referred to as the extensive growth trap (Granville & Oppen-
heimer, 2001). Unsurprisingly this was one of the major problems inherited by modern 
Russia and led to many difficulties in the transition process. 

The above discussion leads to the issue of shortages. Because factors of production were 
used so inefficiently, and due to the structure of the system they were not free to move 
from inefficient “enterprises” to other locations were they could be better employed, com-
bined with the planned nature of the economy, many goods were not produced or at least 
not in necessary levels to meet demand. Because of the hierarchy that existed, access to cer-
tain goods and services were reserved to privileged individuals. Education, housing, travel, 
and consumer goods were often reserved for members of the nomenklatura. Such access, ac-
cording to Ickes, “allowed for the collection of bribe income” (Granville & Oppenheimer, 
2001). We can easily understand how those holding positions of power were able to derive 
additional incomes. “In this sense shortage was a necessity”. We can also see how money 
starts to lose its power. In a society where access to deficit goods led to higher power, the 
possession of money becomes secondary and loses its purpose. Such a combination of 
shortage and privileged access lead to a system where personality was key (Granville & Op-
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penheimer, 2001). We now start to understand why position and status are seen as very im-
portant and desirable in modern Russia. Since these factors were more important than 
money during the Soviet period, it led to a system where networks were key for achieving 
anything. It was not how much money you had, but who you were and whom you knew 
that mattered. Not surprisingly a system of “favours” emerged, which could possibly be 
connected to the creation of blat (see section 2.1.2), which was very important in the busi-
ness world of the Soviet Union. 

During the Soviet era, due to the planned nature of the economy, finance was not attributed 
the same importance as it has today. Because the goals of the planned economy were not 
defined by financial gains, financial flows were used merely as a means of monitoring eco-
nomic activity (Granville & Oppenheimer, 2001). This resulted in a dual monetary system. 
Cash-based transactions such as wages earned by households were used in one part of the 
economy, whilst non-cash-based transactions were used in another part. Enterprises were 
the main users of the latter. Since enterprises in the Soviet era were all part of the same 
structure working towards accomplishing the goals of its planners, there was no need for 
money transactions. These could simply be recorded in books by accountants. In market 
economies, when enterprises run into deficits, leaders understand that it is not running effi-
ciently and investment are put to better use elsewhere. But in the Soviet Union, deficits 
could not prevent enterprises from continuing its investments, since it was crucial to the 
system that enterprises fulfil their appointed goals. Here we see an SGM in action. Even if 
an enterprise is not running efficiently, it can continue to make investments and increase 
output. Not by increasing efficiency, but by increasing input levels. Because all enterprises 
were interlinked and a break in the chain would jeopardise other downstream plans the 
banking system (called Gosbank) would always extend credit. Therefore the non-cash sys-
tem was preferred, since it allowed all “money” to be kept in the system, and not leak to 
other sectors of the economy, such as for purchase of consumer goods (Granville & Op-
penheimer, 2001). 

As a result of this complicated and inefficient way of allocating resources, negotiation 
played a key role in the Soviet society. In order to be able to meet production quotas and 
goals, firms and factories had to go through very complicated negotiation processes in 
order to acquire the necessary factors of production that they required. Thus they were al-
ways in competition with each other, and instead of having one common goal to reach; 
they constantly fought against each other so as to be able to reach the goals of their indi-
vidual organizations. A detailed plan of operation for each firm was established through a 
two way iterative negotiation process (Leppänen, 2007). A diagram showing a simplified 
version of this process is presented below. It must be pointed out that negotiations were 
largely based on the political leaders’ views on priorities and firms’ perceptions on their 
ability to fulfil those priorities (Leppänen, 2007). 
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Figure 2-1: The Soviet operations planning process (Leppänen, 2007) 

 

We shall now take a quick look at some of the basic features of the Soviet-Type Economy 
(also referred to as STE) (Granville & Oppenheimer, 2001). As was referred to above, the 
Soviet economy relied largely on state-ownership and control of factors of production. 
Thus, instead of a “market”, the system encompassed directives set by the members per-
taining the very top of the Soviet Hierarchy. It is important to mention here that these di-
rectives were in fact commands, and not suggestions. The goals were set, and had to be 
reached. But because of the hierarchical structure in place, information could only flow ver-
tically, such as from production units to central planners and vice versa. This resulted in the 
top of the hierarchy being able to assess opportunity costs, but not the bottom sector. 
Thus members in the lower ranks of the hierarchy could not assess the trade-offs between 
different activities. This made it easier to control the system from a central unit and set pri-
orities, but at the same time resulted in skewed prices that did not reflect true costs (Gran-
ville & Oppenheimer, 2001). 

2.1.2 The concept of blat 
“One must have not one hundred rubles, but one hundred friends” – Russian proverb. 

For the reader to understand corruption in a Russian context, it is necessary to be familiar 
with the informal network cooperation in-between friends that is called blat. As Valeriy 
Korovkin stated in our interview with him, blat is not a concept that is commonly known 
by name by Russians in general, but as it is still present in today’s Russia, many authors re-
fer to the phenomenon described in this section as blat. 

Blat is considered to be the informal influence of contacts to obtain favours (Sheila et al. 
1996). It is described as a complex and culturally specific phenomenon in Russia and a way 
of combining business and friendship (Lovell et al. 2000). It is a deeply rooted way of 
thinking and the word blat itself has origins in the Russian culture from at least Ivan III in 
the 1440’s (Sheila et al. 1996). The word comes from the polish expression “blat” meaning 
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approximately “someone who provides an umbrella, a cover” (Ledeneva 1998). The ex-
pression “by blat” has the meaning “by acquaintance”, e.g. to access goods and services 
through the use of connections (Lovell et al. 2000). The expression blat is commonly com-
pared to the Chinese expression “guanxi”, meaning relationship.   

Similar to the Chinese guanxi, blat is a way to obtain goods and services, especially so in the 
Soviet “shortage economy” with it centrally planned distribution of goods and services 
(Ledeneva 2006). The Soviet system had a widespread bureaucracy and both wages and 
prices for goods and services were determined centrally. In the Soviet Union low wages 
were common among civil services and when wages were set too low for, for instance, doc-
tors and bureaucrats, they were more obliged to engage in corruption (Lovell et al. 2000).  

When being in a non-market economy a demand for a market emerges. Blat becomes a 
substitute for the market economy and can be seen as a driver that creates a market of fa-
vours. The shortage of both money and consumer goods made life nearly impossible unless 
the rules were broken, or at least bended, by bartering through blat. It can be seen as the 
centrally planned and controlled bureaucratic structure of the economy, forcing people into 
bribery and blat, in order to obtain goods such as medicine, food and education (Ledeneva 
1998). 

The economic situation in the Soviet Union was such that, for a person to meet his or her 
daily needs in, he or she had to go around the rules and make use of their personal contacts 
to carry out the required favours. If this behaviour is necessary to lead a decent quality of 
life it will eventually become socially acceptable and a part of the culture. Blat became a 
protection and it operates as insurance in an unsafe world.  

Lovell et al. (2000) defines bribery as when someone is compensated for doing something 
one would not do otherwise. To pay a bribe is to pay someone directly, whereas blat is not 
as straightforward, but involves a network of people who help each other in a form of co-
operation, supporting each other using trust, friendship, and contacts to exchange favours 
in the network. The major difference between blat and bribery is thus that with blat, al-
though you are helping someone out for your immediate personal winning, blat implies a 
more long-term orientation in the relationship (Ledeneva 2006). 

Bribery consists of a bribe taker and a bribe giver. The drawbacks with bribery is that it will 
impose a risk for both the giver and receiver, and most likely create a feeling of powerless-
ness and grudge from the bribe payer’s side (Lovell et al. 2000). As blat involves mutual 
cooperation and support, it implies trust instead of risk. A bribe put in a blat context be-
comes more indirect and less obvious. While bribing rather creates hard feelings and fear 
for being caught, blat creates a sense of respect for each other where reciprocal help exists 
in the chain of contacts.  

The direct cause and effect relationship in bribing with a bribe payer, a bribe and a bribe 
reciever becomes abstract in a blat relationship. A legal system can aim at the bribe payer 
and receiver, but have difficulties to target the whole network of friends helping each other 
in a blat network. It becomes difficult for the legal system to handle because the “bribe 
taker” is taking the bribe in forms of a future favours from the network.  

However, there is a relationship between blat and corruption. According to Lovell et al. 
(2000) the briber has to know who to bribe, how to bribe, how much to bribe, and this is 
where the blat network comes in. Information of this kind needs to be obtained informally 
and though contacts, thus blat becomes a medium for facilitating the bribes by giving the 
required information.  



 

 10 

Presents are very common in Russia and according to Haapaniemi et al. (2005) it is the 
country of small gifts. Gift exchange is seen as a social game and has a vital role to keep re-
lationships between people active. In combination with blat this makes up a complex rela-
tionship of payments, gifts, and bribes – all interrelated. It becomes difficult to draw the 
line between what is legal, illegal and semi-legal.  

This blat behaviour is being continued especially among older managers who do not see or 
refuse to see alternative methods for accomplishing their corporate goals. They are not 
used to the market economy and its concepts in terms of how competition is done, prices 
are set as well as what is illegal and unethical cooperation with competitors.   

2.1.3 Legal framework 
Since corruption is illegal, it is imperative to familiarise oneself with the current legal state 
of this topic. We shall therefore discuss the current legal framework in both Russia and 
Sweden to give the reader a brief introduction to the matter.  

The legal aspects that Swedish companies have to consider when entering Russia is a major 
topic in itself, and therefore this section will only serve as an introduction to the area since 
the purpose of this thesis is not primarily to discuss the legal implications of bribing and 
corruption. However, understanding the local legal system is fundamentally important 
when starting new business activities in foreign markets and for our case it is of interest to 
discuss the legal system in Russia, as it is a factor that influences corruption. 

Golovshinskii et al. (2004) argue that there is a relationship between the legal system and 
corruption, that a discretionary and arbitrary law encourages corruption. In cases when bu-
reaucracy is widespread, or the legislation is too complex and/or being frequently changed, 
the system is perceived as unpredictable and this perception will increase the prevalence of 
corruption. According to Golovshinskii et al. (2004), examples of critical legislation areas in 
the Russian context are the import/export law and tax regulations. Golovshinskii et al. 
(2004) further argues that in some cases firms might find it favourable to engage in corrup-
tion and find a deal “under the table” to overcome the uncertainties in the legal system in 
an attempt to avoid the risk and uncertainties of legal troubles. 

Looking at the other side of the corruption issue, corrupted officials should have an inter-
est in creating and maintaining an unpredictable legal system as they can use the system as a 
tool to collect bribes. According to Golovshinskii et al. (2004) especially the police have a 
strong legal position and much of the work is done through what is described as an arbi-
trary rule.  The arbitrary rule in combination with corruption in form of extortion is de-
scribed by Golovshinskii et al (2004): 

“Individual officials of the controlling agencies use their position to the full advantage when they extort 
money or certain goods in the course the official check-ups. Very often they would drop in for an unofficial 
check-up on the eve of a holiday, their own birthday, or on any other convenient pretext” 

According to the above description of the arbitrary rule, there seem to be good opportuni-
ties for firms to pay their way out of, for example, an unappealing tax situation, virtually 
with no risk since the public official won’t tell anyone about the incident as he has an inter-
est in keeping this unofficial parallel system of bribing alive. 

Also Swedish law has certain relevance for Swedish firms and individuals operating in Rus-
sia, as there are a number of relevant Swedish regulations that are applicable when doing 
business abroad that should be taken into account. According to Wästerfors (2004) it is 
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principally and theoretically possible for a Swedish individual to be prosecuted in Sweden 
for committing a corruption related crime abroad. An interesting aspect here is what actu-
ally constitutes a bribe. Given that the Russian business culture does include an element of 
gift giving between business partners that the Swedish business culture in general does not, 
it is plausible that Swedish business representatives many times interpret the more generous 
gifts from their Russian business partners as bribery. Whether or not Swedes in general de-
vote to bribery in Russia, Valeriy Korovkin stated in our interview with him that no Swed-
ish citizen has been convicted of bribery in a Russian court. According to Wästerfors 
(2004) there has not yet been a case where a Swedish court has prosecuted a Swedish citi-
zen for committing this criminal offence abroad.  

2.2 Corruption 
Corruption is a very broad term, widely used in many different situations and often refer-
ring to quite different things. According to Transparency International (2006b), a global 
coalition against corruption, “corruption is operationally defined as the misuse of entrusted 
power for private gain”. In this paper we shall use the aforementioned definition as the ba-
sis for our discussions on the topic. 

Although we have adopted the above definition of corruption, there are many different 
types and categories of corruption, and many more ways to group them in. The World 
Bank (2000), in an article debating anticorruption and possible policies on how to handle it, 
suggest two types of corruption: 

“State capture, refers to the actions of individuals, groups, or firms both in the public and private sectors 
to influence the formation of laws, regulations, decrees, and other government policies to their own ad-
vantage as a result of the illicit and non-transparent provision of private benefits to public officials. The sec-
ond type, administrative corruption, refers to the intentional imposition of distortions in the prescribed 
implementation of existing laws, rules, and regulations to provide advantages to either state or non-state 
actors as a result of the illicit and non-transparent provision of private gains to public officials.” 

Our paper will focus mostly on administrative corruption, as this could be seen as the 
“junior” type of corruption that most companies would encounter. State capture corrup-
tion, being the “senior” type, encompasses companies and enterprises, both national and 
international, that attempt to affect the way that rules and laws are made, thus giving them 
a carte blanche that allows them to basically do as they please. This kind of corruption is a lot 
more sophisticated and difficult to accomplish, and it would entail a huge level of corrup-
tion arising from within the company’s initial strategy. Thus it would not illustrate the il-
legal activities in Russia in the same way, as it would not be an outside influence on the 
companies’ market penetration strategies. Administrative corruption, on the other hand, 
could be considered as a “lighter” type of illegal activity that would probably be encount-
ered by most companies doing business in transitional economies. This could arise from 
entering an environment in which it is part of the business culture and would therefore af-
fect the companies’ strategies directly, and as an outside force. Even if it were implemented 
by certain individuals within the firms, either as individuals, or in the interests of the firm, it 
would be easier to determine how this arises and how this affects their business strategies. 

Looking at the categories above, it would appear that corruption per se is easy to define and 
categorise. But the truth is that it can appear in different forms, even within the categories 
mentioned earlier. It is true that in general it can be seen as an illegal action used to benefit 
individuals, but even then it can appear either in the form of bribes (be that financial or 
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otherwise), or favours. This is an important form of further categorization since it can help 
us understand the kind of activity taking place.  

According to Haapaniemi et al. (2005) a bribe can range from a chocolate box to a “not so 
small amount” in a Swiss bank account. 

In many countries it is common to present a colleague or partner with a gift. In China, 
where personal relationships are very important when doing business, it is traditional to 
present others with personal gifts or services. The Chinese term for this is Guanxi. In Chi-
nese, the word stands for any kind of relationship, and is very well applicable to the world 
of business, where networking plays a major role (Michailova and Worm 2003). In Russia a 
similar term exists, namely blat. During socialism it was an exchange of favour of access in 
conditions of shortages and a State system of privileges where the favour of access was 
provided at public expense (Michailova and Worm 2003). For foreigners it may be very dif-
ficult to distinguish this form of behaviour from bribery. As a result of cultural differences, 
this type of behaviour, which is commonplace in some cultures and even foreigners would 
be forced to adopt in order to become successful, would be seen as unethical and possible 
even illegal in other parts of the world. 

2.3 Previous studies 
A study that was made by the Swedish Trade Council (2005) concerning the business cli-
mate in Russia discusses the different problems perceived by Swedish companies when 
doing business in Russia.  One of the areas they review is how companies perceive corrup-
tion. When asked, “does corruption affect your business activity?” 48% of the companies 
replied that they believe that it does to either a “very high” or “high” extent. The same 
study also includes an interview with the companies regarding how they perceive and man-
age the corruption. Some of the conclusions were that the degree of corruption is specific 
to each industry but it exists throughout the society as a whole and that corruption is wide-
spread among bureaucrats with low pay and this is especially a problem when gov-
ernmental decisions are based with arbitrariness. 

During our research involving corruption in Russia, we came across a study made by stu-
dents of the Helsinki School of Economics that somewhat resembled our own study. In 
their paper, they study enterprise-state corruption, also known as private-public corruption, 
in transition economies. They focus on Russia and perform an empirical analysis of corrup-
tion and how it applies to Finnish companies in the country (Larimo & Rumpunen, 2006). 
According to their paper, the aim of their study is to “analyze what kind of state corruption 
foreign companies actually encounter in transition economies and how managers perceive 
corruption and react to it”. 

In their research they found that although Finnish companies usually do not engage in cor-
rupt practices, these levels increased by a significant degree when doing business in Russia 
(Larimo & Rumpunen, 2006). Therefore, although the “good behaviour” of Finnish com-
panies is brought with them when doing business abroad, the host-country (in this case 
Russia) has a significant influence on their behaviour, thus leading to higher corruption lev-
els. This could be interpreted in a number of ways. One of the suggestions made in their 
paper was that Russian administrators discriminate against foreign companies. It would ap-
pear that Russian authorities treated Russian companies better than Finnish ones, although 
they do not go into detail in explaining exactly in what way national companies were treated 
better than foreign ones. They do find that the corruption encountered by Finnish com-
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panies centers mostly around certain areas, these being licensing procedures, dealing with 
customs issues, and in securing government contracts (Larimo & Rumpunen, 2006). 

One conclusion of this study is that Finnish companies are adapting to this situation and 
that they are also beginning to accept this as part of the local business culture (Larimo & 
Rumpunen, 2006). It would be interesting to compare this phenomenon with the behav-
iour of Swedish companies in Russia, since it is easy to assume that Finnish and Swedish 
companies would behave similarly. This may not necessarily be the case, and their interpre-
tations of corruption and methods of dealing with it might differ, especially if we take into 
consideration the fact that Finnish companies have a longer and stronger tradition in doing 
business with Russia, extending far into the Soviet period. 

2.4 Theory on entry strategy given corruption 
Several scholars such as Philip Kotler (Kotler 2005), Svend Hollensen (Hollensen 2004) 
and Gerald Albaum (Albaum et al. 2002) have identified various external factors such as 
political risk, national culture, and institutional practices that affect companies’ mode of en-
try in a foreign market. Even though corruption and bribery are widespread (Hoskisson et 
al. 2000) there is not much literature that discusses the impact of corruption on entry strat-
egies. Kotler (2005) has however categorised different strategies that companies can im-
plement when expanding abroad, and it can be worthwhile to examine these modes of en-
try more closely, although we will not distinguish between them in our study as part of the 
empirical results. 

Kotler (2005) names 3 different entry modes that are available to any company that wishes 
to enter a foreign market. These are export, joint venturing, and direct investment. As we 
are investigating companies that have entered the Russian market via wholly owned subsid-
iaries we are interested in the entry mode involving direct investment. However, as Kotler 
(2005) defines direct investment as not only the foundation of a wholly owned subsidiary, 
but also the setting up of assembly or manufacturing units, a substantial number of the 
companies in our study would not fit into the direct investment category. Partly because in 
our study there are service companies that hardly need assembly or manufacturing facilities, 
but also because the manufacturing companies in our study have entered the Russian mar-
ket through direct export by setting up offices and warehouses in Moscow or St. Peters-
burg that are run by their subsidiaries. Although Kotler (2005) seems to assume that direct 
investment can only take place by placing production in the foreign country we shall ignore 
that and also include the setting up of offices and warehouses under the definition of direct 
investment. 

The advantages that Kotler (2005) argues there are to choosing direct investment as an en-
try mode are 1) the possible access to cheaper labour and raw material, 2) the improvement 
of the company’s image in the host country as it creates jobs, 3) the development of a 
deeper relationship with government, customers, local suppliers, and distributors, and 4) 
the firm can keep full control over the investment and can therefore develop the manufac-
turing and marketing policies that serve its long-term international objectives. Of these ad-
vantages we especially find the advantage of deeper relationships with the government and 
suppliers and distributors as interesting, keeping the topic of our study in mind. This is also 
one of the reasons that we chose to include only companies that have entered Russia 
through direct investment, since these companies are the ones who are the most likely to 
have experienced corruption and are most affected by it, compared to companies who 
might only export their products to a Russian agent company. What is perhaps even more 
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interesting is that Kotler (2005) names 3 main disadvantages to direct investment, namely 
the risks of restricted or devalued currencies, falling markets, and government takeover. 
Corruption is thus not a problem, at least not a major one, while the risk of a government 
takeover is. Surely a government takeover may affect a company with a significantly deeper 
impact, but how common is it compared to corruption? 

It only comes to show that the issue of corruption has had a low priority among research-
ers and scholars when it comes to investigating the effect it has on individual businesses. 
Recently however, there have been some scholars who have attempted to research this 
phenomenon with regards to strategy. 

Uhlenbruck et al. (2006) have tried to introduce corruption as an important factor that in-
fluences the mode of entry by analysing the entry modes that foreign companies in emer-
ging economies have chosen. They have formulated six hypotheses on entry modes based 
on non-equity entry and equity entry that in essence state that the higher level of corrup-
tion in a country, the more likely a firm is to choose a non-equity entry. As the companies 
included in our research have already entered the Russian market via wholly owned subsid-
iaries, we shall be looking into the equity entry hypotheses and see how the conform to our 
results. 

In their study, Uhlenbruck et al. (2006) finds some evidence that one way that foreign 
MNE’s cope with corruption is to adapt their foreign entry mode. Their main conclusion is 
that in fact, their hypothesis that the more corruption pervasive a country is, the more 
likely it is that foreign firms enter that country by a non-equity entry mode holds true. 
Uhlenbruck et al. (2006) argue that the reason for this is that by entering through a non-
equity entry mode, firms are able to avoid the different costs that corruption incur. Since all 
of the companies that we have surveyed entered a relatively corruption pervasive country 
by an equity entry mode and seemingly have overcome the costs of corruption, we will in-
vestigate in what way they might have managed to do this and compare our conclusions to 
those of Uhlenbruck et al. Although the study made by Uhlenbruck et al. (2006) is limited 
to telecommunications projects in various emerging economies and narrowed down to a 
comparison of the frequency of equity and non-equity (start-up mode) start-ups given the 
prevalence of corruption, it is an indication that when faced with corruption, firms do 
modify their original entry strategy. 

2.5 Game Theory 
It is interesting to analyze the surveyed companies’ decisions through the framework of 
game theory. When encountering a situation where a corrupt action is to potentially take 
place, we may be able to gain some insight into the decision making process within the 
company when it is facing this particular situation. It is also possible that game theory can 
help to explain why some companies choose to abide with corruption in situations where 
they do have the possibility to not do so. 

2.5.1 Extensive form game 
In particular, it should be possible to apply some form of extensive form game to describe 
the course of action in a situation where corruption of some kind may be an outcome. Ex-
tensive form games are typically illustrated with a game tree model and is according to My-
erson (1997) the most richly structured way to describe game situations. In a case such as 
this there would be two players, one being the Swedish company and the other one being 
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ing his potentially corrupt Russian counterpart. To keep it simple, any situation simulated 
in a game would involve the Swedish company being faced with the possibility to commit 
to some sort of corruption and the two alternatives that the company is able to choose 
from could for example be “Yes, pay the bribe” or “No, don’t pay the bribe”. Any given 
game will eventually lead to one of four possible outcomes: 

 

1. The company pays the bribe but somehow they get busted upon which legal action 
follows. 

2. The company pays the bribe without getting busted and can reap the “benefits” the 
bribe gives. 

3. The company doesn’t pay the bribe and ends up no worse or better than before, i.e. 
slow document handling, risk of missing out on business contracts etc. 

4. Special case: under some circumstances it is possible that if the Swedish company 
were to not accept the alternative involving corruption it might be facing a small 
risk of revenge of some kind from his Russian counterpart who might consider it as 
standard procedure to be paid a small amount “on the side” for the particular ser-
vice or procedure in question. In this situation, application forms and documents 
might “get lost” during handling, or certain license applications might be denied. 

 

This type of extensive form game is illustrated in the figure below. 

 

 

 

 

 

Figure 2-2: Extensive form game model 

2.5.2 Normal form game 
It is also possible to apply the game Prisoner’s Dilemma to describe the course of action 
and the likeliness of any particular outcome. The Prisoner’s Dilemma is a normal form 
game, which are more convenient for purposes of general analysis (Myerson, 1997). 
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Again, the Swedish company has two alternatives to choose between. This time, however, 
the company also needs to take into consideration what strategy its competitor chooses to 
pursuit (for the sake of simplicity we assume only one competitor). The strategies that are 
available in this game are thus: 1) abide by corruption or 2) do not abide by corruption.  

If the Swedish company chooses to abide by corruption, it will gain a number of benefits 
that it would not have if it were to choose to not abide by corruption. The benefit, or 
profit, that can be won by choosing the corruption strategy can according to Dahlström 
(personal communication, 2007-11-13) be described such as: 

! 

" = B −C  (Profit equals benefit minus cost) 

The benefit  can vary depending on the situation, but typical examples would include 
faster handling of bureaucratic issues, faster payments, or the difference of getting a busi-
ness contract or not. The cost  is the product of 

! 

P + "(R + CS ) . Where  is the price of 
corruption, most typically the value of a bribe. 

! 

"  is the statistical risk of getting caught.  
is the potential legal retribution, and  is the social cost of the public becoming aware of 
the corrupt transaction. The social cost usually means some sort of devaluation of a com-
pany’s brand leading to a decreased confidence in the company from its customers, or in a 
worst-case scenario its customers might even boycott the company’s products. In many 
cases, especially for companies in the construction industry or manufacturers of industrial 
machinery, the social cost would be zero or very close to zero, while a company like H & 
M for instance, would potentially bear a very high social cost if it were to engage in corrup-
tion. 

We argue that strategy alternative 1 is the strictly dominant alternative in this game because 
we believe that in the vast majority of cases the cost of corruption is lower than the ben-
efits it will give. If we look at the formula above and study its components we propose that 
the risk of getting caught in virtually any corruption case is extremely low, add to this the 
fact that for most companies (virtually any company that doesn’t market consumer pro-
ducts) social cost is not a significant one. 

According to Bierman and Fernandez (1998) a player will always do better by adopting the 
strictly dominant strategy, no matter what his opponent chooses to do. Bierman and Fer-
nandez (1998) define the concept of strictly dominating strategies as: 

“The strategy  strictly dominates the strategy  for a player if, given any collection of strategies that 
could be played by the other players, playing  results in a strictly higher payoff for that player than does 
playing .” 

By drawing the simple two-by-two matrix that depicts all of the four possible combinations 
of choice of strategy between the Swedish company and its competitors we will have a 
good overview of all the potential outcomes of the game, and we can see that strategy al-
ternative 1 is indeed the strictly dominant strategy. The numbers in the example below are 
simply a free estimation of the annual profit and how it could be affected by the strategy 
chosen. 
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  Competitor 

  Abide by corruption Do not abide by corruption 

Abide by corruption (€10 M, €10 M) (€16 M, €4 M) Swedish 
company Do not abide by corruption (€4 M, €16 M) (€5 M, €5 M) 

  Payoffs: (Swedish company, Competitor) 

Figure 2-3: Normal form game model 

 

Although there are numerous different situations in which corruption can take form and 
perhaps only a few of them can be described through the models that are discussed above, 
it is still interesting to investigate whether or not such an applied model may hold true in 
reality. 
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3 Method 

3.1 Research strategy 
One of the most crucial aspects of any study is the reliability and validity of the chosen re-
search strategy. When investigating sensitive topics it is especially hard to fulfil the re-
quirements of a reliable and valid study, as the subjects of the study may feel intimidated by 
the sensitive nature of the topic. When planning the method and research strategy of this 
report we have kept this in mind throughout the entire process to ensure the highest pos-
sible reliability and validity by complementing the survey with interviews and by other 
measurements that will be discussed in greater detail under the sub-section named “Relia-
bility and validity”. 

When designing the research strategy there are according to Saunders et al. (2003) two 
main approaches to consider: inductive and deductive. Using a deductive approach, we 
would first develop a hypothesis and then test it against our empirical data. In this case we 
have not formulated a hypothesis and aim to perform an exploratory study. Since the pur-
pose with our study is to understand what effect the corruption in Russia has on Swedish 
companies that choose to enter the Russian market, our approach will be inductive, 
whereas we will collect and analyse data, although we will not attempt to formulate a hy-
pothesis. 

In accordance to our exploratory approach we will review literature on relevant topics such 
as corruption and strategy, survey Swedish companies that are represented in Russia, and 
conduct interviews with persons who have experience in establishing a foreign firm’s pres-
ence in Russia, or is about to do so, as well as various academic experts who have done re-
search in the field of corruption.   

We believe that the nature of our topic requires an approach with different methods that 
will give us versatile insights. Corruption in business is a sensitive and difficult question 
with both legal and moral implications. As our research will be conducted by analysing pre-
vious research, conducting in-depth interviews, and performing a survey we will gain in-
formation from both inside the concerned organisations and from outside. The interviews 
with people who have a diverse experience of Russia and its business culture will be par-
ticularly useful for understanding the results of the survey and putting them into an appro-
priate context. Essentially, as according to Patton (1990), interviews allow us to find out 
what people do, know, think, and feel, thus giving us a deeper understanding of the survey 
results.  

Using both qualitative and quantitative methods of collecting data will give us a broader 
picture of the problems that Swedish companies face when entering the Russian market. 
According to Scholz and Tietje (2002), each study should include multiple sources of in-
formation, such as interviews and surveys. Furthermore, Saunders et al. (2003) argues that 
combining qualitative and quantitative research methods will reduce the collection of 
biased data. We aim to acquire different perspectives and be able to compare these and 
analyse the differences among them. Saunders et al. (2003) further argues that using multi-
ple data collection methods is especially beneficial, and since each method has its own 
strengths and weaknesses, using more than one method will provide results that describe 
reality more closely. 
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3.2 Research methods 

3.2.1 Survey 
The population we aim to study is defined as companies that 1) have their registered head-
quarters in Sweden, 2) have entered their respective market in Russia through a wholly 
owned subsidiary, and 3) are registered with the Swedish Trade Council as present in Rus-
sia. The reason why we chose to include a wholly-owned subsidiary as part of the popula-
tion definition is that we wanted the companies in our survey to have as much experience 
as possible within the Russian business environment. Furthermore, the vast majority of 
Swedish companies who have entered the Russian market have done so through a wholly-
owned subsidiary, as according to The Swedish Trade Council (2005) the proportion of 
wholly-owned subsidiaries is 70% among Swedish companies in Russia.   

The questions in our survey consist mainly of nominal scale questions with “yes” or “no” 
type of answers combined with ordinal scale questions that according to Gill and Johnson 
(1997) are used to measure the amount of the phenomena being measured, such as the im-
portance given to corruption during the planning stage of entering the Russian market.  

In accordance with our definition of the population we aim to study, we contacted the 
Swedish Trade Council who provided us with a list of 131 companies in Russia that were 
related to Sweden. Because the list was not limited to exclusively Swedish companies, but 
also included joint-ventures between Swedish and non-Swedish companies or sometimes 
even strictly foreign companies that just happened to be present in both Sweden and Rus-
sia, we had to filter these companies out as they were irrelevant to our study. 

Also included in the list was contact information for most companies, but since the contact 
information never included telephone numbers or e-mail addresses to specific persons, but 
rather just an e-mail address or a telephone number for general enquiries we decided to 
look up each and every company’s website to see whether there was contact information 
available for specific persons within the organisation that were suitable to answer the ques-
tions in our survey. For those companies that didn’t present any person specific contact in-
formation, we called the telephone number that was listed for each company on the list and 
asked to speak with someone in the organisation who was in a managerial position and 
working with the firm’s business activities in Russia. 

After having filtered out the companies that didn’t qualify to be part of our study as ac-
cording to our population definition, a total of 37 companies remained. Thus, the total 
population consists of 37 companies, all of which we included in our sample. The fact that 
all of the companies were running their Russian operations from Moscow is something that 
may be of relevance for the study, although this was not part of our definition of the popu-
lation. 

At first we created an online survey at www.surveymonkey.com to which we sent out an 
email invitation to the persons that we had acquired contact information for. Unfortu-
nately, even though we knew beforehand that corruption was a very sensitive issue, the re-
sponse rate was even lower than we had anticipated. After 2 weeks, only 5 companies had 
completed the survey. 

Since our original approach with an online survey didn’t work out, we decided to change 
strategy by instead conducting the survey over telephone. The reason for this was that, 
firstly, we believed that it is harder to ignore a telephone call than an email invitation and 
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secondly, we would avoid the risk of our invitation email ending up in the recipient’s email 
client’s trash box. In order to overcome the problem with corruption being the sensitive is-
sue it is, we re-labelled our survey as a study of the differences in Swedish and Russian 
business cultures. We also added a few questions to the survey that were strictly culture re-
lated and that we didn’t include in the results of the survey. This was done to make the sur-
vey more trustworthy as a study of culture rather than of corruption. 

With the online survey and the telephone survey combined, we managed to collect 20 re-
sponses. This means that the sample is smaller than 30, thus not qualifying for the “30-
rule” which, according to Aczel and Sounderpandian (2002) states that in general a sample 
size of 30 or larger is considered large enough for the central limit theorem to take effect, 
thus allowing us to draw conclusions of the total population. The same authors, however, 
also state that smaller sample sizes may be sufficient at times, although at the cost of accu-
racy. However, since our total population consisted of 37 companies, a total of 20 re-
sponses means that we managed to sample more than half of the defined population. 

3.2.2 Interviews 
When identifying our interview subjects we have tried to find diverse people with a strong 
and relevant knowledge base within different aspects of the corruption and business life in 
Russia. Among our subjects are people with direct experience in setting up business activi-
ties in Russia or are about to do so, representatives of trade organisations, and Russian 
businessmen. Most interviews were made over telephone considering the time and cost, as 
most interview subjects reside outside of Sweden. In total, four persons were interviewed 
and each of them is presented below with a short description as to why they were interest-
ing subjects to interview. 

PERSON POSITION CONTRIBUTION 

Interviewee 1  Wishes to remain anonymous and is 
working with a Swedish company with 
an annual turnover of approximately 1.8 
BSEK who is in the process of eventu-
ally establishing their presence in Russia 
via a wholly-owned subsidiary. 

Interviewee 1 had some very interesting input 
regarding the line of thought that a company 
has at the early discussion and planning stage 
when entering Russia. 

Interviewee 2  Wishes to remain anonymous and is 
working at a national trade promoting 
organisation. Interviewee 2 is also a 
published author within the field of 
business culture. 

Interviewee 2 is a non-Russian citizen with an 
experience in Russia that dates back several de-
cades. Interviewee 2 provided us with valuable 
insight into what kinds of corruption exist in 
Russia and how businesses tend to deal with it. 

Interviewee 3  Is a Russian businessman working for a 
large Russian company with extensive 
business activity abroad. Interviewee 3 
also has many years’ experience working 
both in Russia and with Russia. 

Interviewee 3 gave us some good basic insight 
into how business is done in Russia, and how it 
is affected by corruption. 

Valeriy 
Korovkin  

Works for the Trade Representation of 
the Russian Federation in Sweden to 
promote Swedish investment in Russia. 

Valeriy was able to give us information on how 
business is done in the country, and how it is af-
fected by corruption, but from the perspective 
of a national trade organization. 
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In order to find interview subjects with relevant experience and knowledge of corruption 
we firstly decided that we wanted to make use of a triangular approach when collecting the 
qualitative data since there are many aspects and factors that need to be taken into account 
when attempting to understand corruption. Thus, we decided that we needed to interview a 
Russian businessman, a representative from a trade organisation, a representative for a 
Swedish company that is willing to invest in Russia, and a non-Russian professional who 
has a great deal of experience of Russia and Russian business life. We were able to establish 
contact with our interview subjects by looking up trade organisations, academic authors, 
and professional authors over the Internet and by using the literature and article databases 
of the Jönköping University library. We managed to find the business professionals among 
our interview subjects within our own personal network. 

In addition to the interviews with the above-mentioned people we also had an informative 
meeting with Tobias Dahlström who is a Ph.D. Candidate at Jönköping International Busi-
ness School. Although Dahlström’s research on corruption takes on a macroeconomic per-
spective, he gave us some interesting and useful insights that helped us in understanding 
the issue of corruption. 

Before conducting the interviews we created a strategy with the aim of getting as trust-
worthy answers as possible, as there was a chance that the interviewees might feel intimi-
dated by sharing information on corruption. The goal of the strategy was thus to make the 
interviewees feel comfortable and give them the opportunity to be anonymous if they 
wished. 

Considering the time and cost most interviews were made over telephone, as most of the 
interview subjects reside outside of Sweden. Saunders et al. (2003) argues that it is difficult 
and lowers the reliability to perform an interview by phone when dealing with topics that 
are sensitive. It might be difficult for a businessman to open up and talk freely about illegal 
and immoral practices. However, when looking at the different interview subjects they all 
take on different perspectives of corruption. The experts have a natural distance to the 
topic, as they themselves are not personally involved in corruption but rather have a per-
sonal interest in the topic and are used to discuss it frequently with likeminded people. 
Therefore it is not a sensitive question to them and this makes it possible to interview them 
over the telephone without risking the implications had they been personally involved in 
corruption. The exception to this is Interviewee 1 who is a Swedish manager within a com-
pany that is in the process of entering the Russian market. That is why we in this case 
chose to perform the interview in person instead. 

We contacted the interviewees by phone in order to see if they were interested in being in-
terviewed and to decide on a time and date on which we would perform the interview. 
Some of the interviewees wanted to see the questions before the interview, which we 
abided by. Of all the potential interviewees that we contacted only one person rejected our 
request due to lack of time. Since most of the interviewees wished to remain anonymous, 
we didn’t record the interviews on tape but took detailed notes instead. 

The interviews were of a semi-structured nature, as we had prepared a set of questions be-
forehand but also included other questions that might have arisen during the course of the 
interview. According to Silverman (2000) it is important when conducting interviews on 
sensitive topics to gain the interviewee’s trust by making oneself familiar to the interviewee 
through small talk and non-intimidating questions. With this in mind we talked a little 
about ourselves, described our project and its purpose and why the interviewee was valu-
able to our study at the beginning of each interview. An important aspect to this is that we 
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we guaranteed their anonymity if they wished and explained how the information would be 
used and how our study could be useful to them. In order to maintain the informal atmos-
phere the initial questions at each interview were of a very general nature and when we felt 
that we had gained the interviewees’ trust we moved on to the more sensitive questions.  

3.3 Reliability and validity 
To ensure the validity of the results of the questionnaire, we took several measures. Firstly, 
we manually identified the persons within each company that had the appropriate experi-
ence to take part in the survey. This is crucial to the validity of the results as someone with 
only minor experience of the company’s activity in Russia may not be aware of any poten-
tial corruption related matters that might have affected the company in question. 

When surveying sensitive topics it can be a hard task to collect responses from the sur-
veyed sample, which is why we originally conducted an online survey since it is the most 
anonymous way to conduct a survey, along with the classical postal survey. It is equally im-
portant that the person who is participating in the survey is aware of the fact that the sur-
vey is confidential, regardless of whether it is an online survey or a telephone survey, and 
feels secure enough about that to answer in his or her most truthful way. 

We also made sure that the website we used to create the survey was able to keep track of 
which participants had already completed the survey and who had not. This is an important 
insurance in order to make sure that there are no duplicate entries which will skew the re-
sults and also a very helpful tool as it allowed us to see who had not yet completed the sur-
vey and made it easy for us to continue the survey over telephone as we knew which com-
panies had not yet responded. 

Although we were not able to carry out an online survey in the end, having conducted a 
telephone survey instead may help in reducing the number of false respondents as giving 
false answers is easier the more anonymous you are. 

The interviewees were chosen with great care with respect to their knowledge and experi-
ence of both Russia and corruption. All of the interview subjects, except for Interviewee 1, 
have a long history of working within the Russian business society and are very familiar 
with the Russian business culture and its many different aspects. We consider Interviewee 1 
to be the ideal interview subject to provide us with a deeper understanding of the way that 
firms plan and reflect over corruption and many other issues regarding a possible entry into 
the Russian market as Interviewee 1 has a limited experience of doing business in Russia 
and as he is working with a Swedish medium-sized company that is considering to enter 
Russia via a wholly-owned subsidiary. As mentioned in the previous section we also took 
several precautions to ensure the openness and honesty of the interview subjects. 

3.4 Ethical issues 
As mentioned above, corruption is in itself a very sensitive issue that many company repre-
sentatives might not feel very comfortable in talking about. Corruption is not only illegal in 
both Sweden and Russia, it is also perceived as a relatively “dirty” crime compared to, for 
example, an unjustifiable tax reduction. The problem that we encounter here is that survey 
respondents and interviewees may not provide us with complete or entirely truthful an-
swers to our survey and interview questions. As there are no near-foolproof ways of analys-
ing and unveiling what aspects of the respondents’ answers that are not completely honest, 
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we can only hypothesise and draw rough assumptions about the frequency of dishonest an-
swers for the sake of discussion on validity and reliability. 

Perhaps, some may question the morality in disguising our survey as a study of cultural dif-
ferences, but we don’t feel that this is unethical since the disguising of the survey only op-
ened the door for us; it didn’t force the respondents to give out any information that they 
didn’t want to give out. Furthermore, business culture and corruption are two closely re-
lated matters and in the case of Russia we believe that one cannot mention one of them 
without including the other.  
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4 Empirical results 
To produce interpretable numbers from the survey results we used Microsoft Excel 2004 
for the more simple statistical measures such as calculating averages, means, modes, and 
percentages. We also used Excel 2004 when making all of the tables, charts, and diagrams 
that can be found in this study. When scanning for possible correlations we used SPSS 14 
as we considered it more powerful than Microsoft Excel in these circumstances taking into 
account that SPSS allows us to analyse correlations through the Spearman or Pearson 
method, whichever would be relevant. 

When presenting the interviews we structured the empirical presentation person-wise in-
stead of topic-wise. Initially, we presented the interviews according to topic but found that 
it was not reader-friendly in a satisfying way due to the complex nature of the topic, its 
many interrelated inherent factors, the very diverse background of the interview subjects, 
and not least the fact that our interview consisted mainly of open questions. 

4.1 The questionnaire 
In general, the results of the survey revealed no significant surprises, nor strong correla-
tions between corruption phenomena and actions taken by the company. This is however, 
not to say that we didn’t find anything of interest from the results. 

4.1.1 Validity issues of the results 
When collecting the results from the online survey, by accident we discovered that the on-
line survey service had a tool that allowed to see if any respondents had made any changes 
or adjustments to their given answers. It turned out that two of the five respondents to the 
online survey actually had made changes to their answers. Unfortunately we were not able 
to see their original answers, but only the date and time at which they had first completed 
the survey, and the date and time at which they made the latest changes. One of the re-
spondents had deleted all of the answers he or she had given from question 7 and forward, 
while we suspect that the other respondent had changed a “yes” to the question on 
whether or not the company had encountered corruption during the start-up phase into a 
“no”. We believe so since the respondent had deleted the answers to the follow-up ques-
tions but had forgotten to delete the answer to question 6, which could only be answered 
had you chosen “yes” for an answer to the previous question “While establishing your 
company in Russia, did you encounter corruption in any form?”. Even though we knew 
beforehand that completely honest answers might be an issue in a study like this one, we 
now have to consider the frequency of false answers from the respondents in the survey 
and the possibility that numerous respondents might have given false or “polished” an-
swers in an attempt to make their organisation to look better. We shall however proceed 
with presenting the results from the survey and continue with an analysis of these results. 
Any conclusions that might be drawn from the survey should be done so only with great 
precaution. 

4.1.2 The results presented 
For a full overview of tables and charts depicting the results, please see the appendix. 

Virtually all of the companies in the survey started their Russian operations in the late 
1990’s and early 2000’s, except for one company who stated that they began operations as 
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early as 1970. The average time spent for the companies to establish their presence in Rus-
sia was 1,6 years. Most companies spent 1 year or less on establishing their subsidiary com-
pany in Russia, while one company reported that they had spent 4 years to do so, which 
was the longest time reported.  

The importance that companies gave to the issue of corruption when planning their market 
entry in Russia was in general very low. On a scale from 1 to 7 where 1 means not at all and 
7 means that the issue was given top priority, we found that the average score given was 2. 
The two most common answers were 1 point and 2 points, something that was reported by 
7 respondents respectively. The highest score noted was 4 points, something that could be 
considered as an outlier as only one company gave corruption this much importance during 
the planning stage. 

The sensitive question of whether or not the company had encountered corruption in any 
form during the start-up phase in Russia revealed that fewer companies than we had ex-
pected had encountered corruption during this phase. Only 5 companies, or 25% of the re-
spondents answered that they had encountered corruption while starting their business in 
Russia. However, keeping in mind the potential false response rate, this frequency of posi-
tive respondents could perhaps be considered high. The 5 companies who gave a positive 
response were further asked in what ways they had encountered corruption. Out of these 
companies 80% had encountered corruption when getting connected to public services 
such as water, gas, and electricity. 40% when obtaining licenses, 40% when dealing with 
courts, 60% when dealing with other companies, and 60% when dealing with immigration 
and customs authorities. Please see the chart below for a more convenient overview of 
these results. 

Figure 4-1: Ways of corruption encounters during start-up phase 

 

Out of the 5 companies who had encountered corruption during their start-up phase in 
Russia, 4 companies or 80%, had in some way changed or altered their original strategy as a 
result of this encounter. 

On the question on whether the companies had encountered corruption in any form once 
they were in the operational phase, 42% (8 respondents) answered yes. This is significantly 
more than those who had encountered corruption during start-up. This is quite logical 
however since the start-up phase is only a finite, short-term stage, while the period in 
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which we are measuring the frequency of corruption here is theoretically infinite. It should 
also be mentioned that it is from this question and onward that we only have 19 respond-
ents, as one of the respondents deleted his or her answers from this question and on, as 
mentioned above in the section discussing the validity of the results. 

Out of the 8 respondents who had encountered corruption in Russia after their start-up 
phase 75% had done so when getting connected to public services, 87,5% when obtaining 
licenses of different kinds, 62,5% when dealing with courts, 50% in order to win business 
or government contracts, 50% when dealing with other companies, 50% when dealing with 
immigration and customs authorities, and 87,5% when dealing with taxes and tax collec-
tion. See the chart below. 

Figure 4-2: Ways of corruption encounters after start-up phase 

 

After having encountered corruption since their company’s establishment in Russia, 50% 
have changed their routines in one way or another as a response to the corruption. Finally, 
we asked the companies if they believed that Swedish companies would benefit from en-
gaging in more corruption in their Russian ventures. Interestingly, the majority of the re-
spondents, 63%, believe that it would benefit Swedish companies to do so. 

4.1.3 Correlations 
As mentioned above, there were no strong correlations to be found. We found four corre-
lations with coefficients larger than 0.5. According to Hunt et al. (2002), correlation co-
efficients smaller than 0.5 are considered as weak, which is why we in the first stage chose 
to look for coefficients larger than their definition of weak correlations. The correlation be-
tween encountering corruption after having established the company in Russia and chan-
ging the routines was 0.612, which means that having encountered corruption to a large ex-
tent leads to the company changing their routines. The correlation between encountering 
corruption and changing or altering the entry strategy was slightly higher with a coefficient 
of 0.632, meaning that companies who have encountered corruption during the start-up  
phase to a large extent change their original entry strategy. At this stage we thought that it 
would be interesting to see if there was any connection between changing the entry strategy 
and the importance the company had given to the issue of corruption during the planning 
stage. If we were to find a strong positive correlation, that could indicate that even if the 
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companies gave corruption a high priority when planning for their entry in the Russian 
market, they were still underestimating the issue, while a strong negative correlation could 
indicate that the companies who gave corruption a low priority during the planning stage 
had a more difficult time handling corruption than the companies who prioritised the issue. 
The correlation between these two variables was weak. With a coefficient of 0.131 we con-
sider the propensity of changing strategy as a result of corruption to mostly random with 
respect to the importance corruption had been given during the planning stage. The third 
relatively strong correlation we found was that between encountering corruption during the 
start-up phase and encountering corruption after having established the company. The co-
efficient we got was 0.701, which means that if a company encountered corruption during 
the start-up phase, they are quite likely to encounter it again after the start-up phase. The 
fourth and final correlation with a coefficient larger than 0.5 was the correlation between 
the year of official establishment of the company and the importance given to corruption 
during the planning stage. The coefficient was –0.567, which means that the importance of 
corruption during the planning stage has decreased over time. You can see the correlations 
in the tables below. 

Table 4-1: Correlation between encountering corruption during start-up phase and changing strategy 

 Encountering corruption Change strategy 

Encountering corruption Correlation  
N 

1 
20 

0.632 
6 

Change strategy Correlation  
N 

0.632 
6 

1 
6 

  

Table 4-2: Correlation between encountering corruption after establishing company and changing routines 

  Encountering corruption Change routines 

Encountering corruption Correlation 
N 

1 
20 

0.612 
8 

Change routines Correlation  
N 

0.612 
8 

1 
8 

 

Table 4-3: Correlation between encountering corruption during and after start-up 

  Corruption during start-up Corruption when estab-
lished 

Corruption during start-up Correlation 
N 

1 
20 

0.701 
20 

Corruption when established Correlation 
N 

0.701 
20 

1 
20 
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Table 4-4: Correlation between the year of official establishment and the importance given to corruption dur-
ing planning 

  Year of official estab-
lishment 

Importance given to cor-
ruption during planning 

Year of official establishment Correlation 
N 

1 
20 

-0.567 
20 

Importance given to corrup-
tion during planning 

Correlation 
N 

-0.567 
20 

1 
20 

 

There were also a few additional correlations worth mentioning, although not as strong as 
the above-presented results. The correlation between the time it took to set up the firm in 
Russia and the encountering of corruption during the start-up phase was -0.289. Although 
the correlation is rather weak, it is still interesting since it means that setting up the firm 
was less time consuming if the firm had encountered corruption during this stage. Another 
correlation that provides for an interesting parallel to the above-mentioned correlation be-
tween year of official establishment and the importance given to corruption during the 
planning stage is the correlation between the year of official start-up of the firm and cor-
ruption encountered during the start-up phase. The correlation coefficient here was 0.125, 
which suggests that the frequency of corruption encounters during the start-up phase has 
not changed much over the years, but that the change is positive in the sense that the fre-
quency of corruption encounters have increased with time. This trend becomes clearer as we 
look at the correlation between the year of start-up and the frequency of corruption en-
counters once the firm has been established. The correlation coefficient here is 0.291, 
showing that the frequency of corruption encounters during this stage has also increased 
with time. On the other hand it is quite natural that this coefficient is higher since the 
chance of encountering corruption should increase with the time the firm has been present 
in Russia. We also found a weak correlation between believing that Swedish companies 
would benefit from engaging in more corruption and the year of official establishment. The 
correlation coefficient between the two variables is -0.201, which means that the earlier the 
year of establishment, the higher the propensity for a company to be of the opinion that 
Swedish companies would benefit from engaging in more corruption. Interestingly, believ-
ing that Swedish companies would benefit from engaging in more corruption showed vir-
tually no correlation with having encountered corruption neither during the start-up phase 
nor during the operational phase. 

4.2 Interviews 

4.2.1 Interviewee 1 
The company that Interviewee 1 works for has expanded rapidly throughout Europe. At 
this moment, it is considering entering the Russian market given an unexplored oppor-
tunity discovered through a subsidiary.  Interviewee 1 gave some reasons for entering the 
market with a self-owned subsidiary. One reason is to obtain full control over the business 
but also to keep the earnings inside the company. Currently their market presence in Russia 
consists of two retailers selling a limited number of their products. 

Interviewee 1’s perception of Russia is that it is a market with a huge potential; however 
the main obstacle in entering the Russian market is the complicated legal framework. Ac-
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cording to Interviewee 1, corruption is another important issue that has to be analyzed and 
taken into consideration when entering the market. Currently the company is in the plan-
ning phase of entry and is developing strategies to manage the risks associated with this.  

Although Interviewee 1 does not have any first-hand experience in dealing with corruption 
in Russia, he believed that doing business in Russia would involve problems of uncertainty 
and some differences in “how things are done.” Another idea he presented is that as a 
company, one should not necessarily believe that everything is true when it comes to the 
information one might be given from people with first-hand experience about how the 
business environment works in the Russian context. Instead, it is a good idea to be critical 
about the accuracy of information and advice given and spend some effort in analyzing the 
specific situation before making any kind of decision.  

Interviewee 1 stated that corruption is an issue in doing business in any part of the world 
but it should not be a hindrance or excuse for not exploring a great business opportunity. 
He mentioned that most companies could gain from engaging in business through corrup-
tion even though it could be mentally strenuous for the managers to accept the fact that 
they are making profits through unethical methods. 

As the international business environment becomes more integrated, Interviewee 1 believes 
that the situation in Russia will improve in regards to corruption. He also commented that 
corruption is one of the reasons for the increasing costs of doing business in the less-
regulated countries. Even though there is a clear understanding that corruption can be an 
issue as the business culture and regulation systems between Russia and Sweden are be dif-
ferent, Interviewee 1 stated that their company chose to follow the laws and to avoid cor-
rupted behaviour. Their company tried to follow the business culture of the country, al-
though it had its own “unwritten rules” which were of the highest importance.  In order to 
work more efficiently, the company engaged consultants who knew how to do business in 
Russia. 

Corruption and regulation systems in Russia have been widely discussed and Interviewee 1 
mentioned that it is definitely a problem for companies when entering the market, as it was 
the case for the company that Interviewee 1 is working for. However, lack of knowledge 
and uncertainty seem to be a bigger problem. Other problems faced while entering the 
Russian market include having a great uncertainty on the process of starting or buying a 
company in Russia, unawareness on the impact of corruption on the company’s newly ex-
panded business, and incapability of consultants in advising on how to start a business. 
Therefore, although Interviewee 1 has never attempted this method before, he believes that 
it would be a good idea to have Russians working within the companies so that certificates 
could be taken care of and even payments if there is a need to do so. A similar advice was 
given to Interviewee 1 by an acquaintance from Moscow.  

It is difficult to determine whether or not sponsorship can be considered as a bribe. Inter-
viewee 1 mentioned an incident he faced when working with a contact in Finland. A Fin-
nish businessman asked Interviewee 1’s company to sponsor a soccer team. In return the 
company logo would be printed on the uniforms and they would thus receive some adver-
tising. Since the sum in question was not too high and they got something back from it, the 
company agreed, even though it was understood that this was done in order to continue 
doing business with them. In Estonia a similar situation occurred. The difference was that 
the sum was much higher. Thus it seemed much more obvious that this was a bribe, and 
since they have a tradition, a set of “unwritten rules” regarding corruption and bribery, they 
chose not to sponsor the event. 
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As mentioned earlier, though Interviewee 1 does not see corruption as a barrier to market 
entry, it could be an issue in reaching the targeted amount of sales volume. However, since 
Interviewee 1’s company is not established in Russia as of yet, he could not be sure about 
this. He did mention that a company would know it has a problem once it starts to lose 
business. Given that the company that Interviewee 1 is working for is operating on many 
markets internationally, it is less vulnerable towards corruption. But, as according to Inter-
viewee 1, this could be different for companies working in, for example, the defence in-
dustry. 

In regards to small gifts in Russia, Interviewee 1 believed it is just a difference in business 
culture. For instance, it is a norm to see a table full with alcoholic beverages and cakes 
when discussing a business deal in Russia while it may not be so in Sweden. Similarly, busi-
ness trips to visit locations abroad are common practice. Sometimes they are a necessary 
part of the business practice, and sometimes they are a paid vacation disguised as a busi-
ness trip. It can be tricky to separate these two situations from each other and identify one 
as a genuine business trip and the other as corruption. When talking about himself, he is 
not used to receiving gifts and finds it difficult to draw a line since there are no clear rules 
about it. While cash seems highly questionable, gifts are not. For now, employees of Inter-
viewee 1’s employer do not have any ethical code on what is acceptable. He agreed that it 
could be a good idea to set a standard code in conducting any business dealings. For the 
time being, though, there is a general understanding of what is and isn’t acceptable, and all 
employees use their common sense in making their judgements. 

Corruption affects the choice of entry mode. For Interviewee 1’s company, it wants 100% 
ownership in Russia. When asked how the system works in Russia, Interviewee 1 men-
tioned that one way to deal with the situation is to have double bookkeeping: one for the 
authorities and another for the company’s own use. Interviewee 1 believes that there is a 
need for transparency and a clear regulation system to manage internal relations. Inter-
viewee 1 stated that corruption is everywhere and a general guideline to follow is that if it 
can be presented openly, it should be not a problem. 

4.2.2 Interviewee 2 
When asked whether corruption affects the decision in entering the Russian market, Inter-
viewee 2 mentioned that it is a problem in general but it also depends on the type of in-
dustry the companies are in. For example, the construction industry has a high level of cor-
ruption, which is also present in the Nordic countries. It is a similar but worse situation in 
the Russian context. Likewise, there are industry sectors where the corruption level is low 
in Russia. It all depends on how the companies perceive corruption.  

Interviewee 2 mentioned that the number one question in Russia is still the instability of 
the country, and that the legal issues are also one of the top concerns. This may differ for 
different companies on which factors are of most importance as problems regarding legal 
issues; bureaucracy, customs regulations and corruption are usually interrelated. Therefore, 
Interviewee 2 thinks that it is difficult to take any one of these factors and evaluate the im-
pact separately. 

In practice companies usually underestimate the corruption problem even though they 
have heard about it. Given that they do not have experience in dealing with corruption, 
they would not understand it. According to Interviewee 2 “it takes time, money, horror, 
everything”. Companies must think about how they should handle this issue way before-
hand, as different situations require different ways of handling corruption. However, if the 
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company could afford the time, they could wait and may instead do business by avoiding 
getting involved with corruption.  

According to Interviewee 2 corruption is a bigger problem for Russian companies. In 
comparison, most foreign companies that are already in Russia or intending to enter the 
Russian market are usually quite large and well established abroad. Thus they have more 
bargaining power in terms of having important connections, strong relationship with Rus-
sian companies and political influence. While small Swedish and foreign companies have a 
choice of entering the Russian market or not, small Russian companies do not have this 
choice given that that is their domestic market. It is also much more difficult for them to 
do business abroad. Given that the small Russian companies have to get approval from the 
officials, they have to resort to corruption.  

As for whether corruption forces companies to alter their original entry strategy, Inter-
viewee 2 mentioned that it is a difficult question to answer. While it would always be advis-
able for foreign companies to have prior experience in import and export operations, In-
terviewee 2 thinks that it should not be viewed as a problem but a type of risk involved in 
dealing with business. Interviewee 2 further explained by using common scenarios in dif-
ferent industries. While production companies faced small issues regarding corruption, 
companies in the construction sector and purchasing companies that deal with raw materi-
als may have bigger issues. Interviewee 2 also mentioned that given that Russia is one of 
the most corrupted countries in the world, it is only understandable that companies that are 
unaware of the corruption issue usually could not survive in the Russian market.  

When asked for recommendations to handle corruption in Russia, Interviewee 2 said that it 
is possible to influence the traditions from outside but it is not possible to change the cir-
cumstances. While it is possible for companies to enter the market without engaging in cor-
ruptive activities, it will require more time and effort. But since most companies want to 
save time since it is reflected in higher costs, companies could enter the Russian market 
through consulting companies. Instead of creating departments to deal with it within their 
own companies, they pay the consulting companies to assist them. How these firms then 
choose to go about, whether through the use of corruption or not, is already their own 
business. Interviewee 2 stated examples that Scandinavian firms preferred not to go against 
the laws, and thus opted to use such consulting services. 

Another popular way to handle corruption is to provide funds for social support or devel-
opment. Interviewee 2 mentioned that there was a scandal concerning IKEA reported in 
Russian papers in which the company gave funds to the government for social develop-
ment purposes in the Moscow region so there would be no further delay on the official 
opening of the IKEA outlet in Russia. As for how much money goes to private hands, In-
terviewee 2 could not answer that question.  

When asked for an opinion on whether the FDI in Russia is affected by corruption, Inter-
viewee 2 explained that it depends on the type of sector and industry the companies are in. 
Interviewee 2 thinks that it is just one of the many factors involved. But the most import-
ant factor would still be the market instability as there is a high level of uncertainty present.  

Under the Russian laws, there are certain sectors that are considered strategic to the coun-
try such as the oil sector. However these sectors have not been fully decided upon yet, so it 
is still unclear if, for instance, the forest sector will be included among them. The owner-
ship is still a bit unclear, and since many Swedish companies are forest related this is a ma-
jor issue. If the oil industry would show more interest in the forest industry, and with a 
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good financial situation and the help of their contacts can gain ownership, it would be a 
major threat for Swedish companies in this field. Similar situations of non-clarity in owner-
ship have been seen in the oil sector where ownership has been transferred. In general the 
issue of corruption is a major factor in areas concerning raw materials.  

To judge whether a gift is just a simple gift or a bribe, guidelines are used based on the 
monetary value of the gifts. Interviewee 2 stated that although there are theoretically low 
curtain limits for gifts where there should not be any opportunities to bribe, it is not so in 
practice. There is a culture of gifts in Russia and the value of the gifts is almost always over 
the legal limit. However, this is not common practice in Sweden, unless it is a Christmas 
gift. Therefore this could create problems when conducting business, as Swedish firms 
might consider certain gifts to be bribes, when Russian firms would not. 

When doing business across different cultures it is easy to destroy a relationship due to 
misunderstandings. Gifts and bribes fall under this category, and it is a question very differ-
ent in the Scandinavian countries. Small Scandinavian companies do not know how to 
handle this issue. It can be very time consuming to analyze any specific situation and de-
termine how it should be looked upon. The relationship between officials and companies is 
different in Scandinavia and in Russia. In the latter it is important to remember birthdays 
and “they need to feel that you’re on familiar terms with them”. 

Corruption is country specific, industry specific and person specific. Therefore it is import-
ant to have information about these levels and how they should be dealt with. As a result it 
is difficult to give advice on this issue and each firm must make their own decisions. Cor-
ruption is just one problem among others. One should not be afraid of it, but instead 
should be aware of this and informed about it.  

4.2.3 Interviewee 3 
According to Interviewee 3, companies attempting to enter the Russian market have no al-
ternative, but are forced to consider the question of corruption. If they do not, it would 
simply be impossible to conduct business in Russia, since this is such an extensive issue 
that covers many areas. Russia is a country that at the moment finds itself in the process of 
transition, going from a planned economy to a market economy. As a result, many factors 
are missing that would lead to full knowledge of how business is or should be conducted. 
There is no clear legislation or laws encompassing all of the issues at hand, and no know-
how on how to deal with them either. This creates huge difficulties for foreigners trying to 
understand how to behave in the Russian business environment. Also, entry barriers are 
quite high. Due to very high costs, partly inflated because of corruption, firms attempting 
to enter the market need to have enough money capital, be well structured and organized, 
and be of a relatively large size in order to accomplish this. They must also have enough 
human capital, as in people with good know-how as to how business is conducted in the 
country, and who are able to get through all of the red tape, in order to be successful. In 
this way it acts as a filter, allowing only those firms that have the greatest potential to even 
attempt to do business in Russia. As a result, most of the smaller firms are excluded by the 
filtering process. 

It is Interviewee 3’s opinion that all businesses attempting to enter the Russian market are 
aware of the issue of corruption, and give it a high priority in their planning process. He 
claims that all firms are aware of it from day one, and that it thus must be and is included in 
the planning process. Doing business in Russia demands a large amount of investment, 
both financial, and timewise. Therefore there are a lot of valuable resources that can be lost 
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if planners are not careful enough to consider different scenarios, but the potential money 
that can be earned on this investment is worth the risk. Before one can establish oneself in 
Russia and start conducting business, the battle with bureaucracy begins. Proper docu-
ments and licences must be acquired, and facilities must be found and rented, meaning that 
leases and other contracts must also be arranged for. These are complicated processes, with 
no clear set of rules on how to go about. This adds to the risk and high costs that doing 
business in Russia involves, and can be very frustrating, time consuming, and nearly impos-
sible to accomplish without someone to guide them by the hand. 

Due to the difficulties encountered in planning for market-entry, it is Interviewee 3’s belief 
that corruption plays an important role in the planning process. Market-entry strategies 
must take into account the corruption factor in order to be successful. Because of the un-
certain nature of the business environment and its procedures, it is of the uttermost im-
portance for firms to have a local partner or guide with knowledge of local business prac-
tices. Relationships with the government and other national organizations must also be es-
tablished. The manner in which one goes about doing this depends on whether the authori-
ties in question are municipal or local, or of any other level. Geographically speaking, dif-
ferent types of businesses would be interested in establishing themselves in different re-
gions in Russia. A firm that deals in natural resources, for instance, would need to create a 
presence close to sources of natural resources. This mean that creating a presence in larger 
cities like Moscow, which in itself is a difficult feat to accomplish, is not the main goal of all 
firms. Other companies might have the need to build factories or other facilities, and the 
costs and ease of access to other resources would be key factors in the decision-making 
process. Due to the autonomy of the different regions, there will be differences in dealing 
with the local authorities. All of these factors, combined with the forces of corruption and 
the bargaining power of the authorities involved, will definitely affect costs, time, as well as 
other factors influencing the decision-making process. 

We asked Interviewee 3 how he believed that foreign companies should deal with the issue 
of corruption. His reply was very straightforward: try to avoid getting involved at all costs. 
He does recognize the difficulty of accomplishing this though. This is because there are 
certain fields that might be critical for the firm’s performance, and that might be difficult to 
get by legally. The most obvious repercussions would be lawsuits and possibly even arrests, 
if such criminal activity is detected. What is not so obvious is that even if such activity is 
not detected, the company runs the risk of falling victim to blackmail by anyone who is 
aware of the situation. Thus by paying bribes even a single time; firms become hostages, 
constantly threatened by anyone with this knowledge. What Interviewee 3 suggests that 
firms do is to keep all transactions, financial or otherwise, as transparent and open as pos-
sible. Here, the use of local intermediaries with local knowledge, although possibly risky, 
will facilitate the process by providing services in a professional manner. 

There are many corruption-related issues involved when doing business in Russia. Inter-
viewee 3 classifies them into four separate categories. These are: 

I. Access to government contracts. All businesses are interested in obtaining gov-
ernment contracts due to the huge revenues that can be earned. Thus there is a lot 
of competition, as similar firms struggle to be the ones to get hold of such con-
tracts. This creates an environment in which corruption thrives, and often the only 
way of gaining such favouritism is through corruption. 

II. Obtaining production and trade permits and certificates. Any business wanting to 
do business in Russia will need to have some kind of permit, usually many of them. 
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Thus those responsible for issuing these have the opportunity to earn an extra in-
come by slowing the process down. This would cause disruptive delays for firms, 
which would then be willing to pay bribes to avoid such “punishment”.  

III. Obtaining building and construction permits, as well as safety certificates. The logic 
here is similar to the one in point II above. The difference here is that modifica-
tions to the rules of, for instance, the issuing of safety certificates after safety in-
spections, can be made. Thus firms would be at the mercy of inspectors, since they 
would not be allowed to continue any work in their enterprise before they make the 
modifications necessary. 

IV. Taxes. The rules for these are extremely complicated, which creates many problems 
for firms. 

Interviewee 3 has provided many new insights when it comes to the concept of blat and its 
use in Russia today. According to him, blat used to be very important during the Soviet pe-
riod. Since there was essentially no private property and everything was owned by the state, 
people with access to products and services that were not widely available, held great 
power. This could be even in the simplest positions, such as in markets. Simple goods that 
should be available could be held back by salesmen and “reserved” for friends and rela-
tives. They could also change prices accordingly. Thus there was “traffic of influence”. In-
terviewee 3 argues that this system is not greatly in use today. The main reason for this is 
due to the new value of cash money in the Russian economy. During the Soviet period, 
cash money held little power, since large amounts of money were literally worthless unless 
you had connections with access to those goods one needed. Today, anyone with the right 
amount of money can find someone willing to sell basically any good or service, without 
needing to have the right connections. As a result, the concept of blat is not very important 
for foreign businesses. It is important in the sense that it is always useful to create a net-
work of contacts, but the right amount of money can basically get one whatever he needs. 

The concepts of “bribes” and “gifts” are very interesting in that there is often confusion 
between the two, creating a cloud over the topic of corruption. Interviewee 3 states that, in 
general, large companies tend to have a set of ethic codes that can be used to distinguish 
between gifts and bribes. These are usually based on the money value of the items. They 
are also strongly linked to how much they can influence business decisions. If one were to 
receive a “gift” for performing a task that one is already receiving a salary for, it would gen-
erally be seen as a bribe. At the same time, the practice of bribing has become somewhat 
more sophisticated, so that such corrupt transactions occur more openly, but in a disguised 
fashion. 

4.2.4 Valeriy Korovkin 
According to Mr Korovkin corruption does not affect the decision of whether or not to 
enter the market but more the decision of how to enter it. Corruption affects the process 
of business entry in Russia but it is difficult to generalize, since sometimes it makes the en-
try easier and sometimes harder. In the entry process corruption is one significant factor 
and is rather important to deal with. It depends on the business and the individual and on 
what impact the corruption has. It is a complicated decision to make on how to manage it; 
however corruption in Russia is not the major issue and not something large enough to 
block other factors in the entry strategy decision-making. Entering any market is a major 
decision and it is therefore important to get as complete a picture as possible and the factor 
of corruption needs to be analysed. It is not possible to get a full picture and if one under-
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estimates the problems one will have to face the problem on the way. The issue of corrup-
tion can be under- and overestimated; it can result in missing a market. 

When facing a problem it is important to deal with it, estimate the size of the problem in 
time and then set the priorities of the business. Korovkin believes that one way of handling 
this is to join forces and to do business and deal with it through a local partner. Another 
way would be to hire professional Russian staff. The locals are assumed to know better 
how bureaucracy can be managed, how to play the game, and would have no communica-
tion problems. Locals provide substantial value added through their expertise in local laws 
and regulations and their application practices, for instance in cash management, tax ad-
ministration, customs clearance, and logistics. These areas require a comprehensive under-
standing of complex and sometimes rapidly changing regulations, as well as solid working 
relationships with the local officials. 

One way of managing corruption is to take a clear position against bribes. This is especially 
better for foreign companies that will get a better response by giving a clear signal from the 
beginning. Trying to play fair will sometimes work better. There are many ways of solving 
this issue and there is no need of going bluntly forward. Fairplay still remains a strong and 
attractive option. 

Korovkin argues that when it comes to the issue of corruption, Swedish and international 
media does not help to present a truthful situation. The media is a hostage for outdated 
perceptions regarding corruption, and businessmen probably have a more realistic picture 
of the market. There are some problems and when entering there is a need to do a com-
plete assessment about the market and get the correct details of each specific industry. Cor-
ruption can be described as a disease and it is very hard to cure and also very infectious, as 
giving in to corruptive behaviour once will probably lead to similar behaviour in the future. 

According to Korovkin the cultural gap between Swedes and Russians is often exaggerated. 
Historically and culturally the European part of Russia, especially the north-west, and Swe-
den have long had a lot in common.  We are quite close to each other. Still there exist dif-
ferences in culture and even more in business. Market economy is a new phenomenon in 
Russia. Its development is getting in line with the international mainstream. The way in 
which business is conducted is also new for the nation after 70 years of communist rule. 
The way in which business is conducted in Russia is also becoming more mainstream. 
More Russian companies are entering foreign markets and it is an obstacle for them to en-
ter established business communities and to make a profit if they are suspected in corrup-
tion practices.  

It is important to understand the market and give some examples of Swedish business in 
Russia. According to Korovkin, highly qualified Swedish companies started outsourcing 
business to Russia. Another common business is done through transferring production 
lines. Many categories are expanding in Russia, many wood related products. Currently the 
country is a huge construction ground, which is a bit unusual for “sleepy regions” in Rus-
sia. Now they are expanding rapidly economically. An example of this is how cement used 
to be exported from Russia to Sweden, but now the situation is the other way around. This 
serves to illustrate why updated monitoring is important. A lot of the perceptions about 
Russia are many generations old; therefore there is a need to monitor every half-year or 
monthly. To be universal when establishing abroad there is a need to be open-minded in 
order to be successful. 
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When blat is brought up Korovkin expresses a certain amusement. He then explains his re-
action: the word “blat” is out of use in the spoken language. One can still hear it on occa-
sion, but this is rare and usually mentioned by older generations, those who lived in the So-
viet Era. The concept of blat is something that Western business consultants like to talk 
about, no matter what its relevance is to the Russian society of today. Korovkin further ar-
gues that blat is obsolete and that it is important to not get stuck in an out of date picture 
of the Russian society. 

Every company has its own approach in dealing with corruption. Korovkin mentioned that 
IKEA had one way of handling it by clearly declaring its position against bribes. At difficult 
moments IKEA’s top executive in Russia Mr. Lennart Dahlgren, as he tells the story, used 
to produce an A4-size paper from his breast pocket with the three words written on it “be-
lieve in Russia”. The major investment is done smartly and with high persistence and that is 
the way they did it. Swedish people have a good image and reputation in Russia. The rea-
sons for this are the attractive Swedish social model, the quality of job and life, as well as 
the quality products produced in Sweden. 

According to Korovkin, corruption is a universal human trait. The phenomenon is not new 
in the world. In the comparison with Sweden and Russia where there is a difference in per-
ception and the level. Swedish people are not used to it on the scale present in Russia. But 
above anything it is a question that can be dealt with. It is important to accept it and admit 
that it is high, and that it is an obstacle for economic development, primarily for small- and 
medium-sized companies. Major companies have more means to deal with it. 

Korovkin states that from the government’s side, corruption is an issue with a high na-
tional priority. Some new projects to hinder corruption were in place during 2007 and new 
projects are in the pipeline. The most problematic area is the governmental servants at the 
“small desks” low down in the organizations, the so-called lower level bribes.  

New regulations are strict, with narrow guidelines. According to Korovkin, one step is to 
standardize every process, what the authorities can do and how much time the answer will 
take: every step in the process needs to be specified. There is currently an inter-ministry 
group working to fight corruption. The goal is to streamline the UN and the European 
Union with the Russian legal base. There has been a debate if a separate law should be cre-
ated to fight the corruption, since currently there is no law that specifically handles corrup-
tion. Corruption has been highly reduced amongst authorities. In Russia there is a saying 
that the “The fish starts to rotten from the head”. Therefore there is a need to clean the 
head first and then go down to a lower level. Overall there is a need to change the men-
tality regarding issues of corruption. 
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5 Analysis 
In this section we will first analyse the results from the survey and then compare and fur-
ther analyse the interviews with the survey results and the frame of reference in order to 
obtain a wide as possible picture of the results. 

5.1 Empirical findings from the survey 
We find that the single most interesting result from the survey was the relatively low num-
ber of respondents who stated that they had encountered corruption during either the 
start-up phase or after the start-up phase (25% and 42% respectively). Especially during the 
start-up phase we had expected to find a higher frequency of corruption encounters keep-
ing in mind that Russia’s score on the CPI 2007 was 2.3 (Transparency International, 
2007a) and that in a survey on Swedish companies in Russia that was conducted by the 
Swedish Trade Council (2005), 48% of the respondents answered, when asked if corrup-
tion affects their business activity, that it does to either a “high” or “very high” extent. 

One possible explanation for the lower than expected rate of corruption encounters is that 
the respondents may have misinterpreted the question. That is, even if we only asked the 
respondents whether or not they had encountered corruption in some form, they misinter-
preted the question as if we wanted to know if they had paid bribes at any time during their 
presence in Russia. However, even if a large portion of the respondents misinterpreted the 
question, they may still have given us polished answers. We believe that this might be the 
case since Transparency International (2006a) in their Bribe Payers Index analysis report 
state that even countries that rank high in the index show a considerable propensity to pay 
bribes. Furthermore, as we mentioned in the empirical results section, we do have two sus-
pect cases where two of the respondents changed their answers to the question regarding 
them encountering corruption. 

5.1.1 The low frequency of corruption encounters 
If we were to assume that all Swedish companies find that paying bribes is morally prob-
lematic and that their general standpoint is to never pay bribes, we believe that they are fac-
ing an interesting dilemma when running their business in countries where corruption is 
relatively pervasive, such as Russia. Although we believe that corruption in the long run is 
very costly to a nation and its people and firms, we also believe that individual companies 
in the short run may find it profitable to engage in corruption for various reasons. 

The game theory models that we examined in our frame of reference section provide for a 
good basis of analysis of the benefits of corruption in individual cases. If we start by look-
ing at the example with the extensive form game we can compare the benefits versus the 
risk relatively conveniently by adding the benefit-cost equation as formulated by Dahlström 
(personal communication, 2007-11-13). 
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Figure 5-1: Extensive form game model 

 

To understand the likelihood of each event in the game tree we have to estimate the risk of 
incurring legal action along with the risk of revenge from the bribe receiver. Now the ben-
efit-cost equation comes into the picture. To recap, the equation is as follows: 
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To estimate the value of  we must have the variable values of the underlying equation. 
The price  of a bribe can be anything from €5 to millions of euros in extreme cases. In 
general we can assume that the risk 

! 

"  of getting caught tends to increase with the price  
of the bribe, as larger transactions are harder to conceal than small ones. The monetary 
value of legal retribution  is harder to estimate since it can many times consist of a period 
of imprisonment. For the sake of simplicity we can limit ourselves to smaller bribes, which 
would only provide for a monetary punishment, e.g. a fine. The social cost  is, as men-
tioned earlier, in many cases very low or non-existing, depending on the business that the 
company is working in. We can now hypothesize by taking the example of a Swedish com-
pany whose customers are other businesses (which constitute the large majority of com-
panies in our study) and plug in some numbers in the formula. 

If we assume that a Swedish subcontractor pays a bribe in the form of an exclusive bottle 
of whisky with the value of €150 to a purchaser of some Russian firm in order to facilitate a 
small order from that firm, the risk of getting caught should be virtually zero considering 
that no Swedish citizen has ever been convicted for bribery in Russia according to 
Korovkin (2007), but we’ll calculate with a risk of 0.001%. The potential punishment if you 
get caught (and authorities consider this to be a case of bribery) will most likely not involve 
imprisonment but a fine of perhaps €1000, which is almost 7 times the bribe amount. The 
social cost is always hard to estimate, but in the case of getting caught for a bribe of this 
type and size and when the company’s customers are strictly other businesses there will ac-
cording to Dahlström (personal communication 2007-11-13) be virtually no social cost1. 
However, we’ll use a social cost of €10 to at least represent some sort of transaction cost. 
The total cost will then be: 

 

If we relate this to the extensive form game model in figure 5.1 we can see that as long as 
the bribe leads to an order with a value larger than €151.01 it is quite likely that the com-
pany will pay this bribe. Of course there are more long-term aspects to corruption that a 
                                                
1 The social cost could manifest itself in the form of missed business opportunities as a result of a firm being 

prosecuted for bribery. This potential social cost is, however, impossible to estimate. 
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firm needs to take into consideration, although these types of bribes do occur as according 
to Interviewee 1. Obviously, the extensive form game theory model is a strong simplifica-
tion of the real world, but it does help us to a certain extent in providing us with a logical 
economic aspect of the situation. Also note the reference to blat in the above example. As 
according to Interviewee 2, the bottle of whisky is a quite typical gift with the intention of 
building a relationship with the purchaser of the company, which, might not even really 
think of the bottle of whisky as a bribe, but rather as just another relationship building pre-
sent. 

Considering the example made above it seems that in monetary terms there isn’t much to 
lose from engaging in corruption, at least not in the short run. If we also include the nor-
mal form game in this analysis, it becomes even more evident that a firm may very well 
benefit from engaging in corruption in the short run. Even if the company only suspects 
that its competitors engage in corruption, it will find it more beneficial to also engage in 
corruption than to not do so, as according to figure 2-3. It is against this background that a 
Swedish company may find itself in a dilemma in which it is hard for them to stand by its 
moral conviction of not paying bribes. 

If we also take into account the fact that in our survey, 63% stated that they believe that 
Swedish firms would benefit from engaging in more corruption in Russia, why would they 
believe so if most of the respondents had never employed it? We believe that there may be 
a number of false responses among the negative responses. Of the remaining negative re-
sponses, especially regarding the question on whether or not they had encountered corrup-
tion during the start-up phase, we believe that a certain number of the negative responses 
may in accordance with Interviewee 2’s recommendation be a result of the companies hir-
ing a Russian business consultant in order to get started with their business in Russia as 
smoothly as possible. As according to Interviewee 1, whose company is not yet established 
in Russia, but is selling its products in the Russian market through a Russian importer, his 
company does not pay any bribes whatsoever, but he is aware of the fact that the Russian 
importer is paying bribes to its biggest customers on a monthly basis. It is quite likely that 
in the case with a Russian business consultant, the Swedish company may not encounter 
any corruption since the consultant absorbs it for them. 

5.1.2 The companies who encountered corruption 
As mentioned above 25% of the companies responded that they had encountered corrup-
tion during the start-up phase and the single most common situation in which they had 
done so was when getting connected to public services as 80% had responded positively to 
this question. Other situations in which 50% or more of the companies had encountered 
corruption during the start-up phase were when dealing with other companies and when 
dealing with immigration and customs authorities. It appears that corruption is most com-
mon in situations where the value of a bribe is presumed to be relatively low in most cases. 
This makes sense since it is under these circumstances that the risk of getting caught is as 
lowest. Especially interesting for our study is that 80% of the companies responded that 
their encounter with corruption made them change their original entry strategy. This sug-
gests that Swedish companies may underestimate the impact of corruption when planning 
for their entry to the Russian market, considering the relatively low average importance 
score of 2 that was given to the issue. 

42% of the companies responded that they had encountered corruption after having estab-
lished their business in Russia. As mentioned in the empirical section, the higher frequency 
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of corruption encounters may be partially explained by the fact that the start-up phase is fi-
nite, while the ongoing operational phase is theoretically infinite. But it might also reflect 
the use of Russian business consultants as discussed in the previous chapter. Swedish com-
panies might have reported just as many corruption encounters during the start-up phase as 
during the operational phase had they not hired business consultants who absorbed these 
encounters during the start-up phase. 

The most common situations in which companies had encountered corruption when estab-
lished were slightly different from those during the start-up phase. Now the most common 
situations where corruption had been encountered were when obtaining licenses and when 
dealing with taxes and tax collection, to which 87,5% of the companies had responded 
positively. The other situations in which corruption had been encountered were essentially 
as common as during the start-up phase. The three most common situations in which cor-
ruption was encountered during the operational phase was when obtaining licenses, when 
dealing with taxes and tax collection, and when getting connected to public services. It 
seems as if corruption is more common in situations where bribes as presumably lower, 
such as when getting connected to public utilities and when obtaining licenses, and that 
situations that involve contact with governmental bodies produces more corruption en-
counters, such as when dealing with taxes. 

5.1.3 Correlation analysis 
The various correlations we found will to a great extent help us in answering our research 
questions and to fulfil the purpose of the study. We shall here focus on the strong correla-
tions that we presented in the empirical results section. 

The correlation between encountering corruption during the start-up phase and changing 
strategy as a result of that was 0.632 which means that the companies that have encount-
ered corruption during their start-up in Russia to a large extent adapt to the environment 
they are in and change or alter their original entry strategy. Furthermore there doesn’t seem 
to be a connection between what priority corruption is given during the planning stage and 
later being forced to alter the entry strategy as a result of the encounter with corruption as 
the correlation between these two variables only was 0.131. Just like Interviewee 2 sug-
gested, this suggests that regardless of how much companies prepare themselves to handle 
corruption, they prepare themselves in the wrong way. One reason to this could be that be-
cause even in the cases where a company expects to encounter corruption, they may not 
have people within their organisation with previous experience in handling these issues and 
are therefore poorly prepared to handle this situation.  

The correlation between encountering corruption during the operational phase and chan-
ging or altering company routines as a result of this was 0.612. This means that also during 
the operational phase, encountering corruption to a large extent makes companies change 
their daily routines in order to adjust to the business environment in which they operate. 

The correlation between encountering corruption during the start-up phase and encounter-
ing corruption during the operational phase was 0.701. Thus, a large majority of the com-
panies who encountered corruption during start-up also encountered corruption later on 
during the operational phase. If we take a closer look at this and identify the companies 
who changed their strategy during the start-up phase, we can see that these are the same 
companies that changed their routines during the operational phase. There are a number of 
possible explanations to this. Firstly, it is possible that these companies only had limited 
experience of corruption related issues and thus entered the Russian market with a learn-
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by-doing approach and as a consequence continuously change and adapt their strategy with 
regards to corruption. Another explanation could be that these companies are relatively 
flexible and are quick to adjust and adapt to new and changing business environments. 
Among those companies who had responded that they had not changed entry strategy as a 
response to their encounter with corruption during the start-up phase either stated that 
they hadn’t encountered corruption during the operational phase, or that they didn’t 
change any routines had they encountered corruption. These companies may already have 
had a working strategy and routines that could handle corruption the way they wished, or 
they just didn’t find corruption to be such a big problem. Another possible reason is that 
they may not have been flexible enough to develop and implement new strategies and rou-
tines. 

Two interesting and fairly contradictive findings we made were the correlations between 
the year of official establishment and importance given to corruption during the planning 
stage, and year of official establishment and encountering corruption during the start-up 
phase. The correlation between the year of official establishment and the importance given 
to corruption during the planning the stage was -0.567 which suggests that the later a com-
pany enters the Russian market, the less importance it gives to corruption during the plan-
ning stage. That is, companies have been giving corruption less importance during the past 
few years. At the same time, the correlation between the year of official establishment and 
encountering corruption is 0.125 which suggests that the later a company enters the Rus-
sian market, the greater the risk of encountering corruption. This means that while com-
panies have been giving less importance to corruption during recent years, more companies 
have encountered corruption during the start-up phase. There is no empirical evidence to 
be found that would indicate that corruption in Russia has increased during the last decade. 
Russia’s score on Transparency International’s Corruption Perceptions Index between 
1996 (the first year that corruption in Russia was measured) and 2007 shows neither in in-
clining nor declining trend in the perception of corruption (Transparency International, 
1996-2006c, 2007). 

Another interesting correlation is that between the time it took to set up the firm and en-
countering corruption during the start-up phase. The correlation coefficient is -0.289, 
which means that the shorter the time spent on setting up the business, the more likely the 
company is to encounter corruption. For the sake of illustration we can also turn this 
statement around: if a company encountered corruption during start-up, the time spent on 
setting up the business is likely to be shorter. Although in our study we don’t investigate 
whether or not companies have engaged in corruption, we do believe that this indicates that 
so is the case during start-up. Thus, we believe that encountering corruption is the cause and 
the shorter time spent on setting up the business is the effect in this case. Since in ordinary 
cases, the shorter time you spend in any given environment, the less likely you are to en-
counter anything, in this case corruption. 

5.2 Corruption 

5.2.1 Blat and business culture 
As both Korovkin and Interviewee 3 argue that blat is no longer an important aspect for 
foreign firms to consider, it would appear today that the term blat has gone through nu-
merous changes. There is still a lot of debate as to the origin of the word and variations in 
the definition of the term. According to Sheila (Sheila et al. 1996) the term already existed 
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in the 1440’s, although its meaning was closer to that of networking. During the Soviet era, 
blat came to be closely related to a planned economy in that for it to exist, some features of 
planned economies had to be in place. In the Soviet Union there emerged a system where 
networks were key and a prerequisite for it to work was that products and services were 
scarce (Granville & Oppenheimer, 2001). As a direct result of this, it is easy to imagine that 
transactions which nowadays would be attributed to corruption emerged on a large scale 
and became commonplace. Eventually it became deeply “ingrained in the Russian psyche” 
(Butler & Purchase 2004), leading to such activities being seen as somewhat normal. 

To relate back to the statement by Korovkin and Interviewee 3 as cited above, in modern 
Russia the term blat seems to have gone through yet another change. It could be said that it 
was broken up into two separate parts: the first part is related to networking and the sec-
ond is related to corruption. Thus blat is now seen as a variant of networking, and as a re-
sult the latter term is more in use, while the former appears less often and many foreigners 
are therefore not familiar with it. Another possible reason for the diminished use of the 
term blat, as suggested by Butler & Purchase (2004) is that one meaning of the word is re-
lated to minor criminal activity, since some of the situations in which it is encountered 
could be described as illegal by modern standards. Thus in today’s world, businessmen 
seem to be less willing to use the term loosely and choose to refer to “networks” and 
“connections” instead. 

5.2.2 The frequency of corruption 
Based on the discussion above, we could say that networking and corruption, as related to 
blat, have been separated from each other and therefore it has become easier to identify 
corruption for what it really is. This works in combination with efforts both by Russian and 
foreign agencies to combat corruption (Korovkin, Transparency International 2007b). In 
order for this to be effective, attempts have been made to better define corruption and set 
up guidelines as to what constitutes corruption, helping identify it and avoid, as well as 
punish, such acts. An example would be setting a maximum cash value to gifts before they 
can be taken as a bribe (Haapaniemi et al. 2005). According to Golovshinskii et al. (2004) 
there is a strong relationship between the legal system and corruption, in that a legal system 
that does not encourage transparency and does not punish corruptive acts will instead en-
courage more corruption, which explains the strong interest of such agencies in creating 
guidelines and helping inform businesses about what exactly constitutes corruption. Con-
sequently it would appear that corruption has increased in Russia. In our research we asked 
firms whether or not they had encountered corruption, and the answers we received indi-
cated that firms that established themselves recently in Russia encountered it more often 
than those who had established themselves in the market in the more distant past. This 
would indicate that corruption levels have increased over time. This conflicts with the CPI 
figures presented on Transparency International’s website, which shows that corruption 
levels today are about the same as ten years ago (Transparency International, 1996-2006c, 
2007). The reason for this discrepancy does not necessarily mean that more acts of corrup-
tion are being committed, but because it has become easier to identify them when they do 
occur. One way to put it is that perceived corruption among Swedish firms has increased, 
which would explain why corruption encounters in our survey has increased with time. 

According to Interviewee 3, corruption today, when it does occur, is a lot more open. It is 
no longer exclusively an illegal money transaction to any one person, but has taken many 
new forms. An example, as given by Interviewee 1, is funding for an organizational project 
or event. It is therefore somewhat disguised and results in the need for even better guide-
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lines for fighting it. Still, as according to Korovkin, the definition of corruption has much 
improved, aiding in identifying it when it does occur. One consequence of this is the rise in 
reported encounters with corruption by businesses entering the market today, as can be 
seen in our survey results. Firms that entered the market long ago, either during the Soviet 
era or soon after its collapse, might have seen it as a part of Russian business culture. Since 
corruption was strongly connected to the practices of blat, they might have had difficulty in 
separating the two and seeing corruption for what it really was. This would result in those 
firms’ perceptions being biased towards it as it was seen as a normal part of Russian busi-
ness culture. 

5.2.3 The impact of corruption 
Aside from recommending that firms should take a strong stance against bribery and cor-
ruption, the interviewees presented different solutions on how to deal with corruption in 
Russia. Most of the proposed solutions involved the use of an intermediary who would 
help in dealing with not only corruption, but sometimes also in dealing with government 
authorities, legal issues, and the Russian business climate in general. 

Korovkin suggested that a company should find a Russian partner and cooperate through a 
joint venture, as this would bring in the experience and expertise in handling corruption re-
lated issues among others. Although per definition, a joint-venture partner is not the same 
as an intermediary, the idea behind this strategy is that it is the Russian partner who should 
deal with corruption related matters. Interviewee 2 proposed that foreign companies 
should hire a Russian consultant that would help them in business related issues specific to 
Russia, including those areas where corruption is usually encountered, which in this case 
could remain unheard of from the foreign company’s side. Interviewee 1’s company consti-
tutes a good example of how an intermediary shields them from corruption as they are pre-
sent in the Russian market through a Russian wholesaler, which is known to pay bribes to 
its largest customers on a regular basis. Uhlenbruck et al. (2006) suggest that this type of 
entry mode (non-equity) is more common when companies are dealing with countries with 
a high pervasiveness of corruption. Contradictive to this study is the study made by the 
Swedish Trade Council (2005), which reveals that 70.4% of all Swedish companies in Rus-
sia have entered the Russian market by an equity entry mode. As the study made by Uhlen-
bruck et al. (2006) focuses on the telecom industry, we believe that the frequency of cor-
ruption encounters largely depends on what industry the firm is working in. 

There are also arguments raised in favour of entering the Russian market via a wholly-
owned subsidiary instead of by a non-equity entry or a joint-venture solution. Interviewee 1 
stated that according to his own experience of doing business in Russia he would rather 
have the company he works for enter Russia through a wholly-owned subsidiary, as this 
gives complete control of the business. This is also one of Kotler’s (2005) arguments in fa-
vour of an equity entry into a foreign economy. The aspect of having complete control is 
important, Uhlenbruck et al. (2006) discuss the possibility that when a firm enters a foreign 
market by partnering with a local company in a joint-venture the firm might be held ac-
countable for actions taken by the local partner. Figure 5-2 illustrates the different ways 
that firms can handle corruption in a discrete manner by the use of intermediaries depend-
ing on their entry mode of choice. 
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Figure 5-2: Dealing with corruption in different entry modes 

 

There seems to be a conflict between maintaining complete control over the firm’s activi-
ties abroad and having a local partner or intermediary who can help in handling the issue of 
corruption. As Interviewee 3 proposed, one way of solving this issue is to hire a Russian 
consultant who can help out in dealing with different bureaucratic issues, as well as corrup-
tion. According to one interviewee presented in a study of the Russian business climate 
that was made by the Swedish Trade Council (2005), “a bribe can be defined as a ‘consult-
ant service’. The ‘consultant’ will solve possible problems and then send an invoice for his 
‘services’.” The risk is thus placed with the external consultancy company since the firm is 
only buying a service from them. We can relate this to the benefit-cost equation model 
where the risk variable  will be minimized. 

As mentioned before though, this model, as any other model, is a simplification of reality 
and leaves some factors out. For instance, Uhlenbruck et al. (2006) argue that the problem 
with corruption is not financial, but rather the issues of unpredictability, risk, and uncer-
tainties associated with corruption. The uncertainty around bribes is a major problem as 
there are never any guarantees of knowledge concerning how long-term the benefits and 
costs will be and what might happen at a later stage. This is why all of the variables in the 
cost-benefit equation model are difficult to estimate. Even so, the model is still useful to il-
lustrate cases where the benefit is great and the risk is low or vice versa after which we can 
estimate the likelihood of a firm engaging in corruption. However, Golovshinskii et al. 
(2004) claims that firms sometimes engage in corruption for the benefit of overcoming the 
uncertainties in the legal system. So perhaps neither risk nor uncertainty are considered to 
be of significant value to Swedish firms operating in Russia, as 63% of the companies in 
our survey stated that they believe that it would be beneficial for Swedish firms to engage 
in more corruption in Russia. 

So why don’t Swedish firms engage in more corruption than what we are able to interpret 
from the results of our survey if they believe that it would benefit them? One reason could 
be that the individuals within the firms are not only trying to abide by the law, but also by 
their moral convictions and their employer’s ethical codes. In, for instance, the cost-benefit 
analysis it is virtually impossible to estimate the price of breaking one’s moral beliefs and 
convictions. Thus, the impact of corruption is not only a question of how firms might react 
to their encounter with corruption or how it may show up on their cash flow statements, 
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but also a question of how it affects the individuals who have to take a position on corrup-
tion in the light of their own moral convictions. 

5.2.4 Importance of corruption during planning 
Interviewee 3 stated that all companies attempting to enter the Russian market have no al-
ternative but to consider the issue of corruption. This in itself seems like a blunt statement, 
but when we look at the research made by Larimo & Rumpunen (2006) described earlier, 
this seems to be quite true. According to the study, the levels of corruption that Finnish 
firms engage in increased considerably when doing business in Russia. Also, a large per-
centage of foreign companies present in Russia today believe that corruption affects their 
business practices to a high degree, according to the research conducted by the Swedish 
Trade Council (2005). Judging from this it would seem as if corruption is indeed a very im-
portant factor and that it must be taken into account if one expects to be successful. But 
does this mean that companies are necessarily aware of this beforehand? It would be 
tempting to answer yes to this question since due to the power of the media, Russia and 
corruption are two terms that go hand in hand. Also, since Russia is such a large and com-
plicated market, as well as quite different from those of other western countries, it would 
seem very implausible for any one firm to attempt such a huge step without doing proper 
research into the state of the market. Thus our intuition would lead us to believe that those 
firms that are naïve enough to believe that corruption does not exist or is an insignificant 
factor would be unsuccessful and would fail at an early stage, while those that were aware 
of it would have a better chance of success and might still be in business today. Thus our 
research would be somewhat biased since any interview with companies still in business in 
Russia today would necessarily involve firms that were at least aware of that barrier. 

So how does this compare to the fact that the companies gave corruption a very low aver-
age importance when planning for their entry to Russia? Interviewee 2 argues that the big-
gest issues to consider when entering the Russian market are the legal issues and the insta-
bility of the country. Interviewee 1 regarded the complicated legal system as the most diffi-
cult issue concerning an establishment in Russia. The companies in our survey might be of 
the same opinion as Interviewee 1 and 2, which could explain why they gave corruption a 
relatively low importance during the planning stage. An important factor in trying to under-
stand why the importance given to corruption is lower the later a firm entered the Russian 
market could be the Russian government’s politics, which Korovkin referred to. According 
to Korovkin, the government has undertaken measures to improve the regulations on cor-
ruption and managed to significantly reduce corruption among authorities. This can further 
help to explain why corruption was given a relatively low importance by the respondents 
and why corruption has been given a lower priority in later years. 

Another aspect to the importance of corruption is that it seems to change along with the 
time the company has spent in Russia. As we have already mentioned, the importance 
given to corruption during the planning is in general low, while the study made by the 
Swedish Trade Council (2005) shows that corruption affects their business activities to high 
degree. As the companies surveyed in study by the Swedish Trade Council (2005) are all in 
the operational phase, this suggests that the degree to which companies perceive corrup-
tion as an obstacle increases with time. This is further supported by the fact that the num-
ber of corruption encounters had increased by 62% during the operational phase compared 
to the start-up phase. 
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6 Conclusion 
An important decision that must be made concerns the choice of entry mode. We suggest a 
model describing three main modes: export, joint ventures, and direct investment. Previous 
research suggests that firms entering countries with high corruption levels may better over-
come such problems by using exports, although 70% of Swedish firms operating in Russia 
use direct investment as their entry mode. Interviewee 1 clearly expressed his desire to 
move towards a direct investment mode. It appears as if the preferred method is direct in-
vestment, since it gives the company greater control over operations. Interviewee 3 sug-
gested that firms use intermediaries when doing business in Russia in order to avoid those 
situations where corruption is most common. This would work best in cases where firms 
use direct investment since in joint ventures the Russian partner would tend to take care of 
these aspects. As a result it appears as if Swedish firms would benefit the most from using 
direct investment as the mode of market entry in the case of Russia. 

We have identified three stages of the market entry process as the most important, namely 
planning, implementation, and operation, taking place in this specific order. Corruption is 
encountered in different levels and at different stages of the entry process. According to 
the survey, 25% of respondents said that they had encountered corruption during imple-
mentation, and 42% said that they had encountered it during operation. Although these 
numbers are significant, when asked about the importance placed on corruption in the 
planning stage respondents answered on average that it was not very important. It is inter-
esting to see that their encounters during implementation and operation affected the strat-
egies of 80% and 50% of firms respectively. This clearly shows that once a firm finds itself 
face to face with corruption, it is forced to re-evaluate its strategy to a great extent. 

We can also present evidence that Swedish companies in Russia do perceive corruption as 
an obstacle, but that this depends on how long the company has been present in Russia. It 
is evident that during the planning process, corruption is not perceived as a significant ob-
stacle and when the companies eventually reach the operational phase they have started to 
perceive corruption as a significant obstacle that affects their business activities. 

According to the interviews conducted, the general opinion is that corruption must be con-
sidered. The best way to deal with it is to include it in the planning process, something that 
very few of the respondents did. It could be concluded that corruption is indeed an issue 
that cannot be ignored and that even when firms do not plan for it, they eventually find out 
in later stages that it is important and some time must be devoted to it. 
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7 Further research 
During the course of our research a few additional questions have arisen that we believe 
constitute an interesting ground for further research. 

Firstly, we think that a study on the impact of corruption on foreign firms that also take 
into consideration what industries the firms are operating in would be of great interest in 
order to better understand which industries that are more corruption pervasive than others. 
There seems to be a general assumption that the frequency of corruption is industry de-
pendent, but there is no clear evidence that this is the case. Secondly, we suggest that fur-
ther research be conducted that investigates in greater detail how firms adjust their respec-
tive strategies as a result of their encounter with corruption. We recommend that this re-
search be done as a qualitative case study that deeply investigates what aspects of the strat-
egy that is being re-evaluated and the processes behind it. Thirdly, we consider the question 
of precisely what aspects of corruption that force companies to change their entry strategy 
is indeed very interesting and should be investigated further. Examples of different aspects 
of corruption that could be investigated further would be uncertainty, legal issues, financial 
issues, and ethical issues. Although we consider these aspects to be the most important 
ones, there are probably even more aspects that are interesting and suitable for further re-
search as corruption is a relatively unexplored field of study. 

We also believe that it is important that companies who have chosen entry modes other 
than direct investment should be researched as a complement to this study in order to pro-
vide a wider and more detailed picture of the impact that corruption has on different busi-
nesses. Finally, a study that includes firms that attempted, but failed, to enter the Russian 
market should be conducted to better understand what strategies are ineffective and 
whether or not this depends on corruption. 
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Appendices 

Survey for Swedish companies in Russia 
1. What year did your Russian operations officially start? 

(When the company was officially registered with the Russian authorities and all offices were set up 
and ready for business.) 
 
Year:_______ 
 
 

2. In years, how long did it take from the initial planning stage until the official estab-
lishment of your company? 
(How long did it take from the first formal planning meeting until the final stage of opening for 
business.) 
 
Number of years:_____ 
 
 

3. During the planning process, how important was the issue of corruption? On a scale 
from 1 (not important at all) to 7 (extremely important). 
 

None      Top pri-
ority 

1 2 3 4 5 6 7 

 

4. While establishing your company in Russia, did you encounter corruption in any 
form? If no, continue to question 7. 
 
Yes 
No 
 

5. In what way did your company encounter corruption? (Tick where applicable) 
 
- To get connected to public services (electricity, telephone etc.) 
- To obtain licenses and permits 
- When dealing with courts 
- When dealing with other companies in Russia 
- When dealing with immigration/customs authorities 
- Other: __________ 
 

6. Did your encounter with corruption affect your company’s strategy with respect to 
setting up its business in Russia? 
 
Yes 
No 
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7. Once your company was already established in Russia, did you encounter corrup-
tion in any form while doing business? If no, continue to question 10. 
 
Yes 
No 
 

8. In what way did your company encounter corruption? (Tick where applicable) 
 
- To get connected to public services (electricity, telephone etc.) 
- To obtain licenses and permits 
- When dealing with courts 
- To gain government or business contracts 
- When dealing with other companies in Russia 
- When dealing with immigration/customs authorities 
- To influence the content of new laws, decrees, or regulations 
- To deal with taxes and tax collection 
- Other: __________ 
 

9. Has your company’s encounter with corruption affected its routines with respect to 
running its business in Russia? 
 
Yes 
No 
 

10. In your opinion, do you think that it would be economically beneficial for Swedish 
companies operating in Russia to engage in more corruption? 
 
Yes 
No 
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Interview guideline questions 
 

 

• When and how did you first come into contact with Russia? 
 

• What is your current relation with Russia? 
 

• How do you think corruption affects the decision of entering the Russian market? 
Is corruption a significant obstacle to enter Russia? If so, how? 
 

• Do you think that foreign companies over or underestimate the issue of corrup-
tion? 
 

• Is it your belief that corruption forces companies to alter their original entry strat-
egy? If so, how? 
 

• How would you recommend a foreign company to handle corruption in Russia? 
Both small and big issues? 
 

• In what situations do you think that a company should pay bribes? 
Do you know of companies who do this regularly? 
 

• What are the most corruption-related issues that Swedish companies are concerned 
about regarding their business in Russia? 
 

• How do you think that the FDI in Russia is affected by the corruption? 
 

• How do perceive the Blat concept? Is it a must for foreign companies to master 
this? 

• Do you have any first-hand experience of corruption in Russia? 
 

• Where would you personally draw the line between gift and bribe? 
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Survey results 
1. What year did your Russian operations officially begin? (20 responses) 

Earliest 1970 

Latest 2004 

Mode 2001 

 

2. In years, how long did it take from the initial planning stage until the official establish-
ment of your company? (20 responses) 

Average 1,6 

Shortest 1 

Longest 4 

Mode 1 

 

3. During the planning process, how important was the issue of corruption? On a scale 
from 1 (not important at all) to 7 (extremely important). (20 responses) 

Average 2 

Minimum 1 

Maximum 4 

Mode 1 and 2 

 

 



 

 56 

4. While establishing your company in Russia, did you encounter corruption in any form? 
(20 responses)  

 

5. In what way did your company encounter corruption? (5 responses) 
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6. Did your encounter with corruption affect your company’s strategy with respect to set-
ting up its business in Russia? (5 responses) 

 

7. Once your company was already established in Russia, did you encounter corruption in 
any form while doing business? (19 responses) 
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8. In what way did your company encounter corruption? (8 responses) 

 

9. Has your company’s encounter with corruption affected its routines with respect to run-
ning its business in Russia? (8 responses) 

 

10. In your opinion, do you think that it would be economically beneficial for Swedish 
companies operating in Russia to engage in more corruption? (19 responses) 

 




