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Abstract 

Background: Russia is a huge country with a number of advantages and disadvantages. Readiness 
of investors to make investment in Russia is dependant on existing investment 
climate. While there are a number of factors that make Russia an attractive country 
to make investments, there are still significant negative factors, that can emerge 
problems for foreign investors. On the other hand, there are various modes of en-
try that the foreign investors can use to enter the country for investing. Those are: 
foreign direct investments, portfolio investments, licensing and exporting. In Swe-
den there are a number of Small and Medium sized Enterprises (SME) that are at-
tracted by Russian advantages and want to invest in various regions in Russia.  

Purpose:  This paper is primarily researches two questions: firstly, it researches various kinds 
of problems that exist today in Russia, that can influence foreign investors’ in-
vestment activity and secondly, four possible modes of entry are described with 
their specifics in terms of risks, control, resources commitment involved in each 
mode of entry. Paper is purposed to find out, which modes of entry Swedish SME 
should use considering problems that have been found in Russia to minimize risks 
involved and to increase chances to prosper. There is also Russian and Swedish 
Development Assembly that is recently established to foster cooperation between 
Russian and Swedish businesses. As a secondary purpose, I have tried to discuss 
on how the assembly can be of help to Swedish Small and Medium Businesses to 
overcome some problems.      

Methodology: Data collection and analyses based on various papers, articles, governmental web 
resources is used in this master thesis. To find out the problems that Swedish SME 
may face when they enter Russian markets the document review was used. 
Through literature review, modes of possible entry into Russia are discussed. 

Conclusion:  Discussions make it clear that although there are a number of possible modes of 
entry, all of them imply different degrees of risk, resources commitment and con-
trol and that risk, resources commitment and control interact with existing prob-
lems in Russia differently and those modes of entry should be used that involve 
less control and thus interaction among managers to reduce existing risks. Among 
modes of entry that are considered to be most frequent, foreign direct investment 
and portfolio investments, portfolio investment is found to be more advisable. 
Among all four types, namely FDI, portfolio, licensing and exporting, it has been 
found that licensing is more advisable mode of entry for Russia with less risks in-
volved. 
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1 Introduction 

Readiness of investors to make investment in the specific country depends a lot on existing 
investment climate that is combination of political, social, economical, financial, organiza-
tional, legal, and geographical factors that attract or distract. Investment climate may be at-
tractive due to rich natural resources, availability of cheap labor and other factors. How-
ever, these positive factors are often leaned over by a number of negative factors, even de-
spite some positive experience of foreign investors into economy in a host country. 

Investment climate may discourage foreign investors to make investments in Russia, mainly 
due to problems associated with bureaucracy, disclosure of essential information, legal, 
economical, political instability, tough and unpredictable tax system, gaps in legislation, that 
regulate coordination between regions and center. For instance, this may explain the fact 
that foreign investors give preference to make investments into China and other countries 
for example, but not into Russia. 

In Sweden there are a number of Small and Medium sized Enterprises (SME) that are will-
ing to enter and explore various Russian markets. However, due to negative image that 
Russian Federation has among most Swedish investors, Swedish firms are very not enthusi-
astic about entering the market.  

Purpose of this thesis paper is to find out which mode of entry should Swedish SME 
choose in order to reduce risks associated to existing background problems in Russia.  In 
order to find out that, I have targeted two main questions. Firstly, this papers researches 
the problems that Swedish SME may face in Russia. Secondly, the paper discusses how 
these problems may affect a choice of mode of entry of investors into Russia or in other 
words, which mode of entry is most preferable to choose considering existing problems in 
order to reduce risks.  

In addition, paper discusses, how Swedish-Russian Development Assembly (SRDA) can be 
helpful to Swedish SME to enter Russian market, which problems may be solved through  
assistance provided by SRDA. 

SRDA is a new organization that was established in December 2006. It has not started 
functioning yet, although it was formally registered in both Russia and Sweden. In Sweden 
there are two founders, and founder is Russian, that is currently located in Russia.  

Swedish Russian Development Assembly (SFRA) was established in December 2006. It is 
aimed to facilitate development of dialogue and stability, as well as to foster cooperation in 
the area of economy, stimulate economic integration between Russian Federation and Swe-
den through joining up of juridical and physical persons that represent both Russia and 
Sweden. Assembly’s activity is implemented based on the voluntary participation, member-
ship, self-management and informational transparency.  

Assembly organizes its activity through close cooperation with representatives of state uni-
versities and international social organizations, that are interested in developing of business, 
cultural and tourist relationships between Russian Federation and Sweden. 

The objectives of SRDA are the followings: 
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- Consolidation of efforts aimed to implement activities aimed to ex-
tend trade, economic, scientific, investment, ecological cultural and other relation-
ships between Russia and Sweden, 

- Provision of assistance in establishment of direct bilateral connec-
tions between regions, towns of Russia and Sweden, 

- Attraction of investments and credits from Swedish and Russian in-
vestors with the purpose to finance more efficient projects realized in Russia and 
Sweden, 

- Assistance in information and data exchange on the law regulations 
within entrepreneurial and other fields that is implemented in Russia and Sweden, 

- Participation in preparation and implementation of interstate agree-
ments between Russia and Sweden within economical, legal, ecological and social 
problems, 

- Participation in data base formation in the area of trade, economy, 
science, investment, ecology, culture between Russia and Sweden, 

- Support and strengthen the work of local organizations, that are 
aimed to resolve social issues,  

- Organization of fair, exhibitions, conferences, and other activities 
that are necessary to develop further economic cooperation between Russia and 
Sweden, 

- Development of human resources, including provisions of man-
agement training, entrepreneurs’ exchange programs, as well as internship in main 
economical sectors, 

- Implementation of other activities that facilitate development of 
economic, financial, industrial, scientific, cultural relationships between Russia and 
Sweden 

Vital information on Russian market that could be useful for Swedish firm for decision 
marking processes is discussed shortly. 

Conclusions and recommendations are final parts of the paper. 

2 Empirical findings 

2.1 Facts about Russian Federation 

2.1.1 Geographical positioning 

Russia is the largest country in the world in terms of area. It is large country, but much of 
the country lacks proper soils and climates that are unfavorable for agriculture, since there 
are either too cold or too dry. (The World Fact book). 
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2.1.2 Economic situation 

1998 was ended with a crisis in Russia, but in end of 2006 Russia had its 8th straight year of 
growth. Country has improved its international financial position since the 1998 financial 
crisis High oil prices, relatively cheap ruble initially drove this growth, consumer demand 
and, more recently, investment have played a significant role in its growth. Over the last 
five years, poverty has declined steadily and the middle class has continued to expand. The 
federal budget has run surpluses since 2001 and ended 2006 with a surplus of 9% of GDP. 
Over the past several years, Russia has used its stabilization fund based on oil taxes to pre-
pay all Soviet-era sovereign debt to Paris Club creditors and the IMF. Foreign debt has de-
creased to 39% of GDP, mainly due to decreasing state debt, although commercial debt to 
foreigners has risen strongly. Oil export earnings have allowed Russia to increase its foreign 
reserves from $12 billion in 1999 to some $315 billion at yearend 2006, the third largest re-
serves in the world. Putin implemented a number of important reforms in the areas of tax, 
banking, labor, and land codes. These achievements have raised business and investor con-
fidence in Russia's economic prospects, with foreign direct investment rising from $14.6 
billion in 2005 to an estimated $30 billion in 2006. In 2006, Russia's GDP grew 6.6%, while 
inflation was below 10% for the first time in the past 10 years. Growth was driven by non-
tradable services and goods for the domestic market, as opposed to oil or mineral extrac-
tion and exports. Russia has signed a bilateral market access agreement with the US as a 
prelude to possible WTO entry, and its companies are involved in global merger and acqui-
sition activity in the oil and gas, metals, and telecom sectors. Despite Russia's recent suc-
cess, serious problems persist. Oil, natural gas, metals, and timber account for more than 
80% of exports and 32% of government revenues, leaving the country vulnerable to swings 
in world commodity prices. Russia's manufacturing base is dilapidated and must be re-
placed or modernized if the country is to achieve broad-based economic growth. A 20% 
appreciation of the ruble over 2005-06 has made attracting additional investment more dif-
ficult. The banking system, while increasing consumer lending and growing at a high rate, is 
still small relative to the banking sectors of Russia's emerging market peers. Political uncer-
tainties ahead of the elections, corruption, and widespread lack of trust in institutions con-
tinue to dampen domestic and foreign investor sentiment. From 2002 to 2005, the gov-
ernment bureaucracy increased by 17% - 10.9% in 2005 alone. President Putin has granted 
more influence to forces within his government that desire to reassert state control over 
the economy. Russia has made little progress in building the rule of law, the bedrock of a 
modern market economy. The government has promised additional legislation to make its 
intellectual property protection WTO-consistent, but enforcement remains problematic 
(The World Fact book). 

2.1.3 Russia’s foreign investment  

2.1.3.1 Background 

Main ways to attract foreign direct investment into Russia today are to attract foreign capi-
tal in entrepreneurial form through creation of joint ventures (including through sale of big 
share holdings of Russian joint stock companies to foreign investors); registration of the 
enterprises owned solely by foreign capital on Russian territory, creation of free economic 
areas aimed to actively attract foreign investors into specific regions in the country. 

At initial stages, in 1990s among the mentioned ways aimed to attract foreign direct in-
vestments into economy, creation of joint enterprises by Russian juridical persons together 
with foreign partners prevailed, joint enterprises were created in the form of closed corpo-
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rations (JSC). Further, this form of cooperation revealed a number of disadvantages includ-
ing impossibility to control of production made by foreign partner, illiquidity of invest-
ments into statutory fund, the form of investment was changed into purchase of big hold-
ing sharing of JSC or establishment of 100 % daughter enterprises.   

Both forms of foreign direct investment are still prevailing today in Russia, although role of 
foreign direct investment into different financial and security enterprises has recently 
started to get increased. While statistics demonstrates that there has been growth in FDI, 
FDI into Russia has been low in comparison to other countries that are in transition 
economies like Check Republic or Hungary, for example (Rudiger Ahrend, 2000) 

Unlike many other countries, attraction of investors on the base of concessions and agree-
ments on production sharing has not been developed much in Russia. Free economic areas 
has not been developed much in Russia as well (Federal Bureau of State Statistics of Rus-
sia).  

2.1.3.2 Large-sized foreign investment 

Data from Federal Bureau of State Statistics of Russia reveal that foreign investments are 
very narrow orientated. Huge share of investments is made into either export oriented ar-
eas, including petroleum, mineral industry, woodworking industry and pulp and paper in-
dustry or highly profitable projects with short pay-back period and insignificant fund ca-
pacity including trade, telecommunications, social catering construction of office and hotel 
premises in big cities, food industry, financial services. This sector investment above all 
demonstrates also kinds of investors that are ready to make direct investments into Russia 
despite high risks and extremely unfavorable investment climate. Above all, the investors 
are big transnational companies that consider investments into Russia as the way to obtain 
access to Russian resources and internal market. Investment into Russia are a part of global 
long term investment strategy for them that enables them to cope with high risk and timely 
unprofitableness of investments. Big investors in Russia today in energetic sector are 
Exxon, Amoco, in chemical production Procter & Gamble, in food industry Coca-Cola, 
BAT Industries, Philip Morris, in financial sector - Chase Manhattan Bank, Citibank, ABN-
AMRO, in telecommunication - Siemens, Alcatel, US West. 

2.1.3.3 Small and medium-sized foreign investment 

Small and medium-sized foreign direct investment are mainly made into trade, construction 
and services. Sectors that are in poor economic situation and require significant costs and 
expenses are not invested into by investors. Apart from joint risks inherent to all invest-
ments made in Russia, investors are scared with low profitability and need to make long 
term investment programs for technical re-equipment inherent for majority of Russian en-
gineering and metallurgical enterprises, high competition, etc. (http://www.gazeta.ru/). 

2.1.3.4 Investments by territory 

Besides sector defect in foreign direct investment in Russia, territorial flatness is obvious 
also. So, according to Federal Bureau of State Committee of Statistics, for last years more 
than 70% of foreign investment has been made in Moscow and Moscow area, more than 
20% has been made in other seven regions in Russian Federation. So, huge part of foreign 
investments goes either into regions with developed trade, internal and external transporta-
tion and informational infrastructure and high customer demand. Those are Moscow and 
Moscow area, Saint Petersburg, Primorskiy kray. Foreign investments are also concentrated 
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in the regions with high density of export oriented enterprises. In this case the regions are 
Tumenskaya, Tomskaya, Samarskaya, Nijegorodskaya regions (oblast), Tatarstan (Federal 
Bureau of State Committee of Statistics).   

2.1.3.5 Investors by country 

Main investor countries that are making foreign investments into Russia on continuously 
basis are Luxemburg, Netherlands, United Kingdom, Cyprus, Germany, Switzerland, USA, 
Virgin Islands (UK), Austria. (see Appendix 2). 

According to Federal Service of State Committee on Statistics, there was decline in foreign 
investments made during last months in 2005. Decline in investments is very obvious while 
looking at 2004, where there was significant growth of foreign investment into Russia in 
January – September. Growth came to 39,4% comparing to 9 month in 2003, and total in-
vestment amount in 2004 came to $40,5 mlrd.  

3 Methods 

Methodology used to write the papers is data collection and analyses. Gathering and analyz-
ing is based on various papers, articles, governmental web resources. Information provided 
through these resources generates ideas, that are further analyzed. 

While initially it was suggested to use telephone interviewing or method to find out prob-
lems, it was found that document review was more detailed and comprehensive method to 
collect required information accurately and timely. Data collection through literature and 
document review is main method. 

Document review is used to research the problems that Swedish SME may face when they 
enter Russian markets. I do not touch upon the specific problems that are inherent to spe-
cific areas due to big scope of existing problems and areas, but rather focus on problems 
that are typical for any areas of entry in Russian Federation. 

Based on literature review, modes of possible entry into Russia are discussed, and focus is 
made to specify each modes’ specifics. 

In addition, Swedish Trade Council has provided me with useful information that is list of 
Swedish and Sweden-related companies that are established in Russia, namely, in Moscow 
and Saint Petersburg. 

4 Theory 

4.1 Mode of entry 

Investment is identified as all types of intellectual and property assets that are invested in 
either entrepreneurial or other forms of activities in order to achieve a profit or social effi-
ciency. These assets could include financial resources, bank deposits, shares, stocks and 
other assets, real and non-real estate, rights, know-how, experience and other intellectual 
assets.  
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Foreign investments are long term investment of funds by foreign owners into various ar-
eas in a host country. Modern world economy cannot develop successfully without foreign 
investments. Many countries actively invest their funds in other countries’ economies; they 
get certain profit and develop various areas in host countries.  

Foreign investments are characterized by various modes of entry. Such factors as amount 
of firms’ resources commitments, degree of risks and control and profit share depends on 
chosen mode of entry, since these factors differ a lot depending on certain mode of entry 
(Rodriguez P., Uhlenbruck K., Eden L, 2005). 

So, there are various modes of entry into a foreign market. Forms of investments could be 
also divided into loan form – loanable funds, investments in form of credits and loans; and 
entrepreneurial form that are entrepreneurial capital in form of direct investments,  portfo-
lio (indirect) investments, licensing and exporting (see Diagram 1). Rodriguez P. et al 
(2005), identify the licensing and exporting as non-equity modes of entry and foreign direct 
investments as equity modes.  

Choice of entry mode is fairly difficult and important task and it is crucial determinant of 
success of business (W. Charles L. Hill, Hwang Peter, Kim W. Chan, 1990). Considering 
that the paper is written in within entrepreneurship subject, further focus will be made not 
on the loan form of mode entry but on foreign direct investments, portfolio investments 
and licensing and exporting (or arm’s length entry mode, as defined by Rodriguez P. et al 
(2005) and specify which degrees of tangible and intangible resources commitment and 
control over operational and strategic decision-making are exercised over different modes 
of entry. 

4.1.1 Foreign direct investments 

4.1.1.1 Definition 

Foreign direct investments are the investments that mean making investments in the spe-
cific country by non-residents in order to obtain control over the enterprise (purchase of 
blocking or control share holding). Chander K (1996) defines foreign direct investments as 
an investment that reflects the objective that is to obtain lasting interest by investor in a 
host country.  

The common feature that distinguish foreign direct investment (FDI) from portfolio in-
vestment is that a portfolio investor does not seek control or lasting interest while control 
and lasting interest are common feature for FDI (Moosa A. Imad, 2002). Thus, element 
that distinguishes FDI from other forms of international investments is element of control 
over management policy and decisions. So, according to Moosa A. Imad (2002) interna-
tional investors that make foreign direct investments have an informational advantage over 
foreign portfolio investors.  

In terms of FDI control means that in management policies and strategies investor’s deci-
sions making exists. Moosa A. Imad argues that an example could be when FDI investor 
possesses the right to elect or select one or two member on the board of directors of the 
foreign company. 

The benefits that arise from FDI can be direct and indirect, public and private. FDI initia-
tions by small and medium sized enterprises are associated with transfer of technology, 
management and other skills, as well as training (Moosa A. Imad, 2002). 
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Direct benefits are returns from investment opportunities that the investors discover and 
use. While direct benefits are immediate returns, indirect benefits are obtained in the longer 
terms. Indirect returns normally come from the investments made into foreign equity posi-
tion by investors. Investments made into foreign equity position enable investors to get ac-
cess to such intangible assets as training and technology that in its return increases produc-
tivity and chances of success for investor. While doing public benefits there are normally 
no immediate returns for investor, but investor significantly benefits from long-term re-
turns that arise from technology and productivity spillovers through forward and backward 
linkages, turnover of employees and competition. It provides investors with management 
skills and experience. (Foreign Direct Investment by Small and Medium sized Enterprises, 
United Nations Conference on Trade and Development,  New York and Geneva, 1998, 
pp. 128).   

4.1.1.2 Control 

Internal structure of management and control is one of the organizational aspects during 
making FDI (Moosa A. Imad, 2002). In cases when investors establish subsidiaries, there is 
need to coordinate the activities between them and parent firm. Since size, diversification 
of activities and different geographical locations are different, this kind of coordination re-
quired different approach in terms of organizational structure.  

According to Moosa A. Imad (2002), there are there elements of control process that nor-
mally accompany foreign investor’s activities. These elements include setting objectives, 
measuring results and comparing results with objectives. 

Control process that is inherent to FDI is very different from the control implemented in 
purely domestic firms. This is fairly complicated system because there are a number of 
linkages between subsidiaries and parent firm. For instance, within each financial linkage 
between parent and subsidiary firm there are several types of transaction. As it is men-
tioned by Moosa A .Imad (2002) there are four aspects that separate parent firm from its 
subsidiaries and thus make control more difficult in case with FDI:  

• Difference in geographical location as well as cultural difference; 

• Setting the standards, performance evaluations systems and inter-subsidiary com-
parison; 

• Difference in host and parent government regulations; 

• Unstable economic and/or political situation in the host country may make it diffi-
cult to make long term planning   

Important issue for foreign investors while establishing subsidiaries in host country is to 
find optimal level of centralization. Efficiency of firms’ work depends much on compe-
tency demonstrated in decision marking processes.  

Advantages of centralized systems are strong coordination and control, i.e. impossibility to 
realize initiatives that are not involved in firm’s corporate objectives, possibility to concen-
trate financial resources of firm for high scale activities, use of knowledge and skills that 
parent firm’s employees posses to distribute them in the organization. Centralized structure 
is typical during crisis moments in firm’s activities. However, there are significant disadvan-
tages of centralization including impossibility to demonstrate initiative, bad adaptation, etc. 
More centralized structure is more inherent to multi national corporations (MNC) than to 
domestic ones. Moosa A. Imad (2002) distinguishes between three main spheres of cen-
tralization in MNC that are financial control, strategic planning and strategic control.  
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Financial control is one of the spheres in centralized structure. Modern means of telecom-
munication enables to transmit current data and information on financial indicators of sub-
sidiaries that are located far away from parent firm. Financial control enables firm’s man-
agement to be aware of subsidiaries’ most important work indicators. Besides, namely dur-
ing control of financial indicators of different subsidiaries the decisions on transformation 
of financial and other resources may arise. It is necessary to point out that such daily con-
trol may provoke displeasure with subsidiaries’ managers. This kind of control may be con-
sidered by subsidiaries’ managers as demonstration of distrust from top management. 

With financial control a parent firm is slim and is supported by a strong finance function so 
the prime profit responsibility is pushed down to the lowest level. According to Moosa A. 
Imad (2002) firms that use this arrangement normally concentrate on annual profit targets. 

In strategic planning, center actively participates and influences divisional strategies. In case 
of strategic planning, there is less focus on corporate control. In strategic control, estab-
lishment of planning processes and reviewing divisional proposals are under the main fo-
cus. 

4.1.1.3 Resources commitment 

When a firm enters a host country, a firm has to make certain resources commitment that 
is different depending on mode of entry. W. Charles L. et al (1990) argue that in case of 
FDI costs involves are very high. A foreign investor has to cover the costs associated with 
opening up and serving the foreign market. In case with partially owned subsidiary, the 
costs are dependant on share split and resources share, correspondingly, the higher shares 
and split are, the higher costs are involved into running a business in a host country.  

4.1.1.4 FDI Risks 

It is necessary to pay attention to risk in order to ensure good performance both during 
projects start-up or firm’s management. Many managers today use their experience and in-
tuition and just a few analyze the risk in practice. Risk management is a system that identi-
fies and quantify all risk that embrace the business or project that enables to make deci-
sions on how to manage these risks (Flanagan R., Norman George, 1993).  

Any FDI implies the risk. However, it is possible to minimize it. There are three types of 
risk that are bear by foreign investor that involve market risk, exchange rate risk and risk 
related to the firm that foreign investor is going to cooperate with.   

Flanagan R et al (1993) argue that some risks can be controlled and some not. For example, 
risk related to changes in foreign exchange rate cannot be controlled by foreign investors, 
but a contingency provision can be made that considers the worst eventuality. W. Charles 
L. et al (1990) argue that wholly owned subsidiary as a mode of entry involve high control 
and resource commitment.  

Foreign exchange risk is risk related to changes in exchange rates and impact that these 
changes have on assets value. Another risk that foreign investor bear is related to partner in 
host company. Main criteria while choosing a partner in host company should be reliability. 
Profitability and liquidity are also important. Thus, while choosing partner firm the foreign 
investor should evaluate suitable firm through a number of indicators including data on 
firm’s profitability and liquidity, as well as firm’s rating that is given by independent rating 
agencies that are world wide known (for example, Moody). Therefore, the firms that pos-
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sess solid position on the market are almost always interested to be evaluated positively by 
agencies.   

To reduce the risk, the foreign investor should obtain information and data on firm’s main 
founders. Data on firm’s previous experience may be useful as well. Financial accountabil-
ity can also be used as indicator to make right decision on partner’s firm choice. Firm’s 
profit and loose balance are indicators of firm’s financial situation.  

For foreign investor it is much more reliable to spend several hours to study firm and its 
current situation and save the money instead of trusting the money to those who will not 
be able to manage them (Moosa A. Imad (2002).   

4.1.2 Portfolio investment 

4.1.2.1 Definition 

Portfolio investments mean investments by investors into securities of most efficiently 
working enterprises, as well as securities, imitated by governmental and local bodies with 
the purpose to obtain maximum profit from investment. Portfolio investor, as opposite to 
direct investor, keeps the position of “outside observer” with regard to enterprise that was 
invested into, and as a rule, indirect investor is not engaged into control of management 
policy and decisions. This element of control and influence is an element that distinguishes 
portfolio from direct investment (Chander Kant, 1996). In addition, portfolio investment 
means that an investor does not demonstrate a long term interest in firm’s development.  

Main principle of portfolio investment is investment’s diversification. In other words it im-
plies that an investor should not invest his or her money in assets of one enterprise, even if 
this investment seems to be very attractive. This restraint would enable an investor to avoid 
crucial looses in case of mistake. Risk minimization is achieved due to inclusion securities 
from wide range of areas that are not correlated closely between them into portfolio. That 
would enable an investor to avoid coincidence of changes in their activities.    

4.1.2.2 Control  

Investor that makes an investment into portfolio obtains ownership, but not control, that is 
main factor that distinguishes portfolio from direct investor. While in FDI an investor is an 
acting manager, in FPT investor is owner, but passive manager. Portfolio investor do not 
posses the right to provide control over managers, he must delegate the power to managers 
to implement decision making processes. Lack of control over strategic decision making by 
foreign portfolio investment makes foreign portfolio businesses less efficient that busi-
nesses that are run by foreign direct investor that gains both ownership and control. Port-
folio businesses are less efficient due to lack of information that is not supposed to be de-
livered to portfolio investor. Foreign direct investor gains an advantage through right to 
claim information to be able to make decisions and run business efficiently (Goldstein Itay, 
Razin Assaf, 2002). Thus, disadvantage of this mode of entry is that it enables foreign in-
vestor to provide neither operational, marketing nor any other control over operations. 

4.1.2.3 Resources commitment 

When a firm enters a host country, a firm has to make certain resources commitments that 
are different depending on mode of entry. W. Charles L. et al (1990) argue that in case of 
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FDI costs involves are very high, while portfolio investments do not require significant re-
sources.  

4.1.2.4 Portfolio Risks 

On one hand, FDI can be characterized as a mode of investment where a risk is more 
shared with other owners than in case with portfolio investments. Foreign direct investor 
obtains both ownership and control in a host firms while portfolio investor gains owner-
ship without control and thus he or she has to make power delegation to managers. To-
gether with power delegations, managers’ freedom to take decisions is limited by portfolio 
investors. This is made because further agenda may not be always consistent with investor’s 
agenda. Therefore, it is clear that in foreign direct investments projects are managed more 
efficiently than in portfolio projects. 

On the other hand, portfolio investment can be considered less risky, because investments 
are made in different enterprises and various non related areas at once that reduce the risks 
correspondingly (diversification). Ration between highly-reliable and risky shares in portfo-
lio investment is kept so that possible looses that may come from risky shares are relatively 
covered by profits from highly-reliable shares. Thus, investment risk includes not only 
loose of main shares, but also a failure to gain required profits to cover the looses. How-
ever, it is impossible to expect high profits without risk-taking. 

4.1.3 Licensing 

4.1.3.1 Definition 

In order to develop and exploit intellectual right (product or service) licensing is used. This 
is done through transfer of rights of use to third parties but not ownership rights. Licensing 
can be used as one of mode of entry into a host country and is identified as  non-equity 
mode of entry (Rodriguez P., Uhlenbruck K., Eden L, 2005). In other words, licensing is 
defined as a process where firm authorizes existing producer to produce the production 
with the same trademark on the basis of formal license. Licensing may include any techno-
logical development, composition of materials, ways of treatment, trade marks, etc.  

Foreign licensing implies authorization that is issued by firm in a home country to firm in a 
host country to make same production. Establishment of this mode of entry was initially 
promoted by “patent”. 

4.1.3.2  Control 

Scholars argue that degree of control with licensing as a mode of entry can be different de-
pending on whether licensing is implemented through their affiliates or through independ-
ent organization without presence of representatives from firm that issue the license. In-
deed, it is clear that when the technology is introduced through the affiliates, degree of con-
trol is enormously higher.  

4.1.3.3 Resources commitment  

Licensing implies low investment of resources, when compared to direct investments, for 
example. This mean of mode of entry is widely distributed when entrance of foreign inves-
tors is complicated due to reasons related to insufficient financial resources of foreign in-
vestors, poor political and economical situation in a host country.     
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4.1.3.4 Licensing Risks 

Scholars also argue that in the countries of Eastern Europe that are in transition economy, 
it is more likely to choose partnership with local organization through establishment of 
joint venture (foreign direct investment) as a mode to enter a host country than licensing or 
exporting. This is dictated with a fact that effect of corruption that exist in Eastern Euro-
pean countries and that may have on the investor may be partially mitigated through assis-
tance provided by local partners. Disadvantages of licensing are that the foreign investor is 
disabled to enforce quality control standards and specifications, dependence on skills and 
qualification of licensee in a host country. In addition, there is risk that foreign investor’s 
reputation can be diminished or destroyed by licensee that is also out of control by licensor 
(Sherman j. Andrew, 2003). Besides, disadvantage is that licensing process is less controlled. 

4.1.4 Exporting 

4.1.4.1 Definition 

Exporting implies export of goods from home country to host country directly, indirectly 
and through intermediaries. Indirect exporting is normally used by the firms when the firm 
in home country produces the goods that are the components for final products intended 
for export. In case with indirect exporting, the firms that produces the component, that is 
indirect exporter, remains unknown in the market of host country. In this case, final ex-
porter is the firm that produces and export final product. 

Exporting indirectly through intermediaries means that the foreign investor uses the ser-
vices of a firm in a host country that possess better experience, contacts and knows the 
specifics of the market (Woznick, A. 2000). While it is not possible to retain considerable 
control over the operations, foreign investor can still benefit from learning, for example, 
learning about competitors, new technologies and other opportunities that exist on market 
in a host country.   

Direct exporting implies that producer choose one of the following modes: 

• Establishment of own sales or branch office in the host country; 

• Agreements with foreign sales agents that could be used when producer 
lacks sufficient skills to enter and acts on the market of host country inde-
pendently. 

Decisions on whether to enter marker directly or indirectly depends mainly on resources 
that the firm is ready to commit to invest. So, indirect exporting could be of great benefit 
to small and medium sized firms that are willing to enter the country with high risks and 
that do not possess significant amount of recourses and want to reduce existing risks. Ad-
vantage of indirect exporting is that the foreign investor (or exporter) obtains the possibil-
ity to penetrate the foreign market without taking risks that are normally associated with di-
rect exporting. Advantage of direct exporting is that it includes more control over the ex-
port process that leads correspondingly to potentially higher profits, and a closer relation-
ship to the customers and marketplace in a host country (Woznick, Alexandra, 2000).  
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4.1.4.2 Control 

Disadvantage of this mode of entry is that even it enables the foreign investor to provide 
operational control; it is disabled to control the marketing strategy. Degree of control could 
vary depending on whether the foreign investor made decision to have branch office or use 
the services of sales agents. It is clear, that own office provides higher degree of control 
both over operational and marketing activities.  

4.1.4.3 Resources commitment 

Exporting is a mode of entry that requires relatively low resources commitment.  However, 
direct exporting requires more commitments in terms of time, personnel, and corporate re-
sources, than are needed less indirect exporting. Scholars argue that exporting has been al-
ways considered as a mode of entry for firms that have plans to expand internationally fur-
ther. Particularly, small and medium sized enterprises could benefit from this strategy, be-
cause, as opposite to foreign direct investments, small and medium businesses often do not 
posses significant amount of recourses to commit (Jane W. Lu, Paul W. Beamish, 2001) 

Scholars argue that the firms that start their export activity, use indirect export often. They 
give their preference to indirect exporting due to two reasons. Firstly, indirect exporting re-
quires less commitment of resources, since the firms is not supposed to commit big scope 
of resources since the firms should not establish their own branch or establish networking.  

4.1.4.4 Exporting Risks 

Since exporting is a mode of entry that requires relatively low resources commitment, con-
sequently it implies low risk and low returns. Exporting can be considered as a superior 
mode of entry for firm that wants to benefit from scale economies and to minimize num-
ber of situations associated to bureaucratic disadvantages. Indirect exporting is particularly 
beneficial for the firms that do not possess significant financial resources to commit, and 
that want to choose mode of entry that implies less risk. There is less risk with indirect ex-
porting because wholesale trade is carried out by marketing intermediaries  - domestic ex-
porters, that contribute their own specific professional knowledge and abilities, and there-
fore, they, as a rule, are imposed to making less mistakes than foreign direct exporter.    

4.2 Cultural difference between Russian and Swedish 
managers 

Interaction barriers can emerge as a result of a phenomenon that is called “black cultural 
holes” by Lewis Richard (1996). This term implies the features that are inherent to one na-
tion that disables people to communicate with other nationality properly. At this, these fea-
tures may be not realized by people themselves.  

So, according to Lewis R. (1996), Swedish habit to achieve consensus is like this “cultural 
hole” and Russian’s “cultural hole” is being extremely suspicious. According to discussion 
by Lewis Richard (1996), summarize has been made to demonstrate crucial differences that 
exist between Russian and Swedish managers. 

Swedish manager Russian manager 
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Planning  

Sweden’s unofficial symbol – diary with 
planned and executed activities. Right 
planning and clear realization of planned 
tasks differs Swedes from Russians  

Modern Russian manager has learnt a lot 
from his or her western colleagues, includ-
ing planning his or her activity accurately, 
but national culture is characterized with 
extreme activities that make Russian man-
ager to decline from planned tasks and 
change plans. A Russian manager considers 
that life is such a difficult that it is difficult 
to forecast everything in advance.  

Listening 

Swedes are good listeners. They often sup-
port speaker with their positive comments. 
They are interested in facts and technical 
details. Despite being considerate, they are 
more business oriented, than person ori-
ented. Nevertheless, while they care about 
following consensus, they are very curious 
about audience’s reaction.  

Russian managers are more people ori-
ented than Swedes. They are suspicious 
about formal directions or instructions. 
They really support personal recommenda-
tion. Russian are better listeners in infor-
mal situations. They are good speakers and 
like expressive presentations.   

Business negotiations  

During business negotiations the Swedes 
are very discreet, considerable, and do not 
show aggressiveness or pressure to co-
talkers. If they agree to make concessions, 
they need a time for that. Swedish manag-
ers prefer to solve the problems step by 
step.  

Russian are good negotiators, they are of-
ten trying to influence co-talker’s feelings. 
They use various tactics and consider situa-
tion a few steps forward. Overall behav-
ioral tendency is Russian managers have 
hard approach, when they feel that co-
talker goes back, and they go back, when 
they feel co-talkers persistence. If negotia-
tions are into problem, their favorite tactics 
is to demonstrate patience and wait. When 
a problem arises, Russians demonstrate 
systemic approach to resolve them, trying 
to consider overall situation. 

Decision making 
 

Swedish managers take decisions after they 
are discussed with colleagues, trying to as-
sure everyone came to single opinion. Such 
collective approach, on one hand, is bene-
ficial, since it contributes to join personal, 
but on the other hand, that slows decision 
making processes. 

Russian managers support strict hierarchy 
and consider only management while mak-
ing decisions. Middle managers try to avoid 
personal responsibility. There is a problem 
to make power delegation. However, Rus-
sians have good intuition that contributes 
to resolve issues.  

Contract and agreements 

Swedes are very strict with following rules For Russians, like most managers from 
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set in agreements and contracts and try to 
fulfill their duties completely, like majority 
of western businessman. 

South-East Asia, contract and agreements 
do not have binding force. They consider 
agreements and contracts binding when 
they set mutually beneficial statements. 

Swedes’ complaints about Russians  Russians’ complaints about Swedes 

A Russian manager seems to agree on what 
they are told but there are not actions that 
follow.  
Lack of initiative. Employees often avoid 
solving problems. 
Horizontal interaction between depart-
ments is a problem. 

We ask how to behave in certain situation 
and get “let us discuss that”. 
They are too intelligent and smooth for 
Russia. Russians ask which decision 
Swedes want to make and Swedes answer 
“make decisions yourselves”.  
Swedes are afraid to punish the people.  

As it is clear there is significant difference in business culture of both countries. Among 
other differences, Russian managers are typical with more hierarchy and authoritarian man-
agement style, while Swedish top managers are more participating player that does not dis-
tinguish themselves from team and participating in all processes in firm. Russian managers 
are very quick in decision making processes, but sometimes they are problematic in terms 
of to meeting deadlines. Besides, Russian managers above all normally prioritize their own 
interests in the firm. Besides, compliance of contracts may be an issue. It could happen that 
terms verbal agreements are different on those discussed in written contracts. That kind of 
cultural nuance may disappoint unprepared foreign investors and result to interaction barri-
ers. 

5 Russian-Swedish cooperation 

According to information obtained from Swedish Trade Council, today there are less than 
250 firms that are with 100% Swedish capital or with partly Swedish capital (mixed with 
Finnish, German, etc capital) (both SME and big firms) that are working in Moscow and 
Saint-Petersburg, where 150 are concentrated in Moscow, and less 100 in Saints-
Petersburg. So, according to STC, Sweden delivers telecommunication technologies and 
equipment (26,7% out of total Swedish export into Russia), general engineering production 
and equipment (25%), tools and instruments (14,1%), vehicles, trucks, buses and trailers 
(11%), chemical industry products, (6,3%), construction and mining equipment (3,0%), 
equipment for energy sectors, (2,4%), heating and air conditioning equipment  (1,7%),  
agro industrial equipment and agricultural equipment (1,2%), fuel and raw materials (1%), 
food  (3,7%) and other (3,9%). 

From Russia Sweden imports raw (72, 3%), semi-prepared foods (10%), chemical produc-
tion (5,5%), forest, carving wood (9,4%), food (0,9%), engineering equipment (0,7%) and 
other goods (1,2%). 

6 Advantages to invest in Russia  

Factors that attract investor to make investments in Russia could include the following: 

1) Use of production factors, whose costs are cheaper in Russia; rela-
tively cheap labor market, cheap prices for some types of raw; 
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2) Use of rich natural resources, that is cheaper to develop than in 
other countries, or in countries with limited or hindered access; 

3) Purchase of potentially efficient Russian enterprises at cheap prices, 
with the purpose to get high return, after investments has been made into produc-
tion system, marketing, etc.; 

4) Use of morally defective or ecologically unfriendly equipment that is 
impossible to use in developed countries. Production of out-to-date production, 
with well developed production technology; 

5) Large and rapidly growing market; 

6) Russia is reach with such natural resources as the mineral-packed 
Ural Mountains and the vast oil, gas, coal, and timber reserves of Siberia and the 
Russian Far East. The negative point about natural resources is that they are located 
in remote and climatically unfavorable areas that are very far from Russian ports 
and thus difficult to develop. Energy is mostly exported natural resource; 

7) Large consumer market with a population of 150 million.  

7 Risks with Investments in Russia 

While both domestic and international entrepreneurs are same concerned about profit, 
sales, costs, and the thing that fairly differentiate international and domestic entrepreneurs 
are the risks associated to going international. International business is considered to be 
more complicated due to such factors as politics, economics, culture, etc that exist in host 
country and that are not able to be controlled by entrepreneurs (Hirsch R., Peters Michael; 
1998).  

Apart from issues associated to internationalization itself, country of entry can have gaps in 
such issues as lack of knowledge of western standards, convertibility of local currency, dif-
ferences in accounting systems, etc between host country and entrepreneur’s country, when 
a host country is in developing or transition economies. Particularly, such problems as cor-
ruption are inherent to countries that are in transition economy (Rodriguez P., Uhlenbruck 
K., Eden L, 2005). 

Lack of strong market competition from domestic entrepreneurs, cheap labor, cheap raw 
materials market and huge customer market and above all high profitability that exceeds 
medium profit range in countries with mature market economy makes Russia attractive for 
foreign investors. However, despite these advantages that attract investors, investors are 
not making investments into Russian enterprises with big enthusiasm. Their unwillingness 
could be explained with a number of problems that they know they may face while entering 
Russian market. 

Sanjeev Agarwal et al (1992) argue that the term “investment risk” is defined as the risk re-
lated to existing uncertainty in a host country that is implied by economical and political 
policies. However, apart from political and economical issues, I would like to touch upon 
the issues that are not of less importance for firm’s survival and succession, for example, 
risk associated to lack of required modern skills with human resources in a host country or 
huge cultural gap between partner countries. 
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7.1 Bureaucracy 

According to data published on Russian Entrepreneurship Support Business Portal (Busi-
ness in Russia), survey was carried out to discover the problems Swedish firms face. Ac-
cording to survey, all participants from forum mentioned that the main obstacle to imple-
ment the business successfully is Russian bureaucracy. As per forum, IKEA’s lawyer Adam 
Fisher shared that in order to purchase the land for next supermarket they had to collect 
and submit about 66 documents to government bodies. In order to make an additional 
construction to existing supermarket, they had to collect a lot of agreements, where four of 
them had to be taken from Ministry of Internal Affairs of Russia. This case demonstrates 
clearly degree of bureaucracy that exists in Russia today. 

Bureaucracy is considered to be negative in Russia because it creates environment for cor-
ruption. Bureaucracy creates main obstacles within business environment, namely in terms 
of investments, in the area of customs and technical regulations, certification and docu-
mentation preparation.   

7.1.1 Product and service certification & registration process  

Product certification is compulsory process in Russia that is due before product is available 
to customer. According to Russian legislation (Russian legislation, http://www.akts.ru/), 
certification and quality control is implemented based on “Products and services certifica-
tion” and “Customer right protection” laws, as well as based on “List of products and ser-
vices that are due to be certified”.  Required documents for the goods that are essential as 
per law are issued by authorized body in Russia.   

In Russia product certification is done by both registered non-commercial establishments 
and accredited commercial organizations. They are also responsible for certification of im-
ported production. 

Product and service certification has been found as one of the obstacles by Swedish busi-
nessman.  

7.2 Corruption 

Existence of corruption in a country is negative; corruption reduces tax collection and 
weakens government budget. Economically a corruption has negative impact because in a 
country with high level of corruption, government budgetary funds cannot be used effi-
ciently. Besides, corruption makes costs related to production and distribution very high. It 
deteriorates the climate for investment (Mark L., Georgy S., 2000). From the social point of 
view, there are also destructive influences of corruption. At the expense of country’s re-
sources, narrow special interest groups are getting benefits and increase their own welfare. 
In a country with high level of corruption a bribe as a main form of corruption and not law 
regulate the life of the state and society.  Besides, it also influences political stability, that 
put that under threat (Mark L., Georgy S., 2000). Corruption as an international problem 
exists in all countries irrespective of their political system and level of political development 
and differs only in scales. It is obvious that corruption’s scale depends on a number of fac-
tors including politics, economy, society, legal status, etc. Scope of corruption is getting 
bigger depending on the conditions that favor corruption (Ilibezova E., Ilibezova L., 
Musakojaeva G., Toktosunov R, 2002). Corruption within law enforcement bodies, which 
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interacts with corrupt officials and entrepreneurs gaining access to political power and 
channels for money laundering, promotes the strengthening of organized crime. 

In discussion of economy in Russian Federation a corruption has become a commonplace 
theme (Mark L., Georgy S., 2000). In Russia a corruption could be called as a negative con-
sequence of its political and socioeconomic problems of the transition from socialism that 
occurred as a result state’s weakening.  

According to Corruption Perception Index (CPI) by Transparency International, Russian 
Federation occupies 121 places out of 163. Russia shares this place with Benin, Gambia, 
Guyana, Honduras, Nepal, Philippines, Rwanda and Swaziland. CPI relates to perceptions 
of the degree of corruption as seen by business people and country analysts, and ranges be-
tween 10 (highly clean) and 0 (highly corrupt). According to the score, Russia has 2.5, that 
can be considered as high degree of corruption.  

Scholars argue that corruption is one of important problems that reduces investments in 
Russia through adding to its essential investment-related costs and by adding to uncertainty 
(Roaf James, 2000). 

7.2.1 Clearing points 

Levin Mark et al (2002) argue that custom fees are an ‘‘active culture medium’’ for grass-
roots corruption. Indeed, today customs are one of places in Russia where bribery is taking 
place in big scopes for issue of licenses, permits, and other aspects of commerce. So, ac-
cording to Levin Mark et al (2002), research that authors carried out among traders re-
vealed that there was not a single trader that has not offered a bribe to a customs officer at 
least once. While, bribery at customs is a serious problem, since it emerges additional costs 
for investors, degree of how much it will affect investors a lot would depend on area of ac-
tivity. Distribution, sales and transport firms may be affected by this problem to greater ef-
fect than firms that are not concerned with property but intellectual assets, for example.   

7.3 Legislation 

Legislation that is not developed manifests in poor awareness of the law, imperfections of 
the legal system as whole and ill-defined legislative procedures. Inconsistencies in legislative 
acts result to various forms of corruption (Mark L., Georgy S., 2000). 

In terms of foreign investments initiated by SME, non-transparent legal and regulatory sys-
tem poses a significant obstacle initiated. Lack of transparent legal and regulatory systems 
as well as unpredictable behavior of officials engaged in legislation system makes it difficult 
for investors to make long-term planning strategies (Foreign Direct Investment by SME, 
UN Conference on Trade and Development,  New York and Geneva, 1998, pp. 128).   

As it was mentioned above, among the problems that are obstacles for development of 
business Swedish businessman have pointed out the problems associated to frequent 
changes in legislation. Multiple means of mass media in Russia discuss the cases related to 
court hearings of foreign investors in terms of customs. So, according to publication pub-
lished on September 9th, 2005 on website of Ukrainian newspaper called “Business Week”, 
such famous companies had problems with customs and changes in legislation as Phillip 
Morris, Ford, etc. 
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As it is clear various forms of corruption are created by the intrinsic inconsistency among 
legislative acts. Some laws effectively “allow” state officials to create conditions for extort-
ing bribes and blackmailing citizens (Levin Mark, Satarov Georgy, European Journal of Po-
litical Economy, Vol. 16 2000 113–132, Corruption and institutions in Russia). 

7.4 Human Resources 

It is clear that one of most important resources is human resources, because namely people 
manage main types of resources including financial, logistical, informational, etc. Firm’s 
success on the market depends a lot on how firm’s management manages its resources, 
above all, human resources. 

It is also clear that it is impossible for a firm to achieve high results and outcomes in its ac-
tivities without people that possess high degree of professionalism, business skills and re-
quired knowledge. 

For foreign investor that plans to run a business in a host country, there is a need to hire 
personnel that possess skills required for certain projects and businesses. This may be a 
challenge for an investor if finding highly qualified personnel is a problem in a host coun-
try.    

Today in Russia there is deficit with highly qualified personnel. It is a problem for foreign 
investors, in our case for Swedish firms to find and hire people with required qualification. 
Since Swedish firms entering Russian market independently are not very good familiar with 
domestic situation, they lack required contact to be able to find proper people hire, so it 
makes it obstacle for them to make long term planning without possessing local human re-
sources.  

There are significant changes on Russian market today. Three are two problems on labor 
market: for unemployed to find a job and for firms to find highly qualified employees. In 
this terms there is a question, how foreign investor should seek for required personal. If 
there is an issue to find personnel to assign on managerial positions, then, the higher posi-
tion is the higher costs are involved if there is wrong person.   

Normally, Russian firms search for personnel through contacts including friends, col-
leagues, and job advertisements. This is method that was used during Soviet Union and is 
still used in many Russian firms including big ones. Normally in Russia new comer are as-
signed to have probation period and often employee fails to justify hopes and manage-
ment’s expectation during probation that leads to negative results both for employee and 
employer.  

Problem of human resources is actual in Russia today. Russia used to be a huge part of So-
viet Union for about seventy years and it used to educate people to implement plans and 
production in certain manner and today for people it is a challenge to re-orientate into 
work specifics of market mechanism. Lacking of skills on right management strategy and 
tactics in market conditions means that majority of human resources won’t be able to 
choose right strategy to promote the products on the market. Lack of market psychology 
disables managers to make right decisions during crises.  

Training of local personnel might be a necessity for the success of the investment. It is ob-
vious that training requires the expenditures that investors have to bear. As to Moosa A. 
Imad, expenditures associated to training are part of initial investments and involve costs. 
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Definitely foreign investors may involve expatriate personnel, at least at the beginning 
stages, but repatriation of expatriate personal is quite costly, so they will have to start using 
local peoples. Besides, even if foreign investor possess solid resources to afford hiring ex-
patriate staff, host government may force foreign investors to involve local people.  

7.5 Value Added Tax 

Most morbid points for foreign investors coming to invest in Russia are the problems re-
lated to VAT return. Besides, customs officials interpret laws randomly. Above all, it is re-
lated to value added tax (VAT), when customs officials require foreign investors to prove  
“economic base” of their expenses. Also, the related problem could be the lack of specific 
mechanism aimed to take up tax-payment complaints.  

According to various mass media means, in Russia there have been a lot of court hearings 
between foreign investors and customs officials recently, however, independency of courts 
could also be a problem. Both courts and customs inspectors can be influenced by politics.   

The weakness of the judiciary is one of the main problems of the transitional period. The 
system of total party control taught people to seek protection in party committees and not 
in courts: suing was considered to be almost an indecent act. After the collapse of the so-
cialist system, judicial weakness left a legal vacuum that remains unfilled. The weakness of 
Russian judiciary system manifests itself in the failure of the fiscal and executive branches 
of power to provide for salaries of judges and operation of courts. Court decisions are of-
ten not implemented. The low effectiveness of arbitrage courts results in long delays in case 
processing and, consequently, in paralysis of economic activity. There is a shortage of 
skilled and knowledgeable personnel to meet the requirements of the new economic condi-
tions (Mark L., G. Satarov, 2002). 

Interestingly, that according to survey carried out by Rudiger Ahrend (2000), foreign firms 
engaged in Russia are not concerned about better treatment or tax rates, their complains 
state that Russian tax system is not reasonable and transparent and it is very difficult to 
predict it.  

7.6 Information 

Unfamiliarity with host country for foreign investors can be considered as top problem for 
investors (Kuratko F.Donald, Welsch P.Harold; 1993). Entering international market re-
quires investors to be familiar with a number of resources and lack of information on these 
resources would not contribute in solving problems.   

Measuring existing opportunities and markets to make investments is a fairly complex task 
for a foreign investor. Moosa A. Imad (2002) argues that for reasons of secrecy many coun-
tries do not make available comprehensive data on the foreign operations of their compa-
nies. Because of lack of information that foreign investors face while entering host coun-
try/company, Moosa A. Imad points out inconsistency that accompanies measures of in-
vestments’ flows and stocks. 

Information is required for foreign investors, above all, to evaluate the risks related to 
business in new country, to choose the area to invest in, to find relevant partners, etc. Be-
sides, since monitoring of Russian market is implemented with the purpose of marketing 
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researches to export the products, and after that when foreign investor is confident about 
business perspectives and profitability of investment, then start the production.  

In order to be able to make decisions investors need to possess both accurate and timely 
data on government regulations and requirements, market and economic conditions, op-
portunities and potential partners. Lack of information, as well as its late and inaccurate de-
livery discourages investors (Foreign Direct Investment by SME, UN Conference on Trade 
and Development, 1998).  

Main information that the foreign investor may need involve results of firm’s financial ac-
tivity, big share holders and asset capital structure, member of firm’s board of directors and 
firm’s top management, information on important facts and events. 

Accuracy of information that is provided is an important element to attract investors. In 
order for investors to run business efficiently, there is need for investors to analyze care-
fully non-financial information, including corporate documents, data about decision mak-
ing processes, etc.). It is very important to be able to monitor that kind of information in 
order to be able to forecast the risks. Lack of necessary information may result to conflicts 
between foreign investors and firm’s management when investment is made.  

Information on member of firm’s directors’ board and top management is required in or-
der to enable foreign investor evaluate level of their qualification and experience. Besides, 
foreign investors are normally interested to obtain the data on possible conflicts of interest. 
For that reason they need member of directors’ board and top management informed them 
about their share, as well as about their share in other firm’s capital and their positions in 
other firms as well.  

Disclosure of information on significant facts and events is disclosure of information that 
can affect the value of firm’s assets on the market. It also involves data on businesses and 
profit. An example of that kind of information are new products, new developments and 
production methods, new big orders, big investments made, firm’s mergers and acquisi-
tions, considerable declines from expected return, important arbitrage and court processes, 
changes in firm’s management, inability to make payments and bankruptcy.   

An important data are data related to firm’s forecasts for future development. Manage-
ment’s forecasts need to include forecasting data considering influence of different factors, 
such as exchange rates, inflation temps and economy growth. Firm’s mission and objectives 
are also important to evaluate a firm and understand its activities by foreign investor. 

In addition, information that firm’s managers possess is wider than information that is 
available to investors. If the managers fail to provide to investors the satisfactory evidences 
of positive dynamic of expected profit, then firm’s assets could be underestimated by inves-
tors. 

7.7 Political risk 

Political risk is defined by Kuratko F.Donald and Welsch P.Harold (1993) as unstable gov-
ernment, wars, regionalism, illegal occupation, conflicts and political ideological differences.  

Lack of political stability discourages investors to make investments. Unexpected modifica-
tions of the legal framework increase political risk, and negative result of this is that eco-
nomic outcome of a given investment may have very drastic turn. Although there a number 
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of models that are used by investors while entering foreign markets, the models that in-
volves economic and political factors performs better than any other model that lacks po-
litical variables (Moosa A. Imad, 2002). 

Political stability is important factor while decision making on investments. However, this 
is not the only factor. Stable, predictable and attractive investment regime is required. For-
eign investors must be assured that their investment are not under a risk of sudden and 
random changes in investments rules and how these rules are implemented. 

Political instability creates a lack of confidence in public officials at different levels. In the 
absence of guarantees for survival in these conditions, the officials become more suscepti-
ble to the temptations of bribe taking. 

Today political situation in Russia can be called relatively stable. Internal conflicts that Rus-
sia has with some of its regions (Chechenskiy conflict, for example) carries locational char-
acters and is not distributed over Moscow and Saint Petersburg, which are main host cities 
for investments. However, instability is related to presidential elections that are going to 
take place in Russia in 2008, can be of concern to foreign investors. Presidential elections 
may result to instability in capital movements and investments.  

7.8 Kinnarps 

Kinnarps, a medium sized Swedish firm that has been operating on Russian market for a 
number of years is going to interviewed. Interviewing is purposed to back up problems that 
I find.   

Kinnarps is Swedish family firm that was established 60 years ago in 1942. During these 
years, Kinnarps has reached level of one of biggest European supplies of furniture. Today 
it is biggest in Scandinavia and 5th all around Europe firm that produces office furniture. 
Kinnarps’s annual turnaround is more than $ 200 mln. 

Kinnarps manufactures in Sweden, where it owns three factories. Firm possesses more 
than 200 show rooms in more than 20 European countries.     

An interview with Mr. Rolf Johansson, Managing Director of Kinnaprs in Jonkoping, Swe-
den was held to find out problems that the firm had when it established its offices in Mos-
cow and Saint Petersburg, how the problems were resolved, etc.  

Kinnarps established its offices in Russia about 8-9 years ago. Mode of entry was foreign 
direct investment, namely, 100% owned subsidiary. Kinnarps entered Russian market 
through involvement its Finnish colleagues, although today it is 100% controlled by 
Swedes. Decision to involve finish colleagues to run business in Russian on initial stages 
was explained with the fact that Fins historically have started to work in Russian many 
years before Swedes, so they have strong historical ties and thus they have better under-
standing of local situation and specifics.  

Biggest problems the firm had was problems associated to transportation. Firm experi-
enced problems associated to a huge number of certificates and licenses that was requested 
by customs officials.  
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Mr. Johansson has been complaining about high costs that are involved in business in Rus-
sia. For example, he found that it was quite expensive to purchase land spot for their next 
showing room.  

Mr. Johansson has mentioned that they benefited a lot as a result of assistance that they 
had from Swedish embassy in Russia and Sweden Trade Council in terms of informational 
support. 

8 How Assembly can help? 

8.1 Informational support 

8.1.1 General data 

Information that could be required for Swedish SME would vary depending in the opera-
tional stage. Information that Swedish SME would require associated to initial stage, so 
called “precondition” stage could be divided into two types: one associated to firm, and 
one associated to market in host country. While it is clear that Assembly would not be able 
to obtain firm-related data, it could help Swedish SME to collect a data on market. Data on 
a firm may include the followings: 

• Information on financial and tax issues;   

• Information on establishment issues;   

• Information of organizational issues; 

• Information on strategic issues (forecasts and business plans); 

So, information that may be required for Swedish SME at initial stages may include market 
research that is associated with following questions (Kuratko F. D., Harold P. Welsch; 
1993): 

• Local customs; 

• Infrastructure; 

• Distribution channels; 

• Competition; 

• Market size 

Taking into account that foreign investor lacks the contacts that are necessary to facilitate 
getting the information; assistance provided by assembly could be very appropriate. 

In addition, data on international trade opportunities, international trade exhibitions, trade 
seminars and conferences could of help to foreign investors. It would be appropriate to 
create data base with existing customers that would be represented by Swedish SME and 
keep them updated on ongoing activities in Russia that they would be interested in. For ex-
ample, to keep foreign investors that are interested to export in Russia updated on export 
trade seminars and conferences that are expected in Russia that would enable them to par-
ticipate and benefit correspondingly.   
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8.1.2 Product and service certification & registration process 

Obtaining of licenses and certificates is a problem. Sometimes issue of papers that are re-
quired for investors to run a business takes for about a year, while Russian authorities ini-
tially promise to issue a paper for a period up to seven weeks1.  

In order to carry out the activities, Russian government requires foreign investor to obtain 
the required licenses. In Russia license types are categorized as follows: 

• Construction license 

• Restoration license 

• Tourist license 

• Transport license 

• Auditor activity 

• Registration of mass media means 

• Communication and information 

• Gambling industry 

• Emergency situations license 

• Products and services certification 

As it was mentioned above, due to bureaucracy problem in Russia issue of licenses or get-
ting the business registered is quite time-consuming process that requires a number of 
documentaries. In order to proceed further, a foreign investor needs above-mentioned in-
formation:  

• Where the license should be formed? 

• What territory does the license cover? 

• How long would it take to issue the license? 

• What kinds of activities does the license cover? 

• What lists of document are required to form a license? 

• What kind of papers? 

• What are the costs involved? 
 

Assembly with its knowledge about local specifics could be useful by helping investors to 
collect the required documentations in Russia, using Assembly’s Russian branch.    

8.1.3 Work permission  

In case an investor firm wants to trip its personal abroad, firm can face another problem 
associated to registration of foreign person in Russia. Before a work agreement is made, 
there are a number of bureaucratic procedures associated to obtaining of work permission 
in Russia for foreign citizens. Assistance that could be provided by Assembly in this terms 
could be also useful for Swedish SME to save time.   

                                                 

1 http://www.openbusiness.ru 
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8.2 Human Resources 

Finding relevant people is essential for successful start-up and proceeding of a business. 
Today there are a huge number of agencies providing assistance required to hire of per-
sonal specializing in various fields. However, not all of the agencies are credible and trust-
worthy. One of accredited and creditable agencies that can help Assemble to recruit people 
for Swedish firms in Moscow could be Amrop. Amrop offers outstanding executive search 
capabilities. All services that Amrop offers are carried out in accordance with strict guide-
lines and adhere to the highest standards of quality and ethical behavior to ensure a suc-
cessful outcome. Amrop helps to identify outstanding performs that possess solid experi-
ence and expertise. According to list provided by Swedish Trade Council located in Russia, 
contact details for Amrop are as follows: 

Company Name Amrop 
Legal Status Representative Office 

Address Tveskaja 16/2, build. 3, office 18 RU-125009 Moscow 
Telephone +7 495 935 89 59 

Fax +7 495 935 89 58 
E-mail moscow@amrophever.com 
Homepage www.amrophever.com 

Activity: Executive search and consultancy services 

While services that Amrop are not on free basis, Assembly could put Swedish firms in con-
tact with Amrop, that would ensure time saving and hiring highly qualified personal for 
Swedish firms. 

While SRDA can assist Swedish SME to overcome a number of issues related to taking the 
first steps, establishing presence, etc., it is clear that risks related to corruption and bureauc-
racy cannot be managed by Assembly. Swedish Russian Development Assembly can assist 
Swedish SME to resolve a number of problems before they enter Russian market. First of 
all, for a firm that intends to enter a market, essential precondition is to gather information 
about the market. SRDA could assist Swedish SME to provide with information at free ba-
sis. Besides, Assembly could assist a firm to analyze the opportunities that exist on market. 
SFDA can also assist with staff hiring. However, there are still a number of factors that 
cannot be resolved at the level of Assembly. 

9 Discussions 

At the initial stages of attraction of investments into Russia three factors can be considered 
to be important ones 1) huge consumer market, 2) rich natural resources, 3) cheap labor 
market. It is clear that it is necessary to consider these factors within foreign investments’ 
perspectives. It is doubtless that Russian’s natural resources are not spent yet. Russian labor 
market is cheap while comparing it with labor market in the countries with market econ-
omy, but not comparing with other countries in transition economy. Like other transition 
economy countries, the cost of labor is getting increased in Russia. 

Foreign investors should consider a number of factors while choosing country of invest-
ments and mode of entry. For many firms, namely for developed and big ones, cheap labor 
market is not matter of extremely importance like level of qualification of personnel, and 
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other qualitative parameters. Without doubts, rich natural resources, huge consumer market 
and relatively cheap labor market attract Swedish SME to enter and run a business into 
Russian market through investments.  

However, this could be a challenge for small and medium-sized businesses, since there are 
a number of important factors that are missing in Russia. Investments into Russia are still 
prone to economical, political risks. Presidential elections that are going to take place in 
2008 run additional risks for foreign investors from SME. Business investment climate is 
negatively influenced by a number of factors that involve legislation, corruption, bureauc-
racy, human resources (lack of highly qualified personnel within financial management) and 
other problems. While there are positive moments that make investment in Russia attrac-
tive, such as huge consumer market and rich natural resources, but there are big related 
risks that hold foreign investors to go and work in Russia. 

Gabriel Benito R. G. et al (1992) mentions that three factors are crucial and require special 
attention and consideration while making decision on a mode of entry in a host country. 
The factors are cultural difference, industry specifics and foreign investment legislations. 
On the other hand, according to Rodriguez P. et al. (2005), determinants of choice of mode 
of entry are such factors as cultural difference, industry and risk investments. I have found 
out that cultural difference and industry are main factors that are discussed as determinants 
of choice of mode of entry by most of scholars that study this subject, while third factor 
vary among investment risk, foreign investment legislation, degree of corruption, etc. How-
ever, I can assume that problems associated to investment risk, foreign investment legisla-
tion and corruption simply can be characterized as a risk. In addition, scholars mention that 
firm’s choice may be determined by ability to make resources commitments and control 
(Sanjeev Agarwal; Sridhar N. Ramaswami, 1992). Thus, discussions and recommendation 
on choice of mode of entry will include these criteria. Industry specific problems are not 
discussed considering their huge scope and variety.  

9.1 Foreign direct or portfolio investments?  

In the early stages of a business registration of the company, etc., expenses are considerably 
higher. ‘‘Creating a business’’ could require a permission from about 50 officials in Russia. 
(Levin Mark, Satarov George, 2000). Swedish small sizes businesses should be ready to 
carry associated risks. Apart from problems, related to political, economical risks, corrup-
tion is one of the problems that should be considered while making decisions on mode of 
entry. So, according to Transparency International, Russia is considered to be a country 
with high degree of corruption. Thus, it is clear that this can affect firm’s activity in host 
country. In order for Swedish firm to lessen negative effect of corruption, avoid contacting 
with display of corruption and availing it of opportunities that could be created by corrup-
tion, scholars suggest to use certain modes of entry as a means for foreign investments 
(Rodriguez P., Uhlenbruck K., Eden L, 2005). It is also clear that none mode of entry can 
totally save the firm from influence that corruption has, but, it is suggested to use mode of 
entry whose characteristics contribute to mitigate the negative effect of corruption on 
firm’s activity to maximum extent. Rodriguez P. et al (2005) suggest that the firms even can 
benefit from existing situation with corruption, so, due to their big resources and previous 
experiences they can achieve competitive advantage over other firms through involvement 
with local corruption. However, this is referred to multinational corporations, and cannot 
be used by small and medium sized enterprises that do not possess significant financial re-
sources to take advantage of the situation with corruption. Big multinational organizations 
could benefit through involvement with local corruption in Russia, but taking into consid-
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eration such a huge country as Russia and small and medium Swedish enterprises, likeli-
hood is more that for Swedish SME corruption in Russia would be a huge disadvantage 
than an advantage. 

Researchers mention that in terms of foreign investments the firms prefer to make the in-
vestments in the countries where the culture is similar to their culture. Similar culture re-
duces the risk related to sale of products in the market (Gabriel Benito R. G.; Gripsrud 
Geir, 1992). Russian business environment is very different from Swedish and lack of un-
derstanding on values that exist in Russia makes it difficult to evaluate the investments 
properly, to transfer management practices or to gather information. Difference in culture 
may increase transaction costs and reduce the tendency to select specific markets for in-
vestments.  

As it was showed above, there is significant cultural gap between Russian and Swedish 
managers. It may cause inconveniences in interaction between them and is clear that Swed-
ish managers may overcome some problems if they firstly, are familiar with certain features 
and secondly, choose the mode of entry that requires less interaction between people in 
home and host countries.  

Outcome that can be made based on evaluation of Russian and Swedish managers made by 
Richard Lewis can be following:  

• There are significant differences between Russian and Swedish managers;  

• Cultural differences may be an obstacle for successful communication;  

• It would be useful to have in mind these cultural differences that would enable 
Swedish managers to understand Russian partners better and thus enable more effi-
cient business interactions 

In Russia foreign direct investment and portfolio investment have biggest share among all 
types of investments. As it was mentioned above, foreign direct investment implies signifi-
cantly bigger control and therefore interaction with people than portfolio investment does. 
A huge cultural gap between Russian and Swedish managers implies exposure to risk, 
which is high itself considering bureaucracy, corruption, etc. 

Scholars argue that in the counties with fairly different cultural difference, portfolio in-
vestment should be chosen as a mode to entry to foreign market (Gabriel Benito R. G.; 
Gripsrud Geir, 1992). When Swedish firms enter the foreign markets, foreign direct in-
vestments could be preferred mode of entry because of high level of trust in Sweden. 
However, FDI could be not best mode of entry into a country with lower level of trust like 
Russia. So, I can conclude that: 

For Swedish small and medium sized enterprises, that want to enter and explore 
various Russian markets and that have choice between foreign direct and portfolio 
investments, it is more advisable and less risky to use portfolio investments.    

9.2 Licensing or exporting?  

Therefore, in order to mitigate the risks involved, modes of entry with low and average de-
grees of risk as licensing, exporting and portfolio investments should be taken. Licensing is 
characterized as mode of entry with lowest degree of risk, although since licensing is di-
vided into various types, the degree can vary from low to average. Exporting can also vary, 
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depending on whether foreign investors go for establishment of branch offices or contract-
ing with sales agents in a host country. So, establishment of branch office involves more 
risk than contracting with sales agents. Finally, a portfolio investment implies average de-
gree of risk, which is less than with foreign direct investments, but greater than with licens-
ing and exporting. In addition, modes of entry with low control are considered to be ap-
propriate for many business transaction, because they enable firm facing the problems re-
lated to bureaucracy less than in case with foreign direct investments (Sanjeev Agarwal; 
Sridhar N. Ramaswami, 1992).  

Based on previous discussion, this table summarizes degree of resources commitment, con-
trol and risk, as well as communication between managers that each of mode of entries im-
plies. 

Since control is done through interaction of people with each other, it is reasonable to use 
control and interaction as one factor. As Table 1 demonstrates, among four modes of en-
try, foreign direct investments involve highest extent of control and interaction. Particu-
larly, it is referred to fully owned subsidiaries that include both a lot of control and interac-
tion while entering a host country through joint venture implies average operational con-
trol. It should be noted that despite the fact that establishment of sales offices (exporting) 
is ranked as “average control” too, but joint ventures still imply relatively more control due 
to nature of mode entry itself. 

Table 2 
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commitment 

Degree of Con-
trol 
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Risks 

Degree of inter-
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__   __   __   __   

 

                                                 

2 Portfolio investment implies no control 
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In export – import operations, import tax fees are fixed to avoid further growth of fees in 
developed, developing and countries in transition economy. This “ceiling” guarantees that 
this favored access to market won’t be affected by sudden growth of fees or introduction 
of other limitation by countries where the goods are imported. World Trade Organization 
ensures stability of access to export markets, and ties the countries to have same rules and 
obligations at the customs of the countries. Availability of same regulations is of great 
benefit to exporters, since these same regulations remove the differences in the require-
ments that are made to exporter on the different markets. Guaranteed access to markets 
that is ensured through binding liabilities enables exporter to form their export marketing 
strategies in the conditions of certainty. World Trade Organization is an organization that 
binds member countries to have same regulations towards exporters. Russian Federation is 
not member of WTO; WTO has posed Russia into observer status that obliges that coun-
try has to start negotiations to become member during next five years (World Trade Or-
ganization). For Russia accession to WTO would mean significant changes in the foreign 
trading regime, taxes and other levies, and implying of some trade liberalization (Paul G. 
Hare, 2002). Since Russia is not member of WTO yet, it is clear that foreign exporters have 
risks to suffer from problems that may arise at clearing points. 

For Swedish small and medium sized enterprises, that want to enter and explore 
various Russian markets and that have choice between FDI, portfolio, licensing, 
exporting, it is more advisable and less risky to use exporting and/or licensing. 

In terms of licensing, scholar argue that, according to statistical data in counties of Eastern 
Europe that are in transition economy, it is more likely to use foreign direct investment as a 
mode to enter a host country than licensing. Explanation is that problems associated to 
corruption may be reduced through assistance provided by local partners. However, I 
would like to disagree on that statement. This statement could be referred to multinational 
companies that possess significant financial resources and are able to carry additional risks 
associated to cultural difference. For small and medium businesses, cultural gap represents 
significant risks, and financial looses involved as a result of these risks may have negative 
effect on their overall financial situation. However, absence of Russia in World Trade Or-
ganization increases the risks associated to exporting, and thus it is clear that licensing car-
ries relatively lower risk than exporting.  

For Swedish small and medium sized enterprises, that want to enter and explore 
various Russian markets and that have choice between licensing and exporting, it is 
more advisable and less risky to use licensing.     

10 Conclusion (including implications, recommenda-
tions and limitations 

Considering all mentioned, it is clear that for Swedish small and medium sized enterprises 
the most appropriate mode of entry to enter Russia should be mode that does nor require 
high degree of control and risks. If portfolio and foreign direct investment are taken as op-
tions and choice needs to be done among them, then, the choice should be in favor of 
portfolio investment that greatly diminishes from foreign direct investment with lower con-
trol, management contributions and risks. If all four modes of entry are options for Swed-
ish SME, licensing is most favorable mode, with low resources commitment, control, risks, 
and finally, interaction. In addition, it is obvious that only investors that are ready to run 
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risks with their finances can enter Russian markets. It is clear that entering Russian marker 
Swedish small and medium sized businesses may involve additional expenses. For big firms 
that exist today on Russian market like Scania and IKEA costs could not be a problem 
considering their overall financial situation. However, for small and medium sized enter-
prises, additional costs that are not predictable and may arise considering local culture in 
Russia may negatively impact their financial situation. Firms that normally make foreign di-
rect investments involve large and multinational organizations with stable and significant 
financial and other resources (Goldstein Itay et al (2002). 

11 Recommendations 

Based on previous discussion, the following recommendations have been done:  

• Due to existence of many problems that have been found, Swedish Small and Me-
dium sized should pay a greater attention to risk associated with these background 
problems and be familiar with them and realize that entering Russian market would 
involve additional costs and expenditures; 

• Swedish Small and Medium sized enterprises in Sweden have more opportunities to 
achieve success if they prefer to use modes of entry with lower degrees of control 
and risk; 

• Swedish Russian Development Assembly could be of great assistance to Swedish 
SME. SRDA could assist them not only in preparation processes before the busi-
ness is run, but also during business process itself. In order to help foreign investor 
be prepared to the cultural difference in business ethics that is typical and normal in 
Russia and that could be new and unusual for foreign investor, it would be useful to 
apply for assistance to be prepared through advices and recommendation, that 
could be done by local people that are located in SRDA in Russia that know local 
specifics of business ethics. Risk related to investments made in Russia could be 
significantly reduced if the foreign investors are familiar with local specifics and 
possess wide business and useful contacts in the country. SRDA could facilitate to 
foreign investors in adaptation process in the country and thus to reduce the asso-
ciated risks and costs 

12 Limitations & suggestions 

Although relevant literature review was used to collect problems that could be faced by 
Swedish small and medium businesses, it is important to stress, that interviewing more 
companies that have been already established or going to enter Russian markets would give 
much more comprehensive view on situation. Firstly, interviewing would possible enable to 
reveal larger scope of existing problems and secondly, could discover what kinds of assis-
tance the firms willing to enter Russian markets would wish to have. 

Besides, although the problems that have been discussed above, exist and are on agenda in 
Russia, they touch upon the firms to certain extent that is dependant a lot on the activity 
the firm is engaged. For example, it is clear that the problems associated to corruption at 
clearing points touches the firms that are engaged in exporting more than those that are 
engaged in portfolio. Also, the extent of this problem may vary even within one mode of 
entry. For example, foreign exporter, would have probability to suffer more from corrup-
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tion problems if he or she has established direct exporting than dealt with intermediaries or 
agents in country where the goods are imported. 

Suggestions for further works therefore would be to concentrate more on interviewing, 
based on the list of Swedish firms, that are currently set up in Russia and that are possible 
to obtain through Swedish Trade Council.  

In addition, huge amount of literature would enable to research questions related to corre-
lation between various areas of engagement and problems. 
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Appendix 1 

Volume of foreign investment in the economy of the Russian Federation in 2005 by main 
countries-investors  

  Mln. USD Percentage of total 

Total investments 53651 100 

      of which by countries:     

Luxembourg 13841 25.8 

Netherlands 8898 16.6 

United Kingdom 8588 16.0 

Cyprus 5115 9.5 

Germany 3010 5.6 

Switzerland 2014 3.8 

USA 1554 2.9 

France 1428 2.7 

Virginian Islands (UK) 1211 2.3 

Austria 1057 2.0 
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Appendix 2 

Volume of foreign investment in economy of Russia by modes of entry for the period be-
tween 2000 and 2005 

2000 2003 2004 2005  

Mln. 
USD 

Per- 
cent 
of 
the 
total 

Mln. 
USD 

Per- 
cent  
of 
the 
total 

Mln. 
USD 

Per- 
cent 
of 
the 
total 

Mln. 
USD 

Per- 
cent 
of 
the 
total 

Total investments 10958 100 29699 100 40509 100 53651 100 

of which:                 
direct investments 4429 40.4 6781 22.8 9420 23.3 13072 24.4 
of which:                 
contribution in capital 1060 9.7 2243 7.5 7307 18.0 10360 19.3 
credits from foreign 
owners of organiza-
tions 

2738 25.0 2106 7.1 1695 4.2 2165 4.0 

other, direct 631 5.7 2432 8.2 418 1.1 547 1.1 
portfolio investments 145 1.3 401 1.4 333 0.8 453 0.8 
of which:                 
shares and stakes 72 0.7 369 1.3 302 0.7 328 0.6 
debt securities 
of organizations 

72 0.6 32 0.1 31 0.1 125 0.2 

of which promissory 
notes 

1 0.0 32 0.1 31 0.1 121 0.2 

other portfolio in-
vestments 

6384 58.3 22517 75.8 30756 75.9 40126 74.8 

of which:                 
trade credits 1544 14.1 2973 10.0 3848 9.5 6025 11.2 
other credits 4735 43.2 19220 64.7 26416 65.2 33745 62.9 
of which for the pe-
riod of: 

                

up to180 days 2042 18.6 3991 13.4 3790 9.3 2656 4.9 
over 180 days 2693 24.6 15229 51.3 22626 55.9 31089 58.0 
other 105 1.0 324 1.1 492 1.2 356 0.7 
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Appendix 3 

Diagram 1 
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