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by Olga GolubevaSwedish investors’ perspective

Business climate 
in Russia

he notion of business climate is commonly used by 
international policy-makers, researchers and business 
people to address the set of location-specific factors 
shaping the opportunities and incentives for firms to 

do business in a particular country. The use of this concept is 
often more rhetorical than tangible as different parties include 
diverse factors in the definition. Nevertheless, business climate 
has been institutionalized as a concept that contributes to a 
country’s economic growth and competitiveness. The poor busi-
ness climate in Russia is, according to the OECD, “a glaring and 
persistent handicap for the Russian economy. Doing business in 
Russia is difficult and risky, due to the heavy administrative bur-
den, widespread corruption and a weak rule of law.”1

Facing up to the problem, Russia’s top leaders express their 
commitment to making improvements in the business climate. 
In October 2014, President Vladimir Putin assured the audience 
of the Russia Calling Investment Forum in Moscow: “We will 
continue system-wide work on improving the business climate in 
Russia”.2 Putin also cited the consider-
able changes to many laws in Russia 
and the optimization of administrative 
procedures which has taken place. In 
appreciation of such steps, the World 
Bank’s Doing Business Ranking, one 
of the proxies for business climate, 
moved Russia from 120th place in 2012 
up to 112th in 2013.3

Today, over 400 Swedish companies 
are present in the Russian market.4 
Sweden is currently among the top ten 
foreign investors in Russia with 15.8 bil-
lion USD of accumulated investments.5 
In 2013, Russia was Sweden’s 13th big-
gest export market and 7th biggest im-
port market.6 But why are Swedish and 
other foreign companies interested in 
Russia?

A large and potentially expanding 
consumer market, rich natural resourc-
es and sizable government investment 

projects are cited as being central to Russia’s competitiveness. 
It is, however, broadly recognized that Russia should establish a 
more balanced economy and diversify areas of growth. In order 
to improve the business climate in Russia, economic and politi-
cal advisors often suggest that Russian government intensify its 
efforts to reduce administrative burdens, minimize bureaucracy 
and corruption, increase transparency, consolidate the rule of 
law, foster entrepreneurship and develop innovation capacity.7

While the importance of the business climate is emphasized 
by economists and policy-makers, there is still little guidance 
about what aspects of business climate in Russia are important 
and what specific reforms are needed. The influence of different 
variables in the business climate on Russia’s attractiveness for 
foreign investors is an important issue that needs closer exami-
nation.

The purpose of this article is to analyze the business climate 
in Russia from the Swedish investors’ perspective. The case 
presented is related to general theoretical discussions regarding 

the concept of business climate and 
its definition in social science. The ar-
ticle also aims to present and analyze 
recent empirical survey data on the 
subject.

The paper summarizes the main 
theoretical frameworks that have 
been applied by previous research in 
business climate studies. Mainstream 
frameworks include institutional 
theory, macro-economic literature, 
micro-economic perspective (the 
theory of the firm) and the political 
process approach. Although a consen-
sus definition of business climate may 
never be reached, the article attempts 
to systemize existing definitions and to 
highlight problems in the current us-
age of the term.

The article uses data from the Busi-
ness Climate Survey conducted by 
Business Sweden8 during July—August 

abstract
The article addresses the issue of the business cli-
mate in Russia from the Swedish investors’ perspec-
tive and relates it to a general theoretical debate in 
the field. Statistical test suggests that the majority 
of variables relating to the business climate has 
deteriorated between 2012 and 2014. The findings 
support several mainstream theories regarding the 
business climate but also demonstrate some con-
tradictions that would require further investigation. 
These include the reaction of Swedish business to 
the escalation of political tensions between Russia 
and the West and the factor of corruption, which is 
not viewed as serious enough to fully discourage 
foreign investors from staying in Russia.
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2014 in cooperation with Magnusson Law and Raiffeisen Bank.9 
The survey presents the perception of the business climate in 
Russia among Swedish companies operating in the market. Ex-
perienced top executives, mainly Swedish nationals represent-
ing 82 companies, or 20% of all Swedish companies operating 
in Russia, participated in the survey in 2014. The survey was 
conducted using approximately 55 closed questions, while sev-
eral questions allowed respondents to write comments and rec-
ommendations. Managers from small, medium-sized and large 
companies answered the questions; the proportions of service, 
production and trading companies across different industries is 
almost equal.

A similar survey was also conducted by Business Sweden in 
2012. Since 2012, Russia’s relations with EU and US have deterio-
rated. The annexation of the Crimea by Russia, the armed con-
flict in the eastern Ukraine, the introduction of sanctions against 
Russia by the EU and the US and the response by the Russian 
government with counter-sanctions have created challenges that 
were not on the agenda in 2012.

Although the current dynamics between Russia and the 
West do not yet constitute a new Cold War, Business Monitor 
International (BMI) expects a turbulent period to prevail for the 
next few years.10 Such a situation decreases the attractiveness 
of Russia for foreign investors. There is a serious concern as to 
whether Russia can continue to improve its business climate if it 
is in opposition to major parts of the global economy. The pos-
sible impact of an escalation of the conflict between Russia and 
the EU/US on the business climate in Russia, therefore, remains 
currently unknown.

The research paper compares the answers of top managers 
on different aspects of the business climate in Russia for 2012 and 
2014. Does the managers’ perception follow the global investors’ 
current negative views on Russia? One might expect that the 
recent escalation of the conflict between Russia and the West 
would be reflected in the answers provided by top managers.

The study analyze whether business climate in Russia has 
deteriorated due to the recent escalation of turbulence between 
Russia and the West.

The research design combines qualitative and quantitative 
methods in order to address the research issue. Qualitative 
methods are a vital aid in identifying possible trends and devel-
opments as well as understanding which variables of the busi-
ness climate are of major importance for foreign investors.

The methodology includes a quantitative T-test analysis for 20 
selected business climate parameters.11 The analysis starts with 
an estimation of a sample mean12 for responses of managers dur-
ing 2012 and 2014. Managers chose suggested alternatives rang-
ing from 1 (low risk assessment or positive developments) to 5 
(high risk assessment or negative developments). If the situation 
had deteriorated in 2014 compared to 2012, the scores provided 
by managers would be expected to rise to reflect higher risks 
associated with business climate in Russia. We assume that the 
answers have approximately normal distribution. T-test analysis 
was carried for paired samples of different business climate vari-
ables for 2012 and 2014.

The null hypothesis H0 states that there is either an improve-
ment of the mean for the 20 selected variables of the business 
climate in 2014 compared to 2012 or they are unchanged. The 
sample mean for 2012 (μ2012) is assumed, therefore, to be equal or 
higher than the sample mean for 2014 (μ2014).

The alternative hypothesis H1 suggests that the sample mean 
for selected variables deteriorated in 2014 compared to 2012 re-
flecting higher (respectively, more negative) scores in the manag-
ers’ replies. We can express the null and alternative hypothesis 
as follows: 

H0 : μ2012 ≥ μ2014            H1 : μ2012 < μ2014

H1  hypothesizes that there has been deterioration in the assess-
ment of different parameters of the business climate by manag-
ers in 2014, therefore a one-tailed T-test is performed. The level 
of significance of 5% is chosen (α = 0.05).13 If the null hypothesis is 
rejected, then we have statistical support for the alternative hy-
pothesis. If the evidence shows that the null hypothesis is false, 
we can conclude that the data supports the alternative hypoth-
esis regarding a deterioration trend in selected variables of the 
business climate in 2014 compared to 2012.

The empirical data presentation combines qualitative analy-
sis with an output from the T-test statistics.

 Finally, topics regarding theoretical frameworks for and 
empirical investigations into business climate are suggested for 
future research.

Business climate, theoretical 
frameworks and definition 
The concept of business climate has no significant body of 
shared views but is fragmented into different schools of thought. 
Various theoretical frameworks have been developed to study 
business climate.

The institutional theory takes as its point of departure that 
organizations are under pressure to adapt and be consistent 
with their institutional environment. Companies are assumed to 
aim for legitimacy and recognition, and they do so by adopting 
structures and practices defined as appropriate in their business 
environment. Pande and Udry conclude that long-run growth 
is faster in countries with a favorable business climate including 
higher quality contracting institutions, and higher levels of trust 
in such institutions.14 According to Yakovlev, the incompetence 
of public institutions in Russia imposes serious restrictions on 
the development of the business climate.15 A lack of institutions 
forces companies to search for their substitutes. The weak legiti-
macy of formal institutions in Russia, therefore, pressures firms 
to rely excessively on informal institutions, including personal 
networks.16

The macro-economic mainstream literature has generally 
used cross-country samples to explain GDP-based outcome 
variables with broad, country-level indicators of the business 
climate such as institutional quality, the policy environment and 
infrastructure. The majority of such analyses have found that 
these business climate variables have significant effects on eco-
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nomic performance.17 The macro-analyses obviously generated 
useful insights, among others about the central role of secure 
property rights and good governance for the business climate. 

The findings of the macro-econometric literature are often 
questioned due to concern about the robustness of the results. 
The explanatory variables at country level obscure variations 
across different regions within a country, across different types 
of firms (by firm size, age, ownership type, etc.), or both. The 
precise channels through which business climate variables af-
fect economic growth are still not fully understood, and recent 
studies have been more cautious in 
their interpretation of the evidence.18 
Other econometric problems, such as 
the failure to account for model uncer-
tainty in cross-section studies, persist.19 
Banerjee and Duflo, for example, 
stressed that macro-economic models 
can hardly account for the behavior of 
firms in a world full of different con-
straints and uncertainties.20 The impact 
of constraints such as infrastructure 
limitations, lack of access to finance, 
or political issues on individual firms’ 
decisions can be better analyzed at 
company level with the help of non-
aggregative methodology.

In an effort to break through these limitations of macro-
economic models, recent research attempts to search for micro-
level evidence on the business climate and for ways to trace the 
climate’s impact on company decisions and performance. While 
policy-makers and researchers often have very specific objec-
tives regarding business climate, the firm is more likely to ap-
preciate the holistic view of the business climate rather than any 
one specific goal.

One of the new frontiers of economics is, therefore, the analy-
sis of business climate from a micro-economic perspective. Com-
pany theory puts the focus on a company as the core element, 
instead of the broad aggregate numbers in macro-economic anal-
ysis.21 Dethier et al. use enterprise surveys to provide an overview 
of literature with the focus on the impact of the business climate 
on productivity and growth in developing countries.22

The crucial prerequisite for finding more disaggregated evi-
dence is the availability of raw disaggregated data. Before the 
1990s, standardized firm-level business surveys spanning mul-
tiple countries were practically nonexistent. The key develop-
ment of the early 2000s was a push for greater standardization 
in order to build up a single, centralized database of comparable 
business climate surveys from around the world. The World 
Bank’s World Development Report (2005) was the first to bring 
together insights from two World Bank initiatives, namely the In-
vestment Climate Surveys and the Doing Business Project.23 The 
EBRD-World Bank Business Environment and Enterprise Perfor-
mance Survey (BEEPS)24 is another initiative aiming to capture 
indicators of the business environment and track changes in the 
business environment over time.

There have been considerable discussions about the possible 
weaknesses of subjective, perception-based surveys compared 
to objective, quantitative data.25 Carlin et al.26 highlight the 
ease with which a subjective ranking of constraints is used for 
comparisons. Exploring such concerns, Gelb et al. examine 
subjective data yielded by the core Enterprise Survey perception 
questions. They conclude that while perceptions of business cli-
mate constraints may not always correspond fully to ‘objective’ 
reality, firms do not complain indiscriminately, and response 
patterns correlate reasonably well with several other country-

level indicators related to the business 
climate.27 Examination of data surveys 
provides evidence that a good business 
climate favors growth by encouraging 
investment and higher productiv-
ity. Various infrastructure, finance, 
security, competition, and regulation 
variables have been shown to have a 
significant impact on enterprise perfor-
mance.28

Because business climate is obvi-
ously affected by political factors, some 
researchers suggest a political process 
approach as a theoretical framework 
for analysis. Curmudgeon analyses the 
business climate as a cumulative aggre-

gation of policy decisions across departments, policy areas, and 
time periods, which are based on the decision-makers’ belief.29 
Bittlingmayer et al. stress an explosion in the use of the business 
climate concept during last ten-fifteen years, among other things 
as a tool to affect public opinion and policy change.30

Several researchers have demonstrated the great relevance of 
the political process approach to studying the business climate 
in Russia. Frye, for example, admits that ideally one would like 
to make investment decisions primarily on economic grounds 
where political power matters less than economic efficiency, but 
this is far from the case in Russia.31 Rochlitz provides some em-
pirical support for the view that political motivation to acquire 
electoral votes by the federal government in Russia had an im-
pact on the business climate of a particular region.32

There is no way to prove which of these (or any other) theo-
retical approaches is more appropriate to analyze the business 
climate. Currently, no single approach can fully accommodate 
the concept of business climate and explain its nature. Neither 
of these approaches in isolation can give guidance on policy 
recommendations on how to improve business climate in dif-
ferent countries and regions. There might be room, therefore, 
for the co-existence of different academic approaches as they 
address different aspects and issues of business climate. In-
stead of deciding on which approach is the most suitable for 
analyzing the business climate, the current challenge might 
lie in systematizing the contributions of different theoretical 
schools and understanding their added value for different busi-
ness environments.

But what is business climate? Business climate is often de-
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fined as an environment that surrounds firms within a given 
geographic area, where conditions and circumstances have a 
profound effect upon the success or failure of businesses.33 It is 
also commonly stressed that differences in business climate are 
a reason why some countries are economically more successful 
than others.34

Eathington, Todd and Swenson distinguish three major 
meanings in the concept of business climate: (1) an overall mea-
sure of growth or business health in a region; (2) a set of factors 
believed to contribute to regional economic growth; and (3) an 
intangible asset in the form of a regional reputation for business 
friendliness and receptiveness to growth.35

The definition of business climate as an intangible asset is sup-
ported by the importance of sending a pro-growth, pro-business 
message to the international and local business community. 
Countries are, in that case, booking the business climate onto 
their balance sheets in the hope it will yield future ‘earnings’ 
from other businesses attracted to the region. Business climate 
in that context becomes a message, not a measure. This concep-
tual definition of business climate is perhaps the most problem-
atical one for sound policy development. In the name of improv-
ing the region’s reputation for business friendliness, countries 
and regions may commit significant public resources. In any 
case, the notion of business climate as a regional asset deserves 
the additional attention of researchers.

It is also possible that business climates may have their most 
crucial impact variables outside existing frontier definitions. 
Bittlingmayer et al. claimed that the business climate indexes 
with the best outcome explained only 5% of the total variation 
of performance.36 A tentative conclusion might be that business 
climate ratings do not capture the concept of business climate in 
the right way.

Literature on the importance of different aspects of business 
climate for foreign investors is characterized by a certain incon-
sistency in conclusions between the studies.

Dollar et al. reach conclusions about the importance of the in-
vestment climate (including physical and financial infrastructure 
variables) for attracting foreign investors into eight Latin Ameri-
can and Asian countries.37 Kinda shows that physical infrastruc-
ture problems, financing constraints, and institutional problems 
discourage foreign investors, particularly for Sub-Saharan Af-
rican countries. The study supports the thesis that introducing 
additional explanatory variables of the investment climate can 
enhance understanding of the issue.38 Mottaleb and Kalirajan 
argue that socio-economic and political variables such as regula-
tory frameworks, bureaucratic hurdles and red tape, regulations 
relating to setting up a new business, judicial transparency and 
the extent of corruption in the host country may impact foreign 
investors.39

Several researchers question whether a conventional set of 
business climate variables is really important for foreign inves-
tors. The empirical results of the study by Goswami and Haider 
suggest that the host government policy has little impact on 
foreign investors.40 Rather, cultural conflict and the attitude of 
the foreign investor country towards the host country are found 

to be mostly significant variables. Empirical results by Blonigen 
et al. also reflect little support for the view that government poli-
cies are an important indicator.41 Researchers found no robust 
evidence in the analysis that business climate policy variables 
controlled by the host country (such as multilateral trade open-
ness, business costs, infrastructure, and political institutions) 
have an effect on foreign investors.

It can be concluded that the importance of different business 
climate variables for foreign investors remains an ambiguous 
and open-ended issue in the literature. The reason behind such 
uncertainty might be our limited understanding of the concept 
of business climate and its theoretical framework. Another ex-
planation might be the complexity of the phenomenon itself. 
We obviously face a challenge: researchers, policy-makers and 
the business community should pool their resources in order to 
reach consensus, even on a partial basis. There are many ways 
to describe business climate and plenty of variables that might 
be included in the definition. In the face of such uncertainty, the 
right approach might be to search for factors identified by the 
business climate concept that can enhance economic growth 
and competitiveness and attract foreign investors.

Business climate from the point  
of view of Swedish companies
The BCS data was collected for both 2012 and 2014, while for 
newly introduced questions, the empirical response is avail-
able only for 2014. Besides this, several responses are more of a 
qualitative nature and do not suit T-test methodology. However, 
they provide a valuable insight into different aspects of business 
climate from the point of view of Swedish companies operating 
in Russia. Therefore, statistical conclusions are complemented 
by a qualitative analysis.

The empirical data presentation and analysis is carried in 
two steps. First, we address strategic issues related to Swedish 
companies’ establishment in Russia, including the perception of 
the Swedish brand in Russia, the profitability of business, estab-
lishment of local contacts in Russia and future plans of Swedish 
companies. Secondly, we summarize the empirical data for 20 
selected variables regarding business climate in Russia. This data 
was used to carry a statistical paired samples T-test. Findings 
from the statistical T-test are complemented by the qualitative 
empirical data acquired from managers.

Strategic issues for companies’ business establishment
An encouraging starting point for our empirical data presenta-
tion is that Sweden is perceived as a brand that is welcome in 
Russia. In 2012, for example, 79% of respondents emphasized 
that they were positively treated as Swedish business people in 
Russia, the figure being raised to 90% for 2014. According to the 
data, the escalation of conflict between Russia and the West was 
not directly reflected in the reception of Swedish companies by 
Russian society. On the contrary, Swedish brands were more ap-
preciated in Russia in 2014 compared to 2012. This topic deserves 
further analysis, especially from the point of view of policy and 
government structures aiming to enhance co-operation between 
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Sweden and Russia in different areas. Evidently, certain mea-
sures promoting the image of Sweden in Russia contributed to 
offsetting the negative effects caused by political disturbances.

On the negative side, the empirical data suggests that it is 
hard for foreign companies to find the right business contacts in 
Russia. Many foreign advisors stress the importance of investing 
time in building up relationships with local partners: Russians 
do business with people, not with companies.42 According to 
the analysis, only 15% of respondents believe that it is easy to 
find reliable business partners in Russia; the figure is almost 
unchanged between 2012 and 2014. The amount of respondents 
that found very difficult to find a reliable partner in Russia rose 
from 3% in 2012 to 21% in 2014. The data indicates, therefore, that 
more efforts and promotion actions are required to assist foreign 
companies in establishing business contacts with local firms in 
Russia.

The analysis suggests that Russia offers a high potential return 
in combination with a high growth rate. Good profitability was 
reported by 72% of respondents in 2014, down from 82% in 2012. 
Good growth potential in 2014 was reported by 82% of respon-
dents, compared to 95% in 2012. Although appreciation of return 
and growth potential by Swedish investors is high, the trend 
seems to be negative for both indicators. An interesting observa-
tion is that 10% of managers in 2014 expressed uncertainty about 
profitability of Russian business, compared to none in 2012.

The survey demonstrated that in 2014, 55% of goods or ser-
vices produced by Swedish companies in Russia are sold on 
the local domestic market against only 8% on the international 
market. The analysis supports the view that that Russia’s large, 
expanding consumer market continues to be one of its most 
attractive features for foreign companies. A large population, ris-

ing disposable income and a burgeoning middle class are draw-
ing the attention of foreign investors.

A question about Swedish companies’ expansion plans in 
Russia for the next three years deserves special attention. Sur-
prisingly, in 2014, as many as 65% of managers did have expan-
sion plans in Russia. Business executives remain upbeat about 
Russia’s growth prospects in the medium term. Although in 2012 
this figure was 82%, the current level of expansion plans in Rus-
sia seems to be at a high level in view of the recent deterioration 
in the relationship with the US and EU. We do not seem to have a 
good explanation regarding how the conflict escalation impacts 
particular firms operating in Russia. Foreign investors that are 
already established in the Russian economy might be more op-
timistic about the country’s future than those who do not have 
practical experience and knowledge and form their judgments 
based, for example, upon mass media articles.

In summary, the consensus view on strategic issues related to 
Swedish companies’ business establishment in Russia remains 
rather positive. Foreign investors appreciate the good profit-
ability and growth possibilities, including the sizable domestic 
consumer market. Several potential pitfalls include the difficulty 
of finding reliable business partners as well as some signs of 
slow-down in potential growth possibilities. More analysis is, 
however, needed in order to understand the potential impact of 
an escalation of conflict between Russia and the US/EU, in par-
ticular on foreign investors and their plans for Russia.

Selected variables regarding business climate
The empirical data for the paired samples T-test for selected vari-
ables regarding the business climate is summarized in Table 1.  

From statistical tables for T-distributions, we can determine 
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the critical value, which should be used for comparison with a 
computed T-value. 44

The null hypothesis states that there is no worsening of the 
mean for selected variables of the business climate in 2014 com-
pared to 2012. Based upon calculated T-values, the for the follow-
ing 11 variables of the business climate can be rejected: political 
risk, currency risk, counterparty risk, inflation risk, getting infor-
mation, availability of statistics, customs procedures, payment dis-
cipline, postal infrastructure, IT infrastructure, and corruption. 
For these variables, we have statistical evidence that situation 
deteriorated in 2014 compared to 2012.

How confident are we in rejecting the null hypothesis? P-val-
ue is the probability (assuming that the null hypothesis is true) of 
getting a value of the test statistic at least as extreme as the value 
actually obtained. If the p-value is smaller than the significance 
level (in our case 0.05), H0 is rejected. P-values for a one-tailed T-
test are presented in the last column of the Table 1.

We rejected H0 hypothesis for 11 variables of the business 
climate. For all these variables, the p-value is far beyond 0.05, 
which gives us additional support to the strength of the decision 
to reject the null hypothesis.

Furthermore, very low p-values have been observed for 3 
other variables: Russian law, short-term banking, and English 
proficiency. A p-value is a way to express the likelihood that H0 is 
false. While the p-value for these 3 variables is as low as 0.000…, 
the conclusion about the rejection of the null hypothesis is statis-
tically supported.

The statistical test, therefore, supports the alternative hy-
pothesis regarding a deterioration trend in 14 (of 20) variables of 
business climate in 2014 compared to 2012.

In economic literature, the term ‘political risk’ usually applies 
to a country as whole, being associated with nationalization or 
expropriation, possible changes in regulation, trade agreements 
and general instability. The same approach is also valid for cur-
rency and inflation risks. However, there have been few attempts 
to analyze these risks as company-specific factors.45 In our study, 
managers emphasized the importance of political, currency, in-
flation and counterparty risks for their business in Russia.

Our analysis suggests that political risk in Russia increased be-
tween 2012 and 2014 from the point of view of foreign investors. 
Currency, inflation and counterparty risks have also increased 
between these two years, which is in line with the deterioration 

peer-reviewed article

Paired Differences T-values Df 43 Sig. (one-tailed)

Mean Std.  
Deviation

Std. Error 
Mean

95% Confidence  
Interval of the Difference

Lower Upper

 1 Political risk 2012–2014 -.97561 .64742 .07150 -1.11786 -.83336 -13.646 81 .000

2 Currency risk 2012–2014 -.84146 .36749 .04058 -.92221 -.76072 -20.735 81 .000

3 Counterparty risk 2012–2014 -.10976 .38510 .04253 -.19437 -.02514 -2.581 81 .006

4 Inflation risk 2012–2014 -. 69512 .46319 .05115 -.79690 -.59335 -13.590 81 .000

 5 Company registration 2012–2014 .09756 .51183 .05652 -.01490 .21002 1.726 81 .044

6 Getting information 2012–2014 -.26829 .44580 .04923 -.36625 -.17034 -5.450 81 .000

7 Availability of statistics 2012–2014 -.32927 .64893 .07166 -.47185 -.18668 -4.595 81 .000

8 Russian law 2012–2014 .40244 .49341 .05449 .29403 .51085 7.386 81 .000

9 Corporate taxation 2012–2014 .02439 .60809 .06715 -.10922 .15800 .363 81 .358

10 Customs procedures 2012–2014 -.31707 .58538 .06464 -.44569 -.18845 -4.905 81 .000

11 VAT refunds 2012–2014 .04878 .38176 .04216 -.03510 .13266 1.157 81 .125

12 Payment discipline 2012–2014 -.09756 .43347 .04787 -.19280 -.00232 -2.038 81 .022

13 Banking short-term 2012–2014 .26829 .44580 .04923 .17034 .36625 5.450 81 .000

14 Banking long term 2012–2014 .06098 .50547 .05582 -.05009 .17204 1.092 81 .139

15 Postal infrastructure 2012–2014 -.41463 .62758 .06930 -.55253 -.27674 -5.983 81 .000

16 IT infrastructure 2012–2014 -.37805 .71389 .07884 -.53491 -.22119 -4.795 81 .000

17 Managers availability 2012–2014 -.04878 .49447 .05461 -.15743 .05987 -.893 81 .187

18 Employees fraud risk 2012–2014 .08537 .45000 .04969 -.01351 .18424 1.718 81 .045

 19 English proficiency 2012–2014 .50000 .61363 .06776 .36517 .63483 7.379 81 .000

20 Corruption 2012–2014 -.76829 .47917 .05291 -.87358 -.66301 -14.519 81 .000

Table 1:  Summary of the empirical data for paired samples  
T-test for selected variables regarding business climate in Russia
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many positions are not yet happening. P-values for postal ser-
vices infrastructure and IT infrastructure indicated that there is 
a negative trend between 2012 and 2014. It is of vital importance 
to stop the negative trend and further develop infrastructure in 
Russia.

According to Transparency International, Russia occupies 
127th place out of 177 countries, approximately the level of Togo 
and Uganda.48 Our study suggests that corruption is still a prob-
lem in Russia that limits business climate potential. Empirical 
data also indicates that there has been an increase in corruption 

in Russia between 2012 and 2014. When 
deciding to establish their business in 
Russia, 45% of managers calculated 
with the risk of facing corruption in 
2014, while 53% of managers estimated 
that the risk of becoming exposed to 
corruption in Russia is high.

About 82% of respondents con-
firmed that Swedish companies have 
developed a code of conduct or similar 
policy documents dealing with the 
topic of corruption in Russia. Establish-
ment of a code of conduct by foreign 
companies operating in Russia plays 
an important role in shaping the future 

of the business climate in the country. However, in 2014, only 
6% of managers acknowledged that their companies were con-
sidering leaving Russia due to corruption while 64% were not 
evaluating such an option. A very tentative conclusion might be 
that although corruption plays a negative role in the business 
climate in Russia, the impact of corruption is not enough serious 
to fully discourage foreign investors from staying in Russia. Due 
to the fact that managers confirmed widespread corruption, the 
only explanation might be that the profit received by business is 
enough to accommodate the necessary payments, if required.

Russia is known to have conflicting, overlapping, and frequently 
changing laws, decrees and regulations, which complicate the 
business climate. Poor rule of law is often seen as one of the risks 
of doing business in Russia for foreign firms, as it was shown by 
the experience of the UK-based Hermitage Capital Management 
and Telenor of Norway.49 A special term, reiderstvo, was intro-
duced in the literature to describe the acquisition of business 
assets in Russia through manipulation and distortion of the law, 
albeit often with active involvement of law-enforcement officers 
and courts.

The study indicates a rather negative assessment of Russian 
law by foreign investors, and the situation deteriorated between 
2012 and 2014. The government is trying to create a more bal-
anced and business-oriented set of rules, which could regulate 
business relationships more flexibly and effectively protect their 
participants’ rights and interests.50 In line with achievements 
to improve Russian legislation, some managers acknowledged 
a few positive developments. These positive changes, however, 
have not yet resulted in changing the negative trend. It also ex-

in the current economic and political situation in Russia.
In 2014, a new question was posed inquiring about managers’ 

views regarding the impact of the recent escalation of conflict 
between Russia and the US / EU. The response is rather mixed 
and hard to interpret. About 39% of respondents claimed that 
they were seriously affected by such relationship crises, while 
42% found very little impact from the conflict on their business 
activities in Russia.

While it is hard to generalize from one survey, there is an ob-
vious need to deepen our understanding of how major political 
and economic risks as well as escala-
tion of international conflicts impact 
particular companies. It seems rather 
confusing that more than 40% of man-
agers indicate very little impact from a 
conflict escalation between Russia and 
the West on their business in Russia.

Several researchers stressed the im-
portance of acquiring the basic knowl-
edge about the factors that govern the 
Russian market. Such factors involve 
economic, political, cultural, and 
ethical barriers that companies need to 
manage when working with Russia.46 
Our analysis indicates that it is rather 
hard to obtain information from Russian authorities and difficult 
to find applicable Russian statistics. The situation worsened 
between 2012 and 2014. One suggestion could be a proposal to 
improve the distribution of information and relevant statistics 
from the Russian authorities to foreign investors. Many potential 
investments might fail at an early stage of the project cycle if the 
Russian government were unable to provide the necessary infor-
mation support to foreign companies.

The data suggests that customer procedures do not work 
satisfactorily, and the trend is negative between 2012 and 2014. 
The Russian Federation has been a member of World Trade Or-
ganization (WTO) since August 22, 2012. There have been several 
achievements in Russia’s incorporation into WTO; the mission is, 
however, far from being completed. The high level of tension re-
mains with the on-going current disputes between Russia on one 
hand and the EU on the other.47 In addition, Russia’s customs 
organization is often accused of being corrupt and bureaucratic.

According to statistical analysis, payment discipline and 
short-term banking deteriorated between 2012 and 2014. Hav-
ing been shut out of international financing due to sanctions 
imposed by the West, Russia’s banks started to experience cer-
tain troubles with funding. A worsening of payment discipline 
could also be the result of the general slowdown of the Russian 
economy.

Different infrastructure variables, including government 
authorities, transportation, IT infrastructure, registration and 
start-up of the company, etc., are important for the presenta-
tion of the business climate. According to the analysis, investors 
expressed concerns about the availability of infrastructure. 
Respondents acknowledged that meaningful improvements on 
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There is some statistical evidence that these 4 variables of the 
business climate have improved in 2014 compared to 2012.

The analysis indicates that there is progress regarding devel-
opments in taxation issues in Russia from the point of view of 
foreign companies. Managers also provide rather a favorable as-
sessment of the development of the VAT refund process.55

According to the analysis, the availability of qualified staff 
in Russia has improved between 2012 and 2014. Availability of 
managers affects the economy, and lack of human capital can ad-
versely affect the business climate. Respondents pointed that in 

the Moscow region, for example, there 
is still competition for highly qualified 
personnel. Besides, although Russia’s 
education system is well respected, 
it still needs to cover more material 
relevant to businesses. As a result, 
Western companies need to spend a 
considerable amount of time on at-
tracting, training and retaining Russian 
talent. The trend for the availability 

of qualified managers, however, seems to be positive between 
2012 and 2014. It seems that it has become easier to find qualified 
managers, which could perhaps be explained by the economic 
slowdown in Russia.

Surprisingly, the analysis suggests that long-term banking has 
improved between 2012 and 2014. This is in contradiction with 
previously received indication on the worsening of payment dis-
cipline and short-term banking. On the other hand, several man-
agers explained that they observed certain improvements on 
how the banking system in Russia works in general and reflected 
these positive changes in their assessment of long-term banking. 
Current turbulences, on the other hand, were reflected under 
the assessment of short-term banking. Besides, many Swedish 
companies get long-term financing from their headquarters in 
Sweden, while they use short-term banking products locally. 
Therefore, possible disturbances of the Russian banking system 
might be more obvious in short-term banking.

A new question was introduced into the 2014 questionnaire 
regarding the impact on Swedish companies of the withdrawal 
of Nordic banks from Russia. Surprisingly, 70% of respondents 
were not affected by such a withdrawal and only 16% experi-
enced some troubles. This can be explained by the fact that Rus-
sian banks and other foreign banks quickly took over the market 
share of Nordic banks. Possibly the quality of banking services 
offered by Russian banks to the foreign companies was high 
enough to off-set the withdrawal of Nordic banks from Russia.

For two variables of the business climate (company registra-
tion and employees’ fraud risk), the p-value is slightly lower than 
the significance level of 0.05. Statistically, we can reject the null 
hypothesis, although with a small margin. These two variables, 
therefore, probably deteriorated between 2012 and 2014, i.e. it 
became harder to register a company and the level of employ-
ees’ fraud increased.

It is interesting to note that several Swedish managers ex-
pressed concerns regarding the high risk of fraud from their own 

plains why Russian businesses continue to structure themselves 
under offshore holding companies in order not to fall under Rus-
sian law.

In 2014, a new question was introduced into the survey re-
garding arbitration court proceedings in Russia. Surprisingly, 
53% of managers had no knowledge regarding arbitration courts 
while the remaining answers were almost equally split between 
different alternatives. The efficiency and reliability of Russian 
courts, especially arbitration courts, have been studied by sev-
eral researchers. Timothy Frye demonstrated that in 2000, 76% 
of managers from the survey believed 
that the courts could protect their legal 
interests in a dispute with another firm, 
while this figure increased to 89% in 
2008.51 In both surveys, however, man-
agers were significantly less confident 
in their ability to use the courts against 
regional governments in Russia. Gans-
Morse suggested that during the 2000s 
new threats emerged in Russia in the 
form of attacks on business by lower and higher-level state offi-
cials such as regulators and law enforcement agents themselves.52

Unfortunately, in the empirical survey BCS, no distinction was 
made between protection by the courts against private firms 
and against the Russian government bodies. It can be strongly 
recommended, however, that future surveys should include this 
distinction. The issue of strengthening of property rights in Rus-
sia might have less to do with the capacity of the state to decide 
disputes between private firms in the arbitrage court than with 
the necessity of legal constraints on the power of corrupt state 
officials. Lucy Chernykh, for example, demonstrates that lack of 
trust between the authorities and private business is an impor-
tant feature of the business environment in Russia.53

It is not clear why such a large proportion of managers are 
not aware of the situation regarding arbitration in Russia. One 
possible explanation might be that they did not need to turn 
to the courts for commercial disputes. Another explanation is 
that there is a common practice of holding potential arbitration 
proceedings outside the Russian jurisdiction. Therefore, foreign 
managers do not possess information on the subject.

Managers also stressed that there are still few English speak-
ers in Russia. According to Education First English Proficiency 
Index 2012, Russia displays a low proficiency for the English lan-
guage: it ranks 36th (and the lowest) in Europe54. In our analysis, 
English proficiency by Russian people deteriorated between 
2012 and 2014. There is no good explanation of the reasons be-
hind this deterioration. In any case, an increased availability of 
English proficiency is needed to match requirements of foreign 
investors.

According to Table 1, several variables have relatively high 
p-values. If the p-value is large, then it is likely that H0 is true. 
Therefore, there is an indication that H0 might be true for the 
following 4 variables of the business climate: corporate taxa-
tion, VAT refunds, manager’s availability, and long-term banking. 

i

peer-reviewed article

“an increased 
availability of 

English proficiency 
is needed to match 

requirements of 
foreign investors.”



85

  

85

employees. There is a severe problem with human resources as 
almost half of western managers do not trust their employees in 
Russia. Serious discussion is needed including topics of educa-
tion as well as ethical norms of business behavior.

Conclusions 
One of the central assertions of the 2005 World Development 
Report on the business climate is that a good business climate 
drives growth by encouraging investment and higher productivity. 
Despite the established importance of a positive local business cli-
mate, we have shown in the article that current knowledge regard-
ing elements that constitute business climate remains broad, elu-
sive and hard to define. The reader should not draw the conclu-
sion that business climate as a strategy or concept is worthless and 
does not deserve our attention. On contrary, we believe that 
business climate plays an important role in economic development.

For this reason, it is important to study this concept, includ-
ing uncertainties about the very scope of the term business 
climate. Instead of a one-dimensional concept, we might need 
to pay more attention to different aspects of business climate. 
This approach highlights not only the complex nature of how the 
business climate affects firms, but also emphasizes that a region 
can excel in some areas while lagging in others. It is necessary 
to further explore the definition of business climate to include: 
the role of government, demographic configuration, political 
culture, natural resources, settlement and immigration patterns, 
geographic location and population distribution among city, 
suburb, small town and rural environments. Characteristics 
such as history, geography, community values and attitudes can 
be also considered for the future research agenda.

Our study suggests that the following variables of business 
climate deteriorated between 2012 and 2014: Political risk, cur-
rency risk, counterparty risk, inflation risk, getting informa-
tion, availability of statistics, customs procedures, payment 
discipline, postal infrastructure, IT infrastructure, corruption, 
Russian law, short-term banking, and English proficiency. Our 
observation is in line with the worsening current political and 
economic situation in Russia. When someone does business in 
Russia, they need to have a long-term commitment. This would 
be impossible if the investors’ picture on different risks contin-
ues to deteriorate. In order to break the trend and make Russia 
more attractive for foreign investors, the Russian government 
needs to build a business climate based on transparent and pre-
dictable rules, reducing risks and uncertainty.

While corporate taxation, VAT refunds, manager’s availabil-
ity, and long-term banking continue to evolve and foreign inves-
tors still face various challenges in navigating the system, our 
analysis indicated that they have enjoyed positive developments 
between 2012 and 2014.

To improve its business climate, Russia needs to change the 
way that foreign investors, particularly potential ones, see the 
country. This concept — viewing business climate as an asset 
— could be relevant for Russian politicians and government of-
ficials. Russia needs to send a welcoming message to encourage 
new investors to enter the market and current investors to stay. 
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