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Introduction 
	

Russia’s investment climate is a complex topic that calls for an interdisciplinary approach. Our 
international research team, consisting of an economist, a legal scholar and two sociologists, will 
explore the various aspects of this issue, and provide a comprehensive overview of Russia’s 
investment climate with an emphasis on its sociological dimension, which so far has attracted the 
least attention. 

We have sought to go beyond the general characteristics that can be found in numerous reports by 
various investment companies based on macroeconomic and statistical data, focusing instead on the 
day-to-day operations of foreign companies in Russia. The research project thus includes a thorough 
analysis of several foreign businesses operating in Russia. We have also conducted in-depth 
interviews to understand how specific entrepreneurs, not just abstract “foreign businesses,” view the 
elements that make up the country’s investment image; how international and cross-cultural 
cooperation is managed; and what obstacles employees of foreign companies face in their 
day-to-day work.  

This research project was carried out in late 2012 – early 2013 in northwestern Russia, one of the 
most appealing Russian regions in terms of investment. We kept this feature of the region in mind as 
we worked on the project, and emphasize it in the report. The research was conducted at a relatively 
upbeat and stable time for the Russian economy, devoid of major economic shocks, transformations 
or political turning points. 
Three foreign companies with representative offices in Russia were examined, and three in-depth 
interviews were conducted with experts in contract law, international cooperation and investment. 
Lawyers, managers and executives of the three companies were also interviewed. In addition, we 
delve into the history of these companies in Russia and their interaction with the Russian judiciary. 
This case-study approach enabled us to gather empirical data on the companies’ day-to-day 
operations. That said, it also limited our ability to reveal broader, systemic issues that foreign 
businesses face in Russia. The goals of this report, therefore, are to shed light on the challenges 
businesses face at the micro level and the stumbling blocks to greater international cooperation in 
Russia, and to propose hypotheses for future research. 

The report consists of three parts. The first describes the general characteristics of the investment 
climate in today’s Russia and takes a critical approach to the meaning of the term “investment 
climate.” The second part considers the legal framework in which foreign companies operate in 
Russia. Finally, the third part analyzes the empirical data obtained during field research. 

 

1. The investment climate in Russia: Research and characteristics 
	

This section provides general data on the investment climate in today’s Russia, explores approaches 
to studying it and describes the methodology behind this empirical study. 
	

1.1. Approaches to assessing investment climate 

There are many ways to understand and study the investment climate. One of the most common is to 
enumerate the factors that influence the investment climate. For example, the definition provided by 
the popular website Investopedia tells us that the investment climate is affected by many factors, 



including poverty, crime, infrastructure, workforce, national security, political instability, regime 
uncertainty, taxes, rule of law, property rights, government regulations, government transparency 
and government accountability. But some researchers find it challenging to compile an exhaustive 
list of factors affecting the investment climate. “Investment climate comes down to a set of objective 
economic, political and social components that impact investments, such as natural resources, law, 
and other factors,” Andrey Shastitko and Yevgeniya Iakovleva wrote in an article on Russia’s 
investment climate (Shastitko and Iakovleva 2008:80). From this perspective, investment climate 
boils down to external factors, while the subject, i.e. the person making the investment decision, is 
essentially left out. Given the complexity of the business environment and the diverse needs of 
business projects, factoring all the relevant external factors in a single framework is simply 
impossible. Consequently, quantitative statistical data may not be enough for a company considering 
whether to enter the Russian market. 
The investment climate can be characterized as a unique resource shaped by competition for 
investments among various territories, including countries and regions. It is a complex resource, and 
how prospective investors view it depends on multiple factors, including subjective ones. The fact 
that statistical data on the investment climate often differ greatly from the perceptions of foreign 
businesses is thus unsurprising. Most importantly, investors tend to overestimate risks due to the 
lack of instruments for measuring them (Shastitko and Iakovleva 2008:80).	

Webster's New World Finance and Investment Dictionary takes a different approach to defining 
investment climate, describing it as the “mindset” of investors. This puts the investor front and 
center; his or her knowledge and perceptions are what determine the investment climate. From this 
standpoint, investors and their behavior can be regarded as the main source of information on the 
investment climate. 
Studying the investment climate from this perspective implies a radically different, qualitative 
approach that is unbound by positivist confines. It is about exploring how specific individuals 
evaluate and perceive the investment climate, and using from their personal judgments to define 
broader concepts. This research project is an attempt to integrate the subjective views of experts into 
a comprehensive analysis of the current investment climate in Russia. 

 
1.2. Methods for assessing the investment climate 

The first methods for assessing the investment climate were devised in the 1960s, and new ones 
continue to be developed across the world. Currently the most popular western methodologies come 
from Moody’s Investors Services, Euromoney, Business Environment Risk Intelligence (BERI), 
Fitch IBCA, Political Risk Services: International Country Risk Guide (ICRG), etc. The World 
Bank’s Doing Business project is also an important tool for ranking countries. 
The World Bank’s Private Sector Investment Climate Unit conducts surveys every 3-5 years, 
focusing on macroeconomic and structural data related to the business environment within an 
international context.  

In Russia, research in this field revolves around the regional investment climate, with the greatest 
contribution coming from the consulting firm Expert RA and the Council for the Study of 
Productive Forces, which is supported by the Economic Development Ministry and the Russian 
Academy of Sciences. 

Assessments of the investment climate in today’s Russia vary, as every index relies on its own 
methodology and indicators. What’s more, the very meaning of the term may vary. Russia ranked 
112th out of 183 in the Doing Business report for 2013, up six spots from 2012, with rankings on 



individual indicators ranging from 11th for “enforcing contracts” to 184th in the “getting electricity” 
category. In another study, the Global Competitiveness Report, Russia ranks 67th, down one spot 
from the previous year, due to weak public institutions (133rd), inefficient financial markets (130th), 
limited competition, etc. According to the report, Russia’s investment climate suffers from lack of 
attention to sustainable development, with the country ranked among the poorest countries of the 
world by this indicator.  On the positive side, Russia ranks high in terms of education enrollment 
and its large domestic market (7th). 

The different methodologies used to quantify the investment climate all aim to provide a general 
overview of the economy. Some factor in subjective feedback on the business environment and 
some don’t. Moreover, the overall ranking of a country by investment climate greatly depends on 
what specific aspects are being singled out. Prospective investors have to decide for themselves 
which methods are trustworthy. The popularity of certain methods and approaches to ranking 
investment climate begins to affect the image of countries, making the systems used to analyze the 
investment climate an inherent feature of the country’s investment image. 
While investment decisions are sometimes made on the basis of figures and charts, it is not 
uncommon for statistical data not to play a decisive role. This study provides insight into how 
foreign companies operate in today’s Russia and the criteria that matter to foreign investors but are 
often overlooked by popular methodologies. Since our research is based on completed rather than 
planned investments, the knowledge and perspectives of our respondents are based on their own 
experience. The environment in which foreign businesses operate will be presented as the sum of 
daily interactions and routines, numerous formal and informal rules, cultural characteristics of B2B 
and P2P relations, approaches to streamlining business operations, etc. We hope that this approach 
will provide valuable insights into the investment climate and broaden our understanding of the 
concept. 
 

1.3.  Features of Russia’s investment climate  
Experts agree that a country’s investment climate is largely a function of economic development, 
and a better investment climate, in turn, encourages economic growth and reduces poverty 
(Productivity and Investment Climate… 2003: 1). 

As a BRICS economy, Russia’s investment appeal should be considerable. However, the inflow of 
foreign direct investment (FDI) as a percentage of gross fixed capital formation averaged 2%-5% in 
Russia, compared to 19% in the United States, 28% in Brazil, 23% in Poland, 10%-15% in China 
and as much as 56% in Kazakhstan (Shastitko and Iakovleva 2008:80-84). 

According to Russia’s State Statistics Service, foreign investment in the Russian economy, which 
stood at $190.64bn in 2011, declined by $36.07bn to $154.57bn in 2012. Moreover, FDI – which 
includes capital contributions, flows from foreign partners, etc. – accounted for only 12% of the 
total investment. The remaining 86.7% consisted of loans, including short-term trade loans. 

After suffering a setback during the global financial crisis, statistics show that FDI has been on the 
rise in the last two years in Russia. In fact, FDI totaled $18.67bn in 2012, up from $18.42bn in 2011.	

According to Russia’s State Statistics Service, there were 24,080 foreign invested enterprises in 
Russia in 2011 (Table 1). 

Over the last decade extractive industries benefited the most from foreign investment, accounting 
for over 22% of the total, while processing enterprises topped the list only in 2008. Those two 
categories are followed by trade and catering (20%), transportation and communications (12%), real 



estate (9%) and the financial sector (6%). 

While China, Germany, Ukraine, Great Britain and Belarus are important sources of foreign 
investment for the Russian economy, Cyprus is by far the largest foreign investor in Russia. In 2011, 
Cyprus invested the equivalent of $78.2bn, almost four times its GDP. 
It should be noted that this inflow of investment is happening against the backdrop of capital 
outflow from Russia. In fact, private capital outflow from Russia reached $84.2bn in 2011, up from 
$33.6bn in 2010, according to data from Russia’s Central Bank. This figure is net of foreign 
investment inflows. In 2012, net capital outflow from Russia declined to $56.8bn (RBC 2013). 
However, these figures are approximate, since data vary depending on the source, and are subject to 
change as new formulas are adopted. 
It is important to note that capital outflow from Russia goes hand in hand with the departure of 
entrepreneurs, highly-skilled professionals and prospective partners who are experienced in working 
with foreign colleagues, establishing partnerships and launching startups, as confirmed by the 
experts interviewed for this project: 

“Russian companies are moving into foreign markets. They are just picking up and leaving 
in droves. Almost all the companies that I’ve been talking to recently said that they are 
thinking about starting a business in Europe or relocating their business there.” 
(Consultant) 

The view of Russia’s investment climate as contradictory is shared by experts from major 
international corporations and academics. Comprehensive surveys on the investment climate are the 
sum of both positive and negative factors. In the Word Bank’s Doing Business study, the gap 
between Russia’s highest and lowest rankings was 173 out of 184 places in 2012, which says a great 
deal about the investment climate in the country. 

Almost all surveys on Russia’s investment climate identify both positive and negative features. 
Positive ones usually include the size, potential and development prospects of the domestic market, 
availability of natural resources and workforce, as seen in the Ernst & Young European 
attractiveness survey in Chart 1. 

According to the survey, the most attractive features of the Russian economy are its domestic 
market, telecommunication infrastructure, labor costs, local labor skills level, possibility of 
increasing productivity in Russia, and Russia’s culture and language.  
 



Table 1. Foreign invested enterprises in Russian regions in 2011 
(at year-end) 
	 Total 

enterpr
ises 

Foreign invested enterprises	

Belaru
s 

Germa
ny 

Kazak
hstan 

Cyprus China Great 
Britain	

US Ukrain
e 

Finlan
d 

Russian Federation	 2408
0 892 1621 505 5390 1466 818 825 1364 503 

Central Federal Districtг 1196
9 618 774 87 2770 457 438 400 777 130 

Belgorod Region	 344 6 5 1 28 - 8 - 242 - 

Bryansk Region 446 54 3 - 23 1 - 3 56 - 

Vladimir Region 234 13 21 1 51 13 6 7 8 - 

Voronezh Region 153 10 8 2 35 - 8 9 18 - 

Ivanovo Region 114 6 3 - 14 5 6 4 3 - 

Kaluga Region 239 13 36 1 33 3 11 5 15 8 

Kostroma Region 54 - 3 1 12 2 3 2 1 - 

Kursk Region 81 5 6 1 11 - 1 1 28 1 

Lipetsk Region 106 7 8 3 24 - 3 1 10 - 

Moscow Region 1894 85 179 8 543 14 80 58 76 35 

Orel Region 136 12 9 1 21 2 2 4 26 - 

Ryazan Region 97 5 6 2 25 1 2 - 6 - 

Smolensk Region 1018 144 10 1 20 1 7 4 14 - 

Tambov Region 42 1 6 - 10 - 1 - 3 - 

Tver Region 141 4 13 1 39 - 3 1 4 3 

Tula Region 241 6 18 5 55 13 9 8 25 2 

Tula 

Yaroslavl Region 125 7 19 2 33 2 7 7 10 2 

Moscow 6504 240 421 57 1793 400 281 286 232 79 

Northwestern Federal District 4065 98 321 18 683 70 143 156 114 329 

Republic of Karelia 172 7 6 - 24 - 4 7 5 71 

Komi Republic 105 2 4 2 37 - 5 4 10 2 

Arkhangelsk Region 88 3 3 - 26 - 2 3 3 - 

Vologda Region 85 6 3 - 24 - 7 2 6 4 

Kaliningrad Region 816 21 94 5 57 8 21 11 25 - 

Leningrad Region 348 2 31 1 62 3 9 13 5 52 

Murmansk Region 102 2 5 1 10 - 2 - 6 1 

Novgorod Region 109 1 13 - 16 2 9 8 4 7 

Pskov Region 203 11 6 - 5 1 - 2 1 1 

St. Petersburg 2037 43 156 9 422 56 84 106 49 191 



Southern Federal District 2030 42 111 36 417 37 49 44 210 6 

Republic of Adygea 26 - - - 6 - - 1 - - 

Republic of Kalmykia 5 - - - 1 - 1 - - - 

Krasnodar Territory 1042 28 43 16 224 15 26 25 89 3 

Astrakhan Region 201 - 5 11 22 - 4 1 7 - 

Volgograd Region 199 7 12 2 41 15 7 7 20 - 

Rostov Region 557 7 51 7 123 7 11 10 94 3 

North Caucasus Federal District	 193 3 11 5 48 2 9 8 18 3 

Republic of Dagestan 7 - - - 2 - - 1 - - 

Kabardino-Balkarian Republic 8 - - - - - - - - - 

Karachayevo-Circassian Republic  16 - - - 5 2 - 1 2 - 

Republic of North Ossetia-Alania 9 - 1 - 3 - 1 - 1 - 

Stavropol Territory 153 3 10 5 38 - 8 6 15 3 



Continuation of Table 1 

	 Total 
enterprises	

Foreign invested enterprises	

Belaru
s	

Germa
ny 

Kazak
hstan	

Cyprus China	 Great 
Britain 

USA	 Ukrain
e 

Finlan
d	

Volga Federal District	 1955 52 196 99 526 18 68 80 104 12 

Republic of Bashkortostan 99 5 4 - 39 2 3 4 6 1 

Republic of Mari El 23 1 - - 7 - 2 1 2 - 

Republic of Mordovia 33 1 3 1 12 1 - - 3 - 

Republic of Tatarstan 384 7 39 13 85 2 11 20 10 3 

Udmurtian Republic 68 4 4 - 23 5 2 3 1 1 

Chuvash Republic 59 - 5 2 14 - 1 2 5 1 

Perm Territory 171 5 21 6 65 3 7 11 8 3 

Kirov Region 111 1 3 1 20 2 3 3 11 - 

Nizhny Novgorod Region 189 11 28 3 39 - 7 7 8 1 

Orenburg Region 200 3 17 56 44 - 4 1 5 1 

Penza Region 70 1 6 - 27 1 2 4 2 - 

Samara Region 287 7 33 11 77 1 13 13 17 1 

Saratov Region 187 4 25 6 50 - 8 9 19 - 

Ulyanovsk Region 74 2 8 - 24 1 5 2 7 - 

Urals Federal District 778 27 66 31 291 19 38 30 49 6 

Kurgan Region 40 1 4 3 18 1 - 3 1 - 

Sverdlovsk Region 252 7 23 5 112 3 15 13 8 3 

Tyumen Region 296 14 20 6 120 6 15 6 30 3 

Chelyabinsk Region 190 5 19 17 41 9 8 8 10 - 

Siberian Federal District 2016 41 128 223 489 395 47 50 67 12 

Republic of Altai 4 - - - - - - - - - 

Republic of Buryatia 90 1 3 1 14 53 1 1 2 - 

Republic of Tuva 10 - - - 2 1 - - - - 

Republic of Khakassia 20 1 1 - 8 1 - - - - 

Altai Territory 82 1 7 13 15 11 2 4 3 2 

Trans-Baikal Territory 63 1 1 1 16 31 3 1 1 - 

Krasnoyarsk Territory 304 9 12 12 102 64 9 7 15 3 

Irkutsk Region 173 - 9 2 49 35 5 6 6 1 

Kemerovo Region 190 3 32 6 73 3 9 9 10 2 

Novosibirsk Region 607 21 33 85 125 106 13 15 18 2 

Omsk Region 339 3 22 89 45 59 2 3 9 1 

Tomsk Region 134 1 8 14 40 31 3 4 3 1 

Far Eastern Federal District 1074 11 14 6 166 468 26 57 25 5 

Republic of Sakha (Yakutia) 85 2 3 1 11 51 1 1 5 - 



Kamchatka Territory 18 - - - 1 5 1 1 - - 

Primorye Territory 396 3 8 3 42 187 5 14 5 1 

Khabarovsk Territory 187 3 - 1 37 59 5 10 9 3 

Amur Region 126 2 - - 27 87 5 - 1 - 

Magadan Region 41 - - - 13 16 - 3 1 - 

Sakhalin Region 156 1 3 1 29 9 8 28 2 1 

Jewish Autonomous Region 63 - - - 4 54 1 - 2 - 

Chukotka Autonomous Area 2 - - - 2 - - - - - 

	

The least attractive features of the Russian economy are the lack of transparency and instability of 
the political, legislative and administrative environment, insufficient aid, subsidies and support 
measures from public authorities, entrepreneurial culture, research and development availability and 
quality, and corporate taxation.	

Chart 1 

	
	

1.4.  Political risks in present-day Russia 
 Doing business in Russia is often associated with a high degree of risk, but companies can craft 
business strategies that increase or reduce risk. Organizational theory holds that managers tend to 
operate their business so as to minimize the uncertainty caused by an unpredictable environment 
(Burns and Stalker 1961; Dess and Beard 1984). Of course, managers might be willing to accept 
more risk by concluding more foreign contracts, as it is ultimately the business owner who has to 
bear it, while owners can also choose to pursue more high-risk, high-return projects. But in general, 
companies have three motives for trying to reduce risk: the responsible business motive, the cash 
flow motive and the investment return motive. A low level of risk allows a company to use the 
resources necessary for production at a lower cost, to operate more efficiently, or both (Amit and 
Wernerfelt 1990). However, there is also a relationship between profitability and risk (Bettis and 
Mahajan 1985). Empirical research has shown that increased risk is associated with higher cash flow 
(Amit and Wernerfelt 1990). 
Political risks can be divided into two groups: macro and micro. Macro risk is similar to market risk 
in that they have a similar effect on all actors in a given locality, while micro risks directly impact a 



single company, project or section of the market (Clark 1997, Robock 1971, Kobrin 1979). At the 
company level, political risks can be defined as risks of strategic, financial or personnel losses due 
to non-market forces such as changes in macroeconomic conditions or social policy (fiscal, 
monetary, trade or investment factors related to income, labor policy and development), or events 
that increase political uncertainty (terrorism, riots, government coup, civil war and insurgency). 
Political risk was defined more precisely by Schmidt (1986) as “the application of host government 
policies that constrain the business operations of a given foreign investment” excluding those risks 
that affect all companies in a country, not just foreign ones. 
Foreign experts note the lack of trust in private property rights in Russian society. Whereas in 
Western Europe, property rights are seen as inherent and irrevocable civil rights enshrined in every 
country’s constitution, in Russia this was not the case until recently. Instead of being regarded as a 
fundamental civil right, property rights often depended on the whim of the government, tsar or 
communist regime that had the power to grant private property rights arbitrarily. (Pomeranz 2004). 

Despite the modernization efforts and legal reforms initiated by Vladimir Putin during his 
presidency, property rights still are not unambiguously guaranteed by the government. The 
country’s leadership assured the public that companies would not be nationalized, but some have 
been de facto taken over by the government. At the same time, the Land Code of 2001 granted 
businesses the right to buy land and consolidate their positions as property owners in a certain 
region. This dual-track policy – de facto nationalization alongside rising influence for property 
owners – causes uncertainty among medium-sized business owners about the fate of their enterprises 
and the land used by their production facilities (Sonin 2003). 

The post-Soviet privatization campaign in Russia was one of the largest in history. It was also the 
most rapid and poorly organized one in all the countries abandoning state-planned economies. As a 
result, Russian political organizations and ordinary citizens continue to harbor doubts about the 
fairness of the process. According to a 2007 survey conducted by the European Bank for 
Reconstruction and Development in 28 post-communist countries, (Denisova et al, 2007), 80% of 
respondents agreed that the outcomes of privatization should be revised, while one third of 
respondents actually supported the renationalization of private property. 
	

1.5. Investment policy: Regional aspects 

Russian and foreign sources that rate investment climate usually set forward average data on the 
national level, creating a composite rating for the country rather than its individual regions. 
Lawmakers do the same thing when they draft legislation aimed at improving Russia’s overall 
investment climate. Official statements and economic development programs cite the differing 
development levels of Russia’s regions, but this fact is not taken into account when designing 
measures to improve the national investment climate. Some Russian regions differ so dramatically 
that the same policies can produce opposite results. An empirical study in the Northwestern Federal 
District has been conducted as part of this project. To properly contextualize the results, we must 
consider the resources and investment potential of each particular region. The regional aspect also 
must be considered to correctly choose subjects for empirical case studies. 

A fundamental measure of investment climate is the supply of skilled and unskilled labor needed to 
implement new projects. According to the State Statistics Service, 17% of the Russian population 
lives in Moscow, St. Petersburg and the Moscow and Leningrad regions, which occupy less than 1% 
of the nation’s territory. The majority of international companies work there. Half of all companies 
with foreign capital that operate in Russia are registered in the Central Federal District (see Table 1). 
A third of them are registered in Moscow and the Moscow Region. If Doing Business limited itself 



to Moscow and the Moscow Region, Russia would rank much higher. At the same time, some 
Russian regions are suffering from a massive labor outflow, including professionals and unskilled 
workers. An expert at an international consulting firm in St. Petersburg expressed the following 
concern about the situation in Russia:  

“We have a big problem with labor. Even those who can work need to be trained first. We 
also have a big problem with vocational training. … You can import equipment, but then you 
also need to import [workers] to make production possible.” (Consultant) 

Another factor that clearly influences the distribution of foreign investment in Russia is the 
proximity of the national border. The number of foreign companies is higher in regions that border 
foreign states than in central Russia. For example, Finnish companies mostly invest in the 
Northwestern District: of the 500 Finnish companies registered in Russia, nearly 400 work in St. 
Petersburg and the Leningrad Region (see Table 1). Cooperation with Chinese companies is further 
along in Siberia and the Russian Far East. Experts have a simple explanation: foreign companies 
working in Russia don’t want to disrupt social and professional relationships in their home countries. 
The importance of maintaining these networks in cross-border cooperation might also be a reflection 
of persistent market risks in Russia. Foreign investors entering the Russian market prefer to keep 
part of their business in economic conditions that are more convenient and predictable, even if less 
profitable. 
Access to some Russia regions is difficult for investors due, among other things, to undeveloped 
infrastructure and foreigners’ fear of being cut off in Russia’s vast interiors. As our consultant 
explains: 

Finnish companies mostly work in northwest Russia, which, to them, is limited to the 
Leningrad Region or, at best, the Northwestern Federal District. More advanced Finnish 
companies operate in central Russia. But everyone thinks that Russia beyond the Urals is 
some kind of scary wilderness, and that it’s dangerous there. Very few projects are launched 
outside the Central and Northwestern federal districts. (Consultant) 

Russian regions differ starkly in terms of infrastructure development. Good infrastructure does not 
boil down to luxury hotels and good restaurants; it’s about basic conditions for developing a 
business. For instance, the transport system is very poorly developed in Siberia and the Far East. 
Some neighboring villages are not even connected by a road. According to Doing Business, Russia 
ranks last in the world in terms of getting electricity.  

Surveys conducted by Expert RA rating agency show the differences among Russian regions in 
terms of investment potential. The most favorable regions in this respect (high potential, low risk) 
are Moscow, the Moscow Region, St. Petersburg, the Krasnodar Territory, Tatarstan and the 
Sverdlovsk Region. According to the rating agency, these regions account for 34.5% of Russia’s 
investment potential. The surveys also point to the importance of political factors, such as a change 
of governor, which often affects a region’s investment climate. For example, investment risks in six 
regions decreased from 2010 to 2012 due to the appointment of new governors (Table 2). 
Table 2  
Investment risk ranking  Region Governor Appointment 

date  
Rank  

2010 

Rank  

2012 

Change 

68 35 -33 Khabarovsk 
Territory 

Vyacheslav 
Shport April 30, 2009 



60 49 -11 Orel Region  Alexander 
Kozlov 

February 16, 
2009 

19 9 -10 Voronezh Region Alexei Gordeyev February 16, 
2009 

35 28 -7 Chelyabinsk 
Region 

Mikhail 
Yurevich March 15, 2010 

18 12 -6 Rostov Region Vasily Golubev May 15, 2010 

62 58 -4 Kirov Region Nikita Belykh December 8, 
2008 

	

These differences show that investment climate in Russia can only be gauged at a sub-national, 
regional level. Based on available data, the following criteria can be used to differentiate regions: 1. 
Proximity to the national border; 2. Workforce; 3. Infrastructure development; 4. Financial flows; 
and 5. Favorable economic and political conditions. The improved rankings of regions where the 
governor was replaced demonstrate that a region’s economic and political standing can depend on 
the political will of its leaders. 
 

1.6. Small, medium and big businesses: Size matters 
A business’ opportunities and development strategy are largely dependent on its scale. 

Small and medium businesses, owing to their modest turnover and profitability, are, as a rule, 
entirely dependent on Russian partners and mostly unable to hire skilled managers and lawyers or 
get by without hiding some taxable income. 
Thanks to their higher turnover and profits, big businesses in Russia are in a position to avoid these 
risks, but still face others. Hanson and Teague (Hanson and Teague 2005), for example, write about 
government’s close scrutiny of international big businesses, which can inflate costs related to 
transparency and possible additional audits. Moreover, as was mentioned earlier, there is still some 
degree of risk of nationalization in Russia, which primarily affects big businesses.  

Thus, small, medium and big businesses in Russia enjoy different growth opportunities and face 
different risks, and therefore cannot rely on the same business strategies. Conditions that may be 
attractive for a big business are likely to be totally unacceptable for a small business, and vice versa. 
As such, any consideration of the investment climate in present-day Russia must differentiate based 
on size. 

	

2. Contradictions of the legal framework 
	

Among the important factors that affect the investment climate in Russia is the legal framework that 
companies rely on in their operations. This issue is often raised in sociological interviews with 
executives working for foreign companies. Of course, the attitudes towards Russian laws expressed 
by foreign and Russian managers often vary from very negative to extremely positive. 

A number of expert interviews conducted during this research project focused on such issues as the 
assessment of the legal framework, the specifics of handling legal matters, and the status of law as a 
regulating system. For this reason, it was decided to dedicate a separate section of this report to the 
analysis of the legal environment in which businesses operate. By gaining insight into this subject, 
not only were we able to contribute to the research project, but also to propose possible legal 



improvements (see section 2.3). 

The analysis of the legal framework focuses on a number of interconnected branches and 
sub-branches of law (private law, civil law, trade law, contractual law) and concrete regulations 
(intergovernmental agreements) on corporate relations in Russia. The analytic grid also features the 
dimension of international law due to the fact that international companies have to abide by both 
national and foreign laws and regulations, while Russian laws and regulations need to be 
harmonized with international standards due to trade and business globalization, bringing national 
laws closer to international norms in some areas. 
For assessing Russia’s legal framework, we propose reviewing the principles of civil law that 
regulate business relations in this jurisdiction. Instead of focusing on the effects of specific laws or 
regulations, we intend to explore the very principles upon which such norms are based. 

This chapter offers a conceptual analysis of Russian laws, highlighting the articles of Russia’s Civil 
Code related to the topic of this report. Since this research project concerns foreign investment in 
Russia, the analysis focuses on trade and contractual law. How are these segments regulated in 
Russia and how do they impact international business operations? This chapter aims to answer those 
questions. 
 

2.1. An analysis of civil law 
The purpose of this study is not to elicit numerous legal nuances regarding contract execution, 
which is a matter of private law, but rather to review the basic principles of Russian contractual law 
in terms of their compliance with international best practices (Tsimmerman 2007:78-81). This 
chapter focuses on the relevant legal provisions of the Russian Civil Code, as well as certain 
international instruments that regulate contractual relations and international business operations in 
general. It should be noted that legal requirements on contract execution in Russia are not limited to 
specific sections of the country’s Civil Code. Strictly speaking, there is no such legal branch in 
Russia as “contract law.” In fact, it is viewed as part of civil law. As a result, the fundamental 
principles of contract law are scattered across the Civil Code, including its general provisions 
section, as well as articles on transactions and obligations. 
This chapter contains three sections. The first breaks down into seven paragraphs that lay out a 
detailed review of the specifics of Russian civil law regarding contracts and the changes in this area 
over the past decade, comparing them with the relevant international standards. The second section 
analyses alternative approaches to dispute resolution. The third section outlines the primary 
conclusions and puts forward recommendations on ways to improve Russian law in this respect. 

It should be noted that our analysis is mostly limited to scrutinizing legal texts without taking into 
account the possible deviations that may take place in real life. Legal norms do not exist on their 
own since it is not the wording that matters but how it is enforced and followed by legal subjects. If 
neither the people, nor the government abides by the law, the law doesn’t exist. That said, legal texts 
are directly linked to the legal practices that they purport to regulate (Foucault 1999). Laws are 
sometimes observed simply because they reflect already existing practices and are thus confined to 
regulating minor deviations to contain conflicts (Pound 2002). Repressive bureaucratic apparatus 
can also ensure that laws are respected (Weber 2006: 485-528). Finally, sometimes laws are not 
respected for being useless, impractical or lacking the support of the relevant government 
institutions. With this in mind, for a broader analysis of the legal framework, it is necessary to turn 
to the institutional, social, and cultural specifics of Russia’s legal practices. 

	



2.1.1. General characteristics of Russia’s civil law and how it compares with international norms 

Nation states constantly expand their monopoly on legal practices shaped over millenniums. 
Motivated by self-interest, people develop common rules and engage in conflicts, while public law 
seeks to inscribe such actions into its own legal framework in an effort to obtain a monopoly on 
regulating any possible collisions between the administered and the law. In today’s world, many 
countries have alternative dispute resolution (ADR) procedures involving mediators, third party 
arbitration, community trials or even religious leaders. Although Russia has an ADR system of its 
own, state law prevails along with federal bureaucracy. 
Legal experts often forget that while the civil law and the Civil Code outline rules for settling 
disputes in court, such proceedings do not constitute the primary dispute resolution mechanism. 
Lawyers have adopted the rules under which courts operate. In doing so they fail to keep track of the 
business objectives of their clients by focusing on procedural requirements imposed by the courts 
along with other legal norms that are aimed at finding universal solutions in similar cases. The logic 
of courts has little in common with that of businesses since the latter tend to focus on economic 
efficiency and added value. At the same time, the sole purpose of contract law is to produce 
regulations on court proceedings if the parties to the contract are unable to settle their dispute 
otherwise. What this means is that contract law is not even intended for regulating business 
operations. Consequently, courts are not involved in shaping the rules governing contractual 
relations among businesses (Nysten-Haarala 1998). Courts and legislators devise rules and 
regulations regarding competition, taxation and consumer protection, but they do not shape the rules 
for regular business transactions that are based on the principle of the freedom of contract. 

Just like any other branch of law, private law has developed over centuries independently from 
government institutions (Ehrlich 1936:137-139). Private law emerges from oral and written 
arrangements, i.e. contracts that apply to the relations of the contracting parties only. Private law 
became popular in trade where parties needed guarantees: one party transferred its title to certain 
property to the other only in exchange for the agreed consideration. 
In Europe, such business norms were shaped by entrepreneurs over centuries and were later 
enshrined into national laws. Russia inherited from the Soviet Union a model, in which the state 
promised to support its citizens across-the-board, which eventually included entrepreneurship. 
Nation states often tend to regulate private businesses by enacting various regulations. However, 
business rules usually emerge within the business community and are later modified by the state to 
comply with competition norms and consumer protection requirements. Take, for example, wire 
transfers. Such solutions were first created by banks before any regulations on this matter were 
enacted. Only later did the state start interfering in this segment and imposing regulations when 
financial flows managed by banks reached a substantial level. With new digital technologies, nation 
states face the challenging task of devising efficient rules to control information flows, which entails 
the need to step up international cooperation and enhances the role of public and private 
international organizations. 
Russian civil law contains the concept of a legal transaction (negotium juridicum or Rechtsgeschäft), 
which originated in Romano-Germanic law and reflects a tradition aimed at combining law with 
abstract concepts and their interpretation. Under the Soviet Union, the content of such concepts was 
diluted, since the legal system of that time was tailored for the planned economy, and thus abolished 
private property of land and production means. The difference between contract and proprietary law 
was reduced to nothing alongside other distinctions between private and public law that are so 
important for Germanic law. Added to the fact that Soviet legal experts adopted the mindset of legal 
centralism, positioning themselves apart from society, it can be imagined how disconnected legal 



workers were from the reality in which businesses and consumers operated. 

(The conceptual difference between the norms agreed upon by the parties without the involvement 
of the state and the civil code, which regulates such alternative norms, is essential for private law. 
For this reason, instead of being synonymous, the rapport between private and civil law is regarded 
as a tense relationship emerging from the collision of the autonomous will of individuals with the 
state vested with legal authority). 
Apart from regulating contracts, the Russian Civil Code contains provisions on a number of rights 
related to civil law transactions between individuals and legal entities within Russian jurisdiction. 
This specter includes property and non-property rights, as well as a number of inalienable individual 
rights and freedoms. At the end of the day, civil law is focused on private relations, i.e. relations 
between individuals and legal entities regarding the redistribution of their property or other assets 
(for example, labor). Guaranteeing through legal mechanisms available to the state that each party 
honors a private contract is what Russian civil law is all about. Regulations are focused on 
establishing rules for transactions, i.e. arrangements on the transfer of products, goods and services 
by one party to another with or without consideration. 

Civil law has limited ability when it comes to interfering into contractual or private relations. In fact, 
since civil law is based on the principle of the freedom of contract, it is non-statist by nature: two 
individuals are free to form a contract regulating their relations. The state acts as a third party to the 
contract by imposing certain restrictions through legal norms. It dictates rules, which should be 
respected in order for the agreement to be recognized by the state (Simpson 1966:420). The degree 
of such restrictions can be traced by analyzing the existing restrictions and legal frameworks. 

Of course, public law that regulates private relations among individuals is not aimed at 
subordinating legal subjects. Technically, Russian civil law envisages the freedom of contract, while 
existing restrictions guarantee that rights can be restored through a court of law. The civil law 
provides a legal framework for alleviating contract-related risks. First, this is about the violation of 
rights, including the failure to perform contractual obligations due to deceit or unfair practices by 
the parties. Second, it also includes the risks associated with the involvement of third parties, either 
individual or corporate, who were not parties to the contract and are thus not bound by any 
obligations and do not derive any profits from it. That said, this legal framework varies depending 
on the country, and can thus be used to assess the degree of civil law freedom in a specific national 
context. For example, in the United States, for selling a car the seller and the buyer must declare 
their intent to do so, exchange the car for consideration agreed either orally or in writing, and then 
register the transaction by producing a driver’s license with no formal contract required. In Russia, 
buying a car is a complex bureaucratic procedure, which includes drawing up a written contract, 
registering the title with state institutions, opening a bank account and making a number of other 
arrangements, and all of this just for exchanging a product for cash. For this reason, analyzing legal 
norms behind such requirements is important for understanding the degree of freedom left to 
contracting parties. The difference in the procedures for buying or selling a car reflects the 
distinctive ideological roles of the state in different countries. While Russian norms prioritize 
oversight, the United States prioritizes free market access. Oversight is regarded as a tool for 
ensuring consumer protection, and in this particular case as a way for establishing the true owner of 
the vehicle if it gets stolen. At the same time, facing too much red tape makes consumers vulnerable 
in the face of the bureaucratic apparatus, which sometimes falters. Moreover, excessive government 
interference may lead to the emergence of corrupt practices whereby consumers seek to accelerate 
and streamline the operations of bureaucratic institutions. 

Dispositive norms of law are becoming increasingly international. We can already affirm that there 
is international contract law with national contract law just one of its variances. There are a number 



of international contract law corpuses, such as the UNIDROIT Principles, Principles of European 
Contract Law (PECL), and other well-developed and detailed European Principles that strive to 
harmonize contract law across Europe. These efforts resulted in the adoption in 1980 of the United 
Nations Convention on Contracts for the International Sale of Goods. It is a compromise between 
continental civil law and common law. So far, 81 countries have ratified the convention, including 
Russia, which ratified it back in 1990 under the Soviet Union without any special discussion on the 
discrepancies between its national law and the standards envisaged in the Convention. The authors 
of the Russian Civil Code opted for keeping those differences in place. For instance, such issues as 
contract invalidity, authorization and registration requirements are regulated by national laws that 
have yet to be harmonized with European regulations. 
The body of legal norms harmonized by default and voluntary principles that can be either included 
in contracts or used as instructions for international arbitration is now called the New Merchant Law 
or Lex mercatoria (as a reference to laws used by merchants in medieval towns of Europe). It should 
be noted that international standards have already been implemented in many sections of national 
legal codes. In this respect, the European Union exerts certain influence on its neighboring states, as 
well as member states. For example, Europe has almost finished harmonizing competition law, and 
company law is based on the same principles across the EU. Russia is also gradually adopting EU 
practices in terms of competition and company law. 
WTO members are expected to harmonize regulations and bureaucratic procedures with respect to 
international trade. Trade globalization can consequently be viewed as the main development driver, 
although nation states still prefer to stick to their civil codes and regulatory authority, despite all of 
the promise of international rules that would serve businesses much better. 
The Russian Civil Code as applied to domestic trade has yet to close many gaps with international 
contract law, including the UN Vienna Convention, which is used in sales contracts between 
Russian and foreign partners. However, the Russian Civil Code is actually based on the principles of 
international contract law, providing a rather strange combination of Romano-Germanic civil-law 
tradition, administrative civil law inherited from the Soviet Union and the commitment to devise a 
legal framework suitable for the new market economy. 
The Russian Civil Code comprises four parts, seven sections and 1,551 articles. The four parts of the 
Civil Code were adopted by the State Duma in 1994, 1995, 2001 and 2006. In 2008, a reform of the 
Civil Code was put on the agenda. This initiative is expected to focus on the provisions that are 
analyzed in this chapter. The amendments could impact the future development of the free market 
economy by facilitating the harmonization of European and Russian law and, also, of legal 
frameworks in Russia and the CIS; ensuring a stable civil law framework, while enabling Russian 
courts to interpret law. Given Russia’s accession to the WTO in 2012, it is possible that the 
reformed code will be based on the norms of this organization. In any case, it is highly unlikely that 
the reformed text challenges the existing principles on which the Civil Code is based, since they are 
viewed in most countries as fundamental principles. The reform is implemented in stages, although 
no timeframe has been set. The first changes were introduced in late 2013 with respect to formal 
requirements to contracts and norms on contract invalidation. 
	

2.1.2. The main principles of Russian civil law 
Apart from the letter of law, legal norms embody a specific culture, existing practices, political will 
and international principles. The final wording of such legal norms is thus influenced by the 
combination of these elements. There are several fundamental principles of trade rooted in Roman 
law and the Napoleonic code that can be traced in all related instruments, and are explicitly stated in 



the abovementioned international conventions, as well as the Russian Civil Code. Russian civil law 
requires the parties to a transaction to act in good faith, declare their intent to enter into a transaction, 
be reasonable in their actions and have the freedom to agree on their relations (freedom of contract).	

Acting in good faith (bona fide) means that the parties should be innocent in their motives, not 
deceive one another and refrain from acting in self-interest to the detriment of the other party. The 
bona fide principle refers to all contractual relations, not just the contract execution phase. The 
opposite of good faith is bad faith, or malicious intent. The Russian Civil Code is based on the 
good-faith principle, which is opposed to “bad faith,” as stipulated in Article 1:	

3. Parties to civil law transactions shall act in good faith when establishing, exercising and 
defending their civil rights and performing their civil obligations. 
4. No one is entitled to gain advantages by acting illegitimately or in bad faith. 

Under the Civil Code, parties are under obligation to act in good faith throughout the term during 
which they enjoy certain rights. When applied to a contract, the good faith principle must be 
observed during contract execution, performance and dispute resolution. 
The principle of intent concerns expressing the desire to enter into a contract, engage in joint 
activities or cooperate. This principle can also serve as a basis for interpreting unclear contract 
provisions by emphasizing the intentions of the parties. Stating the intent means that the party 
desires to undertake certain actions. Consequently, the will of the parties can be traced through their 
intentions: 

2. The citizens (individuals) and the legal entities shall acquire and exercise their civil rights 
of their own free will and in their own interest (Article 1). 

2. The deal, which may be made orally, shall be regarded as having been effected also in the 
case, when the behavior of the person clearly testifies to his will to effect the deal (Article 
158). 

Consequently, an agreement that fails to state the intention to perform its provisions shall be deemed 
invalid: 

1. A sham deal, i.e., a deal, effected only for the form’s sake, without an intention to create 
the corresponding legal consequences, shall be regarded as insignificant (Article 170). 

The intent may take the form of an offer by one of the parties to enter into negotiations, or a deal 
with the other party (Article 435). The general intentions give rise to mutual rights and obligations 
and are implemented by performing the contract terms and conditions in a timely manner. 

In accordance with the principle of reasonableness, the parties must assess the situation taking 
account of a number of conditions (ratio): during the execution of the contract, they must have 
reasonable grounds to believe that they can comply with its terms and conditions and are aware of 
the possible risks. The parties shall be deemed as acting reasonably if there is a logical rationale 
behind their actions. Being reasonable means that the parties weigh the pros and cons before taking 
decisions. Consequently, the principle of reasonableness goes hand-in-hand with the understanding 
of risks that, for the authors of the Civil Code, are associated with business activities (Article 2). 
Article 10 of the Russian Civil Code expressly states that reasonableness is one of the primary 
principles of civil law:	

5. It is implied that parties to civil-law transactions act in good faith and reasonably.  

Reasonableness is also an important element of various contract terms, be it the price (Articles 524, 
728), expenses (Article 520, 530), and contract terms (Articles 314, 345 and 375). However, these 



provisions mostly boil down to setting prices, terms or determining expenses when there are no legal 
or contract provisions to this effect. What this means is that a third party (the court) has to determine 
as part of a dispute resolution procedure whether the parties were acting reasonably. Moreover, this 
principle must be also observed during dispute resolution if there are no legal, common or analogous 
arguments (Article 6). 

Freedom of contract is perhaps the most important principle of civil law, as it determines the 
nature of private legal relations between individuals and legal entities. This principle underpins the 
creation of new rights and obligations for bona fide parties that willingly form a contract and are 
driven by reasonable motives. In fact, the freedom of contract is the underpinning of libertarian 
economics, free-market and laissez-faire approaches. Generally, the freedom of contract is the right 
to choose whether to form a contract, with whom and on what terms. Ideally, government regulation 
is limited to the protection of property rights and from third party interference. 
The freedom of contract is among the core principles of the Russian Civil Code as stated in its 
Article 1: 

1. Civil legislation shall be based on recognizing the equality of participants in the 
relationships regulated by it, the inviolability of property, the freedom of agreement, the 
inadmissibly of anybody’s arbitrary interference into the private affairs, the necessity to 
freely exercise the civil rights, the guarantee of the reinstatement of the civil rights in case of 
their violation, and their protection in the court. 

This paragraph refers to the main contract principles: the equality of parties, inviolability of private 
property, and inadmissibility of third party interference. In addition, this provision describes public 
regulation, which is limited to protecting rights in court. Had the provisions to this effect in the 
Russian Civil Code been limited to the Paragraph 1 of Article 1, Russia could have been labeled as a 
free-market libertarian economy. Moreover, the code contains explicit provisions aimed at 
preventing the formation of monopolies, which are viewed as the “bigger evil” in private legal 
relations: 

Not admissible shall also be the use of the civil rights for the purpose of restricting the 
competition, as well as the abuse of the dominating position on the market (Article 10). 

The vision of the freedom of contract principle by Russian lawmakers is set forth in Article 421 of 
the Civil Code. It describes it as the freedom to form contracts, choose the form of contract, its 
conditions and provisions. It should be also noted that the same Article 421 envisages certain 
restrictions of this freedom, but more on that in the next paragraph.	
Before we move to the next subject, it is important to note that there is one more principle in the 
Russian Civil Code worth mentioning: inequality. Since mid-20th century, European lawmakers 
sought to strike a balance between the freedom of contract and the need to protect the weaker party. 
Russian legislators believe that parties to a contract may be in unequal positions, and seek to 
guarantee their equality during contract execution. Article 1 states that “civil legislation shall be 
based on recognizing the equality of participants in the relationships regulated by it.” Meanwhile, 
individuals and legal entities acquire civil rights “in their own free will,” which runs counter to the 
equality principle as private interests imply the inequality of the parties. An important, topical issue 
of inequality is described somewhat partially in the Civil Code and is merely stipulated without 
guarantees arising from it. Nevertheless, lawmakers decided to raise this issue in order to ensure that 
the inequality of the parties is not overseen by courts or persons when it comes to interpreting the 
acquired rights. Although free-market libertarian theorists seldom discuss the inequality issue, this 
concept could contribute to further theoretical work on the principles of civil law. It could be even 
traced back to USSR’s state socialism mindset. 



The Civil Code assigns special importance to general provisions, which shows that its authors were 
seeking to implement new principles into the national civil law to facilitate the transition of the 
Russian society to the market economy. In the years that followed the enactment of the Civil Code, 
legal science and courts continued to view these principles as important, but opted for prioritizing 
technical norms. 

	
2.1.3. Freedom of contract and legal restrictions 
This paragraph deals with the grounds for imposing restrictions regarding contracts and processes 
related to their implementation. Such restrictions may extend beyond legal texts, arising out of 
institutional or other contexts. In this case, reforming legislation would do little to bring about 
substantial change in real-life practices. However, when the law envisages restrictions on the parties’ 
ability to contract freely, it is important to single out such limitations and call upon lawmakers to 
come up with innovative ways to eliminate them. 
The Civil Code describes in much detail the freedom of contract principle. The courts are vested 
with the authority to interpret civil law, and may rely on a number of sources to restrict such 
freedoms. When gathering materials, courts are guided by a doctrine that rests upon specific sources 
of law that may include written law, common law, preparatory works by a legislative body, 
precedent, and in some cases expert opinions by prominent law academics. 

The importance of these sources of law may vary from country to country. In common-law countries, 
court decisions are based on case law, while in civil-law countries precedents are less important, 
although supreme courts may issue opinions, and courts of lower jurisdictions usually abide by them 
more or less strictly. In the Soviet Union, statute law was the only imperative source of law. The 
courts followed unified practices, while common law was not viewed as a regulatory system. The 
state was the only source of law in the Soviet Union. In Russia today, the situation is changing 
gradually. Supreme courts seem to be willing to promote legal precedents, although references to 
specific cases have yet to find their way into textbooks. The curriculum for law students is usually 
limited to studying legal texts and commentary. 
Interpreting contracts is different from any other interpretations by the courts. However, there is no 
doubt that the domination of statute law along with the fact that courts accept only written evidence 
affects the freedom of contract principle. Contracts are not just a written agreement, as many 
businesspersons and lawyers think. In fact, contracts include: 

• Imperative norms (such as competition law and administrative regulations); 

• Contract terms and commercial conditions; 

• Implicit norms.	
All these components are mentioned in Article 421 of the Civil Code (Freedom of Contract): 

The contract terms shall be defined at the discretion of the parties, with the exception of the 
cases when the content of the corresponding term has been stipulated by the law or by the 
other legal acts. 
In cases when the contract provision has been stipulated by the norm, applied so far as it 
has not been otherwise stipulated by the agreement between the parties (the dispositive 
norm), the parties may by their own agreement exclude its application, or may introduce 
the provision, distinct from that, which has been stipulated by it. In the absence of such an 
agreement, the contract provision shall be defined by the dispositive norm. 



All these components will be analyzed in detail below. 

	

2.1.4. Imperative legislation 
On the one hand, contract terms are set forth by parties to such a contract. On the other hand, the 
terms must be consistent with the law, which seeks to impose restrictions through imperative norms 
that must be included in any contract. It should be taken into account that contract terms are quite 
often determined by law. In fact, contracts mostly consist of imperative norms that cannot be 
removed from the text: “The contract shall be consistent with the rules that are imperative for the 
parties as set forth by law or other legal acts (imperative norms), as of the conclusion date” (Article 
422). Moreover, such imperative norms are often established not just in the Russian Civil Code, but 
also in other laws and regulations. The main imperatives refer to settlements in national currency 
(Article 317), receipts and acceptance statements (Article 408), and written forms of acceptance 
(Article 445). The Civil Code also identifies the material terms of the contract, without which the 
contract would be invalid. These terms are enshrined in law (Article 432). In addition, there are 
provisions regarding state registration, without which certain types of contracts are not recognized 
(Article 433). The nature of contracts is therefore rooted in a legalist tradition, is strict and unfree. 
	

2.1.5. Contract terms 
In the strict sense of the term, the freedom of contract is the freedom to determine contract terms and 
choose business partners. Even with the radical amendments of 2013 (Federal Law No. 100 of May 
7, 2013), the Russian Civil Code is still more restrictive than the Vienna Convention. In fact, the 
Soviet Union was among the states that pushed for the introduction of a special clause into the 
Vienna Convention (Article 96), making it mandatory to conclude contracts in writing. Russia has 
recently waived this provision, so international trade transactions involving Russian companies can 
be made orally effective September 1, 2013. On the one hand, this amendment draws Russia closer 
to the Vienna Convention community in terms of international trade. However, on the other hand, it 
widens the gap between domestic and international transactions. Executing contracts in writing is 
still recommended, and de facto required within Russia, since refunds from customs and tax 
authorities rely on documented contract prices. Price reductions and other similar changes have to be 
executed in writing as well because Russian courts are still ambivalent when it comes to examining 
oral agreements as evidence. 

Oral contracts were first introduced into the Civil Code in 1994, enabling individuals to enter into 
domestic agreements for an amount below 10 minimum wages. The maximum value was increased 
to 10,000 rubles effective as of September 1, 2013, except for contracts that are required by law to 
be made in writing. While some requirements were eased, numerous provisions of the Civil Code 
requiring contracts to be executed as notarial deeds remained in place. 
Another distinctive feature of the Russian Civil Code is that material provisions must be set forth in 
writing. For example in Scandinavian countries, when the price is not envisaged in the contract, 
parties have a possibility to justify the price, while the court may look at the average market price. 
In Russia, contracts that fail to stipulate such material terms as the price are deemed invalid. Courts 
are reluctant to examine oral evidence and require the parties to agree on the terms in writing. The 
second part of the Civil Code contains numerous requirements with respect to specific provisions for 
concrete contract types, despite the fact that as far as the general rules go, contracts may be executed 
in any form. 
There is no doubt that such strict requirements may have resulted from the commitment of 



lawmakers to protect contracting parties. Executing a contract in writing makes it easy to prove the 
involvement of the parties, while its text may be used as written evidence for settling disputes. That 
said, this intensive interference still needs to be justified, as it restricts the individual freedom of 
contract. 
In practice, business contracts are often limited to standard provisions that are relevant for a specific 
industry or segment. Major companies often refuse to sign deals unless the contract is based on their 
template. The notion of a “model agreement” means in Russia that contract terms are established 
once and for all. This idea can be traced back to Soviet times when there were many standard 
contracts around regulated by law or other government acts. Such contracts are now regulated by 
Article 426 of the Civil Code (Public Contract). The terms of such model agreements are binding for 
the parties. Model agreements are issued by the Russian Government or its authorized federal 
agencies in cases stipulated by law. Such model agreements are drawn up for executing and 
performing public contracts (Article 426 of the Civil Code). For example, model agreements can be 
prepared in accordance with the consumer protection laws and in a number of other cases. Even 
though such model agreements still exist, there are far less frequent compared to the Soviet times. 

The notion of a model agreement exists in the West, too. It is viewed as a foundation for all types of 
general contract terms, which the parties may choose to use in their relations with partners or 
consumers. These model terms (Article 427 of the Russian Civil Code) may be used by businesses 
as a template for an agreement (for example, lease or work contracts), but only if the parties agree to 
disclose such terms, which imposes further obligations on them. The parties may also rely on such 
model terms when executing contracts, but both parties must be aware of these model terms. 

The Russian approach toward model agreements therefore differs from the West, where such 
instruments are often drafted by industry associations or companies. The agreed terms are not 
subject to any disclosure procedures. If one party accepts the terms offered by the other party, they 
are included into their contract without any additional effort. 

That said, most governments seek to protect the weaker party to the contract. Article 428 of the 
Russian Civil Code contains provisions regarding situations when one of the parties finds itself in a 
vulnerable position, which covers, among other things, consumer contracts with insurance 
companies and banks. The Civil Code enables the vulnerable party to ask the court to terminate the 
contract if it diminishes the rights of such a party without justification and runs counter to the 
commonly accepted rules, while being consistent with the law. 

Similar consumer protection mechanisms exist in other countries as well. For instance, in Germany 
and France, certain terms are blacklisted and cannot be included into any contract. If such terms 
nevertheless make it into the contract, they are invalidated, with the valid provisions of the contract 
remaining in full force and effect. In Scandinavian countries, people may ask the court to amend a 
contract by removing unfair terms and conditions. This strategy is often used in B2C contracts, and 
seldom or never in B2B transactions. Parties to a business contract are under the obligation to 
carefully study all of its terms before signing the contract that may turn out to be unfair, even if one 
party is clearly weaker than the other. However, making any changes to a contract once it is signed 
is always a lengthy process. Consequently, the principle, under which contracts must be executed in 
their initial version, while the parties should be able to foresee the eventual changes on their own, 
remains relevant. 
 

2.1.6. Trade usages and business practices 
In the abovementioned list, contract terms and usual business practices were presented as equally 



important sources of law. In accordance with Article 9 of the Vienna Convention, “the parties are 
considered, unless otherwise agreed, to have impliedly made applicable to their contract or its 
formation a usage of which the parties knew or ought to have known and which in international 
trade is widely known to, and regularly observed by, parties to contracts of the type involved in the 
particular trade concerned.” Consequently, when customs and usages are not directly referred to in 
the contract, they can still apply by implication. Such rules lead to certain challenges in terms of 
regulations, as it is sometimes hard to prove that a usage is so widely spread that the parties ought to 
have known about it. The provided evidence is expected to meet stiff requirements, making it 
extremely challenging to prove such facts. 

Apart from the usual business practices, there are a number of other established practices, especially 
when it comes to long-term cooperation. Contracts may also refer to rules arising from such 
practices. 
While national laws are the main source of law in Russia, they may explicitly refer to usages and 
best practices. For instance, the Russian Civil Code describes customs as one of the possible sources 
of law in cases when the existing laws and regulations fail to provide guidance: 

A custom shall mean a rule of conduct shaped and widely applied in a certain area of 
business or other activities, and which is not envisaged in laws, regardless of whether it is 
enshrined in any one document (Article 5). 

The application of customs and usages is restricted by law (including the Russian Civil Code), as 
well as contract terms. Furthermore, sometimes legislation referring to similar cases (Article 6: 
analogy of the law) may be used to regulate relations between the parties. Such analogies are found 
in legal texts, and consequently customs and usages should be consistent with their provisions. The 
law thus prevails. Usages or common practices may be applied only if the state law does not contain 
provisions on the matter in question: 

Obligations shall be discharged in the proper way in accordance with the terms of the 
obligation and with the requirements of the law and of the other legal acts, and in the 
absence of such terms and requirements - in accordance with the usual business practices or 
with other requirements that may be applicable (Article 309). 

Consequently, usages and practices play a subordinate role with respect to national laws. All in all, 
the application of lex mercatoria is limited, as the courts find it very challenging to interpret contract 
provisions that are not regulated by law and there is no other way to refer to usages. Article 427 is 
telling in this respect, as it demonstrates the desire of lawmakers to limit the ability to refer to usual 
business practices. 

It may be suggested that the authors of the Civil Code were mindful of the fact that business 
activities were practically inexistent in the Soviet Union. Usages or practices had nowhere to emerge 
from. Unable to refer to existing customs, lawmakers had to establish norms and to some extent 
business practices from the ground up.  

International conventions, on the contrary, represent a free-format codification of trade usages and 
best practices, and explicitly state that such norms prevail (see, for example, UNIDROIT Article 1.8 
or Article 1.103 of the Principles of European Contract Law). Of course, international conventions 
are drafted for a different reason and with other objectives in mind. Their main purpose is to provide 
recommendations and guidance for national legal frameworks, as well as regulating relations on the 
international level. The Russian Civil Code exists in a different context, emerged in a different 
historical environment and pursues different objectives. However, the concepts behind all these texts 
should remain the same, as most UN member states and other international bodies share the 



commitment to the basic principles of private law and free trade. It is also possible that even without 
taking into account the supremacy of common or international law some national laws are still based 
on the same principles. This may be the case of the Russian Civil Code. 

While being crucial for commercial law and international instruments, the terms “practices” and 
“usages” are frequently confused. In fact, there is no clear distinction between the two, which are 
often used as synonyms:  

If the rules, contained in the first part of the present Article, make it impossible to identify the 
content of the contract, the actual common will of the parties shall be identified taking into 
account the purpose of the contract. All the corresponding circumstances, including 
negotiations and correspondence preceding the conclusion of the contract, the usual 
practices in the relationships between the parties, the business practices and the subsequent 
behavior of the parties shall be taken into account (Article 431). 

This provision does not even concern “best practices,” but rather the previous arrangements and 
contacts between the parties. Such terms as “usage” and “practice” are mentioned in the Russian 
Civil Code, but are not substantiated. Their meaning falls within the general legalist logic of the 
Russian law, in which the final word always rests with national laws and regulations. 
This legalist approach of Russian civil law is sustained by the inclusion into the Civil Code of 
multiple imperative norms. However, international trade contracts should benefit from broader 
interpretations compared to domestic contracts that are regulated by the Civil Code. While in 
accordance with the Civil Code the notion of a contract is reduced to a written agreement of the 
parties, under the Vienna Convention contracts are to be interpreted according to their intent (see 
Article 8). If the intent is unclear, the contract is “to be interpreted according to the understanding 
that a reasonable person of the same kind as the other party would have had in the same 
circumstances.” Consequently, all the relevant circumstances of the contracts, including negotiations, 
practices and usages, should be taken into account. 

When the idea of non-interference of the state in private matters, which is essential to private law, is 
not translated into real-life legal mechanisms, it means that the law serves other purposes and is 
tailored for different objectives. It can be assumed that such legal provisions do not concern 
ensuring individual rights or the freedom of contract between private parties, promoting free market 
principles or non-interference in private matters, the presumption of reasonableness of parties to 
business transactions, but rather conferring upon government bodies the authority to exclusively 
determine the conditions of “free” relations among individuals and legal entities. 
The problem with this provision is not that it offers government bodies a possibility to interfere into 
contract relations, but that the limits of such interference are blurred. Although the Russian Civil 
Code expressly states the “inadmissibility of anyone’s interference in private affairs” (Article 1), 
such interference is made possible through strict regulations of private transactions. Furthermore, 
the list of instances in which state interference is justified is open-ended, since the Civil Code refers 
to “…any other financial and administrative relations.” In fact, government bodies may cancel any 
civil transaction (contract, agreement or any other deal) by issuing an act that makes it impossible 
for the parties to perform their obligations in full or in part (Article 417), leaving to the parties the 
right to claim compensation from one another. 
	

2.1.7. Contract invalidation 

An agreement executed as a contract usually entails obligations for the parties. However, in some 
cases, a contract may not be performed due to errors committed during its conclusion or a change of 



circumstances. All legal systems have special provisions to this effect, whereby such contracts can 
be recognized as null and void. 
Russia’s distinctive feature in this respect is that it is easier to invalidate a contract than in the West, 
where requirements related to contract termination are subject to very broad interpretations. There is 
little difference in the general terms: transactions are invalidated if their influence “is affected by 
deceit, coercion, threat, malicious collusion of a representative of one party with the other or a 
concurrence of adverse circumstances” (Article 179). 

Contracts may be terminated in court if one of the parties is no longer willing to work with the other 
party, if the other party fails to comply with any given formal requirement, or, for example, if the 
contract lacks the necessary provisions. “Ignorance” (mistake by ignorance) can also serve as a basis 
for invalidating a deal, but only if one of the parties ignored a material provision of the contract 
during its formation (Article 178). 
A contract can also be invalidated if its aims are inconsistent with the company’s objectives. In 
accordance with Article 173, if the transaction by a legal entity runs counter to its business aims 
explicitly set forth in its registration documents, such a transaction can be invalidated by the court 
upon the claim of such a legal entity, its founder (participant) or other party that is subject to 
restrictions, if it is proven that the other party to the transaction was aware or should have been 
aware of such restrictions. 
The procedure for invalidating a contract has become more complicated after the enactment of the 
recent amendments to the Civil Code (Federal Law No. 100-FZ of May 7, 2013). Only parties to the 
contract are now entitled to file claims asking to invalidate the contract, while the court may 
invalidate only a part of the contract, leaving the remaining provisions in full force and effect. Only 
the parties are entitled to amend the contract. In the absence of claims by the parties the contract 
remains in full force and effect even if it contains errors that could invalidate it in full or in part. 
These recent changes to the Civil Code can be regarded as a sign of the commitment by Russian 
lawmakers to phase out any possible practices aimed at getting rid of unfavorable deals. 
Nevertheless, invalidating a contract in Russia is still easier than in the West. 

	

2.1.8. Change of circumstances 
Contracts may be invalidated only in exceptional circumstances. In other words, obligations arising 
from the contract are respected for as long as possible in accordance with the initial terms. Contract 
termination or amendments are thus possible only in exceptional circumstances. 

In accordance with the Vienna Convention, a party may terminate a contract or delay its 
performance due to the occurrence of “an impediment beyond his control.” Article 79 states that 
unless otherwise envisaged in the contract, the only legitimate grounds for failing to perform the 
contract are natural disasters and government acts. The Convention sticks to a narrow interpretation 
of “impediment,” so if a party could have reasonably expected its occurrence at the time of the 
conclusion of the contract, it is under an obligation to perform it. The Russian Civil Code contains a 
similar clause on circumstances when the performance of the contract becomes impossible. Since 
circumstances beyond the control of the parties are set forth in the relevant laws, the contracting 
parties often agree to include a force majeure clause in the contract, covering the general causes of 
non-performance, as well as detailed provisions on their consequences. 

International business contracts can also contain the so-called impediment clause, which may relieve 
one of the parties from its contractual obligation if their performance imposes an excessive burden 



on it. Authors of the Russian Civil Code were guided by UNIDROIT Principles and Civil Codes of 
European countries when devising the provisions on impediments (Articles 451-452 of the Russian 
Civil Code). 

However, the Article 451 goes beyond outlining rules on impediments. It can actually be used in all 
cases of a material change of circumstances when one party would not have entered into the contract 
if the other party could foresee such changes. This provision is detailed in Par. 2 of Article 451. 
Other European countries have similar legal provisions on the change of circumstances. In fact, 
many countries used the good-faith clause (Treu und Glauben) in the civil code of Germany 
(Bürgerliches Gesetzbuch or BGB, 242) as a model. However, all such analogous clauses are 
seldom applied. The Russian Civil Code is based on UNIDROIT Principles, narrowly restricting the 
use of this clause. Scandinavian courts are also reluctant to take the impediment clause into 
consideration along with any other provisions related to the change of circumstances. 
Although provisions of the Russian Civil Code on impediments have been around since 1994, the 
courts refused to take them into consideration even as the country went through swift and radical 
changes. Civil law experts agree that the 1998 financial crisis in Russia could have given rise to 
many claims related to the impediment clause in accordance with Article 451 of the Civil Code. 
However, for some reason, cases where courts examined such claims are unheard of. 

In today’s Russia, parties to a dispute prefer to do everything they can to prove that the contract is 
invalid instead of attempting to refer to Article 451. 
	

2.2. Alternative dispute resolution 
The promotion of alternative dispute resolution methods in Russia is hindered by its deep-rooted 
legal centralism. In recent years, major efforts have been deployed to develop state arbitration in 
Russia in order to strengthen rule of law. While courts are rightly regarded as a key institution for 
settling business disputes and are an instance of last resort when it comes to dispute resolution, 
bringing disputes to court is not the only option for business partners. 

In 2002, the Federal Law on Third-Party Arbitration Court in the Russian Federation was enacted. 
Today, third-party arbitration is Russia’s alternative dispute resolution mechanism. Contracting 
parties are entitled to include in their contract an arbitration clause to designate a third-party 
arbitration court, to which the eventual dispute would be referred. Information on such courts is 
available on the websites of regional arbitration courts (including the Arbitration Court for St. 
Petersburg and the Leningrad Region). In accordance with the law, arbitration is expected to be 
confidential. For this reason, there is no data on the activities of such courts. 
If the arbitration clause does not state that the decision by the designated third-party arbitration court 
is final, its decision can be challenged by one of the parties to the dispute by submitting a claim to 
this effect to a state arbitration court within three months from receiving the decision of the 
third-party arbitration court. 
An arbitration court may override a decision by a third-party arbitration court only in the following 
cases: 
1) the party asking the court to cancel a decision by a third-party arbitration provides evidence that 

• The arbitration agreement is invalid in accordance with the federal law; 

• The third-party arbitration court issued a decision outside the scope of the arbitration 
agreement or contains resolutions that do not fall within the scope of the arbitration 



agreement; 

• The composition of the third-party arbitration court, or third-party arbitration are inconsistent 
with the federal law; 

• The party against which the third-party arbitration court issued a decision has not been duly 
notified on the election (designation) of third-party arbitrators, or the time and place of court 
proceedings, or could not present its position to the third-party court for other reasons; 

2) the competent court may resolve that: 

• The dispute reviewed by a third-party arbitration court cannot be subject to third-party 
arbitration in accordance with federal laws; 

• The decision of the third-party arbitration court runs counter to the fundamental principles of 
Russian law. 

In 2010, the federal law On the Alternative Dispute Resolution Procedure through Mediation was 
adopted in Russia. Mediation mechanisms are currently used for settling business disputes. However, 
this procedure has yet to gain traction in Russia. The law enhanced the mediator’s status, although it 
remains unclear whether mediation will remain a private dispute resolution mechanism free of 
government interference. Negotiations between the contracting parties remain the most frequently 
used dispute resolution procedure in Russia. While research on this mechanism remains scarce, 
foreign businesses view negotiations in Russia as a multidirectional confrontation. Russian 
businesses have yet to learn to use such procedures for reaching mutually beneficial settlements. 
	

2.3. Conclusions and recommendations on ways to improve Russian civil law 
The contract can be regarded as the main pillar of civil law, as it explicitly articulates the general 
rules that the parties undertake to abide by their own free will. Instead of following norms 
established by parliament, the parties enact their own rules by negotiating the terms, drafting the 
contract and performing it. This ideal model of relations is not only possible, but should be part of 
our daily routine. However, the Russian Civil Code makes it de facto impossible. The state remains 
the only institution empowered to determine contract form and content for various transactions. In 
accordance with the legalist approach to contract law, legal texts are the only source of law. For this 
reason, the norms stipulated in the Russian Civil Code are retroactive, as all they do is set forth the 
possible violations and remedies. 

The Russian Civil Code embodies all the fundamental concepts of contract law. However, this is 
merely a façade, as the stipulated freedom of contract is just an illusion deprived of any content. 
Instead of promoting freedom and the will of the parties, the Civil Code offers a broad range of 
restrictions, such as 

(1) establishing strict criteria on what a contract is or is not (in terms of form and 
content); 

(2) vesting regulators with authority to examine and authorize transactions under 
contracts accepted by law; 

(3) ensuring that government bodies benefit from a special status when regulating 
relations between individuals and legal entities. 

In this framework, exercising private rights means facing multiple red-tape challenges, which 
undermine business rights and freedoms. In addition, such a framework creates an excessive burden 



on the courts and watchdogs that have to examine and settle formal and often unimportant issues 
that cannot be resolved otherwise under current law. What the Russian Civil Code does is legitimize 
the power of regulatory bodies, thereby enhancing the repressive role of the state (because in such a 
system, the observance of laws is subject to strict regulations) in a segment where such oversight is 
excessive and where state interference should be limited. As a result, the law becomes an obstacle 
instead of serving as a mechanism for building harmonious mutually beneficial relations. 
To sum up the foregoing, it can be concluded that the Russian civil law is characterized by 

a) a high degree of legalism; 
b) formalism (pro forma implementation of the fundamental legal concepts); 

c) lack of freedom of contract (lack of trust and potential for vesting individuals 
with rights through legal norms). 

The situation may change on the back of continuing and future reforms, but only if lawmakers 
amend the Civil Code by phasing out most imperative norms. Such a reform would make civil law 
less formal and more substantive, filling every article with real content, not just pro forma concepts. 
This effort should not necessarily be about using such terms as the “freedom of contract” or “good 
faith,” which have become commonplace in civil law, but more about implementing these principles 
when drafting laws. In this case, reforms are expected to concern: 

(1) reviewing definitions and criteria associated with the notion used in the Russian 
Civil Code to provide more freedom to private parties; 

(2) reducing the regulatory authority of government bodies and state courts, transferring 
some of those powers to private parties, while limiting interference by courts and 
government bodies to matters related to restitution of property rights and overseeing 
monopolies; 

(3) equating government bodies with their subordinate entities with respect to contracts 
with private parties (individuals or legal entities). 

In addition, moving away from a framework in which legal norms are mostly determined by 
national law and decisions by Russian courts would also be an important step for integrating the 
country into international trade flows. As the freedom of contract principle implies the possibility to 
choose the governing law, the procedural mechanisms for executing in Russia decisions by courts 
from other jurisdictions should be put into place. Parties to a contract could benefit from transferring 
legal authority to international and foreign bodies upon their request. At present, Russian law is 
more of an obstacle for legal subjects, creating the impression of an unstable and inconvenient 
environment, which heightens the risks for foreign companies operating in Russia. Private law is an 
instrument that should be used by the people, not the state. The role of government bodies boils 
down to ensuring a convenient and business-friendly environment. 

The abrogation of the requirement to execute contracts in writing brought legal instruments that 
regulate international cooperation closer to international standards. Nevertheless, the issues related 
to law enforcement and excessive red tape remain relevant for international businesses operating in 
Russia. Consequently, a reform of civil law would not suffice to address all the challenges investors 
are facing, since most of these problems are rooted in Russia’s administrative and business cultures. 
The next part of this report explores the cultural specifics of doing business in Russia. 



 
3. An empirical study of foreign companies working in Russia 
	

3.1. The basics of field research 

We have studied three foreign companies that operate in Russia, specifically the Northwestern 
Federal District. 

Out of respect for their anonymity and the moral and ethical norms of sociological studies, we 
describe these companies only in broad strokes, without any details or individual features that could 
reveal their identities. 
The case study involved interviews with the companies’ managers and lawyers, and an analysis of 
their history in Russia including commercial litigation. The interviews with company managers and 
lawyers were in-depth and semi-structured, meaning the basic subjects and issues to be covered 
during the interview were planned out in advance. In this particular case, we focused on the 
company’s history in Russia; its personnel policy and recent changes at the company; the specifics 
of doing business in Russia; the distinguishing features of the Russian legal system; the company’s 
business strategy; and problems and obstacles that hinder foreign business in Russia. Survey 
participants were asked free-response questions. 
 

3.1.1. Cases 
The choice of cases was based on several criteria. 

First, we chose companies from countries with the deepest commercial ties to Russia, in particular 
the Northwestern Federal District: a German-Swedish company, a North American company and a 
Finnish company. According to statistics, companies from these countries open more offices in 
northwest Russia than companies from any other country. 

Second, we chose companies working in industries that are especially attractive to foreign investors: 
engineering and machine-building; transport and logistics; and the hotel industry. 

And third, we chose companies that have worked in Russia for at least three years. 
We focused on medium and big businesses. 

German-Swedish Company. Initially, the company’s Russian office was an independent Russian 
company, which a German-Swedish multinational bought and reorganized as its representative 
office in Russia. The overwhelming majority of the company’s clients are Russian businesses. The 
operations of the Russian office are overseen by the head office via consolidated and financial 
reports, and contracts. The Russian office is fully responsible for relations with clients and has 
represented this foreign company for about 15 years. Immediately after buying it, the foreign 
company added several foreign managers to its staff. At the time of the case study, the Russian 
office employed only Russian professionals, including two lawyers. 

Finnish Company. The company opened several offices in the Northwestern Federal District in 2008. 
Initially, its management was made up entirely of foreign professionals, but now Russians constitute 
the majority. The company has one lawyer, a Russian. Economic questions are usually coordinated 
with the head office, which is located in Helsinki. The general manager is a Russian citizen educated 
in Europe, who has made a name for himself inside the company and earned the trust of his 



superiors. He has the authority to resolve certain issues without consulting the head office in 
Helsinki. The company works with both Russian and foreign businesses. Its operating facilities are 
located in the Northwestern Federal District. 

North American Company. While the company has been working in Russia for 35 years, it started 
rapidly growing, expanding production and increasing output 10 years ago. Its Russian branch, 
which employs several hundred people, is active in a number of industries in several Russian 
regions. Russian businesses comprise the majority of its customers. Initially, many of the positions 
at the Russian branch were filled by foreigners, but many of them have been replaced with Russians 
in the past few years. The lawyers are Russian. The senior management at the Russian branch 
consists of highly qualified professionals. The Moscow office handles the majority of production 
and managerial issues. The parent company has a corporate code that applies to all of its branches 
around the world. 
In addition to the case study, we also conducted several interviews with businesspeople in Finland 
who regularly deal with Russian colleagues and clients (expert_realtor), a Russian lawyer at a 
Finnish company (expert_lawyer_fin), and a manager of a Finnish consultancy that promotes 
Finnish companies in Russia (expert, consulting). Since the interviewees work for foreign 
companies, their answers provided not only generalized expert assessments, but also revealed 
specifics of international cooperation with Russia. 

	
3.2. Business culture in Russia: Mentality and corruption 

The managers who took part in the study are well qualified to assess the business culture in Russia 
and other countries. Some of them have worked in numerous countries, while others have regular 
contact with foreign partners. In their interviews, they repeatedly emphasized the unique features of 
the business culture in Russia and provided examples to prove their point. 

An American manager working at his company’s Russian branch complained about the excessively 
formal style of corporate communications, noting that verbal arrangements have to be put in writing 
and signed to be accepted as official. 
It’s not quite official if it’s not in writing…If I talk with someone about demand, or plan to visit a 
company, I need to write a formal letter. That’s not how it’s done back home. In the US you can call 
someone up and say: “Hey, I’d like to come over in a week.” And they would say: “OK, see you in a 
week then.” And you don’t need any additional confirmation. 
(Manager_USA)  

He also said the management style in Russia is more authoritarian than in other countries. There is a 
vertical system for decision-making:  

[I] was told that Russian business is structured from the top down. The direction, the vision and 
operations are all top-down rather than bottom-up, as we usually do. It’s different in the States. So 
it’s a bit of a shock for Americans. When I first came here, I was shocked, and I’m still shocked five 
years later. I struggle with it… I go and talk with the people who are working with me or for me, 
and I want to tell them: “Hey, let’s think about an idea. Just tell me what you think.” But they aren’t 
used to questions like that. They are more comfortable with saying: “You tell me what to do, and I’ll 
go and do it.” 
(Manager_USA)  

The American manager also made an observation about the harshness of Russian business culture 



and the general propensity for punishment:  

The Russian management style is highly punitive. If you do something wrong, you have problems. In 
America, if you make a mistake they will send you to classes or advanced training, which is not as 
harsh as it’s done here in Russia. People in Russia are more incentivized by fear than by potential 
reward, as in America. I have been taught this here. We talked about this for two days: how I should 
change my management style if I want to survive in Russia. 
(Manager_USA)	

Until recently, the Russian market had been growing relatively quickly. The companies that took 
part in this study had been quite successful in recent years, increasing profits and expanding 
production. However, they admitted that uncertainty and frequent changes in the external conditions 
for doing business remain a big problem and hold back long-term business projects. The managers 
we interviewed said the reason behind this is Russia’s economic autonomy. They hoped Russia’s 
accession to the WTO would provide more stability and certainty: 

In December 2010, import duties increased from 5% to 15%. Before that, they had jumped to 25%. 
Going from 5% to 25% is a move that can stop a business in its tracks…We thought about 
withdrawing some of our products from the Russian market. Duties soared from 5% to 25% within a 
month. Six months later they went down to 15%, later they went up to 25%, and then back down to 
15%. After the recent WTO meeting, they are back at 5%…We hope that compliance with WTO 
standards will help us plan better for the future. 

(Manager_USA) 

	
3.2.1. The price of transparency 

The respondents in the three cases claimed their companies had completely transparent business 
strategies and did not try to evade taxes or conceal profits. Considering the public nature of the 
interviews, some may think these statements should be taken with a grain of salt. However, the 
respondents offered numerous arguments to back up their claims. 

A foreign company that enters the Russian market remains part of an international project. It brings 
to Russia not only its business but also foreign laws, corporate values and ethics, which can be 
described as elements of soft law. However, foreign businesses cannot disregard Russian law.  
This study has shown that business strategies can be based both on laws and on the specifics of 
interpersonal communication, corporate culture and corporate communication.  
It is not uncommon for foreign companies in Russia to operate simultaneously within several legal, 
regulatory and ethical regimes. 
The fact that foreign companies operate within the legal framework of their home countries, which 
outlaw corrupt practices, provides significant motivation to operate their Russian businesses 
transparently: 

If they find out back in America that I was involved in bribery, I could be punished in America, put 
in prison or something. So the risk is very high.  

(Manager_USA) 
Other major motivators to keep your business transparent are reputation and a focus on long-term 
business projects. 



We [Russian businesses] make very short-term plans, while they plan for a longer term. We plan for 
no longer than five years. Planning for 15-20 years is unrealistic. But they operate under 15- to 
20-year plans.  

(Expert_consulting) 
The respondents admitted that transparency is costly, both in terms of time and money. An 
employee of a US company said the cost of compliance with Russian law is so high that 
transparency is nearly incompatible with profitability:  

It’s easy to be transparent. But being transparent and at the same time profitable is difficult. 
(Manager_USA) 

A manager from one of the cases described how long it took to obtain a permit to open a summer 
facility: 

I remember very well the process of obtaining a permit to open a summer facility. It was a 
nightmare for the Finnish company – and for me personally, because I had never done it before. You 
need to coordinate a heap of documents, which some offices have to approve, others sign and stamp, 
and so on…Yes, there are companies that offer so-called consultancy services that can get you a 
permit for anything within two weeks for a price. But my company is absolutely transparent; it 
respects the law in every country where it operates and always follows the rules. 

(Manager_Fin) 
It is telling that this company opted for transparency and legality even though it knew of an 
alternative that offered a quicker solution but entailed risks. In conditions of market transparency, 
reputation is an important asset that a company needs if it is planning long-term business projects. 
When long-term projects are involved, spending on transparency can be seen as the optimization of 
management costs, because ultimately, transparency breeds trust and deflects attention from 
oversight agencies: 
In my opinion, it is cheaper in the long run, because if you take the wrong track somewhere, they 
could see this as an opportunity to ask for more. But when you do everything above board and in 
compliance with law, no one will be able to ask anything of you… 

(Manager_Fin) 

	

3.2.2. Corruption 

This study offered a glimpse into the day-to-day operations of foreign companies in Russia. 
Interviews with managers at foreign companies have shown that the majority of problems and 
management issues are solved through corruption in one way or another.  
A big problem for foreign companies that open offices in Russia is that the rules and standards of 
business relations are completely different here. Adopting these rules is, in a way, a compromise, 
which not all companies are prepared to make: 

It’s a problem for big companies, which want big contracts and, in principle, set their eyes on the 
industries that receive government contracts. And government contracts are a major breeder of 
corruption, which foreign companies cannot engage in.  
(Question): Can’t or don’t want to? 

They don’t want to and they can’t engage in it. Or rather, they don’t know how and don’t want to 



learn…They don’t want to learn how to do business this way. 

(Expert_consulting) 
The managers who took part in this study said that corruption is considered a normal part of doing 
business in Russia. Our interviews with experts and employees of foreign companies have shown 
that foreign companies are aware of the scale of corruption in Russia. This can also be seen in the 
strategies of the head offices. The managers of foreign companies said that a large part of the 
oversight at head offices is aimed at uncovering corrupt practices. The managers of Russian 
branches have additional functions, such as determining whether it makes sense to work with a 
certain partner, providing proof that a transaction is transparent, and reaffirming their commitment 
to honest practices, motivation and integrity:  
When you have a small supplier, for example a wine supplier who doesn’t work with [our company], 
we need to explain to our financial director and chief executive why we want to sign a contract with 
that supplier, because Finns always have apprehensions, and not without justification. They know 
all about kickbacks and that this is done in Russia, and so they fear that there is an element of this – 
an unpleasant element – in each new contract, which is why they keep an eye on it. 

(Manager_Fin) 
In short, the business culture in Russia has distinctive features. Foreign companies working in 
Russia have to operate simultaneously in two legal and ethical environments. They try to bring 
international business culture to Russia. People also value their reputation within their company, and 
so they keep an eye out for corruption. Transparency, which international standards and codes 
demand of foreign companies, comes at a price in Russia. But the long-term rewards are reduced 
risks and better management. 
Managers of foreign companies in Russia have learned that corruption is present at all levels of 
business in Russia. Foreign companies have to add corruption risks to their business strategies, and 
they need to draft specific strategies for operating in Russia. Russian and foreign managers of 
foreign companies in Russia are subject to additional screening to prevent corruption. 

	

          3.3. Differences in bureaucratic systems 

While bureaucracy exists everywhere, for business optimization purposes, it is necessary, first, to 
simplify the bureaucratic system, which among other things implies simplifying reporting rules and 
procedures, and, second, to synchronize its mechanisms with those in other countries and at the 
international level. 

The interviewees in the study expressed displeasure with both aspects of the bureaucratic system in 
Russia. 

It was mentioned earlier that foreigners regard the corporate communication culture in Russia as 
excessively formal. The obligation to sign or even affix a seal to so many documents is foreign to 
Western managers used to mobile business communication. 
The seal is bizarre. I never saw anything like it before I came to Russia. And this corporate seal 
drives us crazy. When we sent our employees to America for training or research, they were 
instructed to come to our office and ask: “Could you please put your seal on a document confirming 
that I’ve visited your office?” Everyone in America reacted the same way: “What?” And they all 
called me and asked: “What is a seal?” 

(Manager_USA) 



The lack of clear feedback from bureaucratic organizations creates an impression that bureaucratic 
rules are absurd, excessive and redundant. The obligation to comply with these rules frustrates the 
staff at foreign companies, particularly when Russian bureaucratic rules are at odds with those 
accepted in other countries. In some cases, this leads to serious complications in international 
cooperation and the failure to fully meet obligations to partners: 

We have a document called an apostille, and we must have two of them – one from [the German 
office] and the other from [the Swedish office]. Most banks require that clients have our apostille 
for them to make currency payments legally and without problems…But we only have the apostille 
from [the German company], because we’ve been trying for a year to get [the Swedish company] to 
send it to us, but they don’t understand what we’re talking about. They don’t know where to go to 
have one made. And it’s really tough to do things this way. Consequently, the majority of our clients 
are to this day unable to pay [Swedish] currency accounts because our colleagues cannot make this 
apostille for us.  

(Manager_Germ) 
According to foreign company managers, any reporting in Russia requires excessive, sometime 
absurd amounts of documentation.  
A year ago everything was going smoothly until they introduced the new VAT rate for maritime 
traffic, and now we have twice as much work. We are supposed to hand in boxfuls of VAT 
documentation, and we have to use a van for our accounting office to submit it all, since they 
introduced this zero rate for maritime traffic. Our clients don’t pay VAT for storage and clearance 
control – all the things that happen in the port. And it’s certainly been a disaster since then. And 
each quarterly report is just heaps of paper with no purpose. The saddest thing is that the 
accounting office brings it all to them and they say they don’t even look at it. But they demand it all 
the same.  
(Manager_Germ) 

	
          3.4. Contract culture and law  
According to the experts we interviewed, Russia has a distinctive legal system, and professional 
knowledge of Russian law is crucial for successfully conducting business in the country. In the 
previous section, we discussed how foreign companies prefer to hire experienced Russian lawyers or 
a consultant on Russian law even if they have no offices in Russia but regularly work with Russian 
clients. Compliance with codified law is a major prerequisite of working in Russia. 	

That said, experts point to the flexible and selective application of the law in Russia. The strict rules 
contained in Russian laws are not always followed in practice. An expert who owns a real estate 
business in Finland said that many Russian developers have a negligent attitude to the law and rules 
in general:  

Sometimes they don’t seem to be aware of the existence of the law. When you buy a large plot in 
Russia, you can build whatever kind of building you like. This is impossible in Finland, because 
even the color of the building, the kind of roof it has, and the shape of its windows can be regulated 
in the city center. There are tons of rules.…in Russia, they believe that money can solve any problem. 
But that doesn’t work in our system. (Expert_realtor) 
The foreign managers we interviewed noted that, in addition to codified law, Russia has alternative 
rules and norms that often play a decisive role, which is also reflected in their companies’ business 
and personnel strategies. It would be very difficult to enumerate them all or even delineate their 



boundaries. They include instructions, command hierarchies, interdepartmental relations, personal 
acquaintances, and the kind of deep cultural knowledge that is vital for doing business in Russia. 
John Searle introduced the sociological term “background” in 1980, which he defines as the set of 
abilities, capacities, tendencies, and dispositions that humans have and that are not themselves 
intentional states. It is an unspoken system of words and their referents that are intelligible to all 
members of a given cultural community. All actions and communications have background. Not 
only business etiquette and gestures have meaning, but also the inflection, the time of day when a 
phone conversation took place, the inspector’s mood, the type of mail delivery, etc. Knowing the 
Russian language or the Russian criminal code is not enough to understand these nuances. Guide 
books for foreigners planning to work in Russia only warn them about the multitude of unusual and 
inexplicable things they will encounter there in business and life, but they cannot fully prepare 
foreign professionals for the complexities of doing business in Russia.  
Despite the effects of globalization and the modernization of Russian society, the background 
continues to play a major role in determining the rules of the game. And without background 
knowledge it is hard to understand how hierarchies work and what the causal connections between 
events are. Certain inflections in a telephone conversation can indicate that the contract that has 
been negotiated for a year will not be signed. A surprise audit can point to a change of priorities in a 
given district of the city. Delays in the issue of permits can mean that funds have been redistributed 
at a higher level of government. 

Regardless, foreign companies working in Russia prefer to hire at least one Russian lawyer and/or 
manager. Many were educated and have work experience abroad, but were born and raised in Russia, 
which means that they are part of the social and cultural milieu and have a unique understanding of 
life in Russia.  

Employees of foreign companies that have Russian offices often describe their Russian colleagues 
as “the right Russian person.” According to a manager who participated in the Finnish case, he is 
one of those rare professionals who combine a Russian background with a European education: 
My Russian background was a big factor in my hiring. They probably chose me because I have lived 
in Finland for a long time and understand Finnish business realities and ethics, but at the same time, 
I also understand what goes on in Russia and the Russian mentality. That’s why I was hired. 
(Manager_Fin) 
All the interviewees agree that “the right Russian person” should have, in addition to the necessary 
professional and social skills, personal qualities such as honesty, integrity, predictability and loyalty: 
I think that they have to be honest and professional. Everyone who’s had a business [in Russia] say 
that this is the most important thing. You need to find an honest person, and you know that finding 
such a person is the most difficult thing. (Expert_realtor) 

The choice of cases in this study allows us to compare the strengths of a manager with a Russian 
background at a foreign company with those of an American manager of an American company 
working in Russia. Knowing Russian realities gives the Russian manager an undeniable advantage. 
A Russian manager can work transparently and within the law, but in some cases he will be able to 
use his knowledge of the informal rules governing Russian society and business to optimize the 
business. The following is an example of the advantages of personal connections in Russia: 

I have an acquaintance in a senior position at the Interior Ministry...Someone wrote a very negative 
comment about our business on a restaurant review site in St. Petersburg. I suspected that it was 
one of our former employees with whom we parted ways because we were not satisfied with his work. 
Of course, no one would open a case because of a comment on the Internet. But I called my 



acquaintance and explained the situation: “Can you find out who it was?” I asked him. He replied: 
“No problem. You’ll have the information in two hours.” There have been other such stories, and 
not only involving law-enforcement agencies. (Manager_Fin) 

The American manager who has lived and worked in Russia for five years and is familiar with the 
local rules of doing business, says the official laws in Russia undoubtedly take precedence as the 
regulatory system. This is logical considering the importance placed on transparency at foreign 
companies, foreign anti-corruption laws, and the reputation of the business and its employees. 
However, another interpretation of the status of regulatory systems in Russian society is that Russian 
law is much more predictable, clear and understandable to outsiders. In contrast, the system of 
alternative norms and rules is complicated, not always clear and fluid, and the consequences of a 
mistake are as unpredictable as the system itself. The total reliance on law as the main business 
regulator in Russia could also indicate a fear of violating obscure, informal rules. In this case, we 
can presume that the importance of informal rules for business regulation in Russia is commensurate 
with the influence of codified law. The parallel existence of several regulatory systems is 
uncomfortable for outsiders:  

We’d like the rules of the game to be more open and clearer. Our ability to do business depends 
greatly on the government, and we hope that [Russia’s] accession to the WTO will change the 
situation. (Manager_USA) 
The contradiction mentioned at the beginning of this section is that experts recognize the importance 
of the Russian system of codified law, but admit that there is uncertainty regarding its application. 
This duality also concerns business contracts signed in Russia with Russian partners. 

The employees of the case companies say that all terms and possible amendments are set out in the 
smallest detail in the contracts: 

Question: How explicitly are the sides’ requirements set out in contracts? 
Answer: Very explicitly, to the last detail. Any discount is set out in a supplementary agreement. In 
other words, some of our clients are given special terms and benefits, and so on. A supplementary 
agreement is drawn up for each account, so some clients have heaps of these agreements. The 
contract itself is a baseline document in which everything necessary is set out – payment deadlines, 
the time when the power of attorney must be prepared for the employee who will come for [the 
contract], absolutely everything. (Manager_Germ) 
Compared to Western, in particular US, practice, the use of contracts in Russia is excessively strict 
and formal: 
In the United States I don’t have a contract with my employer. We didn’t sign a contract. It was 
literally like: “Do you want this job.” “Yes.” The employer decides on the spot how much he is 
willing to pay you. And this agreement will be valid as long as I continue working. There are no 
written contracts. In Russia official contracts are signed much more often than in the United States. 
(Manager_USA) 

The American manager said it’s not limited to contracts: all kinds of agreements and decisions are 
put in writing in Russia: 

In America, the majority of deals are sealed by a handshake. In Russia, people are much more strict, 
and the business climate is such that items discussed during a meeting on potentially signing a 
contract must be sealed in a protocol that is signed by all the participants. I never had to do this 
before in any of the countries I’ve worked in – Brazil, America or India. It is a big difference. 
(Manager_USA)  



At the same time, this rigidity about putting everything in a written contract does not mean that 
contracts are scrupulously followed. Our interview subjects gave the impression that there is more 
leeway when it comes to official contracts. Contract terms are often relaxed, and violations are 
frequent and do not always lead to penalties. The managers of the case companies said payments for 
services are regularly late, and that receiving payments on time per the contract is the exception 
rather than the rule: 
Question: How strictly are contracts honored? How often is delivery or payment delayed? 

Answer: This is usually difficult to control, because we have many clients, and we sometimes see 
that payment is overdue. Our accounting office stays on top of it, calling the client to ask about the 
late payment. We get a lot of clients who are late with payments, and you can only get the money 
when the time comes to sign the next contract. The import department will not send the documents 
until the financial department gives the go-ahead. First we look if they have any debts, and then we 
tell them what they owe us. They usually complain and say it’s urgent. They’ll say anything…They 
make up all kinds of stuff. But we look at what they owe and say, “No, you have a balance.” This is 
the only way to do it, before signing the next one. Trying to get the payment after the fact is very, 
very difficult… (Manager_Germ) 
Partial or full prepayment is sometimes used to prevent this from happening. However, companies 
will sometimes be loose about enforcing penalties and give some clients more time and flexibility. 
But such flexibility is generally reserved for long-term clients who are valued company and who 
don’t take advantage of the company’s leniency.  
The existence of a contract does not always guarantee compliance with the terms, rights and 
obligations. Understanding the subtleties of how Russians use contracts is a special talent: 
In Finland, when someone issues you a letter of credit, it must be guaranteed by a bank with which 
the company is working, which means that you can trust it. But here, as far as I can see, a letter of 
credit is nothing more than a piece of paper. It has no value in Russia. So it’s much more difficult to 
negotiate because you can’t trust anyone here, however horrible that may sound. I think this is the 
most distinctive feature of this country. (Manager_Fin) 

In other words, Russian society is guided by a complex multidimensional system of rules in which 
codified law is only one dimension of the regulatory space for business. In addition to law, there are 
also many informal rules that regulate business and business relations. These rules can be hidden in 
the cultural specifics governing personal and business relations and the rules of doing business in 
Russia that influence the development and settlement of problems, principles of subordination, etc. 
Most of these informal rules have become routine elements of everyday life in Russian society and 
business. Knowing these informal rules opens the door to additional business optimization strategies 
– nothing corrupt or shady, but rather opportunities to improve communication or develop a positive 
image for the company via personal relationships. Therefore, a Russian manager in a foreign 
company can be more effective than his foreign colleagues. 

However, the line between alternative business optimization strategies and corrupt behavior can be 
narrow and ambiguous. Our interviews have shown that Russian managers can introduce “gray” 
elements in a company that prides itself on complete honesty and transparency and sincerely 
believes in the values of honest business, simply because it’s part of life in Russia. 

On the other hand, a foreign manager can be at a disadvantage by not knowing many of the informal 
rules. This can lead to excessive caution and create uncomfortable working conditions for the 
manager, thereby isolating the business. 
It is impossible to protect a business from Russia’s informal rules. All companies come across 



corruption and red tape in one form or another. At first glance, disregarding informal business rules 
makes a company less efficient, but they are also justified in case of long-term projects. 
The practice of business contracts in Russia reveals something about the country from a sociological 
perspective. The biggest contradiction is that contractual terms must be put in writing, but their 
implementation permits a degree of flexibility. For instance, Russian offices are often supervised by 
their foreign head companies, which, considering differences in business cultures and corruption 
risks, may insist that Russian employees provide formal evidence and detailed reports on their 
operation. The foreign head company may have no need for a large number of reports, but Russian 
employees see written documents regarding relations with clients and contracts reinforcing their 
standing in the company.  
The section on law provided evidence that Russian laws impose numerous restrictions on the 
flexibility and freedom of contractual relations. A preference for strict contracts, which are approved 
and formalized via a long chain of official actions, could be seen as insurance in case of audits. In 
other words, written contracts are a product of specific structural features of the centralized Russian 
system of governance and the unlimited oversight functions of government agencies. 

Another explanation could be that contracts in Russian business are more than a collection of words 
put on paper, but also imply the implementation of contractual obligations. Their implementation 
could be governed, in part, either by the country’s civil code or informal rules that permit delayed 
payments and contract revisions. If this is the case, a written contract is most likely an auxiliary 
element of contractual relations that are regulated, in part or in full, by a set of informal rules. A 
contract is signed “just in case” to give both sides leverage, which they can use or not	as they see fit. 
Breaches of contract do not always lead to litigation, because businesspeople see lawsuits as an 
obstacle to business. According to our interviewees, the most popular phrases in this respect are “to 
bleed them white with litigation” and “to sue them to hell and back.”  
Therefore, law is not considered the fundamental regulatory system but an auxiliary system to the 
set of informal rules. Courts are part of the latter system, in which they are used as a tool to 
manipulate and pressure the opponent. 

 

Conclusions and recommendations 
  
The empirical research we conducted expanded our understanding of investment climate to include 
the foreign companies’ daily operation at the micro level. Empirical data on their operations 
highlight the hierarchy of problems as seen by these companies, the reasoning behind the solutions 
they choose, as well as the networks and mechanisms of routine interaction. This study has shown 
that micro-level problems can influence a country’s investment image as much as macroeconomic or 
political circumstances. 

Various investment climate ratings show that investment conditions are highly contradictory in 
Russia. Russia’s investment climate is viewed as positive in terms of the growing market, but 
negative in terms of the undeveloped economic and infrastructure conditions and numerous risks, 
including political risks. Changes in the investment climate at the regional level show that 
investment appeal can depend on a government’s political will. 
Russia is the world’s largest country by territory. However, despite globalization, it has remained 
autonomous and mostly closed to global economic associations. This means that Russian institutions, 
administrative mechanisms and legal processes are out of synch with global processes, which has a 



negative impact on the quality of international economic relations. To optimize cooperation, Russia 
needs to modernize its economic, administrative and financial institutions and to adjust their 
structure and operating principles to meet international standards. 

This study has identified the following criteria for assessing regions as investment destinations: 
developed infrastructure, money flows, human resources, proximity to external borders, and 
traditions of international partnership (the presence of Russian companies with experience working 
with foreign partners). Regional development is definitely a way to improve Russia’s investment 
climate. But to improve the investment climate nationwide, Russia needs to decentralize the 
resources that underlie investment appeal. Considering the potential investors’ diversified interests 
and requirements, it is important to provide detailed, multifaceted and accessible information about 
the resources available in the regions.  

This study has shown that small and big businesses operate in different investment conditions in 
Russia. Market accessibility, dependence on partners, business strategies and potential risks vary 
depending on the scale of the business. Therefore, investment policy should be flexible, with 
different conditions created for small, medium and big business. 

Codified law is focused on the role of the state and its government, which has broad authority to 
oversee private actors. At the same time, legal concepts and definitions are loosely formulated and 
actually play a little role in determining the foundations of civil law. In this situation, regulatory 
agencies and courts are free to interpret the law to serve the interests of the agencies themselves in 
accordance with the logic of judicial institutions. 
The Russian legal environment is formulated as modern private law, but is actually guided by its 
own logic that is largely rooted in tsarist and Soviet legal traditions. In accordance with this logic, 
the creation of new international regulatory institutions has a positive effect on investment and 
international companies, because, first, they are assigned powers that are understandable in Russia, 
and second, they introduce better methods of regulation, which are the result of centuries of 
development of private law in Europe. Subsequent reforms of civil law should harmonize federal 
law with international trade regulations by incorporating best practices and basic principles into 
Russian laws. 
This empirical study has shown that foreign companies believe that the specific social and cultural 
features of doing business in Russia can influence business development strategies, business success, 
and managerial and personnel decisions.  

The high investment risks in Russia are largely due to the lack of transparency and unpredictability 
of operating conditions, which include not only changes in tax rates but also a multitude of 
normative systems regulating business relations in Russia. Foreign managers are bewildered by the 
informal rules that are an inalienable part of doing business in Russia.  

Foreign businesses have been trying to work in Russia in keeping with international principles of 
transparency and stability and to avoid the use of gray business optimization schemes. Work in 
Western companies is based on the traditional elements of business culture such as incentivization, 
reputation and trust. However, foreign corporations are wary of introducing these values and other 
soft regulatory mechanisms, such as corporate codes, in Russia. The compliance of Russian 
employees with these corporate values is monitored by external mechanisms.  

One undeniable conclusion of this study is that greater predictability and transparency of the 
business environment, including the legal environment, can improve the investment climate in 
Russia. The existence of numerous interrelated and interdependent normative systems makes the 
overall rules of the game incomprehensible for foreign business. There is a very fine line between 



codified law, its practical application and informal rules in Russia. There is a danger that foreign 
managers working in Russia will inadvertently use prohibited mechanisms.  
Despite problems and contradictions, foreign companies have a better understanding of codified law. 
To improve its investment climate, Russia needs to reform its legal system, synchronize national 
laws with European and international laws, both on paper and in practice, and promote the primacy 
of law at all levels of Russian society.  
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