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Special Contribution

Evolution of Russian Business:

1

The purpose of this paper is to reconsider Russia as a business location and firm 

activities there. The present author majors in international business and is interested in 

business development in emerging markets. International business scholars have conducted 

research on why firms go beyond their borders, how their competitive advantages can 

be promoted through international business activities, what emerging markets bring to 

multinationals, etc.

Industrial organization and internalization theories concerning multinational 

cross borders when they intend to exploit those capabilities. From the 1980s through the 

2000s, multinationals were thought to build their capabilities by adopting good global 

strategies and/or exploiting their affiliates’ networks around the world. International 

business has thus focused on various facets of relationships between host countries and 

multinationals. Russia is considered an emerging giant market. It is not just developing, 

but is a middle-advanced nation in terms of market features and research and development 

(R&D) competency, which is an important factor when discussing emerging markets.

Dunning’s eclectic paradigm of international business is reviewed and critically 

discussed. Our view on international business, that is the FL2 framework, is presented, 

business locations. Next, two cases of Russian business are introduced, the local software 

government research subsidy, for which I would like to express my sincere gratitude. This paper is a part of 
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(1) Dunning’s eclectic paradigm 3

i.e., why multinationals transfer their core activities (e.g., factories in the case of the 

theorieseclectically, industrial organization and internalization theories.

Ownership specific (O) advantages come from the industrial organizational 

Internalization (I) advantages refer to the internalization theory and indicate that firms 

(L) advantages suggested that the manufacturers believe that there are appropriate assets in 

these three conditions are met, the company will transfers core activities across the border 

that market will be initiated. Where only O advantages are present, the firm will license 

production of their products to local companies. This is the basic idea of the eclectic 

paradigm.

O advantages I advantages L advantages

FDI Yes Yes Yes

Export Yes Yes No

Licensing Yes No No

Explaining International Production

  

Dunning divided O advantages into asset-based O advantages (Oa) and transac-

tion cost-minimizing O advantages (Ot). The former are property rights and/or intan-

gible asset advantages, such as production innovations, marketing systems, and non-

codifiable knowledge. The latter derive from common governance of organizing Oa with 

complementary assets, such as economies of scope and learning and access to parent’s and 

other group companies’ assets.

I advantages are expected to circumvent or even exploit three types of market failure. 

The first failure is caused by impediments to trading intermediate products or intangible 

Multinational Enterprises and the Global Economy

Publishing Company and relevant papers are referred.
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costs of organizing activities, such as vertical integration of value-adding activities. The 

third factor is externalities due to economies of scale, scope, geographic diffusion.

advantages in foreign locations. They can be divided into two assets, natural and creative. 

The former consist of natural resources, cheap labor costs and huge labor forces while the 

latter, human resources, technological resources, government policies.

The eclectic paradigm has received much criticism, to which Dunning has 

responded 4

based O advantages which enhance firm capabilities and asset values, such as corporate 

philosophy and the organizational culture. Institution-based L advantages (Li) which expect 

to develop human resources and to reduce transaction costs are also specified. The first 

advantage of the eclectic paradigm is that it is a comprehensive paradigm. Second, it covers 

of international business.”

The present author believes that we can learn a lot from the eclectic paradigm. 

First, variable labels and definitions become imprecise due to the extensionof the 

paradigm and the addition of sub-variables. Second, it does not explain the relationships 

among the O advantages, Oa, Ot and Oi. Third, the discussion of I advantages in terms of 

alliance and already-multinationalized firms is insufficient. Internationalized rather than 

the advantages and disadvantages of L factors are intermingled in Dunning’s paradigm. 

Therefore, a new framework appears to be indispensable, particularly for international 

business in emerging economies.

(2) The FL framework 5

When we review theoretical studies of international business over the last five 

decades, a major focus seems to be the locational features of the host countries. Porter 

suggested the Diamond, which is characterized by four elements of locations: factor and 

International Business and the Eclectic Paradigm, London: Routledge, 

is referred.

5 Imai, Masakazu (2011), ShinkotaikokuRosia no Kokusaibijinesu(International business of Russia, an 
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demand conditions; supporting industries; and good rivalry 6. Metanational theory focuses on 

managerial resources embedded in business locations 7. We are also aware that international 

business has evolved through the interaction or co-evolution between business activities and 

locations.

We want to suggestan FL framework in order to understand international business, 

competitive advantages and vice versa when a virtuous circle between them realizes. On 

the contrary, if host countries fail to provide appropriate business environments, no firm, 

whether foreign or home, can successfully conduct business and will have to withdraw 

from the market, and the business environment further deteriorates. This is a vicious circle. 

Evolution does not necessarily mean advancement.

Elements that govern firms and their activities (FRV: firm related variables) can 

be divided into three, organizational cultural (OC), managerial resources (MR), and 

external networks (EN) variables, as shown in Table 2-1. Organizational cultural variables 

encompass corporate philosophy, values, discipline, strategic planning, and organizational 

capabilities that can augment asset values. Managerial resources variables are tangible and 

intangible assets, and access to intra-firm MR, i.e., existent organizational capabilities of 

production, management, marketing and fund raising. External networks variables are access 

to external MR, which recently garnered particular attention in the context of network or 

social capital theory. Relations among the FRVs are summarized in Table 2-2, which means 

that the present organizational abilities (the sum of MR and EN) can be either multiplied or 

discounted by the organizational culture (OC).

Variables Elements

Organizational Cultural (OC) Variables ・Organizational culture, i.e., corporate philoso-
phy, values and discipline
・Strategic planning and organizational capabili-

ties to augment asset values

Managerial Resources (MR) Variables ・ -
cial resources
・Intangible assets, i.e., trademarks, designs and 

technology
・Existent organizational capabilities of produc-

tion management, marketing, fund raising, etc.
・

External Networks (EN) Variables ・

From Global to Metanational, how companies win in the 

knowledge economy, Boston
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FRV = OC x (MR + EN)

Source: Imai (2011), pp. 131-132.

Elements of location related variables (LRV) are divided into two, location assets 

consist of endowment of natural resources, factor markets of labor, materials, energy, etc., 

administration, economic and industrial policy, physical and institutional distance, social 

infrastructure, and business practices in inter-firm relations. Relations among LRVs are 

Variables Elements

・Endowment of natural resources
・Factor markets of labor, materials, energy, etc.
・Product and service market
・Professional and scientific/technological hu-

man resources

・Reliability of law and regulation
・
・Economic and industrial policy
・Physical and institutional distance
・Social infrastructure, i.e., transportation and 

communications
・

LRV 
Source: Imai (2011), p. 134.

Figure 1 depicts elements of business institutions, which are institutional and 

relational capitals. The former regulates vertical relations of the society while the latter 

regulates horizontal relations. The FL framework, which regards international business as 

and the locations is determined by that co-evolution, is sketched in Figure 2. 
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Since 1999, except 2009, natural resources and consumption have been the 

drivers of the Russian economic upsurge. The IT (information technology) industry has 

also been expanding drastically and supporting the boom. Software and IT services have 

internationally competitive advantages, and exportation has increased although far less in 

comparison to oil and natural gas exports. This is quite different from Russian traditional 

industries and can become a change agent of the Russian economy or society.

The software industry fits the Russian economic environment. There are few 

manufacturing industries which have competitive advantages over foreign firms. Even 

when they do, it is difficult to maintain that advantage because industrial infrastructures 

where there are sufficient and affluent human resources, it is easy to compete with 

foreign companies because only basic infrastructures are required, such as electricity and 

communications. Indian software industry is exactly the same.
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Source: Imai (2011), p.144.
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Table 4. Software export

2001 2002 2003 2004 2005

Software development

(Custom software)

n.a. n.a. n.a. 480 550

n.a. n.a. n.a. 130 200

Software products (package software) n.a. n.a. n.a. 130 200

200 345 530 740 950

2006 2007 2008 2009 2010

Software development 800 1,220 1,400 1,400 n.a.

280 280 400 320 n.a.

Software products 330 330 800 1,030 n.a.

1,410 2,150 2,600 2,750 3,200

Source: Russoft data and information provided by Varentin Makarov, Chairman.

     

Russoft, the Software association of Russia, announced a software export trend 

based on reports from member firms. Table 4 shows the figures since 2001. Exportation 

is still relatively small, but it has increased over the last decade, even in 2009. In 2010, it 

reached 3.2 billion dollars. In the case of 2009, software development (custom software and 

to little more than 10 percent due to the economic slowdown of their home markets. On 

the other hand, the export of software products (package software) has surged in recent 

years. The package software business needs not only technological but also marketing 

competencies because its features are more similar to consumer goods than commercial 

products. Sales of the custom software business can expect a steady increase, but a drastic 

marketed and attract a lot of people, sales are anticipated to increase by double or even 

triple-digits. For the Russian software industry, it is important to grow in order to compete 

with other countries such as India, Israel and Ireland. Development of the package software 

business is expected to grow continuously.

Labs 8. The former two are mainly custom software developers while the latter is an anti-

location is discussed.

(1)Luxoft

Russoft (2010) Russian Software Developing Industry and Software Exports 7 th annual survey, are referred.
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the two largest custom software houses in Russia. It employs more than 5,000 and its sales 

reached 206 million dollars in 2010. The technological proficiency of Luxoft is widely 

an ISO27001 in 2005.

Luxoft’s services extend from software development and product engineering to IT 

in 2006. These strategies enabled Luxoft to increase sales even amid the global economic 

crisis of 2009 and after.

Luxoft has three development centers in Russia, namely Moscow, St. Petersburg and 

reflects the growth of Luxoft itself and its customer base. In addition, customer needs 

require IT providers to expand global delivery locations. Multinationals demand consistency 

and high quality standards across several time zones, cultures and languages. Luxoft’s 

global reach is not just promoted by labor leverage, but by strategic intention to exploit 

the superior talents and unique strengths of each location. This is a firm’s co-evolutional 

reaction to the industrial trends and business locations.

that founded a development center in Russia and Eastern Europe. The Russian delivery 

with net profits of 28.3 million dollars. It reported that its sales increasedto 153 million 

and capital markets of Moscow) and Renaissance Capital.
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and business location evolution.

founded the company based on his own expertise.  The company has 2,300 employees and 

its revenue exceeded 500 million dollars in 2010.

service offices, mainly affiliate companies, are located in 29 countries around the world. 

thousand out of the users are corporate customers.

anti-virus providers under OEM (original equipment manufacturing) contracts. Recently, 

developed and democratic society. On the other hand, it provided people with a basic 

infrastructure, including education, healthcare, and lifelines, such as electricity and gases. 

It also produced top world class artists and athletes. Education seems to be the best success 

Even after the collapse of the former regime, some 70,000 students continue to obtain 

computer science, mathematics and physics masters’ degrees every year. When students in 

are produced annually. What is remarkable is not just the number of programmers, but also 

and results are equivalent to the Massachusetts Institute of Technology (MIT) and other top 

First, there are a number of people who have excellent programing competency in 

stages of the 1990s. 
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development centers in Russia and supplied good quality software services at quite 

low Russian costs for that time. From around 2000 onwards, Russian software firms, 

headquartered in Russia, began to be founded. They enhanced their MR through export to 

western markets and incorporated external resources (EN) by acquisition of other (software 

Third, learning organizations were formed to develop programmer capabilities 

through various training programs (OC). Excellent working environments were also design, 

done Indian software companies. The industry provides far stronger institutional pressure 

than the local environment. In the software industry personal competency is the key to 

success and customers and their requirements are common around the world. This might be 

the cause of such institutional pressure and we expect that this industry becomes a change 

agent of the Russian society.

Fourth, as the presence of the software industry increases in Russia, government 

tax) on software licensing agreements.

and totally disappear. Some used the opportunity to grow. Diversification of markets and 

product portfolios of firms accelerated with an increase in software product exports, etc. 

Software is still a small sector in Russia, but it has differentiated its characteristics. It has 

evolved and co-evolved with the world industry and the Russian business environment.

9

aircrafts and provides related services. It has a long history with Russia and has been 

engaged in various activities there since very early in Russia’s chaotic transitional period.

Boeing Frontiers
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a joint Sea Launch project to place commercial satellites into orbit. In 1997 the Russian 

cooperation in the development of the Sukhoi 100, a next generation middle-range aircraft 

Sept. 1993

Moscow

1995-98

1995

-

sia

1998

“Russian regional airplane, “ i.e., the development of the Sukhoi 100

center for Russian aerospaceengineers in Moscow

2004

on participation of Russian companies in the development of 787 Dream-

liner

-

turing and engineering services for civil aviation

May 2011
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its commitment to the Russian industry and its collaboration with many local partners in a 

(2) Technical research center 10

dissolved, in 1992 consumer prices rose 26 times annually and 1993 saw the political 

force.

The purpose of the Center was to tap the talent of Russian scientists and IT 

of fact, due to government malfunction and the state as a whole, some topnotch scientists 

these talents relatively easily in Moscow.

11, for example, developing new materials, 

prototypes, other technologies including IT, experimental modelsand aerodynamic research.

Science and Luxofthave been cooperating with each other in research activities. More than 

500 scientists, technical specialists and programmers from various organizations participate 

(3) Design center

commercial airplanes and are engaged in detailed design and stress analysis. Out of this 

1,200, more than 1,000 engineers are contractors from engineering service companies and 

together in round-the-clock design and construction-related work on civil aircrafts for the 

last 10 years or more.

Computational Fluid Dynamics 2010: 

 In Part VI of this volume, 

“LES-based numerical system for noise prediction in complex jets.”
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The Design Center in Moscow introduced modern computer technologies in its 

early stages.It initiated a unique training program for Russian engineers to master advanced 

standard for the aerospace industry.

back in the middle of the 1990s and both companies have a long collaborative history. 

Technologies), a strategically ownedstate corporation. It was founded in 2009 in a remote 

order to avoid troublesome trade issues when titanium is once exported and unusable chips 

have to be returned to Russia, it is important to keep the chips within Russia. This was the 

Titanium is a strong, stable and corrosion-resistant material which fits with 

composite materials used for the 787 Dreamliners and the next generation737s. The joint 

of titanium processing.

(5) Other activities in Russia

Soviet airlines back in 1972. It opened its Moscow office in 2000 for air navigation and 

its St. Petersburg office in 2007 with approximately 100 specialists mainly for marine 

agreement with Sberbank, Russia’s largest commercial bank for aircraft financing and 
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that have led to collaborative relationships and to the sale of its products and services in the 

Russian market.

First, Russia offeredprestigious scientific resources and significant human resources as a 

to enhance its intangible resources (MR) and network resources with various Russian 

organizations (EN).

737 737 747 757 767 777 787 MD-11 Total

classic  (order)  (order)

50 11 22 3 86

Transaero 20 2 13 12 7 54

8 10 2 20

15 15

3 10 13

20 2 22

Total 51 72 28 2 25 7 22 3 210

        

(Commonwealth of Independent States) countries, natural resources (titanium) and 

policies through various cooperative arrangements with Russian authorities and prestigious 

co-evolution of businesses and locations.
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remarks. First, when we study international business, it is quite advantageous to pay 

more attention to business location and to explorethe interaction between firmactivities 

institutions. Firms try to exploit the former by conducting various activities, and to 

minimize costs incurred by business institutions. The FL framework is a tool for analyzing 

such dynamismand is suitable particularly for emerging economies. In the context of 

Russia’stransitional economy over the last two decades this framework is helpful for 

understanding the drastic changes of the location and evolutional commitment of some 

Second, the commonality of firm activities and the business location should be 

pointed out. Russia is thought to be a unique market and many people recognize that 

even advanced countries. It is true that Russian state corporations behave quite differently 

in comparison to private ones, but this is mainly due to ownership and the distance from the 

combining those valuable foreign assets, corporate values and behavioral patterns of some 

Russian companies are similar to those of their Western counterparts.

Third, the present research on Russianand foreign firms in Russia,is stilllimitedin 

order to fully support the FL framework. There is much commonality between Russian and 

are expected to provide good supports to the FL framework.




