
Chapter 1 Introduction 

 
 

1.1. Research Background 
 
Prior to 1987, any kind of business cooperation between local and foreign 

enterprises in the U.S.S.R. was a rarity; the few ongoing cooperative ventures had the 
blessing of the Soviet regime, and were involved with projects deemed to be of 
strategic importance. A decree governing the creation of JVs and political change in 
Russia, followed by liberalization and movement toward a free market model, made it 
possible for foreign firms to enter Russia and conduct business. Among the more 
popular entry modes for foreign firms into the Russian market (please read ‘the post-
Soviet states, including Russia and the CIS, or Commonwealth of Independent States’, 
for ‘Russian market’) included importing, entering a JV with a Russian partner and, to 
a lesser extent, establishing a wholly owned subsidiary.  

 
The energy (natural gas and oil), and aerospace industries were among the most 

attractive to foreign companies entering the Russian market; there were many 
examples of JVs between giant Western concerns and Russian firms entering into 
alliances. As the 1990s progressed, companies from more conservative and culturally 
distant regions, such as Korea, Japan, and China, realized increasingly the importance 
of the Russian market, and, weighing the trade-off between wasted opportunity and 
risk, began to enter the Russian market. It is safe to say that the Russian market is 
becoming more and more attractive to foreign investors in general. Although the 
majority of investors in Russia are still from the U.S.A and Europe, many Taiwanese 
companies have already made inroads into the lucrative potential market that is Russia.  

 
The primary countries making foreign investment into Russia include Germany, 

the U.S.A, Cyprus, the UK, France, the Netherlands and Italy. This group accounts for 
74 percent of the total cumulative foreign investment and 73.4 percent of the total 
cumulative direct foreign investment1 (please refer to the Table 1-1). 

 
Table 1-1. Volume and Structure of Foreign Investment into Russia, 1999-2002 
 

                                                 
 
1 Source: Ministry of Economic Development and Trade of Russian Federation. 
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Direct Portfolio Others Year Total, million $ 
million $ % million $ % million $ % 

1999 9560 4260 44.6 31 0.3 5269 55.1
2000 10958 4429 40.4 145 1.3 6384 58.3
2001 14258 3980 27.9 451 3.2 9827 68.9
2002 19780 4002 20.2 472 2.4 15306 77.4

 
Beginning near the end of 2004, we have noted the acronym “BRIC” with 

increasing frequency in the media. It stands for “Brasil, Russia, India, and China”. If, 
over the past five or ten years, China has been the preferred destination for FDI, there 
has been an apparent shift, in that foreign investors commonly look at both China and 
other sizable emerging economies, including Brasil, Russia, and India. 

 
Since the collapse of the Soviet Union and its controlled economy, through 

perestroika, and the financial crisis of 1998, the economy of the Russian Federation 
has been recovering. As the OECD report “Economic Survey - Russian Federation 
2004: Sustaining Growth” states: 

 
“The post-crisis recovery has been faster and more sustained than most 

observers believed possible in late 1998, with real GDP growing by an average of 6.7 
per cent per year during 1999 2003. The recovery has been relatively broad-based: 
most major industrial sectors and services have grown strongly. However, growth has 
been driven primarily by export-oriented industries, particularly the oil industry, 
which has made by far the most important contribution to growth in recent years. In 
addition, rapidly growing oil exports - together with favourable terms of trade - have 
also been the main factor enabling the current consumption boom to unfold without 
putting the external balance in danger so far. However, significant increases in 
productivity have also been crucial, as they have helped Russian industry to stay 
competitive in the face of rising wages and a strengthening real exchange rate”. 

As the Russian economy has enjoyed this period of sustained growth, many 
business opportunities have emerged. Foreign investment into Russia is increasing, in 
spite of the perceived strengthening of political power of Russian President Vladimir 
Putin, and its manifestations, such as the Yukos affair. The Taiwanese business sector 
considers Russia as a destination for potential investment, but its total investment into 
the Russian economy is very low. The primary reasons for this incongruity include a 
lack of general information about the Russian market and its business practices, two-
way government constraints on export/import business, and language barriers. Taken 
together, these factors largely explain why the amount of Taiwanese FDI into the 
Russian economy is so low. At the same time, Taiwanese companies understand the 
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potential of the Russian IT market, and sell their products in Russian through local 
distribution partners. A very few Taiwanese companies have set up branch offices in 
Russia, and actually invested in R & D centers or production lines. 

 
The IT industry in Russia has grown 30-40 percent in 2001-2003. In some 

segments the market experienced very rapid growth with over 50 percent growth in 
2003. Systems integration saw a 35-40 percent rise, the infrastructure market went up 
by 30 percent, and the computer manufacturing and assembly sphere rose by 20-25 
percent and the software development market grew 40 percent (Kozuharov, 2004)). 

 
The objectives of this paper are to analyze the current business operations of 

Taiwanese IT companies in the Russian market, their perceptions of the market’s 
current state of development, and the congruency of implemented business models. 
By further analyzing the nature of existing business relationships between Taiwanese 
and Russian firms, the researcher aims to provide a practical guide for Taiwanese IT 
companies seeking to penetrate the Russian IT market.  
 
 
 

1.2. Research Objectives and Issues 
 

Although Russia is fast becoming an important market for the IT products of 
Taiwanese companies, the Taiwanese business community lacks a general 
understanding of both the general economic situation and of typical Russian business 
practices, and experience working with Russian counterparts. There is an extensive 
body of literature on alliances between Asian and European or American firms, but 
almost nothing has been written on how Taiwanese and Russian companies work 
together.  

 
More specifically stated, the objectives of this thesis are to examine how 

Taiwanese companies conduct business in the Russian market and how they form and 
manage their business relationships with Russian partners. How do they seek local 
partners, by what metrics do they evaluate potential partners, and how do they go 
about establishing and growing business relationships?  

 
The research issues are: 
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1. What is the perception of the Russian market by Taiwanese firms? 
2. How does this perception influence their business activities in Russia? How 

does it influence their entry mode? 
3. What are the business models of Taiwanese firms in the Russian market?  
4. How do Taiwanese companies select their Russian partners? What criteria do 

they use to evaluate their Russian partners? Have these criteria changed over 
the past 10 years? 

5. How do Taiwanese companies manage their relationships with Russian partner? 
What they have learned from this partnership? What are the conflicts and 
difficulties the face? 

 
 

1.3. Thesis Structure 
 
The thesis comprises 6 chapters. 
 
Chapter 1: Introduction, presents the research background, research objectives 

and issues, and thesis structure.  
 
Chapter 2: Literature Review, provides an overview to the literature on alliance 

theory, and changes in the business environment in Russia that have influenced the 
direction and mode of cooperation between local firms and foreign partners. It also 
includes a summary of alliances in the energy and aerospace industries between 
Russian firms and their Western counterparts. The lack of academic literature on the 
subject of partnership between Taiwanese and Russian companies necessitates this 
supplemental theoretical and historical background, to provide more insight into the 
research. 

 
Chapter 3: Methodology, introduces the research methods. Case study research 

methodology was employed, a proper use for investigation of the evolving nature of 
business relationships between Taiwanese and Russian companies. The sampling 
procedure is described, followed by the data collection, then methods of data analysis, 
and the limitations of the research are discussed. Finally, the framework for this 
research is introduced. 

 
Chapter 4: Business Relationships between Russian and Taiwanese firms, 

provides 12 detailed case description based on the researcher’s interviews with 
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management at the respective companies. It provides qualitative data about 
partnerships between Russian and Taiwanese firms in the IT sector.  

 
Chapter 5: Discussion, the research issues are addressed. First, this chapter 

addresses the issue of pre-market analysis, how it influenced Taiwanese firms’ chosen 
entry modes and their current operations in Russia. Second, business models of 
Taiwanese companies in Russia are analyzed. The issue of congruency between 
Taiwanese companies’ market assessments and existing operations in Russia is also 
addressed. Third, the relationship(s) between supplier and distributor, and in most 
cases between the supplier and multiple distributors, is discussed.  

 
Chapter 6, Conclusions, summarizes the results of the research, makes 

suggestions for Taiwanese companies, both new entrants and existing entrants, for 
their future business activities in the Russian market. This chapter also discusses 
directions for future research. 


