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1. INTRODUCTION  
 
The choice of ownership strategy for foreign operations – whether to go on its own in the 
form of a wholly owned subsidiary, or to share the ownership with a local partner through a 
joint venture - is one of the key strategic decisions that a firm investing abroad needs to 
make. When selecting ownership strategy, the firm needs to balance between its own, 
company-specific preferences and host country institutional conditions. The adaptation of 
ownership strategy to formal and informal institutions of the host location is particularly 
important in large emerging economies such as Russia, where the institutional conditions 
variy not only from the developed market economies but also within the country. The 
nation-level institutions governing foreign entry to Russia include both formal constraints, 
such as foreign ownership restrictions in certain industries of strategic importance to the 
state (Karhunen & Kosonen 2008) and informal constraints including administrative 
barriers and preferable treatment of domestic firms over foreign ones (Yakovlev 2007).  
Russia has a very large territory and consists of 83 regions, each of which has its own 
regional government responsible for conduct of regional economic and social policy, as 
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well as the enactment and enforcement of regional legislation. Hence, the sub-national level 
of analysis needs to be incorporated in the analysis of impact of institutions on foreign 
business strategies in Russia.  
 
The relationship between institutions and foreign investment strategies has intrigued many 
international business scholars in recent years, generating ample amount of research (e.g. 
Gaur and Lu 2007; Brouthers 2002; Brouthers and Brouthers 2000; Delios and Beamish 
1999). Taken the underlined importance of institutional conditions for business strategies in 
transition and other emerging economies, majority of existing contributions has empirically 
drawn from this context (Meyer at al. 2009; Dikova & van Witteloostuijn 2007; 
Uhlenbruck et al. 2006; Meyer & Nguyen 2005; Meyer 2001; Delios & Henisz 2000). The 
impact of institutions on foreign business strategies has been analyzed in terms of choice of 
entry mode and investment location, as well as of subsidiary performance. Institutional 
advancement has been found to affect level of foreign ownership, although in conflicting 
manner. On the one hand it has been shown that institutional progress makes full ownership 
more likely (Meyer 2001), on the other hand it has been argued that positive institutional 
advancement prompts investors to trade full subsidiary ownership for local partnerships 
(Dikova & van Witteloostuijn 2007). Hence, the relationship between foreign ownership 
strategy and institutions is not yet thoroughly explored. Moreover, studies empirically 
focusing on Russia are practically nonexistent. Finally, sub-national institutional 
differences, which have a great importance in geographically vast and culturally diverse 
countries such as Russia, have received scant attention (cf. Meyer & Nguyen 2005).   
 
Our aim is to contribute to the empirical and methodological gaps in existing research by 
analyzing the relationship between foreign ownership strategy and institutions in Russia 
and its regions. More specifically, we apply and develop the concept of institutional 
distance (Kostova 1999; Scott 1995; Xu & Shenkar 2002), consisting of regulative, 
normative and cognitive distances, by integrating a sub-national dimension into the 
analysis.  We argue that in addition to the nature of nation-level institutional distance 
between the investor’s country of origin and the host country, also sub-national differences 
bear an impact on the foreign ownership strategy. Empirically, we test a number of 
hypotheses derived from existing research in a sample of 2007 foreign firms with foreign 
ownership, registered in the Russian Federation. The data include foreign subsidiaries as 
well as joint ventures with local partners in all Russian regions. We utilize Scott`s (1995) 
three pillars of normative, cognitive and regulatory institutions to create separate indices for 
different aspects of institutional distance. The construction of indices is based on the study 
of Estrin et al. (2007). We also modify two of these indices (namely, for cognitive and 
regulatory distances) to count for institutional differences between regions within Russia.  
 
Our main contribution to the existing research is the finding that sub-national differences in 
institutional distance have an important influence on ownership strategy of foreign firms in 
Russia. In particular we found that foreign investors from distant countries in cognitive and 
regulative norms need local partners to cope with sub-national (regional) institutions rather 
than national. Furthermore we found that while foreign investors tend to establish 



 
 

3 

 

partnerships in Russian regions with high cognitive distance, they prefer full ownership 
strategy if such regions have high investment risks. We also found that investment risk, 
growth potential, share of state enterprises in a particular Russian region, capital size of a 
firm and industry are important factors of foreign firms` ownership strategies in Russia.   
 
The paper is structured as follows. We begin with a literature review and then outline our 
research hypotheses. Next we describe the data and estimation methodology. After that we 
report the empirical results and draw conclusions of the paper.  
 
 
2. THEORY AND HYPOTHESES  
 
The determinants of ownership structures of foreign subsidiaries have been extensively 
studied in the recent decades. The dominant theoretical perspective applied is the 
transaction cost (TC) theory, which views the choice of ownership structure for a subsidiary 
as a result of firm’s preference to minimize transaction costs. This approach has been 
applied specifically to multinational enterprise’s choice between whole and joint ownership 
(see, e.g. Anderson & Catignon 1986; Hennart 1991). Traditional transaction cost research, 
however, has focused on micro-analytical aspects and treated macro-level institutions 
largely as ‘background’ factors (Meyer et al., 2009).   
 
Consequently, a number of scholars have begun extending TC entry mode theory by 
including institutional variables in the analysis. Some studies have taken the viewpoint of 
host country institutions only, i.e. analyzed how institutional features in the host country 
affect ownership strategy (Meyer et al. 2009; Dikova & van Witteloostuijn 2007; Brouthers 
2002; Brouthers & Brouthers 2000; Delios & Beamish 1999). Host country institutions 
have been shown to moderate the effect of other factors related to entry mode choice 
(Dikova & van Witteloostuijn 2007), for example through increased transaction costs 
(Meyer 2001).  There is also evidence that institutional factors would have even more 
important influence on the ownership position of the foreign investor than transactional 
factors (Delios & Beamish 1999). In addition to the majority of studies, which have 
addressed the influence of institutions on national level, sub-national institutions have 
started to receive attention more recently. In particular, it has been shown that institutional 
pressures rising from incumbent firms and the domestic market orientation of the investor 
lead to the preference of joint venture entry (Meyer & Nguyen 2005).  
 
Other studies have focused on differences in institutional conditions between the investor’s 
country of origin and the host country (Gaur & Lu 2007; Estrin et al. 2007; Meyer 2001). 
Such differences have been analyzed with the concept of institutional distance (Kostova 
1999), which captures the different aspects of institutions. This paper joins this stream of 
research by applying the concept of institutional distance to ownership strategy decisions of 
foreign investors in Russia. This concept is applied both on national and sub-national level 
to capture differences among Russian regions as institutional environments. In the 
following subsection below we elaborate the effects of institutional distance on ownership 
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strategy and possible moderating effects of sub-national institutional differences in Russia 
into hypotheses.  
 
 
2.1. Institutional distance and foreign ownership strategies 
 
Institutional distance is a relatively recent construct, which has been developed in strategic 
management literature to capture the differences between the institutional environments of 
two countries (Gaur & Lu 2007; Kostova 1999). It originates from Scott’s (1995) definition 
of institutions as consisting of three pillars: regulative, normative and cognitive. In a broad 
sense Scott’s (1995) definition equals to the North’s definition of institutions as “rules of 
the game in a society or, more formally, the humanly devised constraints that shape human 
interaction” (North 1990). The regulative pillar refers to North’s formal institutions, which 
are of written nature and often originate from the state. The normative and cognitive pillars 
represent the informal institutions, such as norms, values and culture, which act as 
“unwritten rules of the game” (North 1990). Scott (1995) defines the normative pillar as 
legitimate means to pursue goals, whereas the cognitive pillar refers to the beliefs and value 
system of a society (DiMaggio & Powell 1983). In a real world, the normative and 
cognitive aspects of institutions are, however, often difficult to distinguish from each other 
(Scott 1995; Gaur & Lu 2007).  
 
In the research on foreign entry strategies, the development of the institutional distance 
construct is rooted to the theoretical construct of psychic distance (Johanson & Vahlne 
1977) and its latter operationalization into a cultural distance index (Kogut & Singh 1988). 
Psychic distance is defined as the degree to which a firm is uncertain of the characteristics 
of a foreign market, which in turn is influenced by cultural differences between the firm’s 
country of origin and the host country (Kogut & Singh 1988). Correspondingly, firms 
would prefer low-commitment entry modes in psychically distant markets and gradually 
increase their commitment as they gain experience on the market (Johanson & Vahlne 
1977). The construct of psychic distance, however, remained largely theoretical (Kogut & 
Singh 1988). Nevertheless, the notion of uncertainty, which is central to the construct of 
psychic distance, latter inspired the development of a more operational construct: cultural 
distance. This construct was operationalized into a concrete measure by Kogut & Singh 
(1988) who formed a composite index of cultural distance by using Geert Hofstede’s 
(1980) four dimensions of culture (i.e. power distance, uncertainty avoidance, 
masculinity/femininity, and individualism). Kogut & Singh (1988) hypothesized, and also 
found empirical support, that firms from the United States would more likely choose joint 
venture as foreign entry mode in more culturally distant countries. However, later research 
applying this construct presented contradictory empirical evidence, i.e. linked national 
cultural distance to wholly owned modes, joint ventures and/or nothing (Brouthers & 
Brouthers 2001). To improve the explanatory power of the construct, it was suggested that 
contingent factors, such as investment risk, should be added to the analysis (Brouthers & 
Brouthers 2001). The hypothesis that investment risk moderates the impact of cultural 
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distance on mode selection (i.e. full ownership is selected in culturally distant markets with 
high investment risk) received also empirical support (Brouthers & Brouthers 2001).  
 
In parallel to international business scholars struggling with the “national cultural distance 
paradox” (Brouthers & Brouthers 2001), organizational theorists focused on institutional 
differences between countries, leading to the introduction of a new construct, institutional 
distance (Kostova 1996; Kostova & Zaheer 1999). This construct is based on the three 
pillars of institutions – regulative, normative and cognitive – developed by Scott (1995). 
Hence, institutional distance is defined as the extent of similarity or dissimilarity between 
the regulatory, cognitive and normative institutions of two countries (Kostova 1996). When 
applied to foreign business strategies, a key assumption derived from institutional 
organization theory is that foreign entrants need to gain legitimacy in the host environment 
(Kostova & Zaheer 1999). Gaining legitimacy in institutionally distant environments would 
be more difficult (Xu et al. 2004). To overcome the “liability of foreignness” firms would 
tend to involve a local partner and give up more equity ownership to the partner (Inkpen & 
Beamish 1997; Makino & Delios 1996).  
 
The construct of institutional distance was first discussed in the context of foreign entry 
strategies by Xu & Shenkar (2002), who proposed that firms would prefer acquisitions 
where normative and cognitive distances are small, and Greenfield investment when 
normative and cognitive distances are large. Moreover, they proposed that entry would 
more likely take place via a wholly owned subsidiary or majority joint venture where 
regulative distance is small and via a minority joint venture where regulative distance is 
large. Finally, high equity control modes would be preferred where normative distance is 
small and low equity control where normative distance is large. Xu & Shenkar (2002) did 
not, however, develop concrete measures to test their propositions empirically. It was done 
in part by Xu et al. (2004), who developed the regulative and normative distance measures 
and empirically tested them into a sample of Japanese overseas subsidiaries. The measures 
for regulative and normative distances were constructed on the basis of information 
provided in The Global Competitiveness Report, which documents country differences over 
various items of institutional environment (Xu et al., 2004). Their empirical analysis 
provided support to the hypotheses, i.e. larger regulative and normative distances were 
associated with a lower level of equity ownership.  
 
A further advancement in the operationalization of the institutional distance construct was 
made by Estrin et al. (2007), who equaled the normative distance with the cultural distance 
index of Kogut & Singh (1988). To measure regulative distance, Estrin et al. (2007) 
employed the Economic Freedom Index published by the Heritage Foundation. Cognitive 
distance measure was composed by the authors from four items, two of which are 
associated with educational achievements of a country, and two - with exposure to new 
technologies in the society. Estrin et al. (2004) hypothesized concerning entry mode choice 
that Greenfield investment would be associated with large regulative distance but not 
associated with large cognitive or normative distance. The hypotheses found empirical 
support in the case of regulative and cognitive distances, but not for normative distance. 
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This led the authors to conclude that all three measures should be used simultaneously to 
capture the variation in entry mode choice.  
 
The most recent application of the concept of institutional distance was made by Gaur & Lu 
(2007), who applied it as a contingency factor to explain the relationship between 
ownership strategies and subsidiary performance. In contrast to Estrin et al. (2007), the 
authors grouped normative and cognitive aspects into one concept, reasoning that they 
would be quite similar to each other (Scott, 1995). To measure regulative and 
normative/cognitive distance, Gaur & Lu (2007) used country-level indicators derived from 
the World Competitiveness Yearbook. They were supplemented with a political risk rating 
variable obtained from Country Risk Ratings: Euromoney. Gaur & Lu (2007) received 
empirical support to their hypotheses that foreign ownership positively correlates with 
subsidiary survival in institutionally distant (both in terms of regulative and 
normative/cognitive distance) countries.  
 
Based on the review of existing contributions above, we present a number of hypotheses to 
empirically test the impact of three components of institutional distance, namely normative, 
cognitive and regulatory distances, on foreign ownership strategies in Russia. Following 
Estrin et al. (2007) we hypothesize that  
 
Hypothesis 1: Foreign companies are more likely to choose sharing ownership with a local 
partner (joint venture) rather than full ownership (wholly foreign owned enterprise – 
WFOE) the higher the normative distance between the home and the host country is.  
 
Hypothesis 2: Foreign companies are more likely to choose sharing ownership with a local 
partner (joint venture) rather than full ownership (WFOE) - the higher the cognitive 
distance between the home and the host country is.  
 
Hypothesis 3: Foreign companies are less likely to choose sharing ownership with a local 
partner (joint venture) rather than full ownership (WFOE) the higher the regulative 
distance between the home and the host country is.  
 
In addition to examining the hypotheses on national level, for cognitive and regulatory 
distances we bring the analysis to sub-national level to capture regional differences within 
Russia as a host country1. We argue that  
 
Hypothesis 4: Regionally adjusted measures of cognitive and regulatory distances have 
better explanatory power than unadjusted ones.  
 
This hypothesis is based on the notion that since Russia has a very large territory and its 
regions differ a lot in business and institutional environments, sub-national (regional) 
differences in institutional distance might be more important determinant of international 
ownership strategies in Russia than institutional distance between home country and Russia 
as a whole.  
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Furthermore, based on the study of Brouthers & Brouthers (2001) we hypothesize: 
 
Hypothesis 5: If investment risk in a particular Russian region is high and normative 
distance increases, full ownership will be chosen.  
 
Hypothesis 6: If investment risk in a particular Russian region is high and cognitive 
distance increases, full ownership will be chosen.  
 
Hypothesis 5 is based on the hypothesis 2a of Brouthers & Brouthers (2001) study. We also 
expand this hypothesis to cognitive distance since it has been argued in the literature that 
normative and cognitive distances reflect similar and interrelated concepts (Scott 1995, 
Gaur & Lu 2007).  
 
 
2.2. Share of state enterprises and foreign ownership strategy  
 
In transition economies, state owned enterprises (SOEs) are still important players and 
newcomers may find a partnership as important means to attain legitimacy (Peng & Heath 
1996, Hoskisson et al. 2000, Lyles et al. 2004). Moreover, where SOEs dominate the 
economy, they also control access to crucial local assets and old-style business networks. 
SOEs in transition economies often pursue network-based growth strategies (Peng & Heath 
1996) and may thus see a JV with a foreign partner as an opportunity to strengthen their 
market position (Fahy et al. 2000, Hitt et al. 2000). Thus, where SOEs are strong, foreign 
investors may find it more difficult to prosper on their own. Meyer and Nguyen (2005) 
point that institutional analysis suggests that strong incumbents would induce foreign 
investors to seek joint ventures as mode of entry based on three complementary effects: the 
local firms’ control over resources, the newcomer’s need to gain legitimacy, and the 
lobbying power of incumbents. 
 
In the case of Russia, the models explaining the ways in which businesses interact with 
state institutions have evolved from “state capture” in which powerful firms have great 
sway over the state (Hellman & Schenkerman 2000; Frye 2002; Hellman et al. 2003) 
towards “business capture” by the authorities (Yakovlev 2006). More recently, the analysis 
has been extended from national to sub-national level to investigate the influence of firms 
to institutions on regional level (Yakovlev 2007; 2008). Such research has identified a 
“system of interchange” in the regions, where prominent local firms participate in decision-
making on regional level and receive government support in exchange (Yakovlev 2007). 
Particularly active in drafting regional industrial policy are companies with a state 
ownership stake (ibid).  
 
Consequently, following Meyer and Nguyen (2005) we hypothesize: 
Hypothesis 7: The more state-owned enterprises dominate in a particular Russian region, 
the more likely foreign investors are to choose joint venture as ownership structure.   
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After outlining our hypotheses we next present the empirical data and methodology, which 
was applied in testing them.  
 
 
3. DATA AND METHODOLOGY 
 
3.1. Sample  
 
We identified an initial sample of 13 000 companies with foreign ownership registered in 
Rosstat (Russian State Statistical Agency) during the period of 1990-2008. This sample 
consists of foreign companies fully owned by one foreign entity (MNE, foreign company) 
and joint ventures of one foreign company or MNE and any number and any type 
(company, citizen, authority) of Russian partner/s. In this large sample foreign owners of 
41% of companies are from Cyprus (28%) and British Virgin Islands (13%). These two 
countries are well-known as offshore zones popular with Russian flight capital. Therefore 
these investments cannot be considered as foreign since they have Russian origin. Such 
investments can be driven by different motives than truly foreign investments. Mixing 
different types of investors in empirical study might bias the results. In order to avoid this 
we exclude all the companies with foreign partner from Cyprus and British Virgin Islands. 
Next we exclude all the companies with capital size less than 5 million rubles (about 112 
thousands Euros). The final sample comprises 2007 firms that announced investments in 
Russia in the period of 1990 - 2008. The characteristics of both initial and final samples can 
be seen in Table 1.  
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Table 1 Characteristics of initial and final samples  
  % in initial 

sample  
(13000 firms) 

% in final 
sample  
(2007 firms) 

Foreign equity shareholding 
  

Minority JV (5-49%) 10,6 11,9 
Co-ownership JV (50%) 5,8 5,7 
Majority JV (51-95%) 14,2 15,1 
WFOE (95-100%) 69,4 68 

Broad sector of operation 
  

Agriculture, hunting, forestry, fishing 1,9 3,2 
Extraction of resources  1,8 1,4 
Manufacturing (including production and distribution of 
electricity and gas) 

14,8 30,4 

Construction, wholesale and retail trade, hotels and restaurants, 
transport and communications, real estate operations and other 
services 

81,6 65 

Time period of entry   
1990 – 1998 21,5 28,7 
1999 – 2003 31,6 36,3 
2004 – 2008  46,7 35 

Investing countries by group 
  

Developed countries  38,1 69,7 
Countries of Former Soviet Union 3,4 2,8 
Other transition countries 7 8,7 
Other countries 51,5 18,8 

Major investing countries 
  

Cyprus  27,8 0 
British Virgin Islands  12,5 0 
Germany  5,9 10,8 
USA  5,9 9,8 
Great Britain  5,8 9,5 
Netherlands  3,05 7,2 

Size    
Less than 10000 rubles (223,7 euro*) 5,4 0 
Between 10000 rubles (223,7 euro) and 15000 rubles (335,6 
euro) 

32,6 0 

Between 15000 rubles (335,6 euro) and 100000 rubles (2237,1 
euro) 

10 0 

Between 100000 rubles (2237,1 euro) and 500000 rubles 
(11185,4 euro) 

10 0 
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Between 500000 rubles (11 185,4) and 2000000 rubles (44741,4 
euro) 

7,7 0 

Between 2000000 rubles (44741,4 euro) and 5000000 rubles  
(111854 euro) 

6,2 0 

Between 5000000 rubles (111854 euro) and 1000000000 rubles 
(22370703 euro) 

27,1 96,1 

More than 1000000000 rubles (22370703 euro) 1,1 3,9 

Joint ventures by type of Russian partners    
Federal ownership 2,5 2,35 
Ownership of Russian regions` authorities 1,7 2,24 
Municipal ownership  0,3 0,85 
Private ownership  95,5 94,2 

*Converted from rubles to euro using online currency convertor http://www.oanda.com/convert/classic, 
09.03.2009  
 
3.2. Variables 
 
5.1. Dependent variables  
 
We utilize the binary dependent variable which equals to 1 if a firm is 95-100% foreign 
ownership and 0 – otherwise.  
 
5.2. Explanatory variables 
 

3.2.1 Host region variables 
 
Investment risk in a Russian region   
Regional investment risk is a rank from 1 to 891 for a particular Russian region where a 
firm is located. 1 is assigned to a region with the smallest investment risk in Russia and 89 
– to a region with the largest investment risk. The ranking is conducted by “Expert” 
journal. The value of investment risk is taken for the year which foregoes the year when a 
foreign firm entered Russian market.   
 
State enterprises  
This variable is a share of state owned enterprises in a particular Russian region.  The value 
is taken for the year which foregoes the year of entrance for all the firms which entered 
from the year of 1999. For all the preceding years of entrance the values are of the year 
1998 since data is not available before 1998. The data comes from Rosstat, Russian State 
Statistical agency.  
 

                                                
1 The Russian Federation is administratively divided into Federal Subjects, which are commonly referred to as 
regions. The number of regions was 89 until 2005, after which some of them have been merged. The current 
number of regions is 83. 
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Growth  
This variable is the average growth rate of Gross Regional Product (GRP) in a particular 
Russian region in the period of 1997-2006. The data comes from Rosstat. 
 
3.2.2 Industry level variables 

 
Resource-based industry  
Following Chung (2009) we divide all industries into two groups to analyze whether the 
importance of natural resources in the industry affects the foreign firm’s equity 
participation. The variable was first introduced by Gomes-Gasseres (1990). It equals to one 
for resource-based industries and 0 – otherwise. In accordance to Gomes-Gasseres (1990) 
resource-based industries include food and beverages, tobacco, textile mills, wood products 
excluding furniture, pulp and paper, petroleum, rubber, leather, stone and glass, primary 
metals. We also add agriculture, fishing, hunting and metallurgy to this list. The data comes 
from Rosstat.  
3.2.3 Firm level variables 
 
Capital size of a subsidiary   
This variable is a natural logarithm of capital size of a firm at the moment of its 
registration. The logarithmic transformation is generally used to normalize the size 
variable, which might otherwise be badly skewed (Demibarg et al. 2009). The data comes 
from Rosstat.  

 
3.2.4 Institutional distance’s indices  
 
Following Estrin et al. (2007) we distinguish formal and informal aspects of institutional 
framework and utilize Scott’s three pillars to calculate cultural, cognitive and regulatory 
distance’s indices.  
 
Cultural distance’s index   
Cultural distance’s index is based on Hofstede`s (1980) dimensions of culture and Kogut-
Singh index. To construct our index we utilize four out of five Hofstede`s cultural 
dimensions. These dimensions are power distance index, individualism/collectivism index, 
masculinity/femininity index and uncertainty avoidance index.  Their description can be 
found at Hofstede`s website2.  
 
In our study we compute Kogut-Singh in the following way: 
 

   4//4

1 


i iiRijj VIICD             (1) 
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where jCD is the cultural distance of the jth country from Russia, ijI represents the index of 
the ith cultural dimension and the jth country, R stands for Russia and iV  is the variance of 
the index of the ith dimension.  
 
Meyer et al (2009) found that the Ronen & Shenkar (1985) cultural clusters provide more 
powerful means to control for country-of-origin effects than the Kogut & Singh (1998) 
index. For robustness-check purposes we also use the set of dummy variables for societal 
clusters suggested by Gupta et al. (2002) which are quite similar to the mentioned Ronen 
and Shenkar`s clusters. Moreover we slightly modified the Gupta et al. classification in 
order to capture the differences between different groups of transition economies. 
Furthermore we include Norway and Iceland into the Nordic cluster. The adopted cluster 
classification is represented in Appendix 1.  
 
Cognitive distance’s index  
The cognitive pillar comprises “the cultural-cognitive elements of institutions: the shared 
conceptions that constitute the nature of social reality and the frames through which the 
meaning is made” (Scott 1995, p.57). Estrin et al. (2007) suggest that cognitive pillar is 
closely related to the cosmopolitanism concept. In particular they argue that “Societies 
where a wide range of information and mental maps are readily available, may thus act 
more entrepreneurial and innovative. Therefore, employees that are more highly educated, 
more cosmopolitan and more exposed to new information and technology are more likely 
to contribute to routines developed in the organization.” (Estrin et al. 2007, p.20).  
 
Following Estrin et al. (2007) we measure cognitive distance by the Kogut-Singh index 
where iI  represents the following items: two measures of educational achievements ( 
percentage of population above 25 years old with tertiary education3 and average schooling 
years in total population) and two measures of cosmopolitanism (number of personal 
computers and internet users per 100 persons). Measures of educational achievements come 
from Barro & Lee`s (2000) data set on educational attainment. Measures of 
cosmopolitanism are taken from World Development indicators. Whenever possible we 
used data for the year 2000. Otherwise, we used data for the closest year for which data was 
available.  
 
To test the hypothesis 4 we need to adjust cognitive distance for regional differences within 
Russia. To do so we modify the Kogut-Singh formula in the following way:  
 

   4//4

1 


i iiRRijj VIICD
k

     (2) 
 

where kRR stands for a particular Russian region (k=1,…,794). Measures of percentage of 
population above 25 years old with tertiary education and average schooling years in total 
population come from the official website of Russian State Statistical Agency (Goskomstat) 
of All-Russian population census of the year 2002.  
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The number of internet users per 100 persons in a particular Russian region has been 
calculated using the following formula: 
 

)2(* R
R

RR
RR IU

II
II

IU k

k
      (3) 

 
where 

kRRII and RII  are indices of intensiveness of using internet for the year 2005 in a 
particular Russian region and in Russia in average, respectively. The index has been 
calculated by the Independent Institute of Social Policy in Russia on the basis of the 
technique suggested by Perfiljev (2003). RIU  is the number of internet users per 100 
persons in Russia in average (as taken from World Development Indicators) which equals 
to 2.  
 
To calculate the number of personal computers per 100 persons in a particular Russian 
region we utilize the similar formula: 

)6(* R
R

RR
RR Comp

IIn
IIn

Comp k

k
      (4) 

 
where 

kRRIIn and RIIn  are indices of innovativeness for the year 2002 in a particular 
Russian region and in Russia in average, respectively. The index has been developed and 
calculated by the Independent Institute of Social Policy in Russia. RComp  is the number of 
personal computers per 100 persons in Russia in average (as taken from World 
Development Indicators) which equals to 6.  
 
Regulatory distance’s index  
According to Scott (1995/2001), the regulatory pillar of institutions consists of rules and 
regulations and the extent to which these rules are monitored and enforced. In the 
international business strategies` context the regulatory distance concerns laws and other 
rules that influence business strategies and operations. Following Estrin et al. (2007) we 
measure the regulative distance by the Economic Freedom Index published by the Heritage 
Foundation. This index includes 10 sub-indices: business freedom, trade freedom, fiscal 
freedom, government size, monetary freedom, investment freedom, financial freedom, 
property rights, freedom from corruption and labor freedom. The index ranges from 1 to 
100%. The higher the percentage, the more economic freedom the country has.  
 
We use data for the year 2000 or, if not available, for the nearest year, and compute the 
regulative distance as the absolute value of the difference between the regulative measures 
of Russia and home country (Estrin et al. 2000).  
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This index, again, does not count for regional differences within Russia. In order to count 
for them (i.e. to test the hypothesis 4) we utilize regional indices of economic liberalization 
and corruption developed and calculated by the Independent Institute of Social Policy in 
Russia. Both indices are measured by 5-point scale from 1 (the lowest level of economic 
liberty and the highest level of corruption) to 5 (the highest level of economic liberty and 
the lowest level of corruption). First, we computed the sums of these scores for each region 
as average for the period of 2000-2004. Second, in order the sums to be comparable to 
Economic Freedom Index, we transformed them into percentages assuming that the score 
10 represents 100%. Since we found that the deviation of computed regional scores from 
Russian average in some regions is quite high we counted only for 1/5 (or 20%) of 
deviations.  Thus, in order to calculate regulative distances adjusted to regional differences 
within Russia, we transform our regional indices of economic liberalization and corruption 
using the following formula: 
 

)8,51(*
_

_5/)__(
_. 2000R

R

RRRR
RR EFI

CIEL
CRELCRELCIEL

CIELAdj k

k


      (5), 

 
where 

kRRCIEL _ is our computed regional score of economic liberalization and corruption 
for a particular Russian region k. RCIEL _  is the average of our computed regional scores 
(i.e. Russian average), which equals to 57. 2000REFI  is the Economic Freedom Index for 
Russia for the year 2000, which equals to 51,8. Next we compute the regulative distance as 
the absolute value of the difference between the regulative measures of a Russian region (

kRRCIELAdj _. ) and home country.  
 

3.2.5 Other explanatory  variables 
 
We also include time trend variable to control for the year of entrance.  
 
4 RESULTS  
 
The descriptive statistics and correlation matrix of the dependent and explanatory variables 
is represented in Appendices 2 and 3. The results of binary logit models are provided in 
Table 2. In models 1,3,5,7 we utilize regionally unadjusted measures of cognitive and 
regulative distances and in models 2,4,6,8 – regionally adjusted measures. In models 1 and 
2 we measure normative distance by country clusters` dummies and in models 3, 4, 7 and 8 
– by Kogut-Singh index. In models 5 and 6 for robustness-checking purposes we do not 
include any of two measures of normative distance since they both rather highly correlate 
with regulative distance’s indicators (especially with an unadjusted one) which might bias 
the results. In Models 7 and 8 we include interaction terms of normative and cognitive 
distance’s measures with investment risk to test hypotheses 5 and 6.  
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Table 2 Results for binary dependent variable  
 Model 1 Model 2 Model 3 Model4 Model 5 Model 6 Model 7 Model8 

Intercept -13,8
a

 -15,7
a

 -12,3 
a

 -13,2
a

 -13,4
a

 -13,8
a

 -12,6
a

 -14,1
a

 

Risk -0,006
c

 -0,006 
c

 
-0,005 

-0,006
c

 
-0,005 

-0,006
c

 
-0,005 

-0,02
b

 

State -2,9
b

 -4,7
a

 -3,98
a

 -5,1
a

 -3,12
b

 -4,7
a

 -3,9
a

 -5,04
a

 

Growth 0,1
a

 0,14
a

 0,1
b

 0,12 
b

 0,11
b

 0,12
a

 0,1
b

 0,12
a

 

Resource -0,2
c

 -0,3
b

 
-0,2  -0,2  -0,2  

-0,21
c

 
-0,2  -0,21 

LnCap 0,156* 0,16* 0,17* 0,2* 0,16* 0,16* 0,17* 0,17* 

Trend 0,04
a

 0,03
b

 0,03
b

 0,02
c

 0,04
a

 0,02
c

 0,03
b

 0,02
c

 

Cognitive 0,1  
0,24 b  

 
0,31

a
 

 0,16   

Regulative -0,02 b  
 -0,01  -0,008  -0,01  

Reg_cognitiv
e  

-0,21*  -0,16*   -0,18*  -0,22* 

Reg_regulati
ve  

-0,006   -0,002    
0,02 a  

 -0,006  

Kogut-Singh 
  

0,004  
0,14 a  

   0,03  
0,17 a  

Risk*Kogut-
Singh   

    -0,002  -0,002  

Risk*Cogn./
Reg_cogn   

    0,005  
0,003

a
 

Others 0,4
c

 
0,9*           

Latin_E -0,4 
-0,9

a
 

          

Nordic -0,05  0,09            

Germanic -0,26
c

 
-0,3            

Latin_A -11,9  -13,2            

Arab 0,67  0,15            

South_Asia 0,05  -0,22            

Conf_Asia 0,2  -0,27            

Baltic -0,74
b

 -1,2
a

 
          

BelUkr -0,42 
-1,06

b
 

          

Psov_others -1,16
b

 -2,2
a

 
          

Eastern_E -1,21
a

 
-2,09*           

N_obs 1728 1717 1575 1570  1728 1717 1575 1570 

LR test 139* 229* 111,2* 150*  113* 167* 112* 161* 

Note1: p-value in parentheses; * denotes p-value less than 0,0001; a  - less than 0,01; b  - less than 0,05; c - 
less than 0,1.  
Note2: Anglo cluster is the reference category for country clusters` dummies 
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In general our models perform quite well as most coefficients are rather highly statistically 
significant. Our results do not support the first hypothesis, i.e. there is no evidence that the 
higher the normative distance the more likely a foreign firm will choose a joint venture. On 
the opposite, there is evidence that the higher the normative distance the more likely a 
foreign firm will choose full ownership. In model 3, 4, 7 and 8 we measure the normative 
distance by Kogut-Singh index. As we can see from the table the corresponding coefficient 
is positive and statistically significant in models 4 and 8. This indicates that the 
higher/lower the normative distance the more/less likely a foreign firm will choose full 
ownership when entering Russian market which contradicts our hypothesis 1. When we 
measure normative distance by cultural clusters` dummies, the results point to the same 
relationship.  In particular we find strong evidence that all groups of transition economies 
(which are assumed to have relatively small normative distance with Russia due to common 
history of socialism) tend to choose joint ventures rather than full ownership. The results 
for other countries are not statistically significant or unstable.  
 
Transaction cost economics (TCE) can explain why firms might prefer wholly owned 
modes of entry in culturally distant countries. In accordance to TCE, foreign investors 
prefer wholly owned entry modes when the costs of finding, negotiating and enforcing a 
cooperative agreement are greater than the costs of direct control in a culturally distant 
country (Erramilli & Rao 1993; Hennart 1989; Bowen & Jones 1986).  
 
For cognitive distance we find a rather strong support for hypothesis 4, i.e. that cognitive 
distance adjusted for regional differences have much higher explanatory power than 
unadjusted cognitive distance. Its coefficient is highly statistically significant in all models 
(the magnitude of the coefficient is approximately the same in all models and the sign is as 
expected by hypothesis 2). This result is very important since it indicates that it is vital to 
count for regional differences of cognitive distance between home and host countries in 
empirical studies on entry mode strategies for such large countries like Russia. It is 
interesting to note that we find support for hypothesis 2 (i.e. the higher the cognitive 
distance is the more likely a foreign investor will choose partnership with locals) only when 
we utilize regionally adjusted measure of cognitive distance. But if we use unadjusted 
cognitive distance the relationship is opposite and statistically significant in models 3 and 
5. This indicates that in general investors from countries which are distant in cognitive 
norms from Russia tend to establish wholly owned companies and vice versa. However, 
when they choose between Russian regions where to locate a company they prefer to 
establish partnerships in more distant regions and vice versa.  
 
We do not find any convincing support for hypotheses 3, i.e. the higher the regulative 
distance is the more likely a foreign firm will choose full ownership.   
 
To shed more light on the issue how regionally adjusted and unadjusted measures of 
cognitive and regulative distance influence entry mode choice we also estimate our model 
controlling simultaneously for both regionally adjusted and unadjusted measures of 
cognitive and regulative distances. The results are represented in Table 3 
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Table 3 Results for binary dependent variable 
 Model 9 Model 10 

Intercept -16,2
a

 -15,3
a

 

Risk -0,006 -0,006 

State -5,7* -5,8* 

Growth 0,14
a

 0,13
a

 

Resource -0,26
c

 -0,25
c

 

LnCap 0,17* 0,18* 

Trend 0,03
b

 0,03
c

 

Cognitive 0,7* 0,7* 

Regulative 0,11
a

 0,12
a

 

Reg_cognitive -0,27* -0,23* 

Reg_regulative -0,11
a

 -0,11
a

 

Kogut-Singh  -0,005 

Eastern_E 3Note  -0,86
b

 
 

N_obs 1686 1560 

LR test 238* 184* 

Note1: p-value in parentheses; * denotes p-value less than 0,0001; a  - less than 0,01; b  - less than 0,05; c - 
less than 0,1.  
Note2: Anglo cluster is the reference category for clusters` dummies 
Note3: The coefficients of all the other country clusters` dummies are not statistically significant  
 
Our findings in table 3 indicate that the higher the unadjusted cognitive and regulative 
distances (i.e. between Russia as a whole and home country of foreign investment) are the 
more likely a foreign firm will prefer full ownership strategy. And on the contrary, the 
higher regionally adjusted cognitive and regulative distances are the more likely a foreign 
firm will choose a partnership with locals. This is a very interesting finding and might 
indicate that foreign investors find more difficulties in coping with regional institutional 
particularities across Russia than national institutions. Consequently, the need for local 
partners is mainly caused by problems in adjusting to regional particularities both in 
cognitive and regulative norms. High statistical significance of both adjusted and 
unadjusted measures of cognitive and regulative distances in models 9 and 10 indicate that 
simultaneous inclusion of both types of measures improves the statistical power of the 
results.  
 
We did not find any evidence confirming hypothesis 5, i.e. that if investment risk in a 
region is high and normative distance increases, a foreign firm will prefer full ownership 
strategy. Hypothesis 6 is accepted at rather high level of significance only when we use 
cognitive distance adjusted for regional differences across Russia (Model 8). Thus we 
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might preliminary conclude that when cognitive distance between home country and host 
region is high and investment risk in a region is high, a foreign firm tends to prefer full 
ownership strategy.  
 
The hypothesis 7 is accepted at high level of significance. I.e. we conclude that the higher 
the share of state enterprises in a particular Russian region, the higher the probability that 
foreign firm will choose a joint venture rather than full ownership.  
 
From table 2 we also conclude that the higher the investment risks in a particular Russian 
region, the higher the probability that a foreign investor will prefer a joint venture to full 
ownership. It is known that MNEs entering countries with a high investment risk (including 
the level of corruption, bureaucracy, etc.) are likely to depend on their local partners to 
cope with obstacles in the host country. When the MNEs experience problems in their 
transactions, influential local partners can more effectively provide access to special 
treatment.  
 
The next finding is that the higher the growth potential in a particular Russian region, the 
foreign firms are more likely to choose full ownership rather than a cooperative mode. This 
result is quite expectable since in general more economically developed regions have better 
business environment and thus the need of local partners is less important.  
 
We also find that when capital size of a firm is high, foreign firms prefer full ownership 
mode to enter Russian market. The theoretical and empirical literature on this issue is 
contradictive. Some research studies suggest that when capital size of operation is high, 
foreign firms are more likely to choose lower equity ownership than a majority or full 
ownership (Catignon & Anderson 1988; Pan 1996; Shan 1991). The main argument here is 
that foreign investors must carefully consider the potential costs and returns of investment 
as the level of risk exposure is directly associated with the size of investment. On the other 
hand when the amount of investment is large, a MNF might be interested in high degree of 
control in order to secure financial resources. The empirical evidence on this issue is also 
contradictive. Hu & Chen (1993), Zhao & Zhu (1998), Wei et al. (2005) find that foreign 
investors are likely to choose full ownership or a higher equity share in their affiliates as the 
size of investment increases. However, for instance, the findings of Taylor et al. (2000) 
indicate that Japanese MNEs are more likely to adopt a low control mode to enter a foreign 
market when capital commitment is high.  
 
Our result suggests that the argument to secure large financial resources (i.e. to have higher 
degree of control over a firm) dominates when a foreign investor makes a decision on entry 
mode strategy of investing into Russia.  
 
Next we find that foreign firms tend to prefer joint ventures in resource-based industries. 
This result is quite expectable since foreign firms when investing in such industries might 
need local partner to obtain access to local resources.   
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Finally we found that time trend variable is positive and highly statistically significant in all 
the models. This indicates that through the period there is a tendency that foreign investors 
more and more prefer full ownership to partnerships when entering Russian market. This is 
quite an intuitive result since with time foreign investors have better and better 
understanding about business, cultural, etc. environments in Russia and consequently have 
less and less need in local partners to adapt in Russian market.  
 
 
5 CONCLUSIONS  
 
In this paper we utilize unique data to analyze empirically determinants of foreign 
ownership strategies in modern Russia. In particular we test the impact of institutional 
distance on the choice of ownership structure of foreign firms entering Russian market. 
This study uses a binary logit model to investigate the determinants of two types of foreign 
investors` entry strategies in Russia: full ownership and joint venture. 
 
In our study we have contributed to institutional theory of foreign ownership strategy by 
shedding more light on how sub-national institutions affect entry strategies of foreign 
investors in territorially large countries like Russia. In particular our findings indicate that 
at least for cognitive and regulative aspects of institutional distances there is evidence that 
foreign investors from distant countries need local partners to cope with sub-national 
(regional) institutions rather than national.  
 
Our results also suggests that the choice between full foreign ownership and cooperative 
modes highly depends on cognitive distance between home country of investment and a 
particular host region in Russia, i.e. the higher the cognitive distance, the higher the 
probability that a foreign firm will prefer joint ventures to full control modes. This goes in 
line with our theoretical proposition that cognitive behavior being of informal nature is 
rather tacit and thus when the cognitive distance between home and host country/region is 
high, a foreign firm needs local partners to adapt to local particularities of cognitive 
behavior/process. However this result does not hold for cognitive distance between home 
country and Russia as a whole. Moreover our evidence points to the opposite result, i.e. 
foreign investors prefer to establish wholly owned firms when the cognitive distance with 
Russia as a whole is high.   
 
We also found that when cognitive distance between home country and host region is high 
and investment risk in a region is high, a foreign firm tends to prefer full ownership 
strategy. This finding suggests that uncertainty moderates the impact of transaction costs, 
making wholly owned modes of entry more likely in culturally distant locations with high 
risk. The similar results have been found by Brouthers & Brouthers (2001), Sutcliffe & 
Zaheer (1998), Agarwal (1994).  
 
The other interesting finding is that foreign investors tend to establish joint ventures rather 
than full ownership foreign firms in Russian regions with higher investment risk, higher 
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share of state enterprises and lower economic growth potential. In general these results go 
in line with corresponding theoretical propositions and earlier findings in the literature.   
 
We also found that the higher the capital size of a firm the more likely a foreign firm will 
prefer full ownership to cooperative mode. This suggests that since political risk in Russia 
is very high in general, the argument to have higher control over firm to secure large 
financial resources dominates when a foreign investor makes a decision on entry mode 
strategy of investing into Russia.  
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Appendix 1 Cultural/Societal cluster classification 
Cluster Countries 
Anglo countries England, Australia, South Africa, Canada, New Zeland, Ireland, USA  
Latin Europe Israel, Italy, Portugal, Spain, France 
Nordic Europe Finland, Sweden, Denmark, Norway and Iceland 
Germanic Europe Austria, Switzerland, the Netherlands, Germany 
Latin America Costa Rica, Venezuela, Ecuador, Mexico, El Salvador, Colombia, Guatemala, 

Bolivia, Brazil, Argentina 
Sub-Sahara Africa Namibia, Zambia, Zimbabwe, South Africa, Nigeria 
Arab cultures Qatar, Morocco, Turkey, Egypt, Kuwait 
Southern Asia India, Indonesia, Philippines, Malaysia, Thailand, Iran 
Confucian Asia Taiwan, Singapore, Hong Kong, South Korea, China, Japan  
Slavic post-soviet 
countries  

Belorussia and Ukraine 

Baltic post-soviet 
countries 

Estonia, Latvia, Lithuania 

Other post-soviet 
countries 

Moldova, Armenia, Azerbajzhan, Georgia, Kazakhstan, Tadzhikistan, Kyrgyz 
republic, Turkmenistan, Uzbekistan  

Eastern Europe Albania, Bulgaria, Croatia, Czech republic, Hungary, Macedonia, Poland, Romania, 
Serbia and Montenegro, Slovakia, Slovenia, Greece  

Note: Adopted from Gupta et al. (2002) 
 
Appendix 2 Descriptive statistics of dependent and explanatory variables 
 

Var Mean SD Min Max N Var Mean SD Min Max N 

Dep. Var 0,68 0,47 0 1 2007             

Risk 16,45 19,95 1 86 2007 Latin_E 0,05 0,23 0 1 2007 

Lncap 17,47 1,48 15,42 22,92 2007 Nordic 0,08 0,27 0 1 2007 

State 0,08 0,06 0,02 0,33 2006 Germanic 0,26 0,44 0 1 2007 

Growth 106,71 1,92 97,75 109,35 2007 Latin_A 0 0,03 0 1 2007 

Resource 0,23 0,42 0 1 2007 Arab 0,02 0,15 0 1 2007 

Trend 11,98 4,22 1 19 2007 South_Asia 0 0,05 0 1 2007 

Regulative 16,79 7,33 0,1 42,9 1865 Conf_Asia 0,05 0,22 0 1 2007 

Reg_regulative 15,75 7,4 0,13 45,26 1865 Baltic 0,03 0,17 0 1 2007 

Cognitive 0,9 0,56 0,01 2 1760 Belukr 0,01 0,11 0 1 2007 

Reg_cognitive 5,43 2,71 0,07 11,34 1788 PSOV_others 0,02 0,13 0 1 2007 

Kogut-Singh 3,18 1,45 1,00E-
11 

5,95 1633 Easter_E 0,04 0,19 0 1 2007 

Anglo 0,21 0,41 0 1 2007 Others 0,82 0,46 0 2 2007 
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Appendix 3 Correlation matrix of dependent and explanatory variables* 
 

  Dep
. 

Var 

Risk Lnca
p 

Stat
e 

Growt
h 

Cog
n 

Reg_cog
n 

Regu
l 

Reg_reg
ul 

Kogut
-
Singh 

Resourc
e 

Tren
d 

Angl
o 

Dep. Var 1,00 -
0,18 

0,09 -
0,21 

0,21 0,05 -0,11 0,03 0,02 0,02 -0,10 0,07 0,04 

Risk -
0,18 

1,00 -0,04 0,61 -0,67 0,06 -0,23 -0,07 -0,07 -0,02 0,26 0,05 -0,06 

Lncap 0,09 -
0,04 

1,00 0,03 0,03 0,04 0,03 0,01 0,01 0,02 0,12 -0,03 -0,03 

State -
0,21 

0,61 0,03 1,00 -0,76 0,01 -0,32 -0,11 -0,13 -0,07 0,38 -0,05 -0,09 

Growth 0,21 -
0,67 

0,03 -
0,76 

1,00 -
0,04 

0,26 0,07 0,10 0,02 -0,29 -0,02 0,07 

Cognitive 0,05 0,06 0,04 0,01 -0,04 1,00 0,51 0,48 0,46 0,50 0,03 -0,10 0,38 

Reg_cognitiv
e 

-
0,11 

-
0,23 

0,03 -
0,32 

0,26 0,51 1,00 0,38 0,37 0,32 -0,13 -0,09 0,18 

Regulative 0,03 -
0,07 

0,01 -
0,11 

0,07 0,48 0,38 1,00 0,98 0,53 -0,06 -0,08 0,59 

Reg_regulati
ve 

0,02 -
0,07 

0,01 -
0,13 

0,10 0,46 0,37 0,98 1,00 0,50 -0,08 -0,08 0,59 

Kogut-Singh 0,02 -
0,02 

0,02 -
0,07 

0,02 0,50 0,32 0,53 0,50 1,00 -0,05 -0,09 0,55 

Resource -
0,10 

0,26 0,12 0,38 -0,29 0,03 -0,13 -0,06 -0,08 -0,05 1,00 -0,01 -0,07 

Trend 0,07 0,05 -0,03 -
0,05 

-0,02 -
0,10 

-0,09 -0,08 -0,08 -0,09 -0,01 1,00 -0,10 

Anglo 0,04 -
0,06 

-0,03 -
0,09 

0,07 0,38 0,18 0,59 0,59 0,55 -0,07 -0,10 1,00 

*Since all the country cluster dummies except “Anglo” do no correlate much neither between each other  nor 
with other variables we drop them from the table.  
Note: Correlation coefficients more than 0,45 are denoted by Bold 
 
NOTES 
                                                
1 We do not adjust normative distance to count for regional differences since in most Russian regions Russian 
nationality dominates in population and thus Russian regions must not differ much in culture. Moreover, there 
is no study which would describe regional differences across Russia in Hofstede cultural dimensions.  
2 http://www.geert-hofstede.com/ 
3 Estrin et al. (2007) utilize the percentage of economically active population with tertiary education. 
However due to the limitation of data access we substitute it by the percentage of the population above 25 
years old with tertiary education. 
4 We excluded 10 autonomous territories except Chukotskij autonomous territory since they are parts of other 
regions.  
 


