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Stakeholder Networks of Foreign Investorsin Russia. An Empirical Study
among German SMEs

Abstract

One important success factor of foreign compameRussia is the establishment of efficient
networks with non-market stakeholders. This is esjllg the case for small and medium-
sized enterprises for which these networks oftpresent an efficient way to use their limited

financial and personnel resources in a flexible.way

Despite the growing importance of non-market stalddrs for foreign investors in Russia
there exist only a few studies analyzing explicithese relations. Most research is con-
centrated on internal company aspects as well dBeorelations to market stakeholders such

as clients, suppliers, competitors and sharehalders

The objective of this study is therefore to cloBis tesearch gap and to analyze the stake-
holder networks between German investors in Russibtheir socio-political interest groups.

The study is based on in-depth interviews withréygesentatives of 3 German SMEs and 16
socio-political interest groups in autumn 2006. t&& basis of a within-case and a cross-case
analysis several conclusions for the efficient ngegmaent of stakeholder networks in Russia

are deduced.



Problem, Objectives and Structure of the Study

Foreign companies in Russia are exposed to high.righe political system, for a long time
unstable, the transformation of the socialist iatmarket-oriented economic system, and an
independent legal system still in development makiable long-term planning difficult and
represent constantly new challenges for investiiau( 2002; Mironov, 1999; Sekerin, Su-
mentov and Lazareva, 2003; Varnavskij, 2004). Tloeeemany companies still shrink back

from investments or content themselves with low-fisait-and-see” activities.

Those companies, however, doing already busineBsigsia see their activities in this coun-
try often as very successful. E.g., the Associatiberman Companies in the Russian Fed-
eration reported in the whole on positive expemsnof German companies and underlines
the large growth potential of the country (VDW, 8@). One important success factor in this
context is that in Russia it is not sufficient siablish efficient contacts with market partners
such as clients, suppliers, and banks. A successfuimitment presupposes rather efficient
transnational networks with non-market stakeholders. By establishing and maintaining
efficient stakeholder networks the high risks ofiavestment can be reduced and sustainable
competitive advantage in Russia can be realizedtifHigge and Puck, 2006). This is espe-
cially the case for small and medium-sized entegai(SMES) for which these networks often
represent an efficient way to use their limitecafinial and personnel resources in a flexible
way (Holtbriigge, 2004). The establishment of tratismal stakeholder networks, however,
is also in the fundamental interest of the Rusg@rernment, since it stabilizes the economic

and political development of the country and redube danger of extremist tendencies.

One example for the relevance of close relationgmportant non-market stakeholders in
Russia is the failed investment of the Germandompany Continental. After the Moscow
City Council had finally refused its approval tdasish a production site in the city of Mos-
cow after three years of negotiations, the compadenided to quit its cooperation with the
Moscow Tire Plant in 2004. According to Continel#&EO, this withdrawal from the attrac-
tive Russian market cost the company nearly € 30 Atrthe same time, Michelin, Con-

tinental’s main European competitor, was allowedgtablish a similar factory in a suburb of
Moscow. Apparently, one reason for this succeddichelin’s close relations with the local

authorities (Moscow News, 17.11.2004).

Despite the growing importance of non-market staladrs for foreign investors in Russia,

there exist only a few studies analyzing explicithese relations. Most research is concen-



trated on internal company aspects as well as emetlations to market stakeholders such as

clients, suppliers, competitors and shareholders.

The objective of this paper is therefore to cldss tesearch gap and to analyze the stake-
holder networks between German investors in Russibtheir socio-political interest groups.

The study is based on in-depth interviews withrémresentatives of 3 German SMEs and 16
socio-political interest groups in autumn 2006. tB& basis of a within-case and a cross-case
analysis several conclusions for the efficient nggmaent of stakeholder networks in Russia

are deduced.

Theoretical Framework

Stakeholder theory suggests that the successiohalbes not depend primarily on the effi-
cient coordination and control of its operationgt, &n the establishment and maintenance of a
cooperative dialogue with all relevant internal axtiernal interest groups that may influence
its activities in a positive or negative way (Fream1991Clarkson, 1995; Mitchell, Agle and
Wood, 1997; Frooman, 1999). Stakeholders are iddals or groups that have material, po-
litical, affiliated, informational, symbolic or gjiual interests in a company and that are able
to advocate these interests through formal, econoanipolitical power (Gioia, 1999). Ac-
cording to stakeholder theory, the success ofna diepends on the support of all stakeholders

that a company depends on to realize its goalst@asand Zaheer 1999, p. 64).

Of particular relevance in this context are theic@olitical stakeholders that do no have
market-relevant relations with the company, butchigould influence it in other ways. These
may comprise e.g. approval and certification proces, the positive or negative mobilization
of the public opinion, or the influencing of thegé framework. Depending on their origin
and their legal status, four different groups aksholders can be distinguished (Table 1).

Origin | National International

Legal Status

Public Governmental Supranational Organizations
(e.g., central and regional govern- | (e.g., EU, IMF, WTO)

ment, local administration)

Private Non-Governmental Organizations | International Non-Governmental Organiza
(e.g., trade unions, associations, | tions

media) (e.g., Greenpeace, Amnesty International

Table 1: Typology of Socio-political Stakeholdeo(tbriigge, Berg and Puck 2007, p. 50)



The stakeholder literature distinguishes between different research perspectives (Donald-
son and Preston 1995). Irdascriptiveor empirical sense, stakeholder theory describes a cor-
poration as a constellation of cooperative and aitiye interests possessing intrinsic value
(e.g., Ogden and Watson, 1999). Fromirstrumentalperspective, the connections between
the practice of stakeholder management and thes\ammient of various performance goals
are examined (e.g., Jones, 1995). Tbemativeperspective attempts to interpret a corpora-
tion on the basis of some underlying moral or @ajzhical principle. In contrast to the in-
strumental perspective, the underlying questionas concerned with effectiveness versus
ineffectiveness, but with right versus wrong (eWerhane, 1994; Phillips, 2003). Finally, the
managerialperspective does not simply describe existing sdana or predict cause-effect
relationships, but analyzes structures and aaw/itd influence stakeholders in a desired way
(e.g., Marens and Wicks, 1999).

While most contributions to stakeholder theory moemative (e.g., Marcus 1993; Steinmann
and Scherer 1998; Hendry, 2001), this paper follaveescriptive and management-oriented
approach. The main objective is to identify socaditpral stakeholders, which influence the

operations of German SMEs in Russia. Moreover, rigerderested in stakeholder networks

that SMEs develop to reduce their investment risk8ussia.

Present stakeholder research is dominated by aatietit star model where the company in
the centre regards the stakeholders placed indghphgry as means to maximize its own ob-
jectives. More and more it becomes clear, howethat, this centralistic concept is not appro-
priate to illustrate adequately the stakeholdeati@hs in reality. For example, the possibilities
of companies to exert influence are systematicallgrestimated. Furthermore this dyadic
perspective does not take into account the interaciof the stakeholders among each others
(e.g., Rowley, 1997; Vanderkerckhove and DentcB605). Therefore it is often proposed to
conceptualize the relations between companies &kelwlders as metwork and to under-
stand the companies as part of a network of inferdéent stakeholders. According to Weyer
(2000, p. 11), a network “is understood as an irddpnt form of coordination of interactions
(...) the core of which is the trustful cooperatidraatonomous, but interdependent (mutually
dependent from each other) actors that cooperatagda limited period of time respecting
the interests of the relevant partner, becauseetiables them to realize their particular objec-
tives more efficiently than by acting non-coordewdy.” ,(In this perspective) the us/them

and internal/external distinctions fade into a sesiscommunal solidarity in which one seeks



the corporate identity as manifest within an entietwork of stakeholders and a broader so-
cial context (...). The corporation is constituteg the network of relationships which it is
involved in with the employees, customers, suppli@mmunities, businesses and other
groups who interact with and give meaning and de&dim to the company” (Wicks, Gilbert
and Freeman 1994, p. 482).

When interpretingcompanies as actor s integrated into a network of interdependent rela-
tions where the own decisions and actions are influefiyedeveral other stakeholders and
vice versa, the traditional conception of stakebplthanagement will become obsolete. Cal-
ton and Kurland (1996, p. 155) instead refer tetakeholder enabling (where the) privileged
management monologue is substituted by a multdattakeholder dialogue.” This concept is
based on the idea that the objectives of a compdaegrated into a network of interdependent
relations cannot be fixed autonomously and caneatelached by managers as agents of the
shareholders against other stakeholders, but lzale hegotiated in a collective coordination
process and have to be realized interactively (\Wénal992). ,Within (the) theory of stake-
holder enabling, the managerial agent is no lotigerunilateral author, seeking to objectify
stakeholders as means for realizing (i.a., the aaigh purposes. Rather, agents and stake-
holders become co-authors, voicing and acting loeit intertextual ‘script’ that defines each
other's responsibilities and expectations withinoagoing, multilateral, interdependent rela-
tionship” (Calton and Kurland, 1996, p. 175).

The relation of a company to its stakeholders nhag be described as a network with differ-
ent relations not only between the company andtékeholders, but also between the stake-
holders among each other (Neville and Menguc, 20@&his view, companies do not inter-
act with every stakeholder exclusively, but withbwandle of networked stakeholders. Thus,
the company is not only considered as the centeermtwork system, but also as medium by
means of which other actors of the network commaiteicin this context it can be distin-
guished between direct and indirect stakeholdee@ékerckhove and Dentchev, 2005). Di-
rect stakeholders are those interest groups thatact directly with the company. Indirect
stakeholders, on the other hand, are in relatigh thie direct stakeholders and not with the

company itself. The company can therefore conteantvia other stakeholders, only.
M ethodology

Sample

In order to find out how far the establishment ppapriate stakeholder networks can con-

tribute to reduce the perceived investment riskRuigsia, an empirical study was conducted
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among German SMEs. Theample selection was oriented on a list of the Association of
German Companies (VDW) in Moscow that comprisedualé®0 German companies doing
business in Russia in 2006. First of all, thiswsts reduced to SMEs on the basis of a qualita-
tive definition of owner-oriented manager philosppaussmann et al. 2006, pp. 4). The
limitation on SMESs results on the fact that forsaa@ompanies the risk of foreign investment
is much greater than for large Multinational Cogimns (MNCs). At the same time, their
ability to manage those risks is mostly lower dadirnited financial and human resources
(Kastl/Rodl 2000). Furthermore the study is restdcon producing SMEs whose headquar-
ters is in Germany. This selection is based onasimption that producing companies are
exposed to greater risks due to higher capitalstmaent than companies in the sector of trade

and services.

From the remaining subsidiaries only those comawi¢h headquarters in Moscow, St. Pe-
tersburg or Kaliningrad were selected. Since bynast foreign investors are based in these
three cities, this selection criterion reflects tbeation choice of foreign companies. On the
assumption that a reliable evaluation of the rigkswell as of the importance of different
stakeholders is only possible after a certain tfinactivity, finally only those companies were
taken into consideration that have already beeneacn the Russian market for more than
five years. Based on these considerations and @iogoto the “principle of maximal contras-
tation” (Lamnek, 2005, p. 191) three German SMERussia, namely Knauf, VEKRA and

Fresenius, were selected for intensive case studies

The selection of the interview partners was oriented on their hierarchical position in the
company. As a rule, the general manager respegtoreirman of the board of directors or
the highest ranking German expatriate was contatftpdssible, further German and Russian
staff members were included. Altogether seven wigars with representatives of the three
companies took place. The contact data of the Jieler partners were gathered from the
internet homepage of the company or from the VDWoTo three weeks before the inter-
view in Russia a personal letter was sent by fagmoail to the desired interview partner ex-

plaining the objective of the study. The exactrvieav date was agreed upon later by phone.

Besides the representatives of the 3 companieefdrésentatives of government institutions,
associations, trade unions, media, universitiesPDsl@nd further interest groups were inter-
viewed which were named in the interviews by thenpanies’ representatives. Thus, the
study is characterized bymairror-image research design by means of which not only the

relations of companies to their stakeholders, sd those of stakeholders to companies can



be analyzed. Furthermore, this method is aimedhtdyae the relations between the stake-

holders among themselves — as defined by the wymagmetwork concept.

Data Collection and Processing

In view of the above mentioned objectives the aaee collected during a research trip of the
authors in Moscow, St. Petersburg and Kaliningradigust and September 2006. The data
collection was realized by means pdr sonal interviews based on a problem-centred inter-
view guide. Personal interviews were preferredthar following reasons (Daniels and Can-
nice, 2004): First and most importantly, the staidals with sensitive topics such as social
interests, conflicts, lobbying, and bribery. It da@ expected that respondents will talk about
these topics only in a trustful atmosphere, whiohnmally requires face-to-face interaction.
Second, potential misunderstandings can be moiky easognized and rectified in personal
interviews. Because of the multitude of differeatms, approaches and perspectives in the
relevant literature this aspect proved to be vempdrtant. Additionally, in personal inter-
views unexpected answers can be scrutinized artctydar aspects can be studied further.
Furthermore, we were able to get some insight theoconditions under which the respon-
dents work. This enhances the validity of the imtetation of our findings. Finally, the qualit-

ative method of data collection allowed for a dsgawithout missing variables.

An interviews guide with open questions was prepared which is dividéal different topics
and based on the results of prior research in ftald (e.g., Bermann and Wicks, 1999;
Holtbriigge and Berg, 2001, 2002; Holtbrigge, Berg Buck, 2007) as well as on the general
recommendations for interview guides (e.g., Daragld Cannice, 2004). The interview guide
was tested in several pilot interviews in Septenf#5 in Moscow and St. Petersburg and
then modified in order to improve the unambiguogsnand comprehensibility of the ques-

tions.

The interview guide was prepared in German as a&lin Russian in order to be able to
communicate with the respondents in their mothagte. The translation attached greater
importance to the equivalence of the concepts tbaindividual terms (Marschan-Piekkari
and Reis, 2004).

The interviews lasted 45 minutes on average. Mesgpondents were very cooperative so all
guestions could be discussed in detail. In mostc#se complete interview was tape-record-
ed digitally. When this was not possible on requasthe respondents detailed notes were
taken and a postscript was written down immediaéigr the interview.



After data collection the interviews were transedhln full and processed with the software
program NVivo. As protocol technique theanscription in normal writing was applied

(Mayring, 1990, p. 65). Since the focus of the nvitavs was laid on contents and subjects,
dialectal phrases were adjusted and mistakes mrgea and style were corrected. Important

information in addition to the protocol was recat@s commented transcriptions.

Besides the personal intervievesgcondary data such as information drawn from the compa-
ny homepage, business reports, member indices emadjzal articles were analyzed. Thus

the time needed for the interviews could be redusette these only had to concentrate on
the subjects not yet published. In addition, thkditst of the interviews could be increased

and the respondents could be questioned aboutatenfarcts derived from the analyzed doc-
uments (Jansen, 1999, pp. 63).

Data Analysis

For the analysis of the collected data two methwele used. First, quotation analysis was

applied. This is aimed to describe the stakehalekations of the analyzed companies in the
most authentic way, i.e. from the point of viewtbé respondents and not yet spoilt by the
subjective perspective of the researcher. The rfwiuns therefore is the description of the

specific and unique characteristics of a phenoméKwuale, 1996, pp. 267).

In order to find and describe — in view of the aijes of this study — also multidimensional
connections between the stakeholders, subsequenggwork analysis was performed. For
this the transcribed interviews and the secondatg dt first were coded, i.e. the interview
passages were assigned to the different stakelahdentioned explicitly or implicitly in the
text. Then the relations between the stakeholdere wecorded, particularly looking out for
key words such as “because”, “for”, “therefore’@dds” or “results” (axial coding). In order
to guarantee a high reliability of coding, this veddirst carried out by the two authors inde-
pendently from each other and then compared withamother (e.g., Palmquist, Carley and
Dale, 1997, p. 174; Shapiro, 1997, pp. 231). Stheestakeholders mentioned in the text pas-
sages could be identified rather easily, the inder reliability, i.e. the number of statements
marked consistently with the same coding by botth@s, was very high. Finally the estab-
lished relations were illustrated graphically amdlgzed with the software program UCINET
(http://www.analytictech.com/ucinet.htm). The sipé the arrows ranging from 1 to 5
represents the intensity of the relations to tispeetive stakeholder measured as the standar-
dized number of relationship-namings by the respaixi



With reference to Eisenhardt (1999), both a wittéise and a cross-case analysis was con-
ducted. The within-case analysis is primarily basedjualitative data and aimed to under-
stand the specific aspects of each case. Forcitasipn analysis and graphical network analy-

Sis are used.

For a cross-case analysis in addition to graplicedentation guantitative network analy-

siswas realized. In order to measure the assumedrietwchitecture, we applied the charac-
teristics developed by Tichy, Tushman and Fombrl@/9) and Wassermann and Faust
(1994) that allow for the description of formalagbnships between particular units. The fol-

lowing network dimensions were calculated.
Size. The size of a network is measured by the numbactors within a network.

Intensitiy. The intensity is measured by the average strevigtirect relations from one knot
to another as indicated by the respondents on fi-hdiert-type scales. The answers from
the respondents were combined and averaged forre&ation. The inter-rater reliability as

measured by Fleiss’ kappa indicates a substamgiabanent among the reviewers (.721).

Density. The density reflects the degree of direct retetiops between the stakeholders. It is
calculated as quotient of the number of actualligterg relationships between the knots and
all possible relationships in the network. Dengéles on values between 0 (empty) and 1

(complete network).

Network centrality. The network centrality is a measure for the $tnad characteristic of a
network. According to Freeman (1979), network caityr indicates to what extent the net-
work is geared to one or more actors. The followaggiation shows the calculation of this

construct:

n

2. [C,(n) ~C(m)]
CX_ i=1

max_[C, (m) ~C, ()]

The measurement is in each case standardised aretierk factor ‘n’. Network centrality

can adopt a value of 0 (no central performer) (petwork is centred on one specific unit).

Stakeholder Networ ks of German SMEsin Russia: Three Case Studies
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In the following, the stakeholder networks of KnauEKA and Fresenius Medical Care are
presented and analyzed. These three companiet@sercas case studies, because they rank
among the most important German SMEs in Russiah&unore, between the stakeholder
networks of these companies exist considerableréifices so that their comparative analysis

allows for interesting conclusions.

The Stakeholder Network of Knauf

A very successful example of a producing German SMRussia is Knauf, a building ma-
terial manufacturer. The company headquartereghofen in Bavaria produces gypsum con-
struction pallets, gypsum plaster as well as dagpimd insulation material for interior con-
struction work at more than 130 locations in mdrant 35 countries worldwide. Knauf was
founded in 1932 as family-owned enterprise. At pnéshe Knauf group has approx. 18,500

employees worldwide and an annual turnover of ge&ln. 4.

Already in 1992 Knauf has been aware of Russiagelaneed for modernization and new
buildings and in 1993 the company made its firgpstto start business activities there (Berg-
er, 2004, p. 12; Knauf, 2004, p. 54). Up to now tbenpany invested nearly € bn. 1 in the
country and emerged as the most important Germaestor in the Russian building material
industry. Knauf owns 10 production plants and 9keang companies in different regions of
Russia (Knauf, 2007). In the entire Commonwealtinofependent States (CIS) more than

5,000 people are employed.

“It is true, that in the beginning some bureaucrhtrdles had to be taken and in some cases
Knauf was also forced to enforce its claims anttady legal action”, remembers the general
manager Nikolaus Knauf (2004, p. 54). “That thissveaiccessful demonstrates on the one
hand that perseverance pays off and on the otimet that in the supposed lawless country of
Russia even a foreign investor is able to enfaceghts” (Knauf, 2004, p. 54). Another res-
pondent adds: “Principally we always tried and curg trying (...) to solve every problem
observing the law (...). We have already conducteerse lawsuits in Russia. That is always

a very complicated and also a very expensive dffair

At present Knauf is confronted above all with prodoounterfeiting, a problem widespread
in Russia. The dry mixtures produced by Knauf angied very often by other companies. But
the Russian courts do not have much experienciearfieéld of trademark and intellectual

property rights protection. Moreover, the existiagys are often considered to be insufficient.
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Therefore Knauf uses different ways to exert inficee on Russian legislation. For instance,
applications at the Duma are filed via officiallggistered associations in order to promote
certain law amendments. The Association of Germam@anies as well as the Association of
European Businesses (AEB, 2007), for example, kave good connections to the adminis-

tration. That is why Knauf cooperates closely vitith organizations (VDW, 2005b, p. 45).

Furthermore, the company cooperates with Russisocagions such as the International As-
sociation for Business Cooperation (MADS). “The pexation with MADS aims to encour-

age the Duma to introduce more law amendments”,resgondent said. Close connections
also exist to the Russian Chamber of Commerce rahastry (TPP). These, however, are ra-

ther used for public relations in the Russian méuka for lobbying activities.

Besides these indirect relations, Knauf also hasctiaccess to the Duma via personal con-
tacts to some members of parliament. E.g., the amsnprganized two round tables in order
to modify the trademark protection legislation (AZY 2007). At this opportunity, further
direct contacts to the presidential administratibie, government as well as to large Russian
companies were established.

Another relevant interest group is the Russian gowent. E.g., it is important for general le-
gal protection as well as for operative customs &xdproblems. To solve these problems

close contacts to the respective ministries andmadtrative organs have been established.

The governors as the regional representativeseofjtivernment also play an important role
for the company owning 10 factories in differentsRian regions. Knauf’s relation to the gov-
ernors is described by one respondent as follolmsmany regions they want to exert more
influence on our factories, but we have very goodnections to the respective governors and
a good cooperation, and in the meantime the govewiahe different regions where our fac-
tories are located know how far we go and whereardimits. Today the governors’ interest
is rather limited on the amount of taxes we payeyralways want more taxes, therefore they
are glad when we tell them, yes, we want to invese so and so much millions (...). We
need the governors for the solution of certainaegi problems (...). Therefore we are inter-
ested in a good relationship.” Knauf's relationghe governors are personal and cultivated
regularly: “We know them all and they know us. Weanthe governors of all regions at least

once a year (...). In some cases we also have inthtad to come to Germany.”
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Figure 1. Stakeholder Network of Knauf

Another of Knauf’s socio-political interest grouggsthe Federal Security Service (FSB) gua-
ranteeing the economic security of the company el ag the personal security of the staff.
The good cooperation with the FSB is characterizgda very close relationship in all re-
gions (...). Otherwise we could not work so safelys true that the FSB guarantees a certain
degree of security.” There is also a cooperatiain Wie FSB in the field of product counter-
feiting. “We receive much information when a coufe# product appears on the market and

what we can do about it.”

Like most other German companies in Russia Knasifdh@se contacts to the German embas-
sy: “There are many informative meetings organizgdind with the embassy. The embassy
helped us in the nineties with the solution of salvproblems, but no longer in the last eight
years. Nowadays the German embassy has quieteatitféssks, especially in the range of
politics. If you have a problem, e.g. regarding ithenigration law or a visa, the embassy is a
great help, of course. If a governor needs a flighGermany in the short-term, he will call
and tell us that he needs a visa. Those thingsdmg@md then you have to help the governor.”
The heads of the local administrations are the ¢metecide finally whether a company is
considered as factor of economic growth and empésreafeguard and is treated as such or
whether it is only regarded as tax payer for tlialtnousehold (Kunze et al., 2005, p. 124).

Knauf has also close relations to the Russian twadtEns. In all their subsidiaries the compa-

ny encourages workers collectives and trade ur@presentatives. “This normally works very
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well. We have never had problems with the tradensi because we offer much more social
benefits to our employees than many other locaidi(...). We spend alone € mn. 2 for col-
lective agreements, (...) continued pay for sick exygés, further education as well as inter-

est-free credits for employees who live in bad hmgsonditions.”

Knauf is also involved in the social and culturaVieonment of its subsidiaries. According to
one respondent, “every factory and every generalager has a special fund at his disposal to
support every year certain projects in his regidxamples for sponsoring activities are the
construction or renovation of churches, nursethespitals, and orphanages on one side, and
the establishment of training and education cergerthe other side, where every year 4,000
architects, civil engineers and foremen are eddcdda the initiative of Knauf, the St. Pe-
tersburg State University for Architecture and CBlmgineering, the oldest Russian civil en-
gineering academy, included the course “Dry Moessl Construction” in its curriculum
(Knauf, 2004, p. 55). It is this long-term view aatlitude that, according to Knauf, contri-

butes very much to the acceptance of the compatheiRussian building industry.

With this social commitment Knauf intends to dentoate its corporate social responsibility
and to communicate it to the public (Hamm, 20036%). A respondent states: “Of course,
that has also a little end in itself. We do notthis because we are such good souls, no. Eve-
rything that has to do with money has a certairppse. Our aim is to preserve and to im-
prove the corporate identity we have (...). You camesery much money with the corporate
identity and philosophy.” This means that Knaufiswerous social projects do not only con-
tribute to its good corporate identity in Russiat they also help to establish contacts to im-
portant interest groups. E.g., the renovation aistroiction of churches brings the company in
touch with religious communities that have consadés influence in the Russian economy
(Bremer, 2001). Similarly, contacts to Russian arsities and technical colleges offering
engineering courses do not only aim at introdué{nguf to engineering specialists (Hamm,
2003, p. 68). In fact, these relations are alspfhkfor Knauf’'s lobbying activities, since re-
nowned Russian universities often have accesswergment circles. E.g., Knauf is a mem-
ber of the Board of Trustees of the Moscow Statevéisity of Civil Engineering, thus hav-
ing been able to establish personal contacts with mhayor of Moscow Jurij Luzhkov
(MGSU, 2007).

Knauf's gypsum quarries needed for the extractibrae materials cause an impairment of
nature provoking the reaction of environmental argations that started a discussion in the

press whether one of Knauf's gypsum extractiongmtsj would endanger one of the world’s
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largest salt lakes, the lake of Baskuntchak (MRIRG2. One of the respondents stated in this
context: “The number of Greens is constantly insirggin Russia, too, they write about some
projects in the newspaper so that these are disd¢usgpublic. But in the end they cannot stop
the course of events (...). Knauf is well-known natyofor extracting gypsum, but also for
recultivating nature.” According to the responderdgdia reports about the lake of Baskunt-
chak do not cause sincere problems, since the aoyrges according to the law and does not
only destroy but also rebuild nature. Besides ctirdlict was fomented not so much by envi-
ronmental organizations, but rather by the Russ@npany Bassol, one of the largest salt
producers in the country. Bassol extracts salt ftomlake and fears that Knauf's gypsum
quarries nearby would alter the water compositidmftriev, 2006). One of the repondents
explained in this context: “But both the governdrAstrachan as the relevant authorities
know what is going on and therefore that does nmtryvus too much.” In his opinion all
technical surveys of international research ingthave proved up to now that the gypsum
extraction in this area does not represent any efatagthe lake. Based on these expertises,
Knauf was granted the permission by the environaigmbtection agency of Astrachan for

further activities in this region.

According to one respondent, the few negative tspam Knauf in connection with the lake
of Baskuntchak were an exception. “We are gettingghmmore positive than negative press
(...). The decisive people in the Ministry and alsdhe regions (...) know very well that it is
actually Knauf's merit that there exists a functimngypsum industry in Russia (...). We
realize that the media support us a lot.” This &nly attributed to the fact that Knauf coope-
rates closely and systematically with the mediae“®doperate with all media, television, and
newspapers, we make very much publicity (...). Wevany open and have very good rela-

tions to the media.” This applies both for regioaatl national media.

As a whole it can be concluded that the establistiraka dense network with several stake-
holders helps Knauf to reduce its investment riskRussia considerably. This is underlined

by the following statement: “It worked out well thae invested in such insecure times as
1993. Today we are the leading building materiabdpicer in Russia and have a good reputa-
tion and a good lobby, what was not the case adbéiganning of the nineties when we started.

Of course, we still have problems today, but noswéh a kind as in the nineties. That was
very dramatic at that time. Many times we wantedit@ up doing business in Russia, but we
stayed the course. And today we are glad about it.”

The Stakeholder Network of VEKA
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VEKA with its headquarters in Westphalian Sendestinear Muenster is a worldwide lead-
ing system developer and manufacturer of plastdilps for windows, doors, and shutters as
well as plastic panels (VEKA, 2007a). The compdawily-owned since its foundation in
1969, has presently 27 subsidiaries on four contseén the business year 2006 VEKA had a
turnover of about € mn. 700 with 2,800 employeescé& 1995 there exists a representative
office in Russia. Three years later the wholly-od/sebsidiary VEKA Rus Ltd. was founded
in Moscow. In 1999, VEKA was the first foreign pitef manufacturer to open a production
plant in Moscow. In 2004, the company started ge@ond plant in Novosibirsk. At present,

VEKA Rus has 180 employees. Figure 2 shows the eoyip stakeholder network in Russia.
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Figure 2: Stakeholder Network of VEKA

VEKA is a member of the VDW and takes actively parthe activities of this association.
The VDW helps the company to establish and maintamacts to the German Consulate
General in Novosibirsk as well as to the German &8P in the Russian Federation (VEKA,
2005a, 2006a). High-ranking representatives ofdloeganizations were invited for the open-
ing of the subsidiary in the Siberian capital ofMisibirsk where also representatives of the
regional administrations of Tomsk and of AltajIKijaj (Barnaul) were present (DGN, 2004).
The objective of these invitations is to incredsedorporate identity in political circles and to

establish contacts to important decision-makers.
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Furthermore VEKA has engaged a consulting agen@gtablish contacts to the regional ad-
ministration in Novosibirsk. This agency arranged. @ meeting with the governor of No-
vosibirsk Viktor Tolokonskij. In return, VEKA attepts to participate in such projects that
benefit not only the company but also the regi@udhinistration. E.g., the local ice hockey
team is given financial support which, accordinghe respondents, has a positive effect on

the relationship to the administration.

The administration in Novosibirsk on its part is@interested in a partnership with VEKA,
because the company’s investments in this regioawtt for Siberia taking a leading position
in window production (Lichatschev, 2004). On Felbyu@, 2007 the governor of Novosibirsk
and the chairman of the regional board of deputeesded over an honorary certificate to the
employees of VEKA in acknowledgement of the compmrgpecial merits for the socio-

economic development of the region (VEKA, 2007b).

VEKA's close relation to the administration is exfted by the following statement of one res-
pondent: “As to our relations to the authoritiesprebably are a rare exception, but we coop-
erate very closely with the administration (...) aiberve positive mutual neutrality, i.e. they
do not disturb us and we do not trouble them. Véetlae second largest tax payer in the re-
gion, a fact that is also good for the authorifies. We are on good terms with the authori-
ties.” An example for this is given by the PR-magragf VEKA referring to the solution of

the power supply problems: “For us power supplyasy important and there were some
shortages where the administration really helpeid get higher quota for the power supply.”

Apart from the authorities great importance is aflached to close contacts to the Russian
media. The PR-manager of the company used to wefkea-lance journalist having already
good media relations. Besides important industrdiméhe company works together with the

newspapers “Vedomosti” and “Kommersant’™ as welldih the television broadcaster NTV.
Here, VEKA finances the weather forecast and “Kimaijtvopros” [Housing Problems], one
of the most famous programmes on building and ratiow (VEKA, 2006b). Besides general
communication and public relations, the importaot¢hese media contacts consists mainly
in influencing indirectly the decision processesh® governmental and regional administra-

tion, since many regulations and standards initisigstry are just being introduced.

This is also the purpose of VEKA's intense par@tipn in governmental committees. In this
context, a respondent states: “At the moment theeegood opportunities for lobbying. In
Russia a completely new legislation is being dgwetbin the field of technical regulations

and standards following suit the European examphes means that the government only
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determines the framework for the technical datathatithe details are to be developed by the
market players itself. Therefore, each industryoamied a committee which we joined, too. In
this way we can influence many things, e.g. theetijpment of new laws that have effects on

our industry.”

For lobbying the relations to universities suchtfas Moscow Engineering Physics Institute
and the Moscow Institute of Architecture play arpartant role, too. These institutes have a
wide influence on governmental authorities andrtleicisions. Therefore VEKA regularly
invites industry experts to participate in rounbli¢astalks. Moreover, a first text book on plas-
tic windows in Russia entitled “Project planningvahdow systems for residential buildings”
was published together with Russian scientists emgineering specialists. This textbook is
provided by VEKA free of charge to all Russian wsities (VEKA, 2003).

For similar reasons VEKA sponsors socio-economigeats such as the round table dealing
with the subject “National priorities and sociabjgcts — Partnership between government
and management” that took place on the initiatifvéhe Russian Union of Manufacturers and
Entrepreneurs in September 2006. Participants wegeesentatives of the presidential ad-
ministration and the government, deputies of treeSDuma, governors of the Russian re-
gions, heads of different industrial associatiomsvall as of social organizations. Supporting
these and other initiatives brings VEKA into direcintact to many important interest groups

and improves the corporate identity in public.

Finally, VEKA also takes advantage of its relatidosthe Federal Government in order to
achieve its business goals in Russia. E.g., the 6BCEKA, Hubert Hecker, participated in
the German-Russian government consultations in Kof8teria) in April 2006 where he
met among others Federal Chancellor Merkel andd@esPutin (DGN, 2006).

The Stakeholder Network of Fresenius

Fresenius Medical Care with its headquarters in Baohburg is one of the three divisions of
the Fresenius group and a worldwide leading suppligoroducts and services for patients
with chronic renal failure. The company was founded912, its roots, however, go back to
1462 when the pharmacy Hirsch was founded in Frabkin the Main. In 2005, Fresenius
Medical Care reached a total turnover of about €6 The company employs more than
56,000 people in more than 100 countries (Weitl,720

Fresenius is already active on the Russian maikee snore than 25 years. In 1991, the
wholly-owned subsidiary Fresenius S.P. was founidddoscow. The headquarters in Mos-
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cow and the subsidiaries in St. Petersburg, KaNampsibirsk, Volgograd and Chabarovsk
have about 120 employees and maintain a well dpedlservice network (VDW, 2005b, p.
45).

The stakeholder network of Fresenius is presemté&dgure 3.

GHM

Fresenius

Industry
Media

Regional
Health
Agencies

Strength of Relation

Dialysis |,
Physicians

Hospitals

O W N R

Figure 3: Stakeholder Network of Fresenius Medical Care

Due to its high-quality standards, the majorityledding hospitals and research institutes in
Russia use dialysis equipment and products madadsenius. Since the dialysis technology
of Fresenius is very expensive, the doctors workuitf) it normally cannot decide about its
acquisition on their own. This decision is madetlo@ basis of tenders for which Fresenius
makes an offer competing with other companies. €scthay be requested e.g. by represen-
tatives of the Ministry of Health, by representat\of the administration of certain regions or
by the manager of a hospital. These representativast always have medical background
and often have very little knowledge in the fielddmalysis. This knowledge deficits of the
decision makers is regarded by Fresenius as tlaegteaisk of its activities. Therefore one of
its main aims is to convince the often insufficlgmualified decision makers of the quality of
its technology and services. In order to reachdba the company uses its relations to differ-

ent stakeholders.

An example is the promotion of scientific studiesl gublications as in the scientific journal
“Nefrologija i dializ” [Nephrology and Dialysis] pgalished by the Russian Dialysis Society
(RDO). The articles in this journal referring tooducts and services of Fresenius often con-

tribute to opinion making and facilitate politidabbyism.
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In addition, Fresenius is on familiar terms witle tpinion leaders in the field of dialysis who
are invited to all events as conferences, semeragsexpositions where they have the chance
to get to know the company’s products, to exchangeeriences and to present the results of
their research. Fresenius does not consider thi & support of the opinion leaders as cor-
ruption, since these do not decide on the purcbhaa equipment themselves. “It is good for
us”, says a respondent, “if a doctor mentions @raenof Fresenius in his article, but also if he
only presents the results of his research, he Helpsenius indirectly, the company being

leading in quality and technology in this sectoRiassia.”

A new focus of the company’s activities is to asgie authorities in different Russian regions
to establish and to extend dialysis centres oumcthem by themselves (VDW, 2005b, p. 45).
In this field Fresenius cooperates very closelyhvRDO, according to the respondents the
most important interest group in this industry. Toenpany has supported the foundation of
RDO with information and funds and sponsors nealllyts events. In return, RDO promotes

Fresenius’ relations to the central and regionalthecare institutions in the field of treatment
of patients with renal failure (RDO, 2003). Furtimere, RDO has contacts to all university
clinics and hospitals in Russia with a departmennkphrology and dialysis. Other important
interest groups in this field are the Russian Nelalgy Society and the Moscow Dialysis

Centre.

Finally, Fresenius has established personal cantaatnany physicians in clinics and hospi-
tals. These often are RDO members and can influenpertant decision makers. In sum-
mary, a respondent concludes: “Without questiomsqel relations are the most effective

instrument of decision making in Russia.”

Stakeholder Networ ks of German SMEsin Russia: Cross-Case Analysis

A comparison of the stakeholder networks of KnalEKA and Fresenius reveals several
differences. First, theize of the three stakeholder networks differs remaskalyhile Knauf

und VEKA interact with 11 interest groups, the naetkvof Fresenius consists of 6 stakehold-
ers only. This may be explained by the differesksi the companies face in Russia. For
Knauf and VEKA, a mixture of legal, political andamomic risks is relevant, while Fresenius
is particularly confronted with the economic riskh@aving decision makers in the regional
health administration with knowledge deficits irettield of dialysis. Another reason may be
that Fresenius is operating in the health sectdristherefore associated with positive emo-
tions by most stakeholders. Knauf and VEKA, ondlteer hand, are confronted with a much

more critical public opinion. Finally, stakeholdaanagement at Fresenius is directed to sin-
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gular decisions while the other two German SMEs aimmfluencing the overall conditions to
their favour. Therefore, close relations to a langember of socio-political stakeholders are

necessary.

Remarkable differences can also be observed bettieerelevantypes of socio-political
stakeholders. First, international stakeholderspeig the German government, are relevant
for VEKA, only. Their low importance can be explathby the low integration of Russia into
the international division of labor. This resulisigpported by a study of Holtbriigge, Berg and
Puck (2007) which shows that international stakeéis are the more important, the higher is
the foreign trade of a country compared to its grsmestic product. Among national stake-
holders, public and private stakeholders are oflammportance in the cases of Knauf and
VEKA. For Fresenius, on the other hand, privat&edtalders are more important. Although
the Ministry of Health and its regional branches arost relevant for VEKA, there are few
direct contacts to these stakeholders. The compathgr aims at establishing close relations
to private stakeholders which are expected to eémte the relevant public stakeholders in an

indirect way.

Another important difference between Knauf and VEIGAthat for the latter only central
stakeholders are relevant while Knauf has alsobkskteed close relations to socio-political
stakeholders in different regions of the countrlgisTcan be explained by the fact that Knauf
has 10 subsidiaries in several parts of RussidewWitKA has production units in Moscow

and Novosibirsk, only.

While the graphical illustration already revealsesal differences between the three stake-
holder networks, these are becoming still more agpan astatistical cross-case analysis of
network profiles.

Network Dimensions K nauf VEKA Fresenius theoretical
maximum
Size 12 12 7
Intensity 1,769 2,095 2,615 5
Density 0,341 0,328 0,878 1
Centrality 0,462 0,196 0,387 1
Table 2: Network Profiles of the Analyzed Companies

A comparison of networkize and intensity reveals that VEKA, the company with the small-
est stakeholder network, has the strongest rekatioth its network partners. One explanation
of this finding may be that smaller networks needrger relationships to be efficient. It may
also be that a small number of stakeholders mala@s imtense relationships possible. An-

other explanation may be that Fresenius has a inelystry-specific network that requires
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strong ties to a limited number of stakeholderdsT underlined by the strong role of and
the intense relationship to the RDO that represantgntral actor for all companies in the
industry. The fact that the average relationshipnsity of VEKA is higher than that of Knauf
may be explained by the important role of intermaegalstakeholders in the network of Knauf.
The company uses the regional administrationsRil&sian government and the State Duma
as intermediates to manage other, indirect staklelhsl This requires only a limited number
of strong relationships to key actors, while thiatiens to more peripheral stakeholders can

be less intensive.

Thedensity of the stakeholder network of Fresenius is clogh¢ theoretical maximum. This
reflects that nearly all possible relationshipswestn the actors in the network do exist. In
contrast to the networks of Knauf and VEKA whergeseal actors have relations to one or
two other actors, only, the network of Freseniugeis/ dense, i.e. many actors are connected
with four or more other actors. Therefore, the campmay refer to most stakeholders di-
rectly as well as indirectly by using other actassmediators. This reduces the dependency on

single relationships with particular stakeholdessampared to the other two companies.

Finally, VEKA has the lowest degree cdntrality in its stakeholder network. One explana-
tion for this finding may be that the company uster stakeholders to achieve its goals. Es-
pecially the VDW and consulting agents are empldygd/EKA. The network of Knauf, on
the other hand, has the highest degree of cegtralite company has established strong rela-
tions to three major stakeholders but is additigr@nnected directly but less intense to most
other stakeholders in the network. Fresenius haedium position regarding network cen-

trality.

Contributions, Limitations and Implications for Future Research

Our findings lead to a number of implications fatloresearch and practice. As a major con-
tribution to research we found that applying netkvanalysis is a very appropriate and pro-
found method to analyze the structure of stakemaklationships. As found in all three cases,
firms use direct relations to particular stakehmdd® influence others to whom no or only
weak direct contact exists. A simple dyadic analysglects this possibility and can therefore
not explore the true dynamics of stakeholder mamagée. Thus, future studies should more

frequently apply network analysis to explore stakdér relationships.

With regard to practice, this study shows thatdkeeelopment of stakeholder networks is a

critical success factor of foreign companies in $fusMore precisely, central, regional and
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local governments (national public stakeholderg) air particular importance, followed by
private stakeholders such as the VDW or other @sisocs. Moreover, the diverse networks
in our sample show that a concentration on dirgettionships to these stakeholders is not the
only way to develop an efficient stakeholder netwior Russia. Relations to one stakeholder
can also be used to reach other relevant stakelsoldecompany that relies on a limited
number of strong direct relations can thus be asessful as a company that has direct rela-
tions to a large number of stakeholders.

Another practical implication of this study is thedficient stakeholder networks may differ in

size, intensity, density, and centrality. Therefarempanies have to analyze which form of
stakeholder network fits best to their specificuiegments. Generally, it can be concluded
that the more diverse the investment risks of apaong are, the larger its stakeholder network

and the more diverse the particular stakeholdetisahnetwork should be.

A limitation of our study is the small sample sig@iture studies have to prove if our results
can be transferred to other companies and stakehoktworks. Particularly, a comparative
analysis of SMEs and large MNCs would be intergstin

Another shortcoming is that we used the strengthmetdtionships as the key indicator of
stakeholder relationships. Although very commomeétwork analysis, this measure does not
adequately reflect the various forms of relatiopstbetween different actors in a stakeholder
network. Future studies should integrate this mpldkity of relations between the actors into
their approach, use a more differentiated concéipaiemn and distinguish between different

forms of stakeholder relations.

Finally, we looked at stakeholder networks at oagigular moment in time. As the political,
legal, economic and cultural conditions in Russi @eveloping very quickly, stakeholder
networks will change as well. Therefore, an intengsalley for future research is a longitudi-
nal analysis of the dynamics of stakeholder netaork
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