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Abstract 

 

The lifting of the sanctions in Iran opened up the market for investors from all over the world. As 

Iran has an automotive industry with a lot of potential, the pioneering automotive companies from 

Germany got a good opportunity to finally enter the market. The  

In this thesis, I analyse how German automotive companies overcome institutional challenges when 

they enter the Iranian market. The philosophy of this project is positivist and a qualitative deductive 

approach is applied. The methods applied are the institutional theory and hypotheses testing; the 

hypotheses are based on the existing literature and the background of the lifting of the sanctions. 

The data used for the analysis was primary data collected through an interview and relevant 

secondary data. 

The analysis of the institutional context identified challenges of both, formal and informal nature. 

These challenges derive from the political and legal system, bureaucratic processes, religious and 

cultural differences and institutional voids such as “dovreh” and “party-baazi”. 

In the hypotheses testing, all hypotheses are confirmed: The investments of German automotive 

companies are impacted by uncertainties. Furthermore, in the Iranian market German automotive 

companies face a high liability of foreignness. In order to overcome institutional barriers, German 

investors try to establish partnerships with Iranian business partners. Finally, when German 

automotive companies decide to enter the market, they are mostly planning to do so as late-

movers. 

The implications are that the future of investments depends on the political relations between Iran 

and the US and German automotive companies can hardly influence these dynamics. Furthermore, 

as other foreign automotive companies are already entering the market, it is crucial to keep up with 

them and at least consider smaller investments that are not that risky. Finally, it can be beneficial to 

already establish partnerships with Iranian business partners now even without investment, to have 

a positive long-term perspective when entering the Iranian market. 
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1. Introduction 

In 2015 the Nuclear Deal Framework that was an agreement between Iran, the P5+1 and the European 

Union was not only a historic milestone for the world, but a turning point for foreign investors as well. As 

a result of the nuclear deal, the EU and the US lifted (parts of) the sanctions on Iran. This led to the Iranian 

market opening up to the majority of the global business world and the Iranian government implemented 

various policies in order to stimulate foreign investments (Ianchovichina et al. (2016)). 

The automotive industry is currently the second biggest industry in Iran (BMI Research (2017)) and thus, 

holds a lot of investment and growth potential. Especially for Germany, a country that is dominated by 

automotive production, the lifting of the sanctions provides an excellent opportunity for foreign direct 

investment. 

However, institutions often pose a barrier for foreign investors; this is especially relevant when the 

cultural context is completely different in the host country than in the home country. The political and 

legal system as well as the religion and culture affecting business activities are completely different in Iran 

and German companies cannot necessarily apply the business strategies that prove to be successful in 

Germany. 

1.1. Research question 

From the above-mentioned problematic, the following questions arises that will be the research 

question and thus, the basis for this thesis: 

 

 

How do German automotive companies overcome institutional barriers in 

Iran? 
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1.1.1. Sub-questions 1 

How do the German and the Iranian market differ? 

The political, cultural, religious, legal differences will be identified and the effect on German automotive 

companies will be assessed. 

 

Which institutional challenges can be identified in Iran? 

Both, formal and institutional challenges will be identified and it will be assessed to which extent they are 

significant for German investors. In case there are institutional voids present in Iran, they will be identified 

as well 

 

Which entry modes do German automotive companies consider when? 

In the light of the legislation and the informal institutions, the entry modes will be chosen accordingly by 

German automotive industries. The point of time has an impact on this choice as well. 

1.2. Structure  

After this introducing chapter, the second chapter will introduce the methodology that was used to 

conduct this thesis: The research design will be explained, the data collection method will be discussed 

and the limitations of the research process.  

The third chapter will give an overview of the existing literature about Foreign Direct Investment (FDI), 

internationalisation theories, institutions, the institutional theory, and the impact institutions have on 

FDI.  

Furthermore, the fourth chapter gives an overview of the German automotive market and its innovations 

and issues. Subsequently, the opportunities in the Iranian automotive and the situation of the market 

before and after the sanctions will be examined. 

 The institutional context is analysed in the fifth chapter: First, the formal and informal institutions will be 

categorised and then assessed. Second, the hypotheses will be tested. 

The conclusion, a discussion of the analytical framework and implications will be presented in the sixth 

chapter. 

                                                           
1 The sub-questions will of course be related to the specific industry and the investors in the industry. 
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2. Methodology 

This chapter will give an understanding of how this project was conducted and which thoughts are 

underlying the whole process. First, the research design will be explained on basis of Saunders et al. 

(2009)’s research onion. Subsequently, the interview process will be explained and finally, the limitations 

of the research will be discussed. 

This chapter provides the basis to answer the research question and it explains which research design is 

the most appropriate one to analyse the relevant data. Moreover, the limitations provide an explanation 

for the issues related to answering the research question. 

 

 

2.1. Research Design 

In the following chapter, the research design will be discussed and presented based on the “research 

onion” created by Saunders et al. (2009). 

2.1.1. Research design 

This section will explain which research philosophy was applied and why. 

This project is conducted with a positivist approach. According to Saunders (2009), positivism means 

reflecting a social reality that is observable. Thus, credible data is only extracted from phenomena that 
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can be observed and causalities are not interpreted, but can be explained. Positivist research tries to be 

value-free; however, it is hard to reach full neutrality as both, primary and secondary data as well as the 

researcher are always biased. Thus, as Greener (2008) points out, objectivity is the biggest priority, and it 

is crucial to ensure that the bias is minimised and does not heavily interfere with the research. 

Greener (2008) emphasises that only objective statements should be considered a proper source for 

positivist researchers. Subjective views and impressions should not be taken into consideration for 

conducting the research, and facts are always supposed to have the highest priority. 

The lifting of the sanction is currently a well-discussed topic and everyone has a different standing on the 

point. It is, however, important to have an objective approach to be able to identify all institutional 

challenges properly. 

Thus, Positivism provides the best opportunity to further develop theories through testing deductive 

hypotheses that derived from already existing theories and can be applied to this very context on basis of 

objectivity. 

2.1.2. Layer 2: Research Approach 

In this section, it will be discussed which research approach was chosen for the thesis and why it was 

considered the most appropriate one. 

As the research context requires a setting where the approach is quite narrow, a deductive approach 

provides a predetermined framework that can easily answer the research question and all related queries.  

A deductive approach aims to test and confirm or reject hypotheses, that derive from theories and/or 

empirical results in the existing literature, by doing observations of different kinds in a top-down manner. 

(Saunders et al. (2009), p.113)  

The actual steps are the following ones (Saunders et al. (2009), p. 124f) 

1.) Developing a hypothesis from the theoretical background 

2.) Formulating this hypothesis 

3.) Testing the hypothesis 

4.) Examining whether the theory confirms the hypothesis or whether it rejects it and would require 

a modification 

5.) If needed: adjusting the theory in reference to the findings 
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Putting this in a practical perspective, I reviewed the relevant literature and theories and developed 

hypotheses out of the findings and conclusions the scholars got to. The “observation” consisted of 

collecting primary data through interviews and secondary data about FDI in Iran. The analysis of this data 

was used to test the hypotheses and finally, the hypotheses were either confirmed or rejected. 

With the help of a deductive approach, the literature can be further expanded to the prevailing issues in 

Iran and it can be assessed whether these issues are dealt with were either the same or a different way 

than in other developing countries. 

 The institutional theory (that will be introduced in the literature review) applied in the Iranian context 

will provide an understanding of how formal and informal institutions impact the investments of German 

automotive companies in the country. Furthermore, the institutional challenges that German investors 

already have to face or which might still arise during the upcoming years should be identified. Overall, it 

is important to analyse how formal and informal institutions impact each other and to what extent 

institutional change might be predictable 

A deductive approach provides the opportunity to once again confirm causalities that may exist 

somewhere else as well, especially as similar issues might have been found in other countries or regions. 

The institutional context itself can be well-explained by theories and literature. Thus, developing 

hypotheses on this academic basis provides a good framework to explain strategies to overcome 

institutional issues in connection with examples from other contexts 

To get more clarity about certain issues, hypotheses that are connected to this topic will then be tested. 

The hypotheses derive from a review of theories and literature and are tailored to the Iranian perspective. 

On one hand, they support the process of identifying institutional challenges and on the other hand, they 

provide an answer of how important these issues are for German automotive companies when they enter 

the Iranian market. 

2.1.3. Layer 3: Research Strategy and Layer 4: Research Choice 

The following section combines the explanation for the research strategy and choice that were applied, I 

combined here as they are closely interconnected. 

My research choice is a mono-method qualitative approach and the applied research strategy is a survey 

in form of qualitative interviews. The qualitative survey of this project is of an explanatory nature 
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conducted through a mix of interviewing experts and searching relevant literature. As a result, it is 

possible to get an understanding of the prevailing issues and an insight into the topic as such. (Saunders 

et al. (2009)) 

Marshall and Rossman (2006) (in Brinkmann (2013) suggest that “individual lived experience”, “language 

and communication”, and “society and cultures” can be analysed best by applying qualitative methods. 

German automotive companies in Iran are mainly concerned by the latter field. However, the other two 

topics also have least some impact on investing in Iran and the related institutional issues. 

By contrast, a quantitative approach would explain the quantity and the influence of possible institutional 

barriers, but it would not elucidate why certain issues exist and how they impact the investment strategies 

of German automotive companies. 

Especially as institutions and thus, institutional barriers are dynamic and can be shaped, it is particularly 

useful to retain the possibility to bring up different approaches and have the capability to explain those 

thoroughly. 

 

A qualitative interview can give a better understanding why stakeholders act in a certain way and how 

changes might affect them. Especially as there are still global political tensions going on that highly affect 

the Nuclear Agreement, possible consequences and adjustments can easily be discussed. 

 

I initially intended to conduct case studies in connection with interviews; however, there were two 

problems: i) There was hardly any data available that could have been mixed with collected primary data, 

and ii) when I contacted companies they did not answer or stated up front that they did not want to give 

out any information. The mix of these two circumstances therefore made it impossible to conduct case 

studies. Interview provided an alternative possibility to get insights and to approach companies without 

asking them to disclose too much strategic information. The process of creating and conducting 

interviews will be discussed later in this chapter. 

2.1.4. Layer 5: Time and Research Horizon 

In this section, the time frame and horizon used in this thesis will be explained. 

The research is a cross-sectional study as my time frame was from February to September 2017. On that 

basis, the research provides a snap shot of how the situation is now, two years after the sanctions were 
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lifted, and further gives an insight into which issues concerning entering the market are still present and 

how they are dealt with. 

The time frame would have been too short for a longitudinal study, as institutional change is a very long 

process and the actual effects can only be seen much later. The time frame of a longitudinal study would 

thus have gone beyond the scope of what is doable. 

Nonetheless, this cross-sectional study can provide the basis for further research and can be used to 

compare later results with the current status. 

2.1.5. Layer 6: Data Collection Method 

This section explains what kind of data was collected through which method and how reliable this data 

collection is concerning the analysis and the result of the project. 

Primary Data 

Primary data was solely collected through the above-mentioned qualitative interview. 

The interview with Khashayar Nivipour allowed for data that is not only dominated by the perspective of 

German investors or Iranian stakeholders, but to get data from a person who is concerned with both sides 

and is able to recall all kind of issues caused on both sides. 

The methods used for the interview as such will be further explained later in this chapter. 

Secondary Data 

I predominantly used recent articles and reports especially for information concerning the Iranian and 

German markets, as it is a thoroughly current topic and there is not much academic material available 

yet. However, I focused on identifying newspaper articles that are generally considered trustworthy and 

well-investigated to still maintain a professional and academic level. Nevertheless, if it was possible to 

apply academic papers or books, I used it to develop this thesis. 

The primary data about German automotive companies entering the Iranian market and the institutional 

context are complemented by secondary data sources about these topics. This particularly regards the 

formal institutions, which were not often referenced in the interview. 

Internal validity 
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Internal validity refers to the extent to which the causality of findings of a research are robust and cannot 

be explained by other inferences. 

The internal validity is given even though there are not as many sources of primary data. However, the 

secondary data such as legislation and articles are reliable and give a good basis for an analysis. The 

causalities between the institutional context and in particular the challenges, and the FDI inflows from 

German automotive companies can be explained based on the analysis of the institutions and the tested 

hypotheses. 

External validity 

The external validity of a research determines whether he findings of a research can be generalised 

outside of the framework of the research. 

This research cannot easily be generalized. The sample is foremost too small and the amount of primary 

data too limited to draw general conclusions. Second, the approach to institutional challenges does not 

only differ from country to country, but also from company to company.  

Markets differ after the lifting of sanctions and due to a different of departure and a different institutional 

context and thus, it is hard to generalise the results for other markets with a lifting of sanctions. 

However, this thesis can contribute to set up a theoretical and methodological framework that can be 

further used to assess a market once the sanctions are lifted. 

 

 



13 
 

2.2. Interview Process 

This section gives an overview of the interview process beginning from the initial thoughts, to the choice of 

interviewees and finally, the key questions of the interview. 

Brinkmann (2013) formulated five questions that are dominating the process of conducting a study 

based on qualitative interviews. 

“What should be studied?” 

The content of the study should be how German automotive companies overcome institutional issues 

they face when entering the Iranian market. 

 

“Why is it relevant to do so?” 

The institutional change is still ongoing and this can give an idea of what can be done differently. 

Furthermore, this research should lead to recommendations for companies in how they should approach 

institutional challenges and which considerations they should have when entering the market. 

Furthermore, Iran is currently a unique market since it was already quite developed while foreign 

investors could simply not enter due to the sanctions.  

 

 “How should the subject matter be studied?” 

The research issues should be studied through both semi-structured interviews and additional qualitative 

secondary data. 

 

“Who should be interviewed—and how many ?” 

The interviewees are stakeholders in the process. This can be on a business, organisation or consultancy 

level and both involved in the German and/or Iranian automotive industry. The sample was supposed to 

be big enough to provide a sufficient amount of information. 

 

In order to get a good sample, I researched stakeholders that were relevant for the research topic: These 

were among others, consultancies, German automotive companies in Germany, branches of German 

automotive companies in Iran, experts of the Iranian automotive market and the chamber of commerce; 

as it will be discussed in the next section, the turnout was very low. 

Finally, I was able to get an interview with Khashayar Nivipour who is an Iranian business consultant. He 

is fluent in German and has knowledge about both, the Iranian and the German market. 



14 
 

The interview questions for Mr. Nivipour were constructed in order to provide answers to the research 

question and its sub-questions. 

The interview was semi-structured in order to be able to ask follow-up questions and have the capacity 

to get information that might be relevant, but that I could not expect in the first place. 

The key questions were the following ones: 

 

Which institutional challenges do German companies face? 

Are there any institutional voids affecting the investment of German companies? 

What are strategies to overcome institutional issues? 

How do German companies react on institutional issues when it comes to investing in general?  

2.3. Limitations and Significance of the Methods 

This section outlines the limitations that this research process had and how important the methods 

were to balance these limitations. 

The topic of investing in Iran is a pretty sensitive one for many companies for two reasons:  

First of all, the timeframe still puts companies in the position of first-movers and thus, companies refrain 

from disclosing information about any challenges and how to deal with them for strategic reasons. 

Second, as already mentioned above when it comes to secondary data, the amount of available 

information is severely limited and mostly not academic. Thus, I planned to find interview partners to 

make up for this lack of (strategic) information. 

During the process of preparing the interviews, I wrote several dozens of emails and called stakeholders 

several times.  The majority of them never answered and ignored my emails and calls, while some referred 

me to other contacts and a handful seemed interested in an interview. 

Companies are generally highly reluctant to provide information to outsiders, but in the light of the 

presidential election in the US and the ‘Dieselgate’ scandal, this reluctance appears to have increased 

even more. I tried to directly contacted companies’ subsidiaries in Iran, but they always had to contact 

the main German branch and their data protection department would not agree on conducting 

interviews.  Some of the persons that agreed on an interview continuously postponed their answer and 

became unavailable, which made it impossible to conduct an interview before submitting this research. 
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Thus, I only could conduct an interview with Khashayar Nivipour, who is an Iranian business consultant 

advising German companies entering Iran. 

The Role of the Analytical Framework 

Due to the above-mentioned primary data collection issue, the analytical framework gained an even more 

crucial importance in this research: The methods applied to analyse the data and i.e. t e institutional 

theory can help to make up for the limited amount of primary data.  

A thorough analysis of formal and informal institutions can help to identify institutional issues and 

challenges that German companies might be faced with. In particular, it will be possible to stress the 

difference between formal and informal institutions in Iran and how they impact German automotive 

investors. 

It is possible to analyse the hypotheses in the context of Iran with secondary data only and, thus, the 

primary data serves the purpose of being supportive, validating any findings based on secondary data. 

This shifts the importance of primary data into the background and adjusts the analysis to the given 

external circumstances. 
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3. Literature Review 

This chapter gives an overview of the existing literature and explains the evolvement of the hypotheses 

that will later be tested in the analysis. The literature review is important to put the research question 

into context and to assess which problems are prevailing in other developing countries and emerging 

markets. Furthermore, the hypotheses developed in this chapter will be the basis for answering the 

research question. 

First, Foreign Direct Investment (FDI) will be explained and important internationalisation theories will be 

introduced. Second, institutions and the pillars of the institutional theory will be defined. The difference 

of formal and informal institutions will be stressed and several concepts that connect institutions with FDI 

will be introduced. Subsequently, examples of how institutions affect FDI inflows in developing countries 

and emerging markets will be given. Finally, hypotheses will be developed based on the literature. 

3.1. Foreign Direct Investment 

The following section will introduce Foreign Direct investment and different concepts of 

internationalisation. 

Foreign Direct Investment is defined as “[i]nvestment made to acquire a lasting interest in an economy 

other than that of the investor, the investor’s purpose being to have an effective voice in the 

management of the enterprise” (UNACTAD (2017)). 

The three different modes of FDI are: greenfield, acquisition, and joint venture (Meyer and Peng (2011) 

p.370 ff.):  

A greenfield investment describes the process of building a new factory/subsidiary/company from scratch 

on a ‘green field’. 

Acquisition refers to taking over a local business with all its locally embedded resources; an acquisition 

can be undertaken wholly or partially through obtaining an equity stake. 

A new entity with new assets that is owned by two or more parent companies is called a joint venture – 

in the case of FDI at least one parent company will be a local one. 

Franchising, licensing, trade, etc. are other types of internationalisation. They however do not belong to 

the category of FDI as they are not means to acquire shares in the host economy.   
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3.1.1. Motivations for FDI 

Every company has a different reason to allocate FDI. According to Dunning (1994) there are four main 

categories of motivations for FDI: market-seeking, resource-seeking, efficiency seeking and asset-seeking.  

A market-seeking investment aims to ensure access to the respective market and its consumer base. 

Investments with a resource-seeking motive pursue access to undifferentiated resources, i.e. natural 

resources that are not available in the domestic market. 

Efficiency-seeking FDI enables to acquire differentiated resources and thus leads to global efficiencies. 

Through asset-seeking FDI, investors can acquire new financial capital and complementary assets. 

3.1.2. Internationalisation Theories 

Uppsala Model 

The Uppsala model of Johanson and Vahlne (1977; 2009) suggests that the internationalisation of 

companies is an incremental process. 

According to this model, international operations are developed over time through an establishment 

chain whereby companies start to internationalise some activities and cautiously but continuously 

internationalise all of them step by step. 

Thereby companies are faced with “liability of foreignness”. The liability of foreignness is defined as “the 

costs of doing business abroad that result in a competitive disadvantage for an multinational enterprise 

subunit; broadly defined as all additional costs a firm operating in a market overseas incurs that a local 

firm would not incur” (Eden and Miller (2004), p.3) 

The larger the degree of difficulty to understand the foreign context (“psychic distance”) is, the larger the 

liability of foreignness. Thus, market knowledge has to be acquired to be able to commit any activities to 

the market. 

In their 2009 article, Johanson and Valne further develop this idea into the “liability of outsidership”: This 

describes the situation in which a company enters a market without having any relevant network position. 

The liability of foreignness even increases this effect. 

As a result, knowledge and opportunities are important to overcome these issues and reach a good 

network position through learning, creating and trust-building.  

Market Power Theory 
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Hymer’s (1960) market power theory suggests that capital flows are not the essence of FDI. Companies 

instead internationalise to exploit their advantages and to extend their dominance beyond their domestic 

market. However, in order for a company to enter a foreign market through FDI, there are two conditions: 

First, the company needs to have an advantage over local firms such as economies of scale or ownership-

specific advantages (e.g. technology, brands, contacts and capital). Second, the market has to be 

imperfect for this advantage as only an imperfect market gives market power to companies.  

3.1.3. Transaction Cost Theory 

The transaction cost or internalisation theory suggests that FDI should aim for hierarchical coordination 

rather than market coordination. (Hennart (1991), Buckley and Casson (1976)). 

Transaction costs consist of “the sum of information, enforcement and bargaining costs” Hennart (1991), 

p.83). The existence of transaction costs makes it effective to internalise market transaction in 

hierarchies. Market imperfections (e.g. privileged access to inputs, scale economies, product 

differentiation) might make it attractive to bear the cost of operating in a foreign market. (Hennart 

(1991)). 

 

It has been suggested by Hennart (1991) that internalising markets across borders through FDI lowers 

transaction costs. Companies can either conduct FDI as horizontal investments (internalise knowledge or 

reputation) or vertical investments in the form of backward or forward integration to internalise activities. 

Entering the market as a free-standing firm provides the option to exploit and internalise ownership-

specific advantages.  

3.1.4. First and Late Mover Advantage 

Especially in recently opened markets the question whether a company should be one of the first ones to 

enter or wait for others to enter first is of great importance. 

There are many first mover advantages for companies entering a market as one of the first companies 

(Meyer and Peng (2011), Lieberman and Montgomery (1988)). First movers have the chance to take over 

the technological leadership and pre-empt resources that are scarce. As the first entrants in the market, 

it is easy for the respective company to establish relationships and connections with key stakeholders (i.e. 

consumers and government). Furthermore, by having a dominant position abroad, clashes with dominant 

firms in the home market can be avoided.  However, not only will there be severe institutional 
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uncertainties that the company has to face, but the first movers have to fill institutional voids. Due to 

their good relationship with stakeholders, they can impact and shape institutions and thus, put up entry 

barrier for late movers. 

On the other hand, there are also advantages of entering a market as a late mover (Shankar et al. (1998), 

Meyer and Peng (2011)): As a later mover, it is possible to free-ride on the framework that was established 

by the first mover. In particular, technological and market uncertainties are resolved when entering the 

market. Furthermore, the market potential is higher and it is easier to grow faster. Finally, the difficulty 

to adapt that the first mover had to face is not present anymore. However, it will be harder for late movers 

to establish relationships with important stakeholders and, although the challenges of institutional 

change are not present present, this also means that there is hardly any capability to shape the 

institutional context. 

To put it in a nutshell, the decision of a company is whether the resources are sufficient enough to enter 

a market as a first mover and whether the advantages compensate the issues faced. 

3.2. Definition of Institutions and Institutional Theory 

This section will define institutions and explain the institutional theory that will be used for the analysis. 

Furthermore, the importance of the “liability of foreignness” will be pointed out and the relationship 

between formal and informal institutions will be discussed. 

There are different definitions of institutions: North (1990) defines institutions as “rules of the game in a 

society or, more formally, the humanly devised constraints that shape human interaction”. According to 

Scott (1995) institutions are “cognitive, normative, and regulative structures and activities that provide 

stability and meaning to social behaviour”; this definition is also the basis for the institutional theory that 

will be discussed later in this chapter. Similarly, Peng (2002) refers to the different nature of institutions 

as „the set of fundamental, political, social and legal ground rules that establishes the basis for production, 

exchange and distribution”. 

 All definitions make clear that institutions are crucial for human interaction and a basis for individual 

behaviour within a society. Therefore, institutions crucially impact the way of doing business. 

Especially when entering a market that has a different cultural and regulatory context, the importance of 

institutions becomes obvious and any operations are highly impacted by the new context. Peng et al 
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(2009), p. 63 put this impact into a good metaphor: “Institutions directly determine what arrows a firm 

has in its quiver as it struggles to formulate and implement strategy”.  

There is a distinction of institutions into formal and informal ones. Formal institutions are written down 

and “established and communicated through channels that are widely accepted as official” (Helmke and 

Levitsky (2004), p.727), whereas informal institutions are commonly known and communicated through 

unofficial channels; yet informal institutions tend to be more dominant. (Helmke and Levitsky (2004)) 

3.2.1. Institutional Theory 

The institutional theory is based on three pillars: a regulative, a normative and a cognitive pillar. 

The first pillar is the regulative pillar, including all formal institutions such as legislation, rule systems, and 

their enforcement mechanisms.  Thus, these institutions are legitimised by legal systems. The other two 

pillars that are based on informal institutions are the normative and the cognitive pillars. While the 

normative pillar is based on norms and habits and derives from moral and social obligation, the cognitive 

pillar contains deeply set believes and values that are important in the respective cultural system. The 

three pillars are closely related to each other; however, they are distinguishable. (Palthe (2014)) 

The classic version of the institutional theory can be further developed and adjusted to the institutional 

challenges that are present in developing countries with the help of Khanna and Palepu (1997): 

- Regulatory system (p.46) 

The regulatory system, which embodies the formal institutions, operates differently in developing 

countries than in the industrialized world and thus, formal institutions become more unpredictable for 

foreign investors.. 

The government and decisions concerning businesses are highly intertwined in developing countries and 

thus, there is often a close relationship between governments and businesses. 

Several forms of corruption are becoming a common practice in order to overcome bureaucratic issues. 

However, in the long-run it is more beneficial “to educate officials” (Khanna and Palepu (1997), p.46) 

instead of perpetuating these kinds of practices. 

Diversified conglomerates may assist foreign investors as intermediaries to facilitate the process of 

understanding and dealing with the regulatory bureaucracy. 
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This leads to another big issue of developing countries that is of an informal nature: The informal 

institutional environment is mainly characterised by the absence of intermediaries and often a lack of 

contract-enforcement mechanisms. 

- Absence of intermediaries (p.41 ff) 

Developed countries provide institutional intermediaries such as “reliable financial reporting, a dynamic 

community of analysts and an aggressive, independent financial press” (Khanna and Palepu (1997) p.44) 

that facilitates the information flow to foreign investors and provide a basis to operate in a foreign 

country. However, these intermediaries are not available in most developing countries and emerging 

markets. 

Furthermore, there is a dearth of information in the market that is a result of underdeveloped 

communications infrastructure and thus, investors have no access to relevant information that is required 

to operate in the market. 

- Lack of contract-enforcement (p.46 f) 

In most developing countries, there is a lack of mechanisms that help to enforce contracts. Furthermore, 

courts do not enforce contracts between foreign investors and local companies efficiently and most likely 

decide in favour of the local parties, even if they were the ones to break the contract. Thus, disputes are 

hard to be settled through domestic judicial channels and foreign investors cannot rely on them. 

Especially for foreign investors who require a protection mechanism for their intellectual property rights 

(IPR) as their FDI activities involve e.g. technological innovations or a well-established brand image, this 

becomes a problem: Their business could be undermined by local companies which violate their IPR and 

there would not even be a way to strive against it. 

Due to this lack of information and the missing safeguard mechanisms foreign investors may be reluctant 

to allocate any form of FDI into the respective market. However, local partners who are equipped with 

sufficient knowledge can ensure a good environment for IPR and function as intermediaries. 

3.2.2. Liability of Foreignness 

The liability of foreignness was mentioned in the context of the Uppsala internationalisation theory, but 

it is also of great importance when looking at the impact institutions have on FDI. 



22 
 

By owning shares in foreign companies or foreign investors having to partner with companies that are 

owned by the state, governments in developing countries try to have increased control over companies. 

A new kind of slow-moving and selective globalisation evolves in some developing countries where 

governments prevent foreign investors to invest in all industries and prefer domestic or regional 

companies over foreign investors. Especially in the BRIC countries (Brazil, Russia, India, China) (state 

capitalism is rising and the liability of foreignness is increasing, which makes it harder for foreign investors 

to operate in these markets. (Rottig (2016), p.6) 

When doing business abroad, companies are faced with economic and social costs. While economic costs 

can be anticipated by Multinational companies (MNCs), social costs are determined by hazards of 

unfamiliarity, relational and discriminatory nature and institutional distance. Unfamiliarity hazard refers 

to the lacking knowledge or experience of operation in the host economy. Furthermore, compared to 

local companies, foreign investors face discriminatory treatment that is not only experienced from the 

side of the government, but consumers often discriminate against foreign companies as well. Both 

external and internal uncertainties cause higher administrative costs for foreign investors in order to be 

able to overcome these uncertainties through relationships with stakeholders. Institutional distance 

refers to the degree of which two countries differ from or resemble each other in terms of the three 

pillars of the institutional theory. The bigger the institutional distance is, the higher the social costs will 

be for foreign investors. (Eden and Miller (2004)). 

To put it in a nutshell, the liability of foreignness increases the social costs of doing business abroad and 

therefore is a key indicator to measure the impact institutions have on FDI inflows. 

3.2.3. Formal vs. Informal Institutions 

While formal institutions are an important factor for conducting business activities in developed 

countries, they do not serve the same purpose in developing countries. 

Informal institutions are well-reflected by culture as culture embodies values and standards that are 

shared by everyone without being written down. More precisely the culture of a country is defined by 

“created and learned standards for perception, cognition, judgment, or behaviour shared by members of 

a certain group” (Holmes Jr et al. (2013)). 

 

Most developing countries tend to have a strong sense of collectivism and thus, the interest of the society 

and solving present issues for everyone has priority over individual interests.  
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Formal institutions do develop on basis of the culture in the respective country. One of the characteristics 

of formal institutions is that they do promote order and stability as they are providing guidelines for 

behaviour and are a basis to expect certain behaviour. Thus, formal institutions are crucial for foreign 

investors as they provide the capability to assess what is acceptable in the country and what behaviour 

can be expected from stakeholders. However, formal institutions are also malleable as informal 

institutions as they are “a product of human agency” (Holmes Jr et al. (2013), p.533). Formal institutions 

are supposed to be the start of solutions for issues in the country or society. However, formal institutions 

do not always provide the most appropriate solution and thus, all the social actors collectively have to 

find a solution that fits the social context the best. (Holmes Jr. et al. (2013)). 

One example for this is informal institution which evolved as a result of institutional voids and i.e. lacking 

market intermediaries in a developing country and became a key essential for doing business there 

(Rotting (2016). 

 

Institutional change 

The term institutional change refers to “fundamental and comprehensive changes introduced to the 

formal and informal rules of the game that affect organizations as player “(Peng (2003), p.275). 

While institutional change in developed countries is an incremental process, it is not as predictable in 

developing countries and it often happens suddenly. It is crucial to distinguish between an institutional 

change per se and institutional transition: While institutional change is a generic term for changing 

institutions, institutional transition refers to a change that pushes institutions forward. Examples of 

institutional transitions are previously totalitarian countries which change into democracies or countries 

which transform their centrally planned economy into a market economy (Rottig (2016)). 

Thus, emerging markets that pushes institutional transition forward are also called transition economies 

(Peng (2003), Rottig (2016)).  

The process of dismantling institutions does not always happen in the same pace as developing new 

institutions and thus, there is a period of uncertainties while new institutions incrementally involve. These 

uncertainties constrain companies and make foreign investors rely on informal institutions and 

relationships with local stakeholders. Thus, institutional transitions can in the short run cause chaos and 

additional costs as foreign investors do not know how things will develop and might have to invest in 

mechanisms to overcome this uncertainty (Peng (2003). 
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When looking at institutional change, it always should be considered that it is an on-going and dynamic 

process and it is inevitable to adjust the strategy on a continuous basis. Thus, the strategic choices do not 

only refer to how institutions changed from before to now, but also how they will change in the future. 

 

Institutional challenges 

The term institutional challenges (or “institutional voids” in Khanna and Palepu (2006), p. 62) “refers to 

the absence of the institutions that facilitate economic activity, as well as the absence of an associated 

set of rewards and sanctions to enforce those rules, norms and belief systems.”  

According to Khanna and Palepu (1997) market failures often derive out of information problems, 

misguided regulations and inefficient judicial systems. While in developed countries these sources of 

market failures are minimised due to a strong institutional framework, this is not the case in most 

developing countries, however, emerging market economies have at least developed some institution. 

As the framework is not given, companies are forced take over the function of avoiding market failures 

themselves. Most importantly they have to identify institutional challenges and voids and understand 

them. 

The main strategic choices they face in order to respond to institutional challenges are the following ones 

(Khanna and Palepu (2010), p. 87 ff):  

a) Replicate or adapt? 

The one option is that companies can replicate their global business model which provides the 

opportunity to exploit the competitive advantage of the most important features such as the brand, 

know-how and talent. Thus, the issue of institutional voids would be avoided, however, this business 

model only targets the global market segment which usually does not make up for a really big share of 

the customers as this segment consists of people that have both, wealth and global taste. 

The other option is adapting to institutional voids: This requires acquiring knowledge about both, the local 

market in general and the consumer structure to be able to identify the most appropriate consumer 

segment. However, localisation would lead to undermining the competitive advantage the global business 

model provides. 

b) Compete alone or collaborate? 
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In order to compensate missing market intermediaries, companies can enter partnerships or joint 

ventures with partners that are equipped with local knowledge. 

The alternative would be competing alone without the knowledge of the local market, but this lets the 

company avoid the risk of a) dependence and b) their partners emancipating and becoming potential 

competitors. 

c) Accept or attempt to change market context? 

This decision is between filling the voids and being able to influence or even shape the institutional 

contact or just accepting the market context.  

d) Enter, wait or exit? 

Adapting to the institutional context or attempting to change the institutions can sometimes be 

uneconomical. Thus, this has to be taken into consideration when companies decide whether they want 

to have the chance to either exploit the first mover advantage or to wait for other companies to create a 

better institutional environment. 

In case institutional challenges take over and it gets hard to operate in a context, exiting the market is 

sometimes the only reasonable thing to do for companies. 

3.3. The impact of institutions on FDI 

The following section provides examples of how institutions impacted FDI in other developing countries 

and emerging markets 

The determinants of FDI in developing countries and emerging markets differ to some extent from FDI in 

developed countries and lead to some hypotheses that can be tested in a different context. 

Institutions as determinant 

As mentioned above, institutions have an impact on conducting business and thus, it seems only obvious 

that they highly impact FDI as well.  

FDI used to be mainly concentrated towards developed economies, however, the share in developing 

countries has been rising in the last decades (Siddicca and Angkur (2017)); this development is closely 

connected with institutional changes.  
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The FDI data of 107 countries between 1981 and 2005 that was analysed by Ali et al. (2008), shows that 

institutions and institutional quality do have a significant influence on FDI inflows into a country. However, 

while this is important in the secondary and even more in the tertiary sector, the impact of institutions is 

not as evident in the primary sector. Institutions that might be subject to change in the short or medium 

run such as rule of law and expropriation risk are the most decisive for the allocation of FDI and thus, 

strengthening the legal system benefits the attraction of FDI. 

Moreover, the assessment of both, a strong and impartial legal systems and the risk to invest had a 

positive impact on FDI, a quality bureaucracy that is institutionally strong has a negative impact on FDI 

flows. (Siddica and Angkur (2017)) 

Furthermore, this is also valid for the Middle East and North Africa here the impact of institutions is 

evident: The FDI inflow in this region is generally low and this is in particular caused by a) the small size 

of local markets and the lack of real economic integration, b) the changes in the scenario of international 

competition and c) the slowness and insufficiency of economic and trading reforms in the region. This 

also influences the fact that greenfield investments in the region tend to occur in traditional sectors such 

as textiles, tourism and cement manufacture (Daniele and Marani (2006)). 

Furthermore, Ezecha and Cattaneo (2011) analyse how financial development, macroeconomic and 

institutional factors influence FDI inflows in 30 Sub-Saharan African countries; these countries were 

characterised by predominantly resource- and market-seeking investments. The factors impacting FDI 

inflows there in a positive way are trade openness, financial development, market size, infrastructural 

development and urban agglomeration. 

Other factors that are favouring FDI inflows in Sub-Saharan African countries which were identified by 

Asiedu (2003) are large local markets, natural resource endowments, low inflation, an efficient legal 

system and a good investment framework whereas corruption and political instability prevent investors 

from entering the markets in the region. 

 Trade openness and infrastructural and financial development are more important on FDI inflows in 

countries that do not possess natural resources than in those who are rich in natural resources; at the 

same time corruption has a much more positive impact on the latter (Ezecha and Cattaneo (2011)). Even 

though natural resources are an important factor, countries lacking these resources still can appeal FDI 

by strengthening their institutional environment (Asiedu (2003)). 
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It is also important, to distinguish between traditional and non-traditional FDI determinants and their 

respective impact: While the traditional determinants (number of telephone lines2, higher GDP per capita, 

annual real GDP growth, exports and annual labour costs) are important for FDI inflows, non-traditional 

factors such as the level of economic freedom, trade regulations and the level of corruption play an even 

bigger role as they affect the transaction costs foreign investors face in the respective country (Kahai 

(2006)). 

Whether the MENA region, Sub-Saharan Africa or other developing countries, the main strategy to attract 

FDI and minimise negative impact of institutions is to conduct institutional reforms in form of structural 

reforms and introducing new policies (Kahai (2006), Daniele and Marani (2006), Asiedu (2003), Siddica 

and Angkur (2017)). 

Asiedu (2003) additionally suggests that multilateral organisations can help to increase FDI inflows by 

promoting these stronger and better institutions. Especially in the context of Sub-Saharan Africa it is 

emphasised that regionalism in form of coordinating policies, ensuring political stability and expanding 

the market size can help to facilitate FDI inflows for all the countries in the region. 

Entry mode 

The institutional context in a developing country and emerging market is important as among others 

market-supporting institutions and local resources determine which entry strategy is the most 

appropriate one for a company. Meyer et al. (2009)  

Foreign investors use the three different entry modes (greenfield, acquisition and joint venture) according 

to the respective (and different) institutional context. Acquisitions and greenfield investments are 

preferred in a strong and stable institutional environment, whereas companies enter the market through 

joint ventures in a poor institutional environment. However, joint ventures are still an entry mode that is 

preferred by foreign investors seeking intangible resources to overcome product-related inefficiencies.  

(Meyer et al. (2009)) 

The market entry in e.g. Turkey is still challenging as foreign investors have to face a poor institutional 

and legal environment and market failures. Thus, the entry strategy for Turkey is influenced as well: 

Investment risks can often lead to greenfield investments, whereas the quality of input and market 

                                                           
2 The article is from 2002, however, as also mentioned in the text, this is used as an indicator to measure the general 

quality/standard of infrastructure in the respective country. 
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potential are a favourable condition to enter the market through acquisition. (Demirbag et al (2008)). 

Furthermore, Demirbag et al. (2008) suggest that the circumstances that are present in Turkey might be 

applicable for other emerging markets and developing countries as well due to the existence of high 

transaction costs caused bureaucracy and red tape. 

Some countries also do have special legislation when it comes to entry modes:  

In e.g. Vietnam acquisitions are legally not permitted (besides some special cases) and thus, only 

greenfield investments and joint ventures are possible (Meyer and Nguyen (2005)). 

Furthermore, in the study of Du et al. (2008) where US enterprises entering the Chinese market are 

analysed, it also becomes clear that the institutions impacting the entry mode even differ regionally. Thus, 

when deciding upon an entry mode foreign investors do not only take regional differences of institutions 

into consideration as well: Chinese regions with stronger institutions tend to attract more FDI than those 

regions with weaker institutions and while in some regions weak institutions encourage joint ventures 

over fully-owned enterprises, in other regions it is the other way around 

Moreover, the entry mode strategy also depends on the access and availability of local resources: One 

example is Vietnam where access to scarce resources is a very important factor for foreign investors. 

However, as already mentioned above, the institutional context differs across regions in Vietnam as well 

and thus, locations in the country where institutions facilitate this access are more favourable for 

investments; the facilitated access to scarce resources is in particular decisive for greenfield investments. 

Joint ventures are considered the better market entry mode when institutional knowledge is required in 

order to orientate the business strategy towards the domestic market and to be able to face issues with 

incumbent domestic firms better (Meyer and Nguyen (2005). 

Corruption 

The majority of developing countries are ranking among the most corrupt countries in the world and thus, 

corruption is always a present topic in connection with all form of investments in developing countries. 

Especially for foreign investors, corruption is an important issue as it might be faced not only on 

government, but also on the level of day-to-day activities. Thus, corruption was found to have a negative 

impact on FDI inflows. (Du et al. (2008), Kahai, Asiedu (2003), Busse and Hefeker (2007)) 

The main dilemma MNCs face is that while the host country expects briberies, there is a regulatory 

pressure from both, the MNC’s home country and the international business community to not conduct 

any payments of bribes. MNCs challenging these existing patterns in the host country by introducing a 
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new mode of business, initiate a “de-institutionalisation” process for local firms. At the same time, the 

phenomenon of "disembeddedness”,the extent to which globalisation disembeds both individuals and 

companies for their local structure in order to restructure on a global level, emerges. (Kwok and Tadesse 

(2006)). 

However, unlike most studies and analyses conducted on corruption, Ezeoha and Cattaneo (2011) found 

that corruption may also have a positive impact on FDI inflows. This positive effect may be grounded in 

weak law enforcement, government bureaucracy and inefficient regulatory structures. Corruption might 

be a help for foreign investors to deal with these issues. 

Still, the mainstream view remains the one that due to corruption foreign companies refrain from 

investing and thus, FDI inflows are negatively affected. 

MNCs can actually have a positive effect such as fighting the above-mentioned issues by e.g. lowering the 

level of corruption through their influence. However, in this context is also emphasised that the effect 

MNCs have on the host country environment is not always necessarily positive; examples are exploitation 

of natural resources or taking advantage of looser regulations in the respective host country. (Kwok and 

Tadesse (2006)). 

Wang et al.(2012) assessed the extent to which the above mentioned issue is present in China. Even 

though FDI highly contributes to the economic growth in the respective Chinese host city, labour 

productivity and innovation, on the downside it also pushes pollution and employment reduction forward. 

However, not all the incoming FDI in China is the same: In the case of China, ethnic- linked FDI (from Hong 

Kong, Taiwan and Macau) derives from a similar institutional background and thus, investors can adapt 

to the context easily and do not try to influence institutions. However, the institutional context in China 

is really different for non-ethnic foreign investors (typically from Japan, the EU and North America) who 

are highly impacted by the institutions and as a result they will try to shape the institutional environment. 

In order to balance the influence foreign investors have, China can undertake institutional reforms that 

can increase the positive impact FDI can have and at the same time decrease negative impacts. 

 

 Intellectual property rights 

A lack of protection of IPR is a prevailing issue in developing countries and foreign investors often refrain 

from investing in such a situation as it poses a threat to the brand; e.g. low quality counterfeits that are 
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hard to distinguish from the original can have a long-term negative impact on the brand image. (Khoury 

and Peng (2010)) 

Thus, developing countries benefit from either improving the institutions concerning IPR or being in an 

IPR protection agreement: The Paris Convention is the most important international agreement for the 

protection of IPR; it ensures that foreign investors’ IPR is protected in the same way than domestic IPR. 

It is not enough just to reform IPR in a way that is supportive for foreign investors, but these policies have 

to be undertaken with a strong innovation base present in the host country at the same time. (Khoury 

and Peng (2010) 

The analysis of data of more than 6,000 US multinationals investing in China between 1993 and 2001 

showed that these MNCs tend to rather invest in Chinese regions that protect intellectual property rights 

better, where governments are less corrupt and do not intervene as much in business operations and 

where contract enforcement is better (Du et al. (2008)) 

The solution for affected countries to overcome the uncertainty of weak protection of IPR is to strengthen 

the institutions affecting intellectual property rights in order to attract more FDI inflow (Du et al (2008), 

Khoury and Peng (2010)). 

Political risks 

The institutional context is naturally connected to politics and therefore current political risks are 

important for foreign investors as well. 

Government stability, internal and external conflicts, law and order, ethnic and religious tensions, and 

bureaucratic quality are crucial factors foreign investors consider when choosing a location to invest in. 

This is also applicable for corruption and democratic ability; however, these factors are not as important 

as the above-mentioned ones. FDI inflows are highly vulnerable to political instability and a poor 

framework of government operations. Furthermore, some foreign investors are also concerned about 

fundamental democratic rights i.e. political rights and civil liberties (Busse and Hefeker (2007)). 

3.4. Hypotheses development 

Four hypotheses will be developed in this section on basis of the existing literature and the background 

of the lifting of the sanctions. 

H1: “Due to uncertainties, we expect German automotive companies to be reluctant to invest in Iran.” 
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The literature review made clear that uncertainties have a negative impact on investors; these 

uncertainties can be of different natures such as political and financial or in form of corruption and lack 

of IPR protection. 

There are two main things that might be possible sources of uncertainties in Iran at the given point of 

time: 

i. The state of the nuclear agreement 

ii. Domestic and regional political issues 

First of all, even though the nuclear agreement was agreed upon in 2015 with the intention to solve big 

tensions and, in return for Iran obeying the rules, to pave the way for foreign investors to be able to enter 

the market, the uncertainty seems to remain. One of the biggest issues is that the agreement does not 

only depend on Iran only, but all the parties involved.  

Secondly, Iran’s position in domestic and international conflicts in the Middle East increases this 

uncertainty even further. Investors are not sure what is going to happen and how the country will be 

affected by the conflicts it is involved in. As investments are always a long-term decision, the prospective 

of the near future is genuinely decisive. Uncertainties make the future of investment decisions 

unpredictable and companies might hence consider it too risky to invest in Iran under the current 

circumstances. 

H2: “Due to the institutional distance and constraints, we expect German automotive investors to face 

a high liability of foreignness” 

Generally, the institutional distance between Iran and Germany is comparatively high. Both, different 

languages and different religious backgrounds highly impact business relations. 

Due to the sanction years, it was thoroughly difficult for German automotive companies to establish and 

maintain a good network in Iran. Thus, the required partnerships that are required to overcome these 

issues are not properly built up yet. Moreover, due to the uncertainty about the future of the nuclear 

agreement, the focus of the Iranian government might be more on improving the Iranian automotive 

companies in order to build up a more competitive industry in case of new sanctions. This might lead to 

discrimination of foreign investors in certain industries or at least put them in a position that would be 

worse than in other markets. The combination of these possible issues arising of the institutional context 
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and the institutional distance increases the liability of foreignness and thus, make it even more 

unfavourable for German automotive companies to enter the Iranian market.  

To put it in a nutshell, the additional social costs that are caused by the liability of foreignness in Iran 

might be for now too high for German investors. 

H3: “Due to the institutional challenges in Iran, we expect German investors to facilitate the market 

entry with partnerships.” 

As mentioned in the literature review, institutions highly impact the entry mode choice of foreign 

investors. The impact of the institutions can be of both, a formal and an informal nature: Legislation can 

determine in which mode foreign companies can enter the market whereas informal institutions might 

make investors prefer a certain entry strategy. 

The fact that the market just opened up to investments recently might make investors not be too 

confident about the institutional context and the crucial intermediaries are not necessarily known yet. Or 

in other words: the market might have exactly all the flaws to an extent that Khanna and Palepu see as 

characteristic for an emerging market. 

As the preference of entry modes could be limited, foreign investors might be further affected in the way 

that the only entry mode choice(s) are not preferred by the respective company. German companies 

might choose not to enter Iran in an entry mode that does not work with their strategy and thus wait until 

alternative ways to enter the market are ensured.  

H4: “Due to the changes in the institutional environment in Iran, we expect German automotive companies 

to adjust their time of entry” 

As the literature and i.e. Khanna and Palepu described, foreign investors can either enter a market as first-

mover or as late-movers. 

In Iran, the institutional environment might not be as adjusted and developed for foreign investors yet as 

the sanction years made it impossible for (most) foreign investors to enter the market. 

This hypothesis does not have the purpose to be formulated in favour of one option or the other, but it 

will include the option to assess which option German automotive companies choose when entering the 

Iranian market. 
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The reason for this is that there are many factors affecting this decision that can differ from context to 

context and thus, there is no tendency that derives from the existing literature. 

Furthermore, the native culture of the company (in this case German culture) is a different factor that 

plays into the decision to enter an uncertain market or not. 

The decision to be a first-mover or a late-mover does not only depend on external factors, but on internal 

circumstances and motivation as well. Thus, the analysis should provide an answer whether German 

automotive companies are keen to be a first mover or whether they prefer to first wait until an 

institutional change will have happened. 
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4. Empirical background 

This chapter will provide an understanding of how the German automotive industry is built up and 

which challenges the automotive companies are currently facing. Furthermore, the opportunities in Iran 

will be assessed and the changes that came with the lifting of the sanctions are explained. 

This chapter is relevant as it answers some of the sub-questions and thus, is the first step of answering 

the research question. 

4.1. Overview of the German automotive industry 

The following chapter will give an overview of the current state of the German automotive industry. 

Germany is the biggest automotive market in Europe and contributes 30% (Germany Trade And Invest 

(2016), p.3) of the passenger cars. In 2015, 15 million vehicles were produced in Germany which equals 

19% of the total global production (Germany Trade And Invest (2016), p.3). Furthermore,4.4. million cars 

were exported and made Germany the no.1 car-exporting country before Japan and South Korea. 

Moreover, the “Made in Germany” label of the automotive industry transfers an image of “quality, 

reliability, durability, efficiency and safety”. (Germany Trade And Invest (2016), p.5) 

The automotive industry is also the most important industry within Germany with a 20% share, that 

translated into 404 billion euros, of the industry revenues in 2015. (Germany Trade And Invest (2016), 

p.3) 

Furthermore, it is a very important industry when it comes to employment:  

808.491 people were employed by automotive manufacturers and suppliers in Germany in 2016 (Statista 

(2017)). 
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3 

(Source: Friedrich Ebert Stiftung (2015)) 

 

The German automotive manufacturers and suppliers tend to form clusters all over Germany. The biggest 

one is the one in Stuttgart and other big clusters can be found among others in Upper Bavaria, 

Braunschweig and Karlsruhe (Friedrich Ebert Stiftung (2015), p.14). 

Recently, the German automotive industry has been facing new concepts and innovations that are 

becoming more and more important for the mass market: 

Due to scarcity of fossil fuels and climate change electromobility seems to be the solution for the future. 

Germany has a National Development Plan for Electric mobility that should push this development 

forward. As the lithium-ion battery technology still has to be improved and the small car segment is not 

as innovative yet, many German automotive companies are collaborating or formed strategic alliances to 

innovate these technologies (Friedrich Ebert Stiftung (2015), p.15 ff). 

Furthermore, leasing and car-sharing are globally on the rise and affect consumers and companies in 

Germany as well: The concept of leasing describes consumers using a car as if it was their own, but the 

car is in fact still owned by the car company. In exchange, consumers pay the company a monthly fee for 

a certain period (usually for 2 years in Germany) and after this period the consumer either decide to give 

the car back to the company or to buy the car for a discounted price. This concept was mainly used for 

business persons and premium segment cars; however, it becomes more and more popular for other 

                                                           
3 This graphic is a bit more outdated compared to the Statista numbers, however, it shows how the employment splits 
up among the different automotive manufacturers and suppliers. 
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consumer segments as well. One of the biggest target groups is the one of young people that would like 

to have a car, but do not want to wait until they saved up enough money. For automotive companies 

leasing provides the possibility to provide consumers with cars that would only have the budget for a 

second-hand car, but are still fond of the idea of owning a brand-new car (ADAC (2015)). 

Car sharing models that are either provided by automotive companies (e.g. Daimler’s Car2go) or 

independent providers (e.g. DriveNow) are becoming more popular across Germany.  Car sharing refers 

to a concept of companies providing a group of consumers access to cars they own in exchange for a 

payment. The price the consumers pay depends on the time or distance the car is used for; the intention 

is to use cars for short and local trips, often within a city. Especially the services offered by the automotive 

companies themselves are very valuable as they target an audience that would not necessarily intend to 

purchase a car. Thus, automotive companies have the chance to enter a new “market” and still benefit 

from a new approach of using cars (Friedrich Ebert Stiftung (2015), p.17). 

Germany is the world leader when it comes to R&D investments in the automotive industry: The big and 

important German automotive companies are some of the world’s leading patent applicants. As an 

example, Bosch, one of the biggest automotive supplier, on average registers 19 patents on a working 

day. The leading role of the automotive industry in innovation has another important effect: It stimulates 

innovation in other sectors in Germany and thus, contributes to the whole economy (Friedrich Ebert 

Stiftung (2015), German Trade and Investment (2016)). 

Dieselgate 

The so-called “Dieselgate” was one of the most severe scandals in the German industry in the last years 

and the possible consequences are still frequently discussed publicly in Germany. In particular, the impact 

the scandal had on consumers’ purchase intentions and their perception of the brand image becomes 

more and more evident for the companies involved in the scandal. 

In September 2015, the US Environmental Protection Agency made public that the Volkswagen group 

used a so-called “defeat device” for their vehicles. Defeat devices are defined as “any device that ‘reduces 

the effectiveness of the emission control system under conditions which may reasonably be expected to 

be encountered in normal vehicle operation and use” (Contag et al. (2017) ; thus, the software ensures 

that in case of emission test the car software detects that a test is conducted and reduces emissions for 

that period of time. 
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This scandal made obvious that car manufactures struggle to keep up with technological innovation, 

regulatory legislation and at the same time meet consumers’ demands for well-performing, efficient and 

reasonably priced cars (Contag et al. (2017)). 

In the US, the affected companies had to compensate customers while in Germany class action lawsuits 

are still ongoing. Furthermore, a product recall had to be made and many jobs are still endangered. This 

had a huge impact on the perception of the brand not only in Germany, but worldwide. Nevertheless, the 

reputation and brand image of Volkswagen in particular deteriorated and will be impacted for some more 

time. The trust of consumers is pretty low and car companies have to create a lot of incentives for car 

purchases (ZDF (2017). 

The emissions that were tried to manipulated concerned Nitrogen dioxide (NO2 ), a toxic gas that 

damages the health of human beings. Examples are (increased) respiratory effects, lung cancer and 

abnormalities in children. Thus, cheating on the emission test had a severe impact on people and as the 

EPA in the US estimated that the 500,000 Volkswagen vehicles that were manipulated caused 59 

premature deaths. In comparison, the estimated amount of diesel cars that have an exceeded emission 

of NO2 within the EU is 29 million. They are predominantly on the roads in France, Germany, UK, Italy, 

Spain and Belgium and caused all together more than 62,000 premature deaths (Transport and 

Environment (2016)). 

4.2. Opportunities in Iran 

This section gives an insight what opportunities German automotive companies have when they invest 

in the Iranian market. 

The industry in Germany with most investment flows to foreign countries is the manufacturing industry 

with 35%; with 9% the biggest share of FDI outflows in the manufacturing industry is allocated in the 

automotive industry. This is also reflected in the fact that Daimler, BMW and Volkswagen earn more than 

80% of their profits abroad. (KPMG (2016b), p.10)  
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The four most important motivations for German investments abroad is the growth in already entered 

markets, entering new markets, cost efficiency of the production and extension of the global value chain 

(KPMG (2016b), p. 30). Thus, investments in Iran are destined to be an opportunity to make profits abroad 

by entering a new market. 

Iran before the sanction lifting 

The historical event that has changed Iran the most was the 1979 revolution.  During the revolution, the 

Pahlavi dynasty represented by the ruling Mohammad Reza Shah Pahlavi was overthrown and the Islamic 

Republic of Iran was founded. 

This change of political regime had an impact on many levels: Especially the foreign policy was shaped in 

an Anti-Western and Anti-Imperialist way. Thus, foreign investors from the West were not as welcome 

anyways. In 1979 the US banned the imports of Iranian goods as a result of the Iranian revolution and an 

attack that targeted the US Embassy in Teheran and lead to the detention of US diplomats and staff. These 

sanctions where extended on US-investments in Iran in the 1990’s and any foreign company, which were 

from countries that wanted to maintain a friendly relationship with the US, could not invest more than 

$20 million in the Iranian energy sector per year. (Kausch (2015), p.35 ff) 

At the beginning of the 2000’s, Iran re-launched its uranium enrichment programme and actors around 

the globe reacted: The UN Security Council banned all kind of trade that was nuclear-related. 

Furthermore, they established an arm embargo and restricted the travels of individuals involved in the 

nuclear industry. 
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As a result of the UN Security Council decision, the EU sanctioned “trade in natural gas technology, 

expanded the freeze on Iranian assets, and passed a 

resolution mandating meticulous cargo inspections on imports and exports from Iran” (Ianchovichina et 

al. (2016), p.7) and eventually, the EU imposed bans on Iranian oil imports in 2012 as Iran did further 

develop its nuclear programme. The combination of all these sanctions had a severe impact on Iran and 

resulted in a decline of oil sales by approximately 1.25 million barrels per day. (Ianchovichina et al. (2016)). 

The lifting of the sanctions 

Technically, not all sanctions were lifted, but there was only a loosening of the sanctions. However, in this 

research it will be referred to the uplifting of the sanction as none of the sanctions affect operations in 

the automotive industry anymore. 

All UN sanctions were lifted and most EU sanctions are not in place anymore (Roland Berger (2016)):  

The US suspended all secondary sanctions related to the nuclear programme which means that all other 

countries are allowed to conduct business activities in Iran. However, the US did not lift primary sanction 

and thus, US firms are not permitted to do business in and with Iran. Iranian banks were re-integrated 

into the global business world by being reconnecting to the SWIFT payment system that is applicable 

worldwide and facilitated it for foreign investors to conduct business in Iran.  All Iranian banks were 

disconnected from the SWIFT system during the sanction years. Furthermore, Iranian banks are now able 

to open branches in the EU and vice versa. 

All sanction that concerned specific industrial sectors were suspended and thus, it is again possible for 

foreign investor to conduct business in e.g. the automotive industry, shipping, transportation and 

insurance. Furthermore, Iranian oil, gas and petrochemical companies are allowed to export their 

products again. Finally, Asset freezes and travel bans were lifted for both, companies and individuals that 

were affected during the sanction years. 

Opportunities in the Iranian Automotive Industry 

The relationship between Iran and Germany was during history always positive and Germany is the most 

important trade partner for Iran within the EU; thus, German investors can take advantage of that (Rödl 

& Partner (2017)). 



40 
 

Over the last decade, the automotive industry has been growing and the lifting of the sanction catalysed 

this growth even more: The number of production rose from 80,000 units in 1997 to 817,200 in 2006.  

(Abedini and Péridy (2009), p.792) 

Iran has a share of 1.2% in the global car production and ranks among the top 20 automotive producers 

worldwide. Furthermore, the government implemented new reforms with the intention to liberalise the 

automotive industry and make it more competitive on a global scale.  (Abedini and Péridy (2009)) 

Iran is one of the so-called “Next 11” countries and thus, has a lot of growth potential in the upcoming 

years. Moreover, the population in Iran will be steadily growing over the years and thus, there will be 

both, a stable and an increasing customer base in the upcoming years (Roland Berger (2016)). 

 

The automotive industry is developing positively and the passenger car sales predictions are reflecting 

this positive development. In the basis scenario, a growth of sales by approximately 16% per year is 

forecasted which would definitely equal the sales volume of the years before the sanctions; in a really 

optimistic scenario the sales volume would even by far exceed the pre-sanction ones. (cf. graphic Roland 

Berger (2016)). 

 

(Source: Roland Berger (2016)) 

Iran has the biggest industry of automotive production in the whole region and thus, is a favourable place 

to invest in. Furthermore, it is strategically relevant when an automotive company considers to introduce 

their products in the region generally as the cars produced in Iran can easily be exported into 
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neighbouring countries. This is especially relevant as the exports of several goods including cars already 

started to increase and there is still some more potential (Nivipour (2017), Roland Berger (2016)). 

Furthermore, the “Made in Germany” branding and the design of German cars is very popular in Iran.  

Thus, German automotive manufactures can exploit this demand even better by producing in the market 

itself and being able to sell the cars that cannot be imported into the country; the issue of restricted 

imports will be further discussed later in this chapter. Additional to the “Made in Germany” label, the 

German know-how and technology is highly demanded and can be a good basis for starting a long-term 

partnership. (Nivipour (2017), Rödl & Partner (2017)). 

The Iranian market is hardly touched yet and offers a lot of opportunities to foreign investors. 

Furthermore, the 80.9 million inhabitants (BMI Research (2017), p.19) provide a good basis for different 

consumer segments and target groups; especially as the population is predicted to grow steadily over the 

next years. 

Due to the oil crisis, there is a need for oil-exporting countries to diversify in order to remain competitive 

in the world economy. (Erfolg im Iran, KPMG). However, the oil crisis might result in lacking fund in the 

public sector that would actually be required for urgent investments in the infrastructure. (KPMG report) 

Furthermore, there is a big need for modernisation across all industries after the sanction years and thus, 

innovation is required in the automotive sector as well. For example car leasing is not really an established 

business model yet, so German automotive companies could tap into this market and be the first ones to 

establish car leasing models to make their cars affordable for consumers with smaller incomes as well. 

(Rödl & Partner (2017)). 

The labour market in Iran is supposed to be well-equipped as there is i) good education provided and ii) 

a very young workforce available. Furthermore, a high percentage of the educated population is female. 

However, only 83.6% of the Iranian population is literate (BMI Research (2017), p.35), so the good 

education is not accessible for everyone. Furthermore, there is a high share of young and educated people 

who leave Iran to find education and/or employment abroad (BMI Research (2017), Rödl & Partner 

(2017)). 
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5. Analysis of the institutional context in Iran  

This chapter first provides a categorisation of important formal and informal institutions that impact 

German automotive companies in Iran and subsequently, these institutions will be assessed. Finally, the 

hypotheses that were developed in the third chapter will be tested. 

This chapter is one of the most important ones in relation to the research question as it provides the 

answer to all the questions underlying this thesis. 

5.1. Formal and informal institutions in Iran 

In the following chapter, the important institutions concerning German foreign investors will be 

categorised into formal and informal institutions. The purpose related to the research question is to show 

how it is different from the German government structure and to analyse later how this might be an 

institutional challenge as well. 

5.1.1. Formal institutions 

a) The political system 

The political system consists of both, elected and unelected institutions. The following ones are the 

key actors ((BBC (2009), Jones (2011)): 

 

 

(Source: BBC (2009) 

 



43 
 

Supreme Leader 

The highest-ranking person in the Iranian state is the Supreme leader: He is responsible to make sure that 

all actions in Iran are according to the interest in Iran. 

He is a “faqih” which means that he is an Islamic jurist (the leading one in Iran) who is interpreting the 

shari’a and all other religious documents. The Supreme leader is furthermore the link between the 

executive, the judiciary and the legislative branch. 

He is not only able to dismiss the president, but can already eliminate presidential candidates. 

Furthermore, he is the commander of the army and declares war and peace. Finally, he appoints six 

members of the Guardian Council, administrators and judges and many non-governmental directors (e.g. 

radio and TV). The current Supreme leader, Ayatollah Khamene, has been in office ever since he was 

elected in 1989. 

Guardian Council 

The Guardian Council consists of 12 male members: Half of them are appointed by the Supreme Leader 

and the other half is nominated by the chief judge and approved by the parliament. They are the 

theocratic element of the government and thus, make sure that all laws that passed the parliament are 

obeying the principles of the Shari’a. Furthermore, the are the ones deciding whether somebody can 

compete in any election and thus, they have the power to disqualify candidates as well. 

Majlis 

The Majlis is the unicameral parlament which is a directly elected body by every citizen older than 15 

years and has 290 seats. It is responsible to enact and change laws and interpret legislation. Furthermore, 

it appoints 6 of the Guardian councils. 

President 

The president is directly elected every 4 years and is the highest democratic official in Iran, however, the 

highest authority in Iran remains with the Supreme Leader. Due to the constitutional requirement, a 

president has to be a Shi’ite and maintain Islamic principles in Iran. Amongst others, his duties are 

proposing legislation to the Parliament, signing treaties, laws and agreements and executing all the 

policies. Hassani Rouhani has been president since 2013 and was re-elected in May 2017. 

Assembly of Religious experts 
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The Assembly of Religious Experts consist of 88 people and is a directly elected by the Iranian people 

every 4 years and their main function is to supervise and control the Supreme Leader. They elect the 

Supreme Leader’s successor after his death or resignation. Furthermore, the Assembly has the right to 

dismiss the Supreme Leader and thus, would elect a new one after his dismissal.  

b) The Legal System 

The following section describes the two pillars of legislation in Iran, Sharia law and civil law (Mir-Hosseini 

(2010)). 

Sharia Law 

The Sharia law is used as a guide for Muslims in all aspects of their lives. The law derives from both, the 

Quran (the holy book of Islam) and Sunna (the collection of Prophet Mohammed’s saying, practices and 

teachings). 

There are different kind of crimes that are judged by different institutions. The most known ones are the 

five so-called “hadd” crimes that fall under the discretion of a judge.  

These are i) unlawful sexual intercourse (sex outside of a marriage and adultery are considered as such), 

ii) false accusation of unlawful sexual intercourse, iii) consumption of wine (sometimes this is applicable 

for all kind of alcohol), iv) theft and v) highway robbery. These crimes are penalised according to the 

intensity of the crimes and the possible penalties are i) flogging, ii) stoning, iii) amputation, iv) exile or v) 

execution. 

One example for how the penalties for “hadd” crimes differ is that unlawful sexual intercourse is punished 

by 100 lashes, however, if the offender is married the penalty would be stoning to death. Lashes are 

mostly the penalty for sodomy, homosexuality, pimping, drinking alcohol and falsely accusing somebody 

of illicit sex; in the case of homosexuality, however, being convicted three times will lead to the death 

penalty. Theft as well as blasphemy and corruption are punished by amputation, but the latter two can 

also end in hanging or banishment. The final decision about this penalty is taken by the judge in charge. 

Across countries where Sharia law is enforced and even some Muslims who live in other countries, but 

consider Sharia law as crucial, honour killings are committed. That means that persons who commit a 

“hadd” crime are murdered by family members in order to prevent the family from dishonour and shame. 

Before a judge sentences a crime, the family of the victim is invited and can choose to penalise the 

offender according to either “qisas” or “diyyah” or grant forgiveness.  
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Retaliation (qisas) means that people committing a crime can be penalised in the same way they 

committed the crime on an “eye-for-eye” principle. One extreme example for that is that the offender is 

stabbed (to death) with the same knife that its victim was stabbed (to death) with. (Sharia text,p.593). 

“Diyyah” is also known as “Blood money”: Blood money refers to a monetary compensation as a result of 

homicide or bodily harm. This money is paid to the family of the injured person and the amount depends 

on the degree of the injury; the compensation is different for Muslim victims and non-Muslim victims. 

The influence of the Sharia law forbids the import of the following items 

“i) Alcoholic drinks; ii) gambling tools; iii) weapons, ammunition and explosive goods; iv) narcotic drugs; 

v) magazines, photos, films and snaps and those goods, which are against religious and national dignity 

of the country. vi) any type of writings which are against the official religion of the country and /or 

disturbing discipline and public purity and national dignity and vii) those types of goods which have 

legitimate and legal prohibition and /or their import and export have not been allowed according to the 

customs tariff table or special rules.” (Iranian Lawyers Office (2015), p.19). 

Civil law 

Besides the Sharia law, Iran is also legally governed by civil law called “Qanun”. The legislation under 

Qanun does not derive from the Sharia, but from legislation passed by the parliament. However, it cannot 

contradict the Sharia law and the judiciary guardianship is responsible to ensure that. 

c) The Foreign Investment Promotion and Protection Act 

The Foreign Investment Promotion and Protection Act (FIPPA) came into effect in 2002 and replaced the 

“Law for the Attraction and Protection of Foreign Investment (LAPFI)” from 1955; until now the FIPPE 

remains as the latest big reform for foreign investments (OEITA (2002)). 

Under the FIPPA, foreign investors can invest in the private sector only and the industries within the 

private sectors they can invest in are: i) all large-scale industries except oil and gas mining, ii) foreign trade 

activities, iii) banking sector, iv) insurance, v) electricity, vi) post and telecommunication, vii) roads and 

railways and viii) aviation and shipping (Slovakian Ministry of Foreign Affairs (2016)). 

This act considers every foreign capital that is invested in a new or already existing company as foreign 

investment.  Foreign capital is considered as cash funds, machinery and equipment, intellectual property 

rights, raw materials and transferable dividends. To be able to conduct a foreign investment activity, the 
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company is required to have an investment license that can be obtained after applying for it at the 

“Foreign Investment Board”. 

The condition of FDI in Iran according to FIPPA is that the company wants to contribute to “economic 

growth, upgrade technology, enhance the quality of products, increase employment opportunities and 

exports. 

Foreign investors shall ensure that they do neither harm the environment nor “jeopardise” local 

companies’ production. Furthermore, it is important that their investment is neither threatening the 

national security nor the public interest. 

 Foreign investment is not connected to concessions made by the government and thus, foreign investors 

cannot have a monopoly. When a foreign company invest in Iran, they cannot have a bigger market share 

than 25% in an economic sector and only a market share up to 35% in each of the respective fields. 

However, if the goods and services that result from a foreign investment are intended to be exported, 

this rule does not apply. 

According to the FIPPA all foreign investments that fulfil the above-mentioned criteria have access to the 

same rights and facilities as local companies and are also equally protected. Unless it is in public interest, 

foreign investments cannot be expropriated or nationalised. If it was in public interest, there would be a 

legal process that would be conducted in a non-discriminatory manner and investors would be 

compensated according to the value of the investment. 

d) Free trade and special economic zones 

Seven free trading-zones were established to set an incentive for foreign investors and these are located 

in Kish, Qeshm, Chabahar, Aras, Anzali, Maku and Abadan.; the Chabahar free trading zone is one of the 

biggest ones and comprises 400,000 square meters. (Nivipour (2017),  

The free-trading zones have different incentives, but generally they all provide the following incentives: 

foreign nationals do not require a visa to enter the zone, it is permitted to repatriate profits, full foreign 

ownership of factories is possible, foreign investors are exempted from profit tax for 20 years, there is no 

customs duties on capital good and there is less bureaucracy. Besides the investments, the free-trading 

zones should provide a place for technology transfer (BMI Research (2017), Rödl & Partner (2017)). 
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Furthermore, there are approximately 40 special economic zones that should enhance trade and 

economic development in less developed region. In order to make these areas attractive for foreign 

investors, special regulations for taxes and tariffs are provided (BMI Research (2017)). 

e) Import process 

In order to import cars or components that are needed to manufacture a car, a commercial card is 

required that will be issued by the respective chamber of commerce, in this case the German chamber of 

commerce in Iran. The product that will be imported must be pre-registered and according to the product 

other permits may be required. Once all of these bureaucratic requirements are fulfilled, the product can 

be declared and imported. In the case of cars, there is a list of models that can be imported and if a model 

is not on the list, the automotive company has to apply for a permit to import the respective vehicle. 

However, this is only possible when the company takes over the responsibility for the after-sales service 

(Nivipour (2017), Rödl & Partner (2017)). 

f) Entering the market 

There are several options to enter the Iranian market (Nivipour (2017), Rödl & Partner (2017), Iranian 

Lawyers Office (2015)): 

i) an open or closed joint stock company (called “Sherkat Sahami Am/Khass” in Farsi):  

It can be founded by at least 5 (for an open) or 3 (for a public) shareholders who do not 

necessarily have to be Iranian.  

 

ii) limited liability company (“Sherkat ba Masouliyat Mahdoud” in Farsi):  

Founding a LLC in Iran requires at least two natural or legal persons; any natural and legal 

person can be of a foreign nationality. 

 

iii) establishing a branch: 

It is possible for foreign investors to establish a branch that operates under the mother 

company. The branches are able to work in the following fields:” i) Post sales service for the 

goods or services of the mother company, ii) Carrying out the contracts terms between 

Iranians and mother company, iii) Plan future investment of the mother company in Iran, iv) 

Collaborate with Iranian experts for business activities in neighbour countries, v) Participate 

in non-oil exports market in Iran and vi) regulating duties in the areas of clearance from 
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government organizations and services in the fields of transportations, insurance, banking and 

marketing, etc” (Iranian Lawyers Office (2015), p.15) 

 

iv) Joint Venture (JV): 

It is also possible to enter the market through a JV with an Iranian partner. This is especially 

important as Some industries require that foreign investors enter the market with an Iranian 

partner such as the medical technology industry (Nivipour (2017)). There is no specific 

legislation for JV in Iranian law, however, foreign investors can only have a maximum share of 

49%. 

 

 

 

(Source: Iranian Lawyers Office (2015)) 

g) Policies in the automotive industry 
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Iran started a legislative initiative for the automotive industry in the following fields: i) emission standards, 

ii) alternative powertrains and iii) scrappage programme (Roland Berger (2016). 

Emission standards 

Iran adopted the emission standards that are applied within the EU: The Euro II- VI regulations that aim 

to reduce the pollution from passenger cars, commercial vehicles, light passenger vehicles and 

motorcycles by setting a limit for emissions. The affected emissions are: Carbon monoxide (CO), Nitrogen 

oxide (NO), hydrocarbon, volatile organic compounds, atmospheric particulate matter and particle 

number. Furthermore, due to air pollution restricted traffic zones were introduced. 

 

Alternative power trains 

Iran aims to shift from vehicles running on petrol to natural-gas-powered vehicles and thus, a regulation 

was implemented that 60% of all vehicles that are sold on the country should either be natural-gas- or 

dual-fuel-powered. 

However, the global trend has shifted towards hybrid vehicles and thus, globally the import tariffs are 

lower and there are fewer restriction. As a result, the regulation is not enforced and the focus of 

automotive manufactures is now on producing and developing hybrid vehicles. 

 

Scrappage programme 

Another solution to be a more modern automotive country Is the scrappage programme that was 

implemented in Iran in 2005. The aim is to replace 200,000 old vehicles yearly with new cars that are 

more efficient in order to reduce the fuel consumption. Since the implementation, the average age of 

vehicles in the countries has been reduced from 17 years at the time of implementation to 10.6 in 2013-

  

h) Other important formal institutions 

Banking Law 

With the introduction of the new constitution in 1979, the practice of charging and/or paying interests 

on loans became forbidden for private persons, banks and insurance companies. Moreover, it is not 

permitted to enrich oneself on the costs of others (“riba”). A violation of this will not only lead to 

punishment, but the government holds the right “to confiscate property acquired through “riba” and 

return this property to the rightful owners.” (Mir-Hosseini (2010), p.360) 
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Democracy 

Democratic processes are embedded in the Iranian institution and the Iranian people can decide who 

they want to govern the country. However, the constitution also gives the clerics the right to oversee and 

veto democratic processes; this becomes most clear in the above-mentioned power of the Guardian 

Council to eliminate candidates running for democratic elections. Furthermore, not everyone in Iran is 

treated equally: Legally there is not only a discrimination of women, but also Non-Muslims (Mir-Hosseini 

(2010)). 

Intellectual Property Rights 

Iran is member of the World Intellectual Property Organization (WIPO), part of several intellectual 

property right treaties and joined the Paris Convention as well. 

Through the Paris convention the following IPR are protected: Patents, utility models, industrial designs, 

trademarks, service marks, trade names, and indication of source or appellations of origin. Both, “The Law 

for Protection of Authors, Composers and Artist Rights” in1970 and three years later “The Law of 

Translation and Reproduction of Books, Periodicals and Audio Works” were implemented in Iran and are 

supposed to protect copyright and all related rights. Digital works and i.e. those on the internet are 

protected under the “Electronic Commerce Act” of 2003. (Iranian Lawyers Office (2015)) 

5.1.2. Informal institutions 

a) Taarouf 

“Taarouf” is a standard of conduct in Iran that refers to saying or offering something that is in fact not 

actually meant that way. It includes different kind of formalities: If somebody offers you something or 

invites you to their house, it is expected to decline this invitation in the first place. Normally, an invitation 

or an offer should be declined several times and first accepted when the Iranian person is insisting several 

times. Furthermore, “Taarouf” is also often used by sellers when the decline to take money for their goods 

in the first place, but in fact they expect the other person to pay for what they want to purchase (AKH 

Iran (n.d.), Nivipour (2017)). 

b) Religion 

The majority of the Iranian population is Muslim (Rödl & Partner (2017)) and thus, religion also plays an 

important role in Iran outside of the formal legal system. As mentioned above, the Sharia applies a 

standard for formal institutions, however, the Sharia law has an even bigger impact on the informal 
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institutions. In Islam hierarchies have a strong importance and there is a strong distinction between the 

elite and the common people. Thus, in Iran the person who takes the final decision on trade deals is 

always the highest-ranking person in the company. (AHK Iran (n.d.)) 

The official year in Iran is different (it is currently the year 1396) and starts at the 21st March instead of 

the 1st January, however, Iranian people are aware of the differences in Germany. Moreover, As Friday is 

considered the holy day in Iran and everybody goes praying at the mosque, the weekdays and weekend 

differs from Germany as well: The working week is from Saturday to Wednesday and thus, the working-

free weekend is on Thursday and Friday. (AHK Iran (n.d.)) 

c) Business etiquette 

The business etiquette is shaped by many informal institution and thus, has a very important role for 

doing business in Iran (AHK Iran (n.d.), Nivipour (2017), Rödl & Partner (2017)) 

The main business languages are Persian and (often) English, but it also happens sometimes that Iranian 

business partners speak German. It is beneficial to speak Farsi as most business documents are in Farsi 

and the registration forms have to be handed in in Farsi. However, it is also possible to hand in the 

document in both, Farsi and English.  

The hierarchical structure is also important in the business world as well: The highest person in the 

hierarchy is the decision maker and it is important to let them speak first. Furthermore, it is important to 

be extremely cautious when interacting with business partners of the opposite sex. It is a taboo to touch 

a person of the opposite sex and it is also considered inappropriate to have a very strong eye contact. 

The time conception of Iranians is different than in Germany: It often is the case that Iranian business 

partners are unpunctual, however, it is expected from foreign business partners to always be on time. 

Furthermore, the pace of work is way slower and it takes a longer time to get work done. This is also 

applicable for meetings which usually take longer as Iranian are not as straight-forward and make their 

point first, but it is important to exchange pleasantries first and have a good atmosphere before the 

important items are finally discussed. 

Generally, a lot of flexibility and patience is required; e.g. contracts are not always fully obeyed even 

though they are written down and it is not unusual to have any kind of arrangements cancelled or changed 

on short notice. 
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Finally, Religion as well as politics is a highly sensitive topic in Iran and it is better not to talk about it with 

business partners unless one is explicitly asked for an opinion. 

d) Iranian society structure 

Iranians are among themselves and abroad known for individualism: “The Persian tends to think of himself 

and his family first, then of his large kinship group or tribe and lastly of his nation.” (Bar, Shmuel (2004), 

p.11) 

One result of the individualism is the mistrust and suspicion of any outsider. This does not only refer to 

people outside the immediate inner circle, but for people in power, domestically and internationally, as 

well. Furthermore, this leads to some institutional voids: 

The most prevailing institutional void is “dovreh”. “Dovreh” means circle and is the Iranian equivalent to 

the Chinese “guangxi”. This refers to a circle of people “who studied together at an educational institution, 

hold similar professional interests, political or social beliefs, or have some other common basis such as 

having lived or studied in some foreign country”. (Bar (2004), p.25) 

The important function of this circle is that members feel obliged to support each other; this might be in 

form of lobbying for each other, helping each other to get certain (public) positions or deepening each 

other’s interest. This kind of lobbying for each other is also referred to as “party-baazi”. 

Furthermore, the concept of “Nofuz” (influence) is really important in Iran. “Nofuz” means that a person 

has contacts or knows someone in a powerful circle such as the government. Thus, the person with 

“nofuz” benefits from these contacts and e.g. in the case of government officials they can circumvent 

bureaucracy. 

5.2. Assessment of the institutional context. 

In this section, the impact of the institutions on German investors will be shown. The formal institutions 

will be assessed first and then informal institutions 

However, not all of the above-mentioned institutions will be discussed here, but some of them will be 

part of the next chapter in connection with the hypotheses testing 
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5.2.1. Formal institutions 

In the 2017 World Bank ranking of these ease of doing business, Iran ranks as 120th out of 190. This means 

that worldwide Iran even got worse in the ranking by 3 places, however, it ranks above the regional 

average of the Middle East and North Africa. 

Overall, Iran ranks in many procedures as a country that has many formal and informal obstacles. The 

bureaucratic procedures are intense and the process always takes at least more than double the time it 

takes in the higher-ranking countries. 

The discrimination of women, that is embedded in Iran formally and informally, is also reflected in the 

time and procedure for starting a business: It takes women on average 16 days to start a business while 

it takes only 15 days for men. This results of a permission a woman has to obtain from her husband in 

order to open a business. Thus, a man can actually prevent his wife from establishing a business. (World 

Bank (2017), p.11). Female German investors have to be aware that they require such a permission. 

Especially for unmarried investors, the family has to give the permission which might require some more 

time to  

These are especially high for trading across borders and protecting minority investors:  

When it comes to trade across borders, both, exports and imports require a lot of time and bureaucracy 

and this is connected to high financial costs as well. However, Iran has been improving and expanding the 

services in order to facilitate importing and exporting.  

 

(Source: World Bank (2017)) 
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Furthermore, minority investors are not well-protected and this becomes predominantly important for 

joint ventures: As foreign investors can only have a 49% share in joint ventures, this makes them a 

minority investor and the legal framework makes it possible to not fully involve them in all decision 

processes. The only aspect of investing that is easier in Iran than in many other countries in the world is 

dealing with construction permits. Nevertheless, there are still 15 procedures required and it takes almost 

100 days until the construction permit can finally be obtained 

a) The Political system 

The political system in Iran differs a lot from the German one: Even though there is a division of power on 

the government level, the Supreme Leader as a person having all three, the legislative, executive and 

judiciary power, softens this division. Furthermore, the power of the Supreme Leader and the Guardian 

Council to eliminate candidates for elections is not democratic either.  

The theocratic system in Iran may not have a direct and visible effect, but operating in a political system 

that is unlike the domestic one can be a barrier. Especially as it is not always ensured that processes are 

underlying democratic values. 

Rouhani’s re-election in May 2017 stabilised the country, however, the high percentage of young people 

among the Iranian population remains a risk for political stability. 

Even though Rouhani is politically fairly moderate, the Supreme Leader, Assembly of Experts and 

Revolutionary Guard, which constitute the main institutions of power, are still under conservative control 

(Kausch (2015)). 

b) The Legal System 

The laws are outdated and the court system is inefficient. Furthermore, the bureaucracy is a big obstacle 

and personal relationships play a big role in business. Especially the bureaucracy for the investment 

license is not as transparent and has a lot of layers which makes it very inefficient. 

The level of corruption is really high and Iranian officials have a big influence over Iranian companies. Men 

do legally have a better position than women and women have a lot of obligations. Not only do women 

have to obtain permission to work or start a business as stated above, but they are also restricted by a 

dress code that includes wearing a headscarf at all times (Capitalize (2016)). 
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Furthermore, there is a “de jure” discrimination of Non-Muslims which can impact German investors who 

are not of Muslim belief (Mir-Hosseini (2010). 

c) The Foreign Investment Promotion and Protection Act 

Due to the FIPPA, German investors are protected and are equipped with rights and protection 

mechanisms. However, in order to be protected by the FIPPA; German investors have to make 100% sure 

that their investment is covered by this agreement in order to be able to enjoy all the rights. 

When it comes to expropriation, it remains unclear what public interest is defined as. The non-democratic 

structure and the non-transparent bureaucracy can then lead to a legal process that is not fair. Especially 

considering the discrimination of Non-Muslims that is already formally embedded in Iran, this poses a 

risk. 

d) Import process 

Imports can be for two reasons important for German automotive companies: 

First of all, many automotive manufacturers and suppliers need to import components in order to be able 

to produce another component or the whole vehicle. 

Secondly, some automotive companies sell cars that were already manufactured in the domestic market 

and sell those in Iran.  

The import process is highly bureaucratic and there is a lot of knowledge of the different procedures 

required. Thus, a partnership with an Iranian partner is beneficial to German investors; the benefits and 

other reasons for partnerships will be further discussed in the next chapter. 

e) Policies in the automotive industry 

The policies in the automotive industries can be to some extent beneficial for German investors: 

First, the scrappage programme aims for Iranians to exchange their old cars for new ones and thus, 

creates a bigger demand for new cars. Thus, German automotive companies can profit from this demand 

and they are able to deliver the more efficient cars that are needed in the market. 

Furthermore, the alternative car models that are supported also include the latest German innovations 

and the German automotive companies investing in Iran can profit of these regulations. 

f) Other important formal institutions 
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Banking laws 

“Riba” and the ban of interests on loans can be a two-folded sword for German companies: On one hand, 

they can make use of these good conditions and take loans in Iran as they have such good conditions. 

However, car sales that are based on instalments and i.e. leasing concepts only pay off for manufacturers 

due to interest rates. 

Even though some Iranian banks have been reconnected with the SWIFT systems, financial transactions 

still remain a major obstacle. It is not possible to use credit cards and not all banks work with Iran and 

thus, all cash has to be brought to the country.  

Freedom of speech 

The restriction of freedom of speech and freedom of press can be an obstacle in two ways: 

1. Every stakeholder in the company in both, Germany and Iran has to be thoroughly carful in what they 

express in written and spoken form as it can impact the investment in Iran negatively. 

2. A censored press does not provide companies with all information and news, but only selected 

information. 

This would then again turn into a state of not well-functioning intermediaries. It makes it harder to detect 

internal uncertainties unless the company has a partner that has access and can provide the holistic 

amount of information. 

5.2.2. Informal institutions 

a) Taarouf 

Taarouf becomes even more important when one does not know the other person which is the case for 

foreign investors. It is a normal thing in Iran to invite or offer something to a person one does not actually 

know as it is expected that the person declines anyways. 

This can become problematic for German automotive investors: When they meet business partners or 

other important stakeholder and offer an invitation that was made under the thought of “Taarouf”, it 

might put off the Iranian person. Especially in the case of aiming for long-term partnerships, not knowing 

about this costume can make it harder to be on the same page with the partner and can even postpone 

the whole process (Nivipour (2017)). 
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b) Religion 

The weekend in Iran creates a major challenge for foreign investors from the Western world: Considering 

that the time from Thursday to Sunday cannot be used to contact Iranian authorities, partners and other 

stakeholders, there is only a short timeframe every week to communicate and prepare a possible market 

entry. All processes are postponed enormously. 

The case of the Shari’a makes clear how informal institutions highly influence formal institutions in Iran: 

The Quran which serves as a basis for the Shari’a is not only having an impact on the formal context, but 

is also present in the informal institutions. Thus, it is crucial to always be aware of the religious influence 

in the informal environment as well.  For example,  it is important to take consideration to not have 

business meetings during Ramadan as Muslims are concentrating on their belief during this month and 

everything is quite restricted in Iran (AHK Iran (n.d.)). 

c) Business etiquette 

For Germans, it is decisive to understand the business etiquette and be aware that most of the behaviour 

of business partners derive from cultural norms and does not show disrespect or disinterest.  

The hierarchy in Iran has an impact on business decisions as well and thus, it is not of any importance for 

German investors to talk to lower rank business people as they have no decision power whatsoever. It is 

a challenge that even formally written contracts are not always fully obeyed as the German investors can 

never be sure what to expect. Thus, it can be risky to have an agreement and expect the other party to 

fulfil all their liabilities. As a settlement of a breach of contract would have to take place in Iranian courts, 

the above-mentioned issue of preference of Iranian could become the case and German investors would 

be without any protection. (AHK Iran (n.d.)) 

d) Iranian society structure 

When establishing a business in Iran, it is important to have a strong relationship with the key 

stakeholders. As the stakeholders have the best overview of the current regulations, German investors 

can more easily ensure that they are obeying all of that and thus, the whole investment process can be 

facilitated. 

The most important stakeholders are (Roland Berger (2016)): 
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i) The Ministry of Industry, Mine and Trade (MIMT) which is in charge of import regulations, vehicle import 

licenses and the homologation of imported vehicles. 

ii) The Iranian Ministry of Economic Affairs which defines all policies regarding the economy, finances and 

taxation. Furthermore, it administers the Iranian customs and all related activities such as import, export, 

transit and collection of import duties. 

iii) The Department of Environment (DOE): The responsibility for enforcing environmental standards and 

setting emission regulations lies within the DOE. 

iv) The Iranian Standard and Quality Inspection which controls the quality of products and is responsible 

for protecting consumer rights. Furthermore, the standards which are required by the industry are 

defined and enforced by this authority. 

Revolutionary guards 

The revolutionary guard are highly influencing the economy and are having a decisive role in who is 

trading and who is not. Being in a friendly relationship with the revolutionary guards can be beneficial for 

German investors, however, there is a big downside of this as well. The revenues of the conglomerates of 

the guard is used to fund the conflicts in Syria, Iraq and Yemen and to spread Islamic fundamentalism in 

the region and beyond. Furthermore, it is used to further develop the nuclear programme and to build 

up an arsenal of missiles that poses a huge threat (Rödl & Partner). 

To sum it up, the institutional context in Iran provides some good ground and incentives to invest in the 

country, but there are some major institutional challenges as well. Reforms are particularly needed in 

order to liberalise the private sector, to minimise corruption, to get rid of protectionism and to facilitate 

bureaucratic processes.  

5.3. Hypotheses testing 

In the following chapter, the four hypotheses developed in the third chapter will be tested. The results of 

the hypotheses testing together with the analyses of the institutional context are the key to answering 

the research question and sub-questions. 

H1: “Due to uncertainties, we expect German automotive companies to be reluctant to invest in Iran.” 

There is a general rivalry between Arabs and Persians that is also reflected in the fact that there is hardly 

any Arab FDI inflows in Iran. One of the reasons for that is the claim that Iran tries to “spread sectarianism 
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and revive the Persian Empire”. (Geopolitics and democracy in the Middle East). Besides the internal 

tensions, there are several conflicts in the region in which Iran is involved: 

 major tension affecting the whole Middle East is the conflict and mistrust between Saudi Arabia and Iran. 

Both countries try to dominate the region and try to demonstrate their power on a regular basis: A very 

recent example of this is the competitive bidding on oil prices that had a negative impact on all oil-

exporting country (The Economist (2016). 

Furthermore, Iran is supporting extreme militarist groups such as Hezbollah and Hamas and they are 

highly-criticised for that, especially within the Middle East. These conflicts make Iran vulnerable and a 

target for extremists. Furthermore, uncertainties arise as it is not clear how the opposing groups will react 

and eventually deal with their “enemy” (Kausch (2015). 

Another big uncertainty derives from internal conflicts: The discrimination of women is fought by feminist 

movements and many young people want to have a more liberal state. Furthermore, theocracy and the 

influence of religion on the state and politics does not please everyone and tensions between 

conservatives, who want the state to remain as it is now, and liberals, who want a more modern and 

democratic state, arise (Bar (2004)). 

Furthermore, there is a big issue with minorities: While 61% of the Iranian population are Persians, the 

other 49% of the population are people from minorities (Azeris, Kurds, Arabs and Baluchis). These 

minorities are geographically concentrated which might lead to separatist pressures as they are often 

neglected (BMI Research (2017)). 

One of the biggest – if not the biggest- current uncertainties concerns the Nuclear Agreement (Nivipour 

(2017)): 

Trump’s election as a president made the future of the deal unclear, especially as Trump several times 

mentioned that he considered pulling out of the agreement. Thus, it is uncertain whether the lifting of 

the sanction will still be in place the upcoming years as there is a threat of having one of the parties pulling 

out of the agreement every moment; basically, the agreement could work for the next 10 years, but it 

could also be obsolete by tomorrow. 

Thus, German investors are reluctant to enter the market in such a time full of uncertainties as 

investments in the market could result in a big loss of capital. 
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Many German automotive companies have connections to the US of different kind; e.g. big shareholders 

in the company are from the US, important value chain operations are conducted in the US or important 

suppliers are US-based.  Thus, not only a full return of sanctions might become an issue, but also a 

situation in where the Iran-US relationship deteriorates even more and where American investors in 

German automotive companies would not be willing to have operations in Iran anymore. 

Iran also blames the US for the reluctance of foreign investors to enter the market. Furthermore, they 

threatened to stop the agreement as well as there is no progress from the side of the US to change the 

still-existing trade sanctions. 

As the major German automotive manufacturers and suppliers always consider investments in the long-

term, they think that they cannot take the risk of investing money now if they cannot further operate 

anymore in the next years or even months. Thus, they are either still reluctant about investing in Iran or 

just hold their investments on a really low level. However, smaller German companies are not as affected 

by these uncertainties and are more likely to consider an investment right now. 

On basis of this qualitative data, a causality between uncertainty and reluctance of investing can be 

shown. Thus, this hypothesis can be confirmed. 

H2: “Due to the institutional distance and constraints, we expect German automotive investors to face a 

high liability of foreignness” 

As analysed earlier in this chapter, there is a clear institutional distance between Germany and Iran. Both, 

the formal and the informal institutions are posing a challenge to German automotive companies entering 

Iran. 

The political system as well as the legal system are very different. Thus, a thorough knowledge of these 

are crucial for German investors, especially as the “hadd” crimes that are part of the Sharia are connected 

to quite severe penalties. Furthermore, theocratic values are not to be found in Germany and the 

familiarity with those are not given (Mir-Hosseini (2010)). 

The religious influence of both countries is very different and can lead to many misunderstandings and 

issues. German investors always have to be aware of what is considered appropriate when meeting and 

interacting with business partners. 
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Unfamiliarity hazard: Due to the sanction years, the knowledge of operating in Iran is not widespread 

among foreign investors in general. In particular, the lifting of the sanction pushed some processes 

forward that changed the market as well and thus, it is different than in the pre-sanction period. 

Relational hazard: Due to the institutional voids “dovreh”, “party-baazi” and “nofuz”, it is harder for 

German investors to get into the important circles. Thus, establishing long-term relationships with 

business partners is a challenge that is not only reflected in a big amount of time, but in high costs as well 

(Bar (2004)). 

Discriminatory hazard: Generally, the FIPPA ensures that foreign investors are treated the same way. 

However, as mentioned in the chapter before, both, the theocracy and the discrimination of Non-Muslims 

can affect the operations of German companies. 

However, there is a preference for Iranian investment projects over foreign ones (Rödl & Partner (2017)). 

Especially “dovreh” and “party-baazi” are a reason that Iranian companies are preferred as the probability 

that they have influence in these circles is higher than for German investors with no contacts whatsoever. 

As these structures are deeply embedded, discrimination from consumers is possible as well; however, 

as the “Made in Germany” label has a big value for many Iranian costumers, the country of origin might 

be less important. Nevertheless, the decision whether products from influential people or the brand 

image of “Made in Germany” is preferred by consumers, cannot be determined at this point (Nivipour 

(2017)). 

The combination of a high institutional distance and a hazard through unfamiliarity, lacking relations and 

discrimination lead to a level of liability of foreignness that poses a challenge for German investors; the 

hypothesis can therefore be confirmed. 

As a result of a high liability of foreignness, a good network is a key asset. In the following section, such 

partnerships and their importance for German investors will be tested. 

H3: “Due to the institutional challenges in Iran, we expect German investors to facilitate the market entry 

with partnerships.” 

The overview of the formal institutions also gave an insight of how German investors can enter the 

market: i) As the owner of a joint stock or limited liability company, ii) by establishing a branch or iii) 

through a joint venture. 
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Thus, German automotive companies do not require a partner to enter, unless they explicitly want to 

enter the market in a joint venture with an Iranian partner. It is, however, often claimed by Iranian 

business people that it is necessary to register a business together with an Iranian partner, but this is not 

true for most of the industries including the automotive industry (Nivipour (2017)). 

Nevertheless, it always is advantageous to have an Iranian partner that is not registered with the 

company’s investment in Iran: First of all, they understand the culture and language.  Especially as some 

documents are only available in Farsi and some bureaucratic forms have to be filled out in both, English 

and Farsi, it is beneficial to have an Iranian partner. In contrast to simply use a translator or interpreter 

for the above-mentioned procedures, having a trustworthy partner who also understands the whole 

company might be a better option (Nivipour (2017)). 

Secondly, they have a thorough knowledge of the informal institutions and the related challenges. They 

can e.g. assist German investors in challenging bureaucratic barriers or have knowledge about bribes. 

Furthermore, they can provide information about the regulations concerning local contents and how 

German automotive industries can get financial benefits when certain components (e.g. wheel, windows 

and batteries) are produced in Iran (Nivipour (2017)). 

However, in the past there were also issues with partners that promised a lot to the German investors 

and never held these promises. Furthermore, they made the process of entering the market even harder 

by purposely putting obstacles in the German investor’s way.  

Another issue concerns partners that pretend to have knowledge in a certain industry when in fact they 

do only have general knowledge about Iran. Partners without specific knowledge postpone bureaucratic 

processes and thus, the effort and money invested by German investors in partnerships does not pay off. 

H4: “Due to the changes in the institutional environment in Iran, we expect German automotive companies 

to postpone their time of entry” 

The French automotive companies were quite strong before the sanction years and now they have to 

start from scratch as well. Thus, German companies can now take the chance to establish a good market 

share and lead the market. However, the French companies still have good connections they will try to 

re-establish in order to be more competitive in the market. Similarly, Chinese automotive companies 

invested during the sanction years and already have a good standing. Thus, German automotive 
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companies cannot really afford to hesitate for too long if they plan to enter the market successfully 

((Nivipour (2017),  

German investors are generally and in Iran in particular way more reserved than all other European 

investors. There biggest priority is that everything is working smoothly (Nivipour (2017)). 

Considering the duration of the sanction, the size of the German business delegations, that came to Iran 

once the sanctions were lifted, was comparably small. Furthermore, these delegations predominantly 

consisted out of journalists and there were hardly any business stakeholders represented. Moreover, 

German companies simply wait and do not get back to possible Iranian business partners within a decent 

amount of time. This leads to a bad reputation of German companies in Iran at least in the business world 

(Nivipour (2017)). 

The strategy of most German companies is to wait and opt for the late-mover option. Even though some 

of the companies are already in the market, they hardly conduct any operations. The above-mentioned 

issues piled up in combination with an institutional context that has yet to be shaped is not a favourable 

environment for German automotive companies and the bigger manufacturers and suppliers in particular. 

The underlying thought of these companies is that they were not able to invest for the last decade and 

thus, it does not matter too much to wait for some more months or even years. The priority is set on 

having a smooth entry into the market even if that might requires waiting for some more time. Most of 

the German delegations that visited Iran after the lifting of the sanctions were industry-related 

delegations that used the visit to Iran as a fact-finding mission. Most of the delegations visited Iran several 

times without taking any actions towards establishing actual business relationships in the country 

(Nivipour (2017)). 

Some German companies follow the strategy the Uppsala model is describing: They are currently setting 

up branches or offices in order to establish partnerships first and later enter the market with bigger 

investments. 

Thus, this hypothesis can be confirmed and German investors are indeed waiting to enter the market for 

now. 

 

Summary of the hypotheses testing 
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Hypotheses Confirmed or not? 

 

H1: “Due to uncertainties, we expect German 

automotive companies to be reluctant to invest in 

Iran.” 

 

H2: “Due to the institutional distance and constraints, 

we expect German automotive investors to face a high 

liability of foreignness” 

 

H3: “Due to the institutional challenges in Iran, we 

expect German investors to facilitate the market entry 

with partnerships.” 

 

H4: “Due to the changes in the institutional 

environment in Iran, we expect German automotive 

companies to postpone their time of entry” 
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6. Conclusion and implications 

The lifting of the sanction in Iran made the market interesting for all foreign investors. As the Iranian 

automotive industry is a crucial one in the country, the automotive companies from the pioneering 

automotive nation Germany have a new potential market for investments. However, an emerging market 

always has a different institutional context and thus, the central objective of this thesis was to identify 

institutional challenges and analyse how German investors overcome these challenges. 

As a basis for this project, existing literature about internationalisation, institutions and how institutions 

impact FDI were reviewed. The literature suggests that companies have different motives to expand their 

operations abroad and when entering emerging markets the timing is a crucial decision to take. 

Furthermore, the connection between institutions highly impact the decision of foreign investors and 

especially the informal institution and how they shape formal institutions are a decisive factor. In 

emerging markets the inefficient regulatory system, the absence of intermediaries and the lack of 

contract-enforcement make it harder for Western companies to enter the market. According to existing 

literature, the institutions that impact investors the most in emerging markets are the legislation about 

the entry mode, corruption, the protection of intellectual property rights, and uncertainties.  

Subsequently, hypotheses were formulated on basis of the existing literature and the current events in 

Iran. 

The institutional theory and especially the categorisation into formal and informal institution is the basis 

for the analysis. As a result of this analysis it can be said that both, the formal and formal institutions are 

posing challenges for German automotive companies which want to enter the Iranian market. 

The hypotheses were tested and all of them were confirmed: Uncertainties have an impact on German 

investors and they are more reluctant to invest at the moment. Furthermore, German automotive 

companies face a high liability of foreignness when they enter the Iranian market. German investors try 

to establish partnerships with Iranian business partners who can help them to deal with bureaucracy and 

other issues that will be connected to a market entry. Moreover, German investors do not enter the 

market as first-movers, but they are currently still waiting and will be late-movers. 

Thus, the research question can be answered in the following way: 

German automotive companies which want to enter the Iranian market overcome the institutional challenge 

by waiting until the institution context has been shaped by both, (other) foreign and domestic stakeholders. 
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Critics on the analytical framework 

The institutional theory provided the option to identify formal and informal institutions and assess their 

impact on foreign investments, however, the theory is really static and the impact informal institutions 

have on formal ones cannot be shown in a good way. 

Furthermore, the validity of the hypotheses testing is given; however, the firm-specific input is lacking. 

The data applied mostly came from an Iranian perspective and from German organisations which aim to 

promote investments to all kind of companies. 

Decisions that are taken internally in companies were not taken into consideration: Risk and uncertainties 

are considered differently by different companies. Furthermore, the assessment of institutions also 

depends on what kind of investment companies want to do and what they want to get out of the market. 

Moreover, many of the results would be applicable for German investors in other industries as well as the 

information about the impacts of the automotive industry are still rare. Thus, it is not possible to 

generalise the findings for other automotive investors, but possibly for German investors in other fields. 

Implications 

The US-Iran relations are one of the biggest issue as it can hardly be influenced by the German companies. 

Institutional change can be pushed forward by companies, but this is not always applicable for political 

relations; especially as this conflict does not only depend on Iran, but predominantly on the current US 

administration. The implication of this finding is that in case that any party drags itself out of the nuclear 

agreement, the above-mentioned issues and solutions are obsolete as there will be no more possibility 

to invest anyways. 

There is a good potential in the automotive industry in Iran and the efforts of the government show that 

they are aiming to keep that on that level. Due to the oil crisis and the fact that oil will eventually be finite, 

the automotive industry and innovations might become increasingly more important. 

Considering the French and Chinese competitors, it would be recommended for German automotive 

companies to not wait for too long. If they do wait for long, the competitors will shape the institutional 

context and most likely be in a more favourable position. Nevertheless, it is crucial to minimise the risk as 

much as possible and thus, opt for opening a branch or keep the investment capacity low 
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Nevertheless, one important implication for German automotive companies is to establish partnerships 

now.  

Even if there is no investment planned for the upcoming years or a snap-back mechanism would bring 

back the sanction, it would still be beneficial to work on a good relationship with Iranian partners.  As it 

takes time to establish a deep and long-term with Iranian partners, it is never too early to start working. 

On the other hand, a good relationship can be highly beneficial in case the sanctions come back and 

another deal will then open up the market at a later point of time once again. This way, German investors 

could learn from the mistakes they made this time. 
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