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Changes in Distribution in the Emerging Market of Russia
(Summary)
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Introduction

The globa economy was completely transformed by
the collapse of the Berlin Wall in 1989 and the progressive
globalization of the market economy that resulted from this
led to Russia's debut as an emerging market in front of
global corporations. The liberalization of trade in 1991
marked the beginning of Japanese exports to the Russian
market worth billions of dollars each year. Items imported
by Russia from Japan include household electrical
equipment; information and communications equipment
such as computers, printers, scanners and other computer
peripherals, fax machines and office equipment; and cars.
Moreover, there have been great changes in international
channels consisting of Russian trade and distribution
channels. This paper illustrates the characteristics of and
changes in trade and distribution channels in Russia during
its transition from a planned to a market economy, with a
particular focus on household electrical goods. In this
paper, the term 'household electrical goods' includes
household electrical equipment in a narrow sense, audio-
video equipment, computer equipment and
telecommuni cations equi pment.

1. Changes in trade channels resulting from the
shift from a planned to a market economy
During the Soviet era, the state had a monopoly on
foreign trade, with companies conducting import and
export activities via state foreign trade corporations, which
were affiliated to the Ministry of Foreign Trade. The
liberalization of trade in Russia began as a result of a
decree issued in November 1991 by the president of the
Russian Soviet Federated Socidist Republic. This allowed
all types of company, no matter what the form of their
ownership, to conduct external economic activities,
including intermediary services, without the need to
register this with the state. The state monopoly on trade that
had existed until then ceased to exist. As aresult, in 1991,
more than 12,000 companies and organizations were
participating in trade, compared with the 80 or so trade
corporations under the direct control of the old Ministry of
Foreign Trade before the beginning of perestroika.

2. Changes in distribution channels resulting from
the shift from a planned to a market economy

In the Soviet era, the country had a production-
oriented command economy based on rationing, as opposed
to the consumer-oriented market economy based on
distribution. The wholesale structure during the Soviet era
involved nothing more than the direct supply of goods
procured from manufacturers, in line with the government's
plan, to users and retail outlets, via a distribution
organization that functioned as a distribution center and
warehouse. Accordingly, there was no need for any sales

efforts whatsoever, with prices being determined by the
government. Non-food goods, such as household electrical
equipment, was sold in state-run shops, but the concept of
customer service was lacking in these shops and they
merely acted as distributing agencies, rather than retail
outlets. Shop assistants did not smile and they conducted
transactions with an overbearing attitude, often giving the
impression that they were doing the buyer a big favor by
deigning to sall to them.

The major change with regard to distribution channels
was the 1992 abolition of the state-run distribution
organization. As a result of this, foreign businesses,
including Japanese firms, were required to look for new
distributors that would sell their products throughout
Russia

3.Changes in distribution channels since the
transition to a market economy

As a result of the introduction of financial
independence and self-financing systems to state-run
companies in 1988, the liberalization of trade in 1991 and
the abolition of the state-run distribution organization in
1992, distribution in Russia altered significantly.
Considered from the perspective of a comparison with such
advanced countries as Japan, the US or countries in Europe,
the characteristics of Russias distribution channels during
the transition process from a planned to a market economy
can be summarized as follows.

1) The lack of highly capable distribution companies and
combined import, wholesale and retail functions

The existing state-run distribution system broke down
and many new wholesale companies were created.
However, initially there were hardly any highly capable
wholesale companies.

The emerging dealers did not even have any
warehouses and there were huge variations in their scales
and ahilities. The emerging distributors combined imports,
wholesale and retail functions. Within Russia's distribution
system, the roles of import companies, wholesale
companies and retail companies were often entangled, with
a single company often fulfilling all those functions. Many
import companies were involved in the physical
distribution of goods to retail outlets, with distributors
imported goods themselves.

2) Multistage distribution channels

Russia's distribution channels have multiple stages.
For example, in the case of Canon, after the manufacturer
(the starting point) sells goods to the dealer, the dealer
sometimes retails these to the ultimate customer, but there
are cases in which the dealer sells the goods on to a
secondary wholesaler. Furthermore, as well as retailing
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these goods, the secondary wholesaler sometimes sells
them on to a tertiary wholesaler. Thus, the distribution
channels consist of multiple stages. Compared with
European and American markets, where the share of direct
transactions with retailers is high, wholesalers in Russia
have a great deal of power and the share of transactions
with such wholesalers is high. As a result, distribution is
split into a number of stages and it becomes difficult to
gain a picture of distribution within Russia. Consequently,
it is hard to obtain a rapid understanding of how products
are selling in retail outlets and how consumers are reacting.

3) Therapid increase in wholesale companies

The number of wholesale businesses has risen sharply.
In 1992-94, immediately after the transition to a market
economy, wholesale companies were being formed at a
rapid pace. According to Russian commercial statistics,
34,700 new wholesale companies were registered during
this period. Thereafter, the number grew almost tenfold in
the space of just four years, rising from 41,600 in 1995 to
409,103 in 1999.

4) Multifaceted competition

As the number of distribution companies handling
goods made by foreign manufacturers has risen since the
transition to a market economy was completed, competition
between distribution companies has become extremely
fierce, taking place on avariety of fronts.

Firstly, as there has been an upsurge in the number of
dealers within a single region, such as Moscow,
competition takes place between different legitimate
dealers, between legitimate dealers and legitimate retailers,
and between legitimate dealers and legitimate wholesalers.
The former involves competition between similar types of
distribution channel, while the latter two involve
competition between differing types of distribution
channel.

Secondly, where a territorial approach to distribution
is not taken, unlike in Canon's distribution policy, differing
interregional distribution companies each move into their
competitors' regions, making competition more intense.

Thirdly, competition takes place on a variety of fronts,
as can be understood from the case of Ricoh: in-house
products supplied as OEM goods and sold as private brands
by Russian companies, own-brand Ricoh goods exported to
Russiaand OEM goods all compete with each other.

Fourthly, there is competition between products
purchased through official distribution channels and those
imported to Russia via grey- or black-market distribution
channels.

5) Mass distribution of cheap grey-market goods from a
third country

There is an influx of cheap parallel imports to Russia
from third countries. Parallel imports are also called ‘grey-
market goods'. Grey-market goods are mostly sold in open-
air markets. For example, grey-market photocopiers
account for about 20% of the personal photocopier market
in Russia

6) Mass distribution of counterfeit goods

The products and components developed by Japanese
companies at great expense over a humber of years are
cleverly copied in various countries and regions in Asia,
particularly China, the ROK and Taiwan, and exported to
Russia on a massive scale. Experts estimate that 80% of
video products, 80% of computer programs, 70% of
recorded music, 60% of perfume and 80% of vodka and
other alcoholic drinks sold in Russia are counterfeits.

7) The birth of chain stores on a nationwide scale

Supermarkets, chain stores and hypermarkets began to
make an appearance in large cities, such as central
Moscow, in 1997 and have increased in number
tremendously since then. Chain stores selling household
electrical appliances are also on the increase, with sales of
large household electrical appliances in such shops rising
sharply. This is because Russian consumers have come to
attach a great deal of importance to reliability, safety and
servicing warranties. Other reasons include the enriching of
such customer services as consumer loans, low prices and
loyalty card systems.

Large scale retail companies have been created in
Russia, emerging in the form of hypermarkets, and these
have become larger in scale. In addition to white goods
such as refrigerators and washing machines, large-scale
retail companies also sell household communications and
information technology equipment, such as faxes, printers
and scanners, cameras and binoculars; accordingly, they are
an important sales channel for Japanese companies.

8) The advantage in terms of power of Russia's large-scale
retail companies

Russia's market for household electrical equipment
was a seller's market for a number of years after the
transition to a market economy. Initially, many dealers
competed, wanting to handle the products of famous
foreign manufacturers. At that time, foreign companies had
an advantage over dealersin terms of power.

However, the increase in the number of manufacturers
led to it becoming a buyer's market. Furthermore, large-
scale retail companies were established and their
bargaining power with regard to purchasing increased.
Large-scale retail companies applied countervailing power
to foreign manufacturers, such as Canon, and it became
more difficult for foreign manufacturers to control
marketing channels. Then, in the latter half of the 1990s,
large-scale retail companies gained ground rapidly and
acquired a certain amount of power over foreign
manufacturers.

Conclusion

Firstly, distribution in Russia is rapidly being
modernized, with the emergence of large-scale retail
companies and the entry into the market of foreign-
financed retail companies such as Metro and Rewe. As a
result, the structure of channels in the Russian market has
changed from the manufacturer-driven structure
immediately after the transition to a market economy to one
driven by distribution companies. Japanese companies
frequently exchange information with such large-scale
retail companies and, with further growth anticipated in the



future, they will have to place even greater emphasis on
trade with them. At the same time, they will need to make
good use of local wholesale companies in regions such as
the Russian Far East and broaden their sales network. In
doing so, they will be able to reduce transaction costs,
while also avoiding the loss of sales opportunities.

Secondly, counterfeit goods have circulated widely in
the Russian market, which has a deleterious effect on the
image and credibility of the company producing the
authentic goods, which not only leads to falling sales of
bona fide goods, but could also be the kiss of death for
these companies. Measures to combat counterfeit goods
include the following:

i) In order to counter trademark infringements, an
administrative response is required of Russian
government institutions, which must establish
regulatory controls. In addition, Russia's courts should
institute proceedings in order to sue for damages,
targeting the person who has committed the
infringement.

ii) Manufacturers should produce goods that cannot
easily be copied.

iii) Manufacturers should establish an anti-counterfeit
division within Russia and ask an experienced
specialist research company or law office with
experience in the field to gather information about and
expose companies retailing or wholesaling counterfeit
goods and their sales channels.

iv) Foreign-financed companies that have experienced the
same kind of damage should form an anti-counterfeit
association and collaborate in combatting counterfeit
goods.
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v) Manufacturers should develop manuals that enable
buyers to distinguish between authentic and
counterfeit goods.

vi) Comprehensive company-wide anti-counterfeit
measures should be undertaken and the company's
strong resolve to eradicate counterfeits should be
spelled out clearly.

vii) Manufacturers should also request that the Japanese
government increase its pressure on the Russian
government with regard to the counterfeits circulating
there, lobbying the Russian side to improve its
systems and the way in which these are implemented.

viii) The mass media should be used to educate ordinary
Russians about copyright, in order to ensure that they
gain athorough understanding of the concept.

Thirdly, measures that can be taken to control trade on
the grey market include the following:

i) Manufacturers should take action and conduct checks
of the supply chain in order to verify orders and
eradicate the sources of goods flowing into the black
market.

ii) Manufacturers should implement checks of sales
outlets for parallel imports, taking action against
vendors and demanding that they reduce their sales
inventories.

iii) Manufacturers should use the mass media to inform
ordinary Russians of the drawbacks of parallel
imports.

iv) Manufacturers should adopt a strategy of inducing
consumers to buy goods from legitimate distributors,
by providing support to such outlets.



