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A Farewell to Russia

Mark Petry spent the last three years serving as Agricultural Attaché in the Foreign Agricultural Service Office at the American Embassy, Moscow.  Before departing for a new assignment, he shared his insights into the changing Russian market place.

Almost all the changes he saw were overwhelmingly positive, fueled primarily by growth in incomes and in the middle class.  Most of this new money is being spent on consumer goods, particularly food products.  One-time luxury items such as snacks and drinks are extremely popular.  Local producers have not been able to keep up with demand, so imported products are entering the system to fill the gaps.  While Moscow and St. Petersburg have been the primary markets to date, chain grocery stores such as Perekryostok have begun adding new product lines focused on consumer quality, freshness and variety into the provinces.  By establishing a foothold in Moscow, companies can expand into the regions as the chains expand.

U.S. companies are moving to take advantage of the opportunities, as evidenced by increased attendance at trade shows.   While it is not easy to operate in an environment that is more opaque than transparent, and still dependent on personal contacts, opportunities exist.  Popcorn is an example of a highly successful U.S. export.  Four years ago, U.S. companies began working in Russia.  Today, popcorn can be found in every movie theater and grocery store in Moscow, and the snack is now making inroads into the provinces.

Mr. Petry stressed that the Russian market is very similar to where Eastern Europe was about five or six years ago.  Companies that took a chance then are leaders now.  Getting in early offers the opportunity to build brand recognition and customer loyalty while stores are still adding items and new products remain a novelty.  Continued on the next page.
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       Farewell to Russia (Cont.)

Two years from now, Mark Petry believes that Russia will be expanding at a blistering pace in terms of retail growth and imports, with only limited product competition.  Ten years from now, he sees a nearly mature retail market with high competition between similar product brands.

Russia’s entry into the World Trade Organization (WTO) was an issue Mr. Petry followed closely during his tour.  He is optimistic about Russia joining the WTO.  Although the country has not yet completed the transition from a command economy to a market one, membership would provide a further push down that path.  Russia would be required to introduce greater transparency in business practices and to follow international standards of rule of law. These improvements would directly benefit U.S. exporters.  It is hard to know when Russia will join the WTO.  Mr. Petry hopes it could be as early as December 2005, since that would allow the country to be involved in setting the WTO 2006 agenda.  Certainly he believes accession is very much to Russia’s benefit.  
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Mark Petry has closely observed the evolution of the Russian economy since 2002.  Even with all the difficulties inherent in trying to do business in this country, he is bullish on the future.

Into the Regions:  Sverdlosk Oblast 
Sverdlosk Oblast, with its main city of Yekaterinburg, is a province with immense potential, and 4.5 million residents.  The United States maintains a Consulate in Yekaterinburg.

· There are 17 food retail chains and 34 non-food retail chains.

· Trade space makes up 400 square meters for 1,000 residents, compared to 600-800 square meters in developed countries.

· [image: image4.jpg]


The annual retail trade turnover is increasing by 35% annually.  In monetary terms, this was 119 billion rubles for the period January through September 2004.

· Registered unemployment is about 2%.

· The external trade volume in 2004 was $5.6 billion, a 48% increase over 2003:  $4.4 billion for exports and $1.2 billon for imports.

Statistical information drawn from Made in the Urals and Partner-Union

The Russian Market
Grocery Retailers Are On The Move

Russian demand for consumer goods has exploded over the past ten years.  To meet this need, grocery and supermarket chains, both foreign and domestic, have expanded services, products and retail outlets.  With a 6% growth in Russia’s GDP forecast for 2005, every indication is that the expansion will continue.  Grocery chains have concentrated on diversifying their products and store formats.  They are also moving steadily outside of Moscow and St. Petersburg into Russia’s other major cities, increasing availability (and demand) for Western products.  Grocery stores, supermarkets and hypermarkets can be found in places as far-flung as Samara, Tver, Tolyatti, Kazan, Krasnodar and Nizhny Novgorod.  In addition, Russian groceries are also increasingly looking to developing their own product lines and packaging.  Perekryostok and Kopeika Trading House are two of the companies creating private labels.

A quick look at some of the top companies, Russian and foreign-owned, illustrate the dynamic market.  Paterson, one of the leading supermarket chains, had a turnover of $250 million in 2004, up from $140 million in 2003.  Sedmoi Kontinent saw its gross profit increase 60% between 2003 and 2004, while its company revenue was up 45% over the same period.  Hypermarkets and supermarkets such as Ramstor, Auchan, Real and Metro have expanded at a rapid rate.  Relative newcomers in the field are the gourmet supermarkets.  The Russian company Globus Gourmet and the French grocery Fauchon have recently opened in Moscow, joining the Finnish chain of Kalinka Stockmann’s.  While still a tiny section of the overall food retail market, the specialty chains offer yet another example of the desire for expanded product selection in Russia.

Rostik Restaurants Limited:  A Success Story

The first Rostik Group restaurant, Le Chalet, opened in Moscow in 1991.  The company grew rapidly, and by 1995 it incorporated several chains, including Rostik’s, a fast food chicken restaurant, and Patio Pizza, an Italian trattoria.  Rostik Restaurants continues to increase and diversify. Today its holdings range from Sushi and Mexican food to coffee bars and American grills.  The first Rostik’s franchise opened in 1998, which has sped its expansion into 16 regions outside of Moscow.  By December 2004, Rostik Restaurants owned or franchised 174 restaurants.  It had grown 35% and was showing a 40% increase in profits over the previous year.   Plans for 2005 foresee a growth rate of 30%, with more than 200 restaurants operating by the end of the year.
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Russian Firms Expand

(Source:  Interfax Information Services)

United Confectioners, a holding company made up of 20 Russian confectionary companies specializing in producing confectionary and foodstuffs, plans to bring confectionary production to 280,000 tons in 2005, compared to 270,000 tons in 2004.  This company currently controls 25.8% of the caramel market, 28.7% of the glazed chocolate and 12.9% of the chocolate bar markets.  Turnover was $670 million in 2004.  Babayevsky, one of Russia’s top confectioners and a United Confectioners enterprise, increased net profits by 22.1% in the first quarter.

Will-Bill-Dann Food Products (WBD), a juice and dairy company founded in 1992, has 25 plants in 21 cities in Russia and in other parts of the former Soviet Union.  In addition, it has trade branches in 26 major cities.  Sales of dairy products grew to $886 million in 2004 from $662.3 million in 2003 and sales of juice products rose to $298.7 million from $274.5 million.  Company revenue reached $1.189 billion in 2004, up 26.7% from $938.5 million in 2003.  Net profits grew from 8.5% to $23 million in 2004.

Sevsky Masodel, a major producer of pickled cheese increased product output 77.5% year-on-year to 287.5 tons in the first quarter of 2005.  Lightly-salted feta, mozzarella and Bulgarian feta accounted for 45% of total production.  Products are sold in 70 Russian regions and in neighboring countries.  Further production increases are planned.  

The U.S. Export Picture
U.S. Meat Exports to Russia

US pork exports to Russia have grown quickly.   At $35 million in the first six months of 2005, sales are nearly equal to the trade for the twelve months of 2004, which totaled $38 million.  The increase is driven by higher incomes in Russia and new demand in the retail sector.  Russia is the fastest growing retail market in the world, according to Euromonitor.  Pork sales have increased to the level of beef liver sales before liver was banned due to the BSE incident.  If the BSE ban were lifted and beef liver imports restored, U.S. red meat exports could jump to more than $70 million annually.   (GAIN Report Number RS5062, available in full at www.fas.usda.gov.)

United States Exports to Russia Grow in 2005

U.S. exports grew by almost $92.9 million in January through July 2005, compared with the same seven month period in 2004, up 22 percent.  U.S. exports to Russia are significantly higher than official statistics indicate due to transshipments through Europe.  Leading the way were fruit, seafood, other intermediate food ingredients such as almonds, and red meats, including pork.  Poultry exports continue to expand, even as U.S. agricultural exports show increasing diversification.  One area ripe for expansion is the wine market.  Wine sales in Russia are expanding 30% per year, yet U.S. sales lag.  Russia is a $12 billion market annually for imported food and agriculture products and should coast upwards to $14 billion by 2007.  New opportunities and programs for all products are available by contacting the Agricultural Trade Office in Russia.  For more details, see the table on page 5.  Data for the table were provided by the Foreign Agricultural Service, U.S. Census Bureau, Foreign Trade Statistics.
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                                                                               USDA in Russia

The Agricultural Trade Office (ATO) in Moscow, part of USDA’s Foreign Agricultural Service (FAS), with the support of satellite offices in St. Petersburg and Vladivostok, works closely with importers, wholesalers and retailers to promote the import and sale of U.S. food, beverage, and agricultural products throughout Russia. The ATO conducts promotional activities to help introduce new products and promote U.S. food and agricultural products already available in the Russian market.  We support the activities of USDA’s foreign market development cooperators and U.S. producer and trade associations participating in the Market Access Program (MAP).  In Russia, FAS operates an Office of Agricultural Affairs at the U.S. Embassy, directing all of USDA’s operations and programs not only in Russia, but also in Georgia, Armenia, and Belarus.  While ATO Russia supports USDA’s market development efforts, the Office of Agricultural Affairs negotiates for greater market access for U.S. products in Russia, supports USDA’s effort to improve Russian agriculture, and operates a reporting program.  

The ATO offers a range of programs and activities that are designed to help link U.S. exporters and Russian buyers:  Trade Leads Buyer Alert Foreign Buyer Lists,  Market Reports, Trade Shows, Trade Missions
The ATO also provides the following services:

· arrange appointments for first-time visitors;

· organize trade team visits;

· coordinate participation in trade shows, seminars and other activities where U.S. exporters can meet Russian importers;

· provide advice on market development project plans of U.S. business groups, trade associations and USDA market development cooperators; and

· provide briefings on Russia's import regulations, trade volume and marketing channels.
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Paul Hinshaw, American Chamber of Commerce Communications Director; Eric Wenberg, ATO Director; Alla Fridman, Import Manager, Luding Wine & Spirits Company; and Mikhail Kazaryan, Deputy Director General, Luding Wine & Spirits Company share a toast.





ATO Russia





Agricultural Trade Office


PSC-77 AGR


APO AE  09721





Embassy of the United States


Bolshoy Devyatinskiy Per., 8


121099 Moscow


Russia





Phone: (011)7(095) 728-5560


Fax: (011)7(095) 728-5069


Email: � HYPERLINK "mailto:ATOMoscow@usda.gov" ��ATOMoscow@usda.gov�





In St. Petersburg, � HYPERLINK "mailto:AgStpetersburg@usda.gov" ��AgStpetersburg@usda.gov�


In Vladivostok, � HYPERLINK "mailto:AgVladivostok@usda.gov" ��AgVladivostok@usda.gov�
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We’re on the WEB!


In Russia:


� HYPERLINK "http://eng.usda.ru/" ��eng.usda.ru�


In Washington, DC:


� HYPERLINK "http://WWW.FAS.USDA.GOV" ��www.fas.usda.gov�
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Wine Institute of California


Importers’ Appreciation Lunch


As a follow-up to an ATO-escorted trip of Russian press and importing companies to the U.S. Pavilion organized by the Wine Institute of California (WIC) at VinExpo, Bordeaux, the WIC and ATO hosted a strategy session and  lunch for current U.S. wine importers.  For the first time, Russian importers met to begin planning a California loyalty strategy.  The companies urged the U.S. wine industry to invest more time and energy in Russia.
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EXPORTERS AND ASSOCIATIONS CAN SIGN UP FOR:





October 2005			Join our first :  Directory of U.S. Products in Russia


April 2006			Private Label Trade Mission 


September 2006		World Food 2006, Moscow





ATO Is With Our Russian Buyers At:


October 7-11, 2005      “Science and Innovation in Agriculture” -- an informational       pavilion at the Golden Autumn Fair, Moscow


Five USDA agencies will appear at the Russian Ministry of Agriculture trade show, meeting with representatives of 42 of Russia’s regions to discuss science, trade and investment in agriculture.   This is the largest Russian agricultural trade show for local and international agribusinesses and suppliers.  Last year, this show drew 2000 exhibitors from Russia’s regions and 15 other countries, and attracted more than 205,000 visitors from all parts of Russian.  This project is supported by USDA’s Emerging Markets Program.











WORD FOOD 2005


More than 35 U.S. companies will be present at Russia’s premiere food trade show, scheduled to take place September 20 – 23.  Exhibitors plan to showcase high-quality U.S. products from the meat, grocery, fruits and seafoods industries.  In addition to the pavilions organized by the U.S. Poultry and Egg Council and the U.S. Meat Export Federation, the Agricultural Trade Office will host U.S. companies devoted to snacks such as raisins, dried fruit, nuts, popcorn and almonds.  U.S. Food Export Northeast, the Southern United States Trade Association, State Departments of Agriculture from Georgia, Maryland and Virginia will be present, as will representatives from fresh fruit organizations including the Washington Apple Commission, the U.S. Northwest Pear Bureau and the California Table Grape Commission.








Lena Porman, Marketing Representative of the Wine Institute of California, addresses the audience of wine company representatives, and hotel, restaurant and press guests.  Guests enjoyed a beautiful tent pavilion on the Embassy Green.  At least five new U.S. wine labels have appeared on the Russian market in recent months, thanks to this activity and ATO Wine Consultant Nadia Dmytriw.
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		RUSSIAN FEDERATION		SNACK FOODS				2661		3438		7987		15049		|		6177		4437		-28.2

		RUSSIAN FEDERATION		COARSE GRAINS				8360		1125		641		8606		|		6640		594		-91.1

		RUSSIAN FEDERATION		FRESH FRUIT				2437		1514		2139		6327		|		1202		5744		377.9

		RUSSIAN FEDERATION		PROCESSED FRUIT & VEG				4814		5926		4385		5519		|		3998		2462		-38.4

		RUSSIAN FEDERATION		SOYBEAN MEAL				21834		23033		12454		5126		|		4828		4420		-8.5

		RUSSIAN FEDERATION		VEGETABLE OILS (EX SOY)				7718		1459		2090		3139		|		1645		1442		-12.3

		RUSSIAN FEDERATION		SALMON WHOLE/EVIS				121		595		654		3026		|		151		666		341.1

		RUSSIAN FEDERATION		PET FOODS				787		650		1046		2365		|		1071		1667		55.7

		RUSSIAN FEDERATION		SUGAR, SWEETNER, BASES				1016		1483		1486		2073		|		1161		507		-56.3

		RUSSIAN FEDERATION		WINE AND BEER				1109		1185		1118		1810		|		1160		1198		3.3

		RUSSIAN FEDERATION		PANEL/PLYWOOD PRODUCTS				413		1170		1294		1774		|		1263		815		-35.5

		RUSSIAN FEDERATION		RICE				4385		630		1716		1766		|		905		1500		65.8

		RUSSIAN FEDERATION		SOYBEAN OIL				302		36		0		1608		|		0		0		--

		RUSSIAN FEDERATION		ROE/URCHIN/FISH EGGS				1714		4466		5011		1458		|		861		1428		65.9

		RUSSIAN FEDERATION		PEANUTS				52		762		760		1448		|		1172		748		-36.2

		RUSSIAN FEDERATION		DAIRY PRODUCTS				7447		826		704		1386		|		489		3306		576.1

		RUSSIAN FEDERATION		LIVE ANIMALS				351		423		665		1357		|		893		27		-97.0

		RUSSIAN FEDERATION		RED MEATS, PREP/PRES				2772		929		375		1272		|		759		283		-62.7

		RUSSIAN FEDERATION		FEEDS & FODDERS				1323		29		3955		1202		|		684		778		13.7

		RUSSIAN FEDERATION		ANIMAL FATS				7098		4470		3568		1129		|		41		2985		7180.5

		RUSSIAN FEDERATION		PLANTING SEEDS				386		153		358		1122		|		1005		3522		250.5

		RUSSIAN FEDERATION		SURIMI (FISH PASTE)				2676		240		0		1080		|		337		989		193.5

		RUSSIAN FEDERATION		HIDES & SKINS				322		163		468		966		|		306		2660		769.3

		RUSSIAN FEDERATION		WHEAT FLOUR				3760		77		1359		888		|		888		0		--

		RUSSIAN FEDERATION		OTHER BULK				3782		352		569		789		|		552		1489		169.8

		RUSSIAN FEDERATION		FRESH VEGETABLES				1409		470		381		699		|		31		84		171.0

		RUSSIAN FEDERATION		OTHER WOOD PRODUCTS				839		957		744		671		|		445		601		35.1

		RUSSIAN FEDERATION		BREAKFAST CEREALS				274		142		65		247		|		111		284		155.9

		RUSSIAN FEDERATION		HARDWOOD LUMBER				0		0		362		150		|		74		115		55.4

		RUSSIAN FEDERATION		EGGS & PRODUCTS				736		303		68		143		|		143		20		-86.0

		RUSSIAN FEDERATION		FRUIT & VEG JUICES				232		182		320		131		|		66		129		95.5

		RUSSIAN FEDERATION		NURSERY PRODUCTS				197		16		9		115		|		59		6		-89.8

		RUSSIAN FEDERATION		CRAB & MEAT				110		49		50		34		|		0		297		--

		RUSSIAN FEDERATION		SOFT/TREATED LUMBER				28		3		0		9		|		3		0		--

		RUSSIAN FEDERATION		COTTON				8		0		224		0		|		0		0		--

		RUSSIAN FEDERATION		PULSES				6143		0		0		0		|		0		112		--

		RUSSIAN FEDERATION		WHEAT				0		5902		0		0		|		0		0		--

		RUSSIAN FEDERATION		LOGS AND CHIPS				0		0		0		0		|		0		4		--

		RUSSIAN FEDERATION		SALMON CANNED				0		272		47		0		|		0		115		--

				TOTAL				926450		564737		591345		829319		|		421879		514796		22.0

				SOURCE:		Department of Commerce, U.S. Census Bureau, Foreign Trade Statistics






