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Those familiar with Russia still 
consider it to be a promising market 
for multinational companies. 
However, several significant events 
in 2014, from the Crimea accession 
to US and EU sanctions are giving 
many a reason for pause. Many 
multinationals realize they must 
revise their regional strategies if 
they wish to survive in a turbulent 
economic and political environment.

There are currently more questions 
than answers. The consultants of 
GIA Member company, ALT Research 
& Consulting, throw some light on 
the current situation by providing a 
brief overview and analysis of the 
sanctions on business.

Executive Summary
In the face of a slowing Russian economy, the unrest in the 
Ukraine, Crimea accession and sequential European and 
American sanctions in 2014 have brought about more business 
uncertainty. This Global Intelligence Alliance White Paper offers 
an overview and implications of the sanctions for multinational 
companies that operate in, or that are considering entering, the 
Russian market. 

Beginning with macroeconomic indicators, we describe the EU/
US sanctions imposed on Russia and analyze what influence 
they have had on business and society. At the end of the 
paper is a list of practical recommendations on how foreign 
enterprises can overcome Russia’s current turbulence and 
capture possible opportunities.

Finally, consultants of GIA Member company in Russia, 
ALT Research & Consulting, cover three case studies that 
demonstrate how large multinational companies can 
successfully adapt to new market conditions in Russia.

Market Strategies in Turbulent Russia
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In this paper, the term ”Market Intelligence” (or ”MI”) refers to functions and programs in companies and organizations that 
help them to understand their business environment, compete successfully in it and grow as a result. As a program, Market 
Intelligence collects information about market players and strategically relevant topics and processes it into insights that 
support decision-making. 

In this paper, the term ”Market Intelligence” is used as an overarching term for terms such as competitor analysis, customer 
insights, technology analysis or strategic analysis. Concepts such as Competitive Intelligence or Market Insight, should be 
regarded as synonymous with ”Market Intelligence” in this report.
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Introduction

Country profile
Russia is the largest country in the world with an area of over 17 million square kilometers, 
which extends from Central Europe to Far East Asia. More than 80% of its 146 million inhabitants 
live in the European region of the country. Moscow, the capital of Russia, has over 17 million 
citizens while Saint Petersburg have more than 5 million, which together comprise 12% of 
Russian population. There are 13 cities with a population of over one million each in Russia. 

Interestingly, despite of the huge territory, Russia has quite a homogeneous culture across the 
entire territory. The Russian language is spoken not only in Russia, but also in former USSR 
countries. However, this fact is also challenging for companies doing business in the region, as 
Russians speak hardly any English or European languages.

If measured by gross domestic product (by purchasing power parity), Russia is the sixth 
biggest economy in the world. The country possesses the largest amount of energy and mineral 
resources in the world. 

The significant role of the government in the economy results in a high centralization of power, 
finances and economic decisions in Moscow, the capital of Russia. This also means that a very 
high concentration of Russia’s gross domestic product (GDP) can be found in Moscow. Russia’s 
top 500 companies control 80% of GDP. Major Russian companies are located in Moscow.

 

Multinationals in Russia: hopes and fears
Those familiar with Russia still consider it to be a promising market for multinational companies. 
However, several significant events in 2014, from the Crimea accession to US and EU sanctions 
are giving many a reason for pause. Many multinationals realize they must revise their regional 
strategies if they wish to survive in a turbulent economic and political environment. 

Exhibit 1.   Russia country profile

Population

Area

Capital

Major language

Major religions

GDP

Currency unit

Main export

146,1  million

17 million sq.km (6.6 million sq. miles)

Moscow

Russian

Christianity, Islam

2 trillion US dollars (2013)

Ruble (RUR)

Oil, natural gas, wood, metals, chemicals, weapons and  
military equipment
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Many are asking:

• Should we expect an escalation of sanctions?

• What is the worst-case scenario? 

• How profound will the effect on the economy be? 

• What should multinationals do under these circumstances? 

There are currently more questions than answers. The consultants of ALT Research & Consulting 
throw some light on the current situation by providing a brief overview and analysis of the 
sanctions on business. 

Economy overview
Russia’s GDP grew by 4% on average in the 2010-2012 period, but achieved 1.3% in 2013, lower 
than government expectations of 3.0% to 3.2%. 

In 2014, GDP growth started falling even before the US and EU sanctions took place. In the first 
half of 2014, Russia’s GDP grew by 0.8% and is anticipated to decline further. Things appear 
even more dire, if we ignore the economic contributions from the 2014 Olympic Games, which 
added 0.3% to the GDP growth rate.

Key economic indicators, such as electricity consumption and the manufacturing output index, 
show that the economy appears to be running out of steam.

Exhibit 2.   GDP in Russia, bln rubles

2010

43 309

*1st half of 2014
Source: info.minfin.ruChange, %

2011

55 800

2012

62 218

2013

66 755

2014

33 689*

Exhibit 3.   Investments in fixed capital, bln rubles

2010

9 152

*Forecast for 2014
Source: info.minfin.ruChange, %

2011

11 036

2012

12 586

2013

13 256

2014

12 911*

104,5 104,3 103,4
101,3 100,8 

*

14,7
20,6

14,0
5,3 -2,6*

Exhibit 4.   Macroeconomics

Electricity consumption

Manufacturing output index

Sales of cars and light 
commercial vehicles (LCVs)

Cargo turn over

2,0%

5%

38,7%

3,4%

2011

2,1%

3,4%

10,6%

2,9%

2012

-0,8%

0,4%

-5,5%

0,5%

2013

-1,0%

1,5%

-7,6%

1,3%

2014 (I)
State

Statistics
State

Statistics

AEB

State
Statistics

Source
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Fixed capital, which represents the money that is re-invested into the economy in the form of 
manufacturing output and is a key contributor to GDP growth, shows an incremental rate that 
has fallen from 20.6% in 2011 to 5.3% in 2013. Fixed capital continued to shrink for the first half 
of 2014 and is likely to decline in the second half of the year.

Russia has spent significant resources on supporting the Crimea authorities with some experts 
estimating it to be 4 billion USD. The most significant factor that has negatively influenced the 
Russian economy has been US and EU sanctions. In the next section is a brief overview of key 
sanctions and their impact on business and society.

Sanctions against Russia

Key sanctions
According to some countries and international organizations, Russia’s recognition of the 
Crimean referendum in March 2014 was illegal. As a response to such a geopolitical position, 
the United States and the European Union announced sanctions against the country, escalating 
after several major events.

• First round: Crimea accession to the Russian Federation (March 2014)

• Second round: Russia was accused of supplying arms to the rebels as well as being in open 
support of self-proclaimed republics, Donetsk People’s Republic and Lugansk People’s 
Republic (April 2014)

• Third round: Malaysian Boeing-777 disaster (July 2014)

• Fourth round: Russia’s alleged role in the Ukrainian crisis (September 2014)

Exhibit 5.   Sanctions against Russia

Countries that have applied sanctions against Russia:

  1      USA and Canada

  2     European Union

  3     Norway, Switzerland, Japan,  
          Australia and Ukraine

Key* countries that up to date have not applied 
any sanctions:

         Belarus   

         Turkey 

         Kazakhstan

          Macedonia,,Serbia, Bosnia and Herzegovina

         China

*Countries which are 
located in Europe or share 
a border with Russia.   

1

2

3

3

3

3

4

4

5

6

7

7

8

8

65
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Subsequently, several countries including Japan, Switzerland and Australia, also joined the EU 
and the United States in supporting the sanctions.

The US and EU imposed two types of sanctions against Russia: sectorial and personalized. 

Sectorial sanctions affect Russian companies in the financial sector, the oil and gas industry, as 
well as the military sector. Restrictions were also placed on the development of infrastructure 
and telecommunications in Crimea and Sevastopol. 

Personalized sanctions were applied on some Russian organizations and a list of persons. Due 
to the fact that sectorial sanctions have a stronger impact on the Russian economy in general, 
we analyze this issue in detail. 

Financial sector
Companies in EU sanctions list: Sberbank of Russia, VTB, Gazprombank, Vneshekonombank, 
Rosselkhozbank, Russian National Commercial Bank

Companies in US sanctions list: Sberbank of Russia, VTB, Gazprombank, Vneshekonombank, 
Rosselkhozbank, Bank of Moscow

FACTS
Financial sector sanctions implemented by the United States and the EU are very similar. 
Companies and banks in the US and the EU are forbidden from issuing any debt to, buying or 
selling any equity or new bonds (with a maturity of more than 30 days) from the listed banks. 
These Russian banks are also prohibited from any transactions through accounts in US or EU 
banks, investment consultancy, investment portfolio management and private offerings.

ANALYSIS OF CONSEQUENCES
Compared to other restrictions, financial sector sanctions have the greatest impact on the 
Russian economy as they affect over 60% of Russian banking system assets. Such sanctions 
severely constraint economic development. 

Russian companies, which have been used to attracting funds from large Russian banks can no

Exhibit 6.   Key sectorial sanctions against Russia 

FINANCIAL SECTOR

OIL AND GAS SECTOR

MILITARY-INDUSTRIAL 
COMPLEX

OTHERS

• EU and US investors are barred from issuing any long-term debt for the 5 largest 
state-owned Russian banks and from any securities transactions

• Largest banks are limited in attracting funding

• European Bank for Reconstruction and Development (EBRD) and European 
Investment Bank (EIB) have stopped funding projects

• A ban on investments for natural resources extraction

• Restrictions on the sale of equipment for offshore drilling and oil extraction

• Providing oilfield services in Russia are prohibited

• Embargo on the import and export of arms and related material to / from Russia

• A ban on export of “dual-use” goods and technologies for military use in Russia 

• Company-specific sanctions, and individual sanctions against a number of persons

• A ban on investment and equipment supply for infrastructure, transport, 
telecommunications and energy of Crimea and Sevastopol
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longer do so easily, as Russian banks are often financed by banks in the US and the EU. In the 
long run, sanctions against the financial sector will lead to an increase in interest rates and 
funding costs for Russian companies, which in turn, will inevitably affect investment levels and 
economic growth. 

According to the head of Sberbank, German Gref, the situation with the foreign exchange 
liquidity has worsened significantly. With state aid available for banks, the situation while not 
fatal, is very serious. 

Oil and Gas  sector
Companies in EU sanctions list: Rosneft, Gazprom Neft, Transneft, Chernomorneftegaz, 
Feodosia, Novatek  

Companies in US sanctions list: Rosneft, Gazprom Neft, Transneft, Chernomorneftegaz, 
Gazprom, Lukoil, Surgutneftegaz, Novatek 

FACTS
American companies are prohibited from providing oilfield services for the reservoir 
development and extraction of oil in the Arctic and from shale reserves. US and EU companies 
are banned from supplying Russian clients with technology and equipment for the development 
of offshore fields.

This also means that that two specific companies, Transneft and Gazprom Neft, are prohibited 
from financing and other financial transactions involving new long-term debt, new share 
transactions, investment services and restricted securities with US companies. Similar EU 
sanctions apply to Rosneft.

Due to these sanctions, joint projects in the oil and gas industry have suffered the most, as 
western companies reconsider such “dangerous” co-operations. For instance, Exxon Mobil 
had to quit the joint oil extraction project with Rosneft in the Arctic Ocean. Two oilfield service 
companies, Schlumberger and Baker Hughes, have also been willing to abandon projects with 
Russian companies.

ANALYSIS OF CONSEQUENCES
Funding restrictions for oil companies and limitations applied on Russian banks may affect the 
development of the companies in the oil and gas sector in the long run.In terms of technology, 
sanctions will hit only the extraction of hard-to-recover oil from the continental shelf, where the 
replacement of western technologies is hard to find. Even though these projects are not very 
significant for Russian oil and gas companies as yet, the question of equipment supply for new 
projects is still important. Chinese products are not as applicable for now, and there is too little 
of such equipment manufactured in Russia.

According to the heads of Rosneft and Surgutneftegaz, sanctions will help to stimulate the 
development of domestically produced equipment. However, there is still the question of how 
realistic it is to revive the industry in the near future. For example, experts believe that Rosneft’s 
announced plans to increase the use of domestically produced equipment in new projects to 
70% by 2020 are unachievable, due to a lack of Russian manufacturers and technologies.

Military-Industrial Complex
Companies in EU sanctions list: Almaz-Antey Concern, Kalashnikov, Basalt, Uralvagonzavod, 
Oboronprom, United Aircraft Corporation, Sirius Concern, Stankoinstrument, Khimkompozit, 
Tula Arms Plant, Tekhnologii Mashinostroeniya, Vysokotochnye Kompleksy
 
Companies in US sanctions list: Almaz-Antey Concern, Izhmash, Kalashnikov, Basalt, 
Uralvagonzavod, KB Priborostroeniya, NPO Mashinostroeniya, KRET, Sozvezdie
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FACTS
The companies listed are banned from importing and exporting weapons, or “dual use” goods 
and technology that can be used in the defense industry. Uralvagonzavod, Oboronprom, 
United Aircraft Corporation cannot seek long-term debts, new share transactions and restricted 
securities.

The United States Department of Commerce has also banned the supply of American-made 
spacecraft vehicles and American components. In this regard, the launches of European 
spaceships by Russian carrier rockets have been postponed, because American components 
were used in its manufacturing.

ANALYSIS OF CONSEQUENCES
In general, the impact of sanctions on Russia’s local defense industry does not seem as critical 
due to their focus on domestic demand and the military’s growing budget. The State has been 
providing these companies with financial support, even before the sanctions.

However, as most of the Russian banking system has been affected by financial sanctions, 
cheap loans may be hard to attain. A number of major joint military projects using western high 
technology will suffer.

Summary of consequences
As a result of the sanctions, Russian military industry players have sought for financial help from 
the State through the National Wealth Fund or the Central Bank. Some have localized production 
in Russia and are seeking new suppliers domestically or in countries that have not applied

Exhibit 7.   How Russian companies bypass sanctions

FINANCIAL SECTOR
Sberbank, VTB, 
Rosselkhozbank

OIL AND GAS SECTOR
Rosneft

MILITARY-INDUSTRIAL 
COMPLEX
Uralvagonzavod

OTHERS
Dobrolet  
(low cost airline)

• Restriction of access to US/EU financial markets

• A ban on issuing any debts and making 
transactions with securities of these banks 
(with a maturity of more than 30 days) by 
western investors

• Restriction of access to US/EU financial markets

• Western companies refuse to participate in 
several joint projects (Exxon Mobil etc.) 

• A ban for western companies on supply of 
equipment and oilfield services

• Freezing of joint projects with foreign 
companies eg. manufacture of locomotives with 
Caterpillar and subway trains with Bombardier

• Difficulties in attracting cheap loans, as most 
of the Russian banking system is affected by 
sanctions

• Closure of operations due to the annulation of 
leasing, servicing and insurance contracts with 
the unit by European organizations

IMPACT

• Sberbank borrowed a  50 bn USD loan from 
Central Bank

• Sberbank is looking for the opportunity of 
funding from Asian markets

• The State will purchase shares worth 6 bn 
USD from VTB and Rosselkhozbank at the 
expense of Russian National Wealth Fund

• The company has requested  38 bn USD in 
financial help from the State

• Purchase of Russian and Venezuelan assets 
of the Weatherford company 

• Equipment localization (the aim of 70% by 
2020 is announced)

• For a number of military programs, the 
company is raising funds from private banks 
that are not under sanctions

• Establishment of a new low-cost carrier

• The company is now discussing 
opportunities with Asian leasing companies, 
which might be able to supply aircraft

RESPONSE
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any sanctions against the country, particularly from Asian countries that are open to providing 
financial support and services.

In general, we see that sanctions have their biggest impact on finance and technology.

1. Financial restrictions will have the greatest impact on the economy. Limited access to 
foreign financial markets will raise the cost of funding for Russian banks and organizations, 
threatening the financial health of enterprises affected directly, or indirectly, by sanctions. 
The State will not be able to step in to meet the demand for funding on its own. Cheap 
funding will become less and less available, with infrastructure companies taking the 
biggest hit. It might take a long time for companies in Russia to recover from this funding 
shortage.

2. Technological projects, mainly in the oil and gas sector, will be affected in the short to 
medium term. Even companies that are off the sanctions list will suffer, as many western 
partners avoid any cooperation with Russian enterprises, because of the instability of the 
situation. Unfortunately, Chinese or domestic technologies are not able to replace western 
technology. The ban on the import of “dual-use” goods and limitations on non-military 
high-tech products may only widen the technological gap between Russia and other 
advanced countries.

Implications for businesses
 
1. Reduction in the availability of financial resources
The investment climate in Russia was already grim before the sanctions were imposed, as 
investment outflow totalled 54 billion and 61 billion dollars in 2012 and 2013 respectively, 
according to the Bank of Russia. Now, we can expect an even greater outflow with the sanctions 
and the announced prosecution of Russian oligarch, Yevtushenkov.

Even though the sanctions were imposed on several companies, their significance to the 
economy is huge. Attracting foreign capital from both American and European financial 
services institutions, as well as Asian ones, will be difficult for those directly hit by sanctions 
or otherwise, as Russia’s credit rating is affected overall. Interest rates will increase. While 
the central banks of other countries keep interest rate close to 0%, the Central Bank of Russia 
sets it at 8%. Russian companies thus lose access to cheap capital and, partly, to technology, 
both of which are especially important in capital-intensive industries, such as construction and 
development, heavy industries. 

On the other hand, the weakened positions of Russian companies may turn into a competitive 
advantage for foreign companies that operate in Russia.

2. Market shrinkage
The growth of private demand as well as high oil prices were key factors in Russia’s economic 
upturn before 2013. Compared to over 6% in both 2011 and 2012, the rate of private demand 
growth was 4% in 2013 and just 0.5% in the first half of 2014.

Formerly, the growth of demand fueled consumer borrowing. Many Russians (58% according to 
experts) now consider their loan liabilities to be a “crippling burden”, even though the average 
portion of credit payments to monthly income in Russia tends to be lower than in Europe. On the 
other hand, consumer lending cannot grow as interest rates go up.

The acceleration of investment outflows and a decline in trust in the Russian economy has led 
to the weakening of the ruble. This has led to inflation, which has been made worse by Russia’s 
food embargo.

As a result of all these factors, the real disposable income of the population has fallen and is not 
anticipated to rebound in the near future. The fall of demand is especially unfavorable
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for Russian companies focused on the domestic market, because they are caught between a 
shrinking market and increasing costs of financial resources.

3. Import substitution
The government was concerned about the slowdown in the economy and proposed import 
substitution with locally produced goods, as a priority before any sanctions were officially 
imposed. The State will provide local manufacturers with support and incentives. It will even 
be limiting the percentage of imported goods in government procurement to 20% in the future. 
Taking into account the geopolitical situation, investment outflow and import substitution, the 
government has little choice but to increase its investments in the economy.

Russia’s Ministry of Industry and Trade was placed in charge of the development of a special 
program on “how to return the market to domestic manufacturers”. Domestic production is 
hence given a chance to grow, and this is considered to be the only advantage of the “sanctions 
war” for the Russia as a whole. As the share of foreign companies in the local market falls, local 
companies will have the opportunity to fill the gap, propped up by government investments. 

4. Change of collaboration vector
The longer the “sanctions war”, the more Russian companies will turn to alternative partners in 
the East. Many firms have already started looking for equipment suppliers, banking services and 
investors in Asia, particularly in China. We can therefore expect that partner relations with China 
and other eastern countries will become stronger.

Response by Russia

The response in society
On a more positive side, the Crimea accession and the results of the Olympic Games have had 
a positive impact on patriotism in Russia. Sociologists even managed to estimate that patriotic 
feelings have increased by 50%. Numerous opinion polls indicate that the majority of Russians 
believe that the sanctions will not affect Russia or themselves. According to the results of a 
global survey conducted by Pew Research Center in the United States in the spring and summer 
of 2014, the majority of Russians (56%) are satisfied with the way things are going in the 
country. Few nationalities show such positive attitude. In the United States for example, only 
a third of the population is satisfied with the situation in the country, while in France, only a 
quarter is satisfied.

While a separate survey of people living in Moscow and St. Petersburg was not carried out, 
residents of these largest cities in Russia express a more temperate reaction, in contrast to 
the wider patriotic impulse. Such a difference in attitudes could be associated with relatively 
economic prosperity, political literacy, access to the Internet and foreign media in the “two 
capitals”. The European region of Russia also suffered the most from the food embargo, which 
applied mostly to premium, imported products.

As for the Russian elite, it seems that many of its representatives are in serious fear of individual 
sanctions that are likely to affect their enormous assets in the EU and the US, as well as their 
relatives and children who live abroad. 

The level of support for the Russian government’s actions is extremely high, reaching a peak 
of 80% in a middle of the summer of 2014. Then the level began to decline, as many Russians 
experienced price increases and the freezing of pension savings due to Crimea accession. 
The level of support for Putin’s actions remains above 60% nonetheless. Such sentiment also 
reflects the growing distrust of western politics. The West, in the opinion of most Russians,
is eager to use the Ukrainian events as an excuse to curb the growing role of Russia in world
geopolitics. This social atmosphere, combined with powerful propaganda in the state media,
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 allows the Russian government to continue its policy of active protection of the Russian 
population in Ukraine, despite significant economic losses.

The response in business
The current mood in business circles can be characterized as “tense awaiting”. The latest round 
of sanctions significantly lowered the chances of a quick “defrost” of many joint projects. In 
addition, according to the CEO of Sberbank, foreign markets are by de facto, closed. External 
short term funding for up to 30 days or three months is no longer possible. In the event of any 
uncertainty, businesses prefer to optimize operations and wait for further changes.

The effective PR-machine at the state level, along with unfriendly actions of Western 
governments, allows the Russian government to maintain a high level of the approval of its 
actions, and gives local governors a free hand in responding to both external and internal 
politics - even if they negatively affect the interests of Russians. The more educated segment of 
the Russian population certainly feels uncertainty and insecurity.

Russian food embargo
Russia’s response to the EU and US sanctions was to implement a food embargo in August 2014. 
According to some, some of the potential countermeasures are rather radical. For example, 
Russian officials are discussing the possibility of applying limited restrictions or a total 
prohibition for European airlines from making trans-Siberian flights from Europe to Asia, as well 
as a ban on the import of foreign cars. 

The scope
The food embargo includes a ban on the import of certain agricultural products, raw materials 
and food products from the West. The list of banned imports includes vegetables, fruit, meat 
and dairy products, fish and nuts. Experts expect the total annual volume of banned food to be 
between seven and nine billion EUR. According to analysts, Lithuania will suffer the most from 
the embargo because the volume of banned imports is equivalent to 2.7% of Lithuania’s GDP. 
European Bank for Reconstruction and Development included Estonia, Latvia and Norway in the 
list of possible victims for similar reasons. 

Regretfully, the retaliatory sanctions by Russia caused some problems in its own economy. The 
embargo resulted in the reduction of the assortment of foodstuff, and an increase in consumer 
prices in grocery stores. Some local businesses have been significantly affected. A fish factory
in Murmansk, for example, has ceased its operations due to the lack of raw materials for 
production. Leading food distribution companies also suffer losses. Hopefully, western 
suppliers of banned products figure a way out of the difficult situation.

Exhibit 8.    
Impact of embargo on the 
Russian food market*

*Share of banned products in 
the domestic consumption of 
Russia 

Source: FCS of Russia, UNCTAD 

Cheese 30,1%

14,7%

13,3%

13,2%

7,9%

5,8%

2,5%

1,3%

Fruits and berries

Fish

Pork

Poultry

Vegetables,  
roots and tubers

Beef

Milk, diary products
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Bypassing embargo
European food suppliers affected by the Russian embargo, are trying to adapt to the new market 
conditions by looking for ways to bypass the sanctions. At the moment, the government has not 
provided clear explanations of what is legal and what is not, in terms of food products turnover. 
Certainly, there are loopholes in the law that give companies a certain degree of freedom in 
finding ways to bypass sanctions. 

French agrarians are said to replace product stickers of the country in which the product is 
produced with “Morocco”, “Belarus” or “Kazakhstan”. Nevertheless, there are more legal ways. 
Currently, three possible options can be considered:

1. Localization of production in Russia. For example, the Finnish company, Valio, whose 
exports to Russia in 2013 are estimated at 242 million EUR, re-structured its production in 
the Russian Federation and hurriedly considered its expansion. 

2. Delivering products through the countries outside the embargo 
a) If a food importer HAS capacities in countries outside the embargo list. Importers can 
choose another country to deliver products to Russia. A Norwegian salmon supplier, 
Cermaq, plans to satisfy the demand in Russia by delivering products from its plant in Chile 
instead. 

b) If the company does NOT HAVE capacities in countries outside the embargo list. 
Companies can supply their products through countries and territories that are not affected 
by embargo through re-exporting. Primarily, territories that suit this purpose are Belarus, 
Turkey, Kazakhstan, China, Faroe Island and Iceland. Belarusian farmers increased their 
exports in August 2014 by 7.2%, compared to the month before. Belarusian companies also 
expressed their readiness to export up to 60,000 tons of Polish apples, for the production 
of juice, wine and baby puree in Russia. Countries of Latin America and Iran are actively 
planning to increase exports to the Russian Federation. For instance, Knightsbridge Foods, 
a vegetables exporter based in the UK, is considering the supply of products from North 
Cyprus through Turkey. 

3. Change of the production process. Fish is now supplied to Belarus, and other Russian 
border regions. Fish is processed there: fillet is separated, salted and packed in boxes, so 
that a new custom code can be allotted to the fish product and legally sent to Russia. 

Exhibit 9.   Russian food embargo 

Countries under embargo:

  1      USA and Canada

  2     European Union

  3     Norway and Australia

Alternative countries for food supply*:

          Belarus, Turkey, Serbia, China, Iran, Armenia, Uzbekistan,  
          Azerbaijan, Chile, Brazil, Uruguay, Argentina, Paraguay, Ecuador,  
          Egypt, Morocco, South Africa, New Zealand

Examples of countries for re-export or change of the food products flow:

          Belarus, Turkey, Kazakhstan, China 

* According to the Russian 
Ministry of Agriculture   
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Future Scenarios
 
Below is a brief scenario analysis to evaluate how the situation can possibly evolve and how it 
will influence the business community. 

Going downhill scenario
This scenario implies that new more rigorous sanctions will be imposed.  It is not likely that it 
will lead to a significant decrease in the supply of hydrocarbon, as it is unfavorable for both 
sides (Russian and the West), but the supply can be partly limited and a noticeable reduction of 
trade relations is possible. 

We are going to look into the worst-case scenario where the country’s oil and gas revenue falls, 
either because of export shrinkage or price drops. 

What can we expect in this case? 

• Falling of the Federal budget revenue 

• Further decline in trade turnover between Europe and Russia, refocusing of Russia towards 
countries in the east

• Further weakening of the ruble because of capital outflow

• Further decrease in investment activity in Russia

All these consequences will force some foreign companies to quit the Russian market 
altogether, because of lost competitive advantages. In this case, government investments will 
have to be increased to compensate for the drop in investment activity. 

Additionally, growing Russia’s military potential is likely to become one of the country’s 
priorities. The authorities will have to change the budget rule (the budget maximum expenditure 
is based on the oil price), which has a lot of imperfections at the moment. 

Russian oligarchs will probably ask the government to invest in the economy as well, because it 
is not safe to keep their assets outside the country. Import substitution policy will be the focus. 
In industries where there is little potential for development, Chinese companies will enter the 
Russian market and substitute western products. China can also provide capital, but the cost 
will be rather high. 

Exhibit 10.   Oil price (Brent), US dollars

2010

80

*Forecast for 2014 
**Estimate is based in 1st half of 2014
Source: newsruss.ru; info.minfin.ru

GDP change  
in Russia, %

2011

111

2012

121

2013

109

2014

106*

Exhibit 11.   Inflation in Russia

2010

8,8%

*Forecast for 2014
Source: уровень-инфляции.рф

2011

6,1%

2012

6,6%

2013

6,5%

2014

8%*

104,5 104,3 103,4
101,3 100,8

**
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A sharp drop of the ruble can make inflation accelerate beyond 8%, while GDP will decrease. The 
speed of economy recovery after a sharp GDP drop will depend on how effectively the budget 
money will be spent. 

The technological and institutional gap between Russia and western countries will widen. 
However, Russian companies will have the second chance to reemerge when western 
competitors have to quit the country.

Slow recovery scenario
This scenario implies rather slow developments. Cessation of arms in regional conflicts will lead 
to total peace in a few months. The oil price will stay high at around $100, and there will be no 
further shock events.

• Mutual sanctions between Russia and the EU and US can be cancelled, disrupted economic 
relationship will start to recover

• The ruble will be stabilize or slightly strengthen against the EURO and USD

• Foreign investments will return to the economy, though very slowly

In this case, the economy will start to return to the “before Crimea accession to Russia” 
situation, but it can take several years to regain trust and move to full recovery of Russia’s 
relationships with western partners. Besides, the Russian government would not want to be 
dependent on the western technology and capital. 

In this situation, government investments will rise, especially in the military industrial sector, 
and the import substitution program will expand. Russia will strengthen its relationships with 
countries in the East that can invest in the economy. 

However, the process will most probably be very sluggish because, there are no incentives for 
changes and therefore, no institutional reforms will take place. The GDP growth rate will most 
probably be below 0% in the next two years, until the investment potential is accumulated all 
over again. 

What to expect in any case
In any case, we should expect a slowdown in the economic development in the years 
immediately ahead. It can either be a sharp drop or a gradual decline.

As the potential of “high oil price” factor is low at the moment, the slowdown will continue. 
Irrespective of the scenario to come, several trends can be expected:

• Capital outflow and difficulties with capital raising will lead to a decline in investment 
activity 

• The role of the government, including state-owned companies, and state investments in 
the economy will be more significant through infrastructure projects, import substitution 
and government procurement. The defense industry will be the main beneficiary

• Import substitution will continue for both political and monetary reasons

• The role of companies in the East as partners across the board will increase

Recommendations to act on
For Asian companies and global players with capacities in the East, the continuing “sanctions 
war” has created fresh opportunities. The Russian government and local companies are more 
eager to collaborate with Asian banks and suppliers than ever before. 
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However, as most of the multinationals that do business in Russia represent European and 
American interests, it is critical for them to find an answer to the question, “What do we do 
next?”. Even companies that are not directly under sanctions will be affected by the weakening 
ruble and import substitution policy. 

Experience shows that companies that leave the Russian market, like those in 1998, will not 
find it easy to return to Russia afterwards. If any multinational enterprise is willing to keep its 
presence in Russia or enter the market, it should therefore consider the recommendations 
below: 

Production
• Localization in Russia. This is a relatively risky strategy in the current environment. 

However, because the weakening of the Russian currency, plant set-up costs are 
cheaper. Western companies can also gain access to cheaper credit, compared to the 
Russian competitors. There are many examples of western companies that moved their 
manufacturing to Russia and received preferences from the government, including the 
cases of Cisco, Eli Lilly and GE Healthcare presented in this white paper.

• Localization in “non-sanctions” countries. Multinationals may also consider transferring 
manufacturing to one of the “Russia-friendly” countries that are not involved in the 
“sanctions war”, such as Belarus, China and Kazakhstan. 

Logistics
• Re-export through “non-sanctions” countries. “Customs-friendly” locations such 

as Belarus, Kazakhstan, Turkey and Latin America have shown a readiness to play a 
supportive role in re-exporting western goods to the Russia Federation. It is relatively easy 
and legal to export goods in this way, and might be a solution for companies that suffer any 
negative attitude towards “western products”.

• Export from a “non-sanction” country. If the global player has several production sites 
around the globe and one of them is located in a country that is not under sanctions, the 
enterprise might consider changing the commodity flow. As we have already discussed 
in the section about the food embargo, there are companies that quickly adopted this 
logistics strategy. 

Mergers & Acquisitions
• Acquisition of a Russian company. It may be a good time to purchase Russian companies, 

which may cost comparatively lower due to the ruble devaluation, and become a “local” 
player while keeping all the advantages of western funding and technical expertise. 
Another advantage of this approach is possible financial support from the government 
through private public partnership projects, and priority in terms of state procurement. 

Product mix & marketing
• Focus on unique products. Even with an import substitution drive in Russia, not all the 

imported products can be substituted. That is why we suggest that multinationals focus on 
unique products with a few or no local alternatives and competitors, particularly in the area 
of hi-tech components and equipment.

• Focus on mid-tier / low-end segment. The demand for cheaper products is likely to grow 
if the negative economic trend prevails. This targeted consumer approach helped many 
international companies salvage their sales when the global crisis hit Russia in 2009.

• Use the growing patriotic spirit in marketing and advertising. Russia loves Western 
brands. However, it might be timely to consider the opposite approach. This means that 
companies can benefit from launching a brand with a Russian name or use nationalistic 
themes in their marketing and advertising.
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Case studies

Cisco Systems chooses localization
Cisco Systems Inc. is an American multinational company specializing in high technology, 
development and sales of network equipment.  The company is an industry leader currently 
producing a wide variety of Internet devices: Wi-Fi access points, routers, Ethernet hubs and 
switches, IP-telephony equipment, wired modems, etc.

The estimated annual revenue of the company in Russia is 600 million USD. However, despite 
such turnover, Cisco Systems has only one small plant in the Russian Federation, in Tver, to 
manufacture wireless access points and digital TV set-top boxes. All other products are imported 
from abroad.

Cisco problems caused by sanctions
After the United States announced its sanctions against Russia, there were associated delays 
in issuing an export license by the US. Cisco faced difficulties in supplying equipment to the 
Russian Federation security forces, primarily the Defense Ministry of Russia. Thus, in the third 
quarter of the 2014 fiscal year, exports to Russia decreased by 29% compared to the previous 
period. 

If the sanctions war continues, the Russian import substitution policy will probably affect Cisco. 
In the summer of 2014, the Ministry of Industry and Trade proposed a massive prohibition of 
imported goods in state procurement, stating that 80% should be purchased from Russian 
producers and companies from the Eurasian Customs Union countries. 

Currently at least 60% of telecommunications networks in Russia are built using Cisco products. 
Between 70% and 80% of Cisco’s turnover is from the public sector, with ministries and 
departments and all major state-owned companies and banks, such as “Gazprom”, “Rosneft”, 
Sberbank and VTB, as clients.

In addition, in the event of further sanctions tightening, a number of products manufactured by 
the company may fall under other restrictions. For instance, its equipment may be categorized 
as “high-tech” or “dual use” products that are also banned.

According to some sources, the authorities are discussing a prohibition on Microsoft produced 
imports. Due to Edward Snowden’s publications about NSA backdoors in Cisco equipment 
in 2013, the company suffered significant financial and image losses. Given the fact that the 
incident is not forgotten, there is a danger that the position of the Cisco brand in Russia may not 
be very stable.

The company’s response 
It is clear that the company does not want to lose its significant share of the Russian market 
and unlike many others, is ready to take a proactive stance. In this regard, Cisco had an old 
agreement with Dmitry Medvedev, envisaging cooperation in the field of innovative technologies 
within the “Skolkovo” center. 

At a meeting with the ex-president in 2010, Cisco pledged to invest one billion US dollars in 
the development of business in Russia but was slow to act on this pledge. Given the current 
situation, Cisco is quickly preparing to establish the equipment manufacturing in Russia.

In order to avoid the sanctions and to fit into the requirements of the Russian Ministry of 
Industry and Trade, the company decided to create a new unique local brand and subsequently 
transfer the intellectual property rights to a Russian factory (EZAN).

Wireless access points and digital TV set-top boxes manufactured in Tver since 2011 are 
produced under the brand of Cisco, all of the rights belong to the parent company Cisco Systems 
International BV. 

According to the Cisco Russia and CIS Business Development Director, Leo Levin, there are very 
few precedents of transferring the intellectual property rights on the Cisco manufactured
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 equipment to local partners in the world, so this case is exceptional. 

The executive secretary of the State Duma Committee Commission for Science and High 
Technology, Andrew Tchernogorov, has already said that if the production of this equipment 
will be really located in Russia, and intellectual property rights will be transferred to EZAN, the 
equipment can be considered domestically produced. However, currently we are talking only 
about IP-telephony, technical equipment for protection and security solutions of the mining 
industry workers, but if the project is successful, the approach is likely to be continued. 

GE Healthcare forms an alliance to produce computerized tomography 
scanners
GE Healthcare, which has annual revenues of about 18 billion US dollars worldwide, was one of 
the first companies that felt the need to localize production of medical equipment, particularly 
after corruption scandals at Russian hospitals, where imported CT scan equipment were 
purchased at prices that were several times higher than the market.

For that matter, GE has partnered with Medical Technologies Ltd (MTL), which is affiliated 
with the state-owned company “Rostechnologies”, since 2010. GE and MTL arranged serial 
production of the computerized tomography (CT) scanner, Healthcare BrightSpeed Elite. 
This was the first serial computerized tomography scanner with 16 Slice technology that was 
manufactured in Russia.

GE Healthcare’s CEO in Russia and CIS has said that when making the decision to localize 
production, the company hoped for support from the Ministry of Health to directly or indirectly 
purchase its medical equipment, and a favorable response from the Ministry of Industry and 
Trade in determining the criteria for manufacturers’ localization and preferences for local 
producers. It is not difficult to understand the interest of GE in this project, if we consider the 
size of the CT scans market in Russia, which according to expert estimates, is around 200 
million USD per year. Moreover, GE Healthcare is also ready to localize other kinds of equipment 
manufacturing with government support.

Eli Lilly launches insulin production in Russia
One of the largest American pharmaceutical companies, Eli Lilly, with global revenues of around 
23 billion US dollars, imports insulin into Russia.

The pharmaceutical company faces steep competition in Russia, especially after the preferences 
for domestically produced equipment were introduced. According to state regulations 
announced before the Ukrainian crisis, foreign manufacturers have to give 15% discounts at 
tenders. 

The access to government procurement is likely to be banned for imported pharmaceuticals, if 
there are domestically produced analogs. About 90% of all sales of insulin in Russia is through 
government procurement

The largest international competitors, Novo Nordisk and Sanofi, already have plants in Russia. 
Local manufacturers, Farmstandart and Medsintez, also only dilute blends and pack products, 
thereby saving on the additional 15% manufacturers pay when participating in government 
procurement tenders. Another fact of increased competition can be the setup of a full-cycle 
insulin production plant by Geropharm-Bio, which will operate at full capacity soon.

In order not to be forced out of the market, Eli Lilly has made the decision to localize insulin 
production in Russia, using the facilities of high-tech pharmaceutical manufacturer R-Farm. In 
this way, Eli Lilly can set a competitive price and count on government support and preferences. 

Another advantage is logistics. Eli Lilly will avoid supply lag from the import of finished goods 
and will be able to quickly react to demand changes. R-Farm has also benefited from the 
opportunity to expand capacity and from the access to western technologies. 
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