[image: image1.jpg]


6th Global Conference on Business & Economics

ISBN : 0-9742114-6-X

A Brief Consumption History of Modern Russia:

“The Man in a Case” Dreams of Breaking Through

Dr. Nikolai Ostapenko, Georgetown University, Washington, D.C., USA

ABSTRACT

The article reviews the evolving pattern of consumption in Russia since the beginning of the last century. The attention focuses on the background of the ‘deficit economy’ as well as on the new consumption reality after the collapse of the Soviet Union. Deep process of social stratification views as a pre-requisite of the contemporary consumption diversification. “New Russians” consumption pattern reflects the trend towards mainstreaming of the luxury attitudes in the country. Emphasis is also on the ‘not-so-luxury’ attitudes of an average Russian citizen that are usually ignored by the Western observers. There is still a huge baggage of the traditional Soviet-style consumption psychology as well as various limitations within the enhanced dynamics of the Russian consumer market. Anton Chekhov’s metaphor has been applied.       

There is a famous story by Anton Pavlovich Chekhov entitled “The Man in a Case”, a classic of Russian and World literature. It depicts a Greek provincial teacher, a strict disciplinarian, who never made exceptions to the rules and always stayed in his social ’case’ or ‘shell’. Once, he was about to accept something new – the idea of marriage to a lady named Varinka, “a regular sugar-plum” – but due to various self-imposed calamities resulting in his death, this attempt to accept something new became a just fatal blow to his beloved ‘shelled’ existence. 

For over a decade now, Russians have been enjoying something unheard of before – incredibly dynamic changes to their consumer markets, wherein they went literally from having nothing on the store shelves to having everything that money could ever buy. The following is an account of the evolution of consumer behavior patterns in this emerging market place in modern Russia within the both socio-cultural and global context.

Yes, it is well known that Russians are special. Historically, Russian consumption has been the subject of various long-lived experiments and ill-conceived manipulations under respective stages of the gradually collapsing Soviet economic model. Originally, the 1917th Socialist Revolution proclaimed equal access of the working population to personal consumption reserves. But due to endless neglect and acute merchandise deficits there, the Russian people became all too familiar with sparse economic sources and endless lines in the Spartan and shabby government-ran stores. The State Planning Committee ordered manufacturing companies to produce a certain fixed number of identical consumer items per average person a year. And then everything got messed up in the red-taped and corrupted distribution system. That was the time when everyone resorted to constructing the perception of an individual “shell” on all emotional, social, and politico-economic levels to defend his or her sanity in this mockery of the daily shopping outrage. The “shell” was supposed to protect a person from the cruel reality of gray “equality” in consumption, and from any expression of individuality or independent thinking.

It worked relatively well in the late 40’s through mid-60’s when the deprivations and tragedies of World War II inspired the whole nation to sacrifice its material wealth to sentimental and quite Utopian ideas of ‘global political domination’, and a bleak hope for the best in the future (“construction of the new totally equal communist society”). The mentality of Chekhov’s conformist - “Man in a Case” - has officially won. What was going on with consumer markets at that time?

The usual test is having direct access to the luxury. Yes, there was one channel.  Luxury had been technically affordable in some big cities, but access was being strictly regulated and watched. The truth was that the black market became a driving force of turning luxury consumption into an unaffordable, yet massively desirable, social phenomenon condemned by the official propaganda machine. “The Man in Case” smelled an option to add something forbidden to its social status – importing consumer products from the banned Western sources. Frankly, many educated people (especially, those close to various branches of the Russian political elite) really liked this, and they were not always so shy to show it off. 

The 60’s and 70’s brought new reality to Russian consumption--so called ‘cooperation and economic integration’ with some Eastern European (East Germany, Bulgaria, Czech Republic, Hungary, Poland, and Yugoslavia) and later Asian (Mongolia, Vietnam) as well as some Latin American (Cuba) markets that were presumed to be in much better consumer shape. Coincidentally, these countries were desperately looking for some new ways to receive heavy machinery and raw/energy resources, even if it meant sacrificing their political and strategic ambitions. The Russian consumer market finally received cheap, and not so bad, products from their closest political allies. Yes, it was obvious that quality was never a must, and fashion concept had not even appeared there yet. There was only a smattering of very mediocre clothing items, shoes, cosmetics, and furniture/accessories. The most basic food items and liquor should also be added to that list. No cars, office equipment, home electronics, books, or entertainment products had been allowed for importation to the Soviet Union as they would be too damaging for the country’s ‘moral values’. For instance, a personal typewriter was viewed as a copying “Western propaganda” device, and its owner was supposed to be registered with the local police office.

The early 70’s brought to Russia its first American life-style product – Pepsi Cola. The infamous ‘Pepsi for Vodka’ barter deal was a rather unusual decision on the part of the Soviet authorities. It symbolized both the beginning of the growing confusion around the validity of isolated planned distribution as an alternative to the international market openness, as well as the unofficial acceptance of the pro-Western consumption pattern. The deal actually seriously damaged the Pepsi Company’s reputation in its quest to achieve rapid global expansion while suggesting an idea of availability of the selected Western consumer products for the Russian customers.

In the 80’s, the agonizing Soviet economic model had to sacrifice its international isolation to the expansion of the imported Western consumer products. The inability to handle even the very key heavy industries and agriculture put the always secondary consumer sector in such jeopardy, that no weakening political imperatives have become serious enough to continue running the economy this way. The decade produced lots of socio-political disappointments; nevertheless, it was accompanied with some rapid changes among the political establishment. Consumption turned more into a self-sufficiency mode (especially, outside of the major urban areas), and sometimes burlesqued with the imported ‘American chicken legs’ from Mr. Gorbachev. This has been widely discussed in the Russian media as material proof of ‘perestroika and glasnost that work”. In reality, imported chicken legs have represented the impending threat of upcoming hunger for the 250 million people in the nation. Erratic importation was not seriously being controlled any longer, and some proactive local executives were able to get more imported foodstuff into their respective regions. 

In 1989-1991, the first signs of countywide hunger became obvious even in the major Russian cities. Food lines became longer, angrier, and were spread across all social strata of the Russian population.  The immigration turned into a massive exodus predominantly caused by economic reasons. Politics died, the Union collapsed, and the population that was left in the country became more puzzled and concerned when families were contemplating their food options for tomorrow. Freedom was somewhere nearby, but did not sound attractive any more. Many remembered the dark mid-30’s when people kept disappearing every night. No luxuries had been in demand at that obscure time which was full of political turnovers, rumors, and escapades, only too reminiscent of a suddenly politically ‘repainted’ Mr. Yeltsyn.

…At the end of Chekhov’s tale, the characters look at the moon and breathe the night air, realizing that their life in tow with all its made up restrictions and foolish compromises is much like being in a congested stuffy shell. So was the life… 

In the mid to late 90’s, the Russian consumers had to experience everything that a ‘wild’ market could bring: shock of abundance, galloping prices, inflation, the currency crises of 1998, enticing varieties of real and faked products, and an ultimately bitter feeling of being incapable of consumption at the Western standards due to obvious poor economic conditions. Retail sales grew annually by 12% while industrial production – only by 5%. This steep historical roller coaster produced both admiration and disillusionment within the Russian consumer market. Freedom of consumer choice, so highly desirable recently, came up with an unbearable and discouraging price tag on basic daily consumables for the majority of the population.  

In a broader sense, Russian society has entered a normal stage of the social stratification by the ability to survive by earning enough. The vulnerable part of the population (elderly and disabled) has been immediately removed from the consumption process due to a simple inability to get adjusted to a new retail price reality. Unfortunately, no plan B has ever been in existence for them. Simultaneously, young people became excited by getting closer to the glamour of foreign labels, and had to test themselves on what side of the economic barricade they would choose to find themselves. An intelligent Russian middle class, as it happened many times before, decided to ‘wait and see’ by enduring poverty, or doing many ill-paid jobs for the time being; or, in many cases being impacted by severe unemployment, as well.

The only beneficiaries of the new consumption opportunities in Russia were the so called “new Russians”--those who happened to be close to some property or other economic opportunity that had been given to them by the matter of chance. Typically, they were not brilliantly educated, but being somewhat entrepreneurial by nature, at least enough to deal with the upturns and downfalls of the market transition; they were able to cope with the corrupt bureaucratic government entities and/or economic mafia. In a blink of an eye, they made enough money to flood the streets of the Russian capital cities with the latest foreign car brands, outrageously expensive restaurants, nightclubs, real estate outlets, and super-luxury ‘designer’ stores. Some went down rapidly, others – survived and proclaimed that the rest of Russians were just losers. The middle ground between the rich and the poor became a void for a long time.

Perception of showing off wealth is one of the fundamental traits of the Russian character and mentality. Nothing but luxury will do for them. This was, and is, the only way to distinguish one from the rest of the population. All Western brands have been immediately confused for the unbeatable signs of status and prestige (originally, including even McDonald’s). Demand for the luxury male-oriented products (cars, watches, liquor, tobacco, jewelry, clothes, etc.) overnight reached its peak in comparison with any other successful Western European economy. The consumption Mecca suddenly moved to Moscow. Every single foreign luxury carmaker opened an office in this wildly strange consumer paradise. Approximately, 5% of the population of the European part of Russia began to consume at the Western standards by the end of the century (while 35% lived on a ‘basic needs satisfaction’ level, and 25% existed in poverty, according to Goskomstat, the Russian official statistic agency). Same agency estimates average earning a month in the country in the neighborhood of $300 per person, and the outcome is that up to 50% of the Russian GDP comprises of the earnings originated from the gray economy. 

In Russian big cities, the middle class already represents the fastest growing buying power. For instance, in the capital city of Moscow, the middle class comprised only 12.5% of the population but accounts for 60 to 70% of all consumer spending capital. 94% of the Moscow middle classes regularly eat out in fast-food restaurants (compared to 40% of the general population), 63% eat at upscale establishments (compared to 16% of the general population), and about 85 % own a car (versus 31.8 % of the general population). The disturbing part of it is the annual decline of population by 750,00 mainly due to socio-economic reasons.

How about now? Economic stabilization based upon growing international prices on exported energy resources outlined some positive changes in modern Russian societal structure, especially in a few huge cities. For instance, middle-class Muscovites have much greater buying power than at any other time in the last decade, and they easily spend money on optional and luxury items making their life-style more upscale and Westernized. Very popular are new food items, personal services, furniture and home accessories, do-it-yourself items, cosmetics, closing, footwear, automobiles and many luxury consumer items. Only 25% of the Russian population has access to a consumer credit. Most active in getting credit are young people between 18 and 24 years old to basically purchase a mobile phone handset. Other typical items that people buy with credit are home appliances, video-audio equipment, PC and accessories, mobile phones, furniture, cars and real estate.    

In the last ten years, Russia has been experiencing a boom in new Western-style shopping malls, restaurants, and supermarket openings all over the country. For instance, in Yekaterinburg, a remote city in Ural, five shopping complexes were opened during just one single year. All major international retailers are aggressively targeting prime locations in downtowns and implementing ambitious plans of expansion to other smaller cities. The Dutch Spar chain opened over 30 outlets throughout Russia. German Metro AG and French Auchan have both identified sites for retail expansion and securing construction sites. The Turkish retailer, Ramenka, opened numerous outlets across Moscow. Sweden’s IKEA enjoys enormous popularity from Muscovites actively shopping in the company’s five stores. The major attraction among Russians seems to be do-it-yourself reasonably priced items with some Western chic.   

Along with the ‘mall-azation’ of the country, same remarkable changes are evident in national advertising industry. It demonstrates the world highest growth rates – 28% annually, and is expected that it will slow down only by the year of 2010 despite of the recent government decree (2006) that substantially cuts the length of advertising slots on public TV which used to be a main avenue of advertising. The most popular items in Russian advertising are: food, beer, durable consumer products, financial services and cars. Newly emerged Russian advertising agencies are struggling mainly with lack of local product’s brand awareness and constant industry restructuring to better fit the marketplace.

The branding challenges stem from the notoriously bad quality of many Russian consumer products, addiction of the population to conspicuous consumption of Western products, and general consumer illiteracy. Currently, the most popular local Russian brands are just a few: iRU computers, Baltica beer, Imperial vodka and the like. Big problem is still a structure of the family spending and the asymmetry of the pricing situation. In our observation, 40% of an average family budget spends on food, beverages and tobacco (in Western Europe – only 29%), 30% - on clothing and personal services (cosmetics, hair, saunas, fitness, etc.), 10% - public transportation, 9% - rent and utilities, 7% - education and recreation, and 4% -savings and other items. Service industry spending options are not brining that much money since the qualified labor in Russia is historically cheap. 

So, what has happened to the traditional for Russia “man in a shell” mentality over the span of its modern history? It is still there and very much alive. It is just that the ‘shell’ became more glamorous and expensive. It is usually from Tiffany’s or Rolex now. The consumer market still rules by the old virtue: consumption should be explicit, exorbitant, and shameful. For those, who can afford it, of course. The rest of the population is still struggling with the idea of joining the club. Marketing infrastructure development and consumer education is both doing very poorly and are just non-existent. Customer satisfaction focus, consumer rights protection, or simple “return policy” rules are the excessive extras, and even some realistic pricing strategies are not in the nearest view in Russia. 

We can find many obstacles of the consistent consumer market development in Russian character, societal philosophy, and government policy. The ordinary Russian people have never appreciated consumerism attributing it only to the individualistic Western societies. Intensive spiritual life was always considered as a more important societal accomplishment. When Russian society entered the crises stage in the 90s, value confusion has substituted seemed to be stable system of moral values, while experiments with political freedom produced fundamental disappointment in the nature of the historical change. It was treated by the majority of people more like a retreat than a victory. The nature of social contract between citizen and state has suddenly turned into its opposite way. Instead of promoting values and outlining the only ‘right way’, government unexpectedly admitted long period of wrongdoing and abruptly retired from the scene of social dominance. Policy inconsistencies in determining the timeline for the change left everyone guessing how soon the situation comes back ‘under control’, and for how long the ‘deviation’ survives. People really have no reason either to currently enjoy a sustainable material product of transition or the painful process of the endless economic reforming. New consumption opportunities in Russia excite just a young part of the population, and have been confronted by very conservative attitude of being unnecessary, vain, and even shameful by the rest.

While the Russian consumer market has become much more saturated during the last decade, as Anton Chekhov noted in 1898, “life went on as in the past, as gloomy, oppressive, and senseless – a life not forbidden by government prohibition, but not fully permitted, either: it was no better. How many such men in cases were left, how many more of them there will be!”   Surprisingly, it is very true, Anton Pavlovich….     

NOTE

Chekhov quotations are from: The Tales of Chekhov, Vol. 5: The Wife and Other Stories, Ecco (New York), 1972 (First published: 1898. Translated by Constance Garnett).                  
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