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Abstract

The article reviews the evolution of and the revolutionary nature of the current situation with branding in the Former Soviet Union Region. The author provides analysis of the following: Russia’s fast-growing consumer markets, rapid brand establishment, types of brand, as well as approaches, strategies and market applications of the process of making of better branding choices. The emphasis is on growing retail industry needs, market saturation, retail competition and the problem of developing a consistent branding mechanism that is currently under development and therefore seems to be inconsistent at large. The well-known Russian folk character, The Frog Princess, can be seen as a metaphor for such brand transformation. 

As the old Russian folk tale suggests, nothing comes easily in Russia. The Tsarevna Lyagushka (The Frog Princess) says that to finally reach the villain Kostshei the Deathless, Prince Ivan has to find a particular oak tree, break its trunk, catch the hare that runs out from inside of it, tear it to pieces to reach the duck inside the hare; inside the duck he must find an egg, and inside the egg there is a hidden needle to help defeat the villain. 
Does this seem like too much work? No Western gentleman would try to tackle such a feat in Ivan’s fashion nowadays when one can just simplify the process go on-line, pre-view, select your princess, click, and (oh, yes!) fight the U.S. visa status regulations for the rest of your happy family life? Maybe, it is too prosaic? No mystery, no witchcraft, no magic? Certainly it is not the way Russians tend to treat important things, brands included.

Looking backwards, the country used to have a wide variety of different brands: strong (Stroganov factories), soft (Babaevsky chocolate), beautiful (Diaghilev ballet productions), and frivolous (Faberge jewelry). Of course, they have all now been forgotten. The Soviet government saw them merely as useless relicts of the past that were of no help in building a communist monster economy. 

Nowadays, there is evidence of a deep nostalgia among Russian business people for the brands that have been lost, and a revolutionary reversal in attitudes towards brand name products. As proof, we can reference brand-guru Interbrand Zintzmeyer & Lux AG in cooperation with Business Week Russia that has more than once composed the lists of “the most valued brands in Russia.” According to this study, the most successful Russian brand in 2006 was the BEELINE, a mobile phone operator that represented an industry hardly in business in the country just several years ago. Its estimated value is approximately $5-6 bln. (quite comparable to that of the infamous Gucci). As the ‘veteran’ brand, 17-years old, Gazprom was mentioned in the report. Few exceptional brands came on the Interbrand’s list from the last centuries: Balkanskaya Zvezda (est. 1878), Rot Front (1826), Yubileynoe (1913), and Krasny Oktyabr (1867). They still demonstrate a good potential in the marketplace.

Why do Russians need branding? Obviously, the consumer markets have undergone some critical changes. As Cinderella slaved under her wicked stepmother, so too was Russia under the Soviet-era political rule. After this time of turbulence, consumption reached its record heights. The retail turnover in general grew up 13% in 2006, and in many principal retail outfits – up to 70%. The wellbeing of the Russian population went up 10.2% in 2006 due to impressive influx of earnings from the Russian energy exports oversees. The structure of consumer expenses became more advanced and balanced. For instance, the share of non-food items in total personal consumption reached 54.4%. The total GDP input of the Russian retail industry is estimated to reach 25-26% (assuming that the rest is export of country unique natural resources).  

There are many new trends in retail industry dynamics. An interesting innovation is the consolidation of food-staff operators through M&A to better resist competition (including foreign entry) and to broaden geographically. One example of such a trend is the biggest merger of the 2005: the establishment of the X5 Retail Group through the merger of Pyaterochka and Perekryestok grocery chains. X5 Retial Group is still the largest food operator in Russia to date ($3.5 bln annual turnover). A similar trend can be seen in the Russian drug store industry. The geographic expansion of chain operators to regions outside the European part of the country is currently very active. Practically endless retail opportunities are now available in the Ural and Siberia regions. The most popular format of a retail facility is hypermarket, a la French Carrefour super-store. The Wal-Mart experience is highly regarded and studied by the retail specialists. It looks like the Russian consumer finally accepted the notion that low prices, convenience, and one-stop shopping might be not such a bad capitalist idea. 

To add to this, a new dynamic wave of consolidation in food, clothing, electronics, home appliances, cellular telephones, and sporting goods is expected within the next few years. Among other important retail trends in modern Russia – appreciation and expansion of franchising system outside of Moscow and St. Petersburg like Pyaterochka’s invasion of the Volgograd Region, and pure fascination with the IPOs registered in London (Pyaterochka, Kopeika, Magnit, Mosmart and Arbat Prestizh are all listed there). Although Pyaterochka’s stock dwindled by $1.24 bln. in December 2005, it remains a very strong and important market performer. 

In the grand scheme of the human life cycle, private business in Russia is only 15 years old, still a teenager. Nevertheless, it is starting to acquire the attributes of maturity and respect that the global economy prizes. Managers have quickly moved from an oversees consultant’s tirade about ‘brand as an intangible asset of a company’ to learning the secrets of branding in practice. Additionally, competition has finally arrived, and consumer markets have shown their teeth and signs of market saturation. 

In The Frog Princess, Ivan was similarly in competition with his brothers; there battle was not about wealth, but for the sake of vanity: who can find the most beautiful wife. While his brothers had maidens that lavishly boasted of their beauty, Ivan’s princess was veiled in the body of a frog and only came out when necessary. On one of these occasions when the princess had taken her womanly form, Ivan burned her frog skin. He wanted to show the beauty of his magical princess to all of his brothers and be named the prince with the loveliest bride. Unfortunately he was unaware the once her skin was gone, the maiden would vanish to a far off land. The true way for Ivan Tsarevich to win the competition with his brothers now was to begin a long quest of liberating Vassilissa the Beautiful from dark evil forces. 

Russian business must too encounter many perils before it can win the battle with international labels in regards to the quality and perception of their products and services. The market’s transformation from bad to excellent existence is usually subjected to the development of the competitive world-class brands. How can Russia build strong and efficient consumer markets in their current situation? Russian does not have the time to be lost in a state of confusion. It must take action! But where is the magic needle in this dire time? Is branding the answer to success in the consumer market revolution in Russia? 

Certainly, it could be so. There are many obstacles along the path of designing some meaningful and successful branding strategies in Russia. These include the following: brand establishment process that are too expedited, a lack of brand management experience, and a poor understanding of sources of brand equity (brand image, awareness and loyalty). So far, these difficulties have created visible brand confusion among both Russian customers and Western observers. Currently, there are 1,200 prominent and significant national brands concentrated mainly in very few leading Russian industries (telecom, banking, vodka/beer, raw materials, etc.); 70% of them are brand new. 

There are many exceptions in Russian branding process. One popular brand – LADA –part of the car manufacturing industry, should lead the branding excitement according to international standards, but is surprisingly unsuccessful financially due to poor quality of cars. Some brands achieved much unexpected status very quickly. For instance, mediocre Baltika beer recently became a consumer favorite label, popular World Class fitness centers created a new industry purely based upon the brand-recognition, and many of them (including globally recognized petrol monster Lukoil, est. 1992) against any evolutionary logic, entered some international markets (mainly within the NIS geography) in their very young age. Many Soviet-era brands are amazingly still hanging around (Sberbank, Ingosstrakh, Aeroflot, Zhigulyovskoye, etc.) and manage to attract the attention of a majority of the Russian population due to the lack of affordable new competitors. Unlike these, historical folk design brand name Gzel is declining mainly because it does not have an identifiable owner and occupies a confusing mental positioning with the customers.

It is good to be young! It has been noticed that many even slightly older Russian brands are in the process of re-branding in their attempt to pick up energy and vigor of the younger branding counterparts. But is being young good enough? Not in the branding world. To be taken seriously, a brand has to establish meaningful long-time oriented relationships with the customers. So far, we do not see that in Russia. Brand value, measurement and equity are still exotic concepts of the brand management process. Some foreign consulting companies (Zintzmeyer & Lux) are trying to develop a brand consulting market in the country to help with the solution, though they have yet to succeed. 

Branding functions are being performed by traditional advertising agencies, including local ones with limited professional and international exposure to branding. Currently, the main problem that stands in the industry is brand assessment procedure. It could not be easily performed in the environment where the worth of the company is still assigned to the tangible assets and not to the intellectual capital (where brand belongs). It takes time and struggles to overturn this perception.     

Another problem with branding in Russia is choosing what direction the national consumer market should head in the near future: to go private label (European approach, 45% consumer products, especially in Switzerland, Germany, and UK), or manufacturer brand (American vision, less than 20% consumer products carry private labels, especially in the US and Canada). Many Russian retailers like private brands that emerged onto the business scene of 2001 in the supermarkets Ramstor and Perekrestok. It is expected that private supermarket labels will increase their financial return from 15 to 50% in Kopeika, to 50% in Pyaterochka, and up to 25% in Mosmart a year from now. So far, the discussion is about the affordability and the trustfulness of the private labels. In the cases of more prestigious and expensive consumer products, the consensus is on the manufacturer branding side. Exceedingly popular international brands set the standards in manufacturer supported marketing programs and brand management instruments for many of the big Russian companies. 

What will the future bring to the table? Russian companies are about to realize that consistent brand communication to the marketplace is the key to the coffer. From no branding to elaborately branded products, from no consumer focus to market saturation, from market denial to market obsession, from market regulation to market chaos – these are the highlights of the recent consumer market revolution in Russia. 

Russians are currently in search for their own ‘magic needle’. The one Ivan Tsarevich used to kill notorious Kostshei the Deathless. Once he succeeds, he finds “his own dear wife, his beautiful Vassilissa. He took her home and they were very happy ever after.” Not that a bad story after all… 

NOTE : Fairy tale quotations are from:  The Frog Tsarevna: A Russian Folk Tale by Irinia Zheleznova (translator), Malysh Publishing House (Hardcover - 1981).
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