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Abstract

This article touches upon the controversial issue of achieving macroeconomic stability in Russia during the Putin/Medvedev era. Fueled by the influx of petrodollars, traditionally meager Russian consumer markets suddenly experienced a massive consumption boom that took the country to a more visible sixteenth-place ranking among the largest European markets. Disposable income and retail trade turnover in Russia have been growing twice as fast as the country’s GDP since the year 2000. In terms of traditional Western-style assessment, such a growth rate can be equated to active development of a “dangerous buying addiction” among the population, resulting in bleak prospects for further sustainable economic growth. This article interprets that process from the standpoint of the actual changes in Russians’ lifestyle, evolving consumption patterns, and the transformation of the average Russian consumer’s behavior. Consumer markets by now have acquired sufficient elements of maturation, consolidation, and sophistication in the major cities of the country. The story of the well-known Russian folk tale The Humpbacked Pony (Konek-Gorbunok), by Pyotr P. Yershov, can be seen as a metaphor for such an approach to the miraculous transformation of Russia’s consumer markets.
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“Once upon a time in a kingdom full of wonders,” the youngest brother Ivan, considered the fool of the family, captured a young horse with a snow-white coat in a field of wheat. The horse traded its freedom for a pony with two humps on its back and yard-long ears, which promised to become a life-long true and loyal friend to Ivan. The pony walked his master through the many turbulences of his life until Ivan was magically transformed into the most handsome of men and married the most beautiful tsar-maiden with great pomp and ceremony. The pony indeed remained Ivan’s true and loyal friend forever.

How does this relate to modern Russian trends in economic growth and consumption? Perhaps by reflecting some of the nation’s characteristic features that go far beyond its always rich and intense socio-cultural life. First, there is the sudden capture of the petrodollar as a major source of Russia’s GDP growth and potential for a worry-free existence.  The discovery that the West was running out of major energy resources, which never had been deemed valuable in oil-rich Russia, helped pave the way to Russia’s re-admission to the European club of wealthy partners. Second, there is the country’s historical push to achieve the utmost of everything life offers: over-the-top glamour is a must on a daily basis, the most exquisite possessions are essential to everyday survival, and the crème-de-la-crème style of the “haves” must complement and contrast with the worse-than-squalid living conditions the “have-nots.” Third, traditional connections and the power of the bureaucracy are valued more highly by society than the dollar, and now the euro, signs. This means that not everything is for sale, unless there is simply an indecent abundance of the fabulous signs. Moreover, there is the idealistic yet very popular messianic hope that someone will come and transform the misery of life: the dream that “everyone will live happily ever after” still ignites the imagination and the “collective spirit” of the nation (witness the hopes vested in Rasputin, Lenin, Stalin, Gorbachev, Yeltsyn, Gaidar, Putin, and now the widely unknown Medvedev, among others). 

It is widely known that about 32% of Russia’s GDP composition is accounted for by oil and gas. Natural resources in general represent 80% of the country’s exports. The Economist suggested in March 2008 that in dollar terms Russia’s economy has grown an average of 27% a year (7-8% in international prices, with an expected slowdown to 5-6% by 2010) – the fastest rate recorded by any big economy since the year 2000. Actual productivity remains far below that of the most developed countries, and the economic growth has been ignited by the huge inflow of capital in the form of direct investments in mainly state-controlled energy-related industries. In other industries, a disappointing outflow of capital has occurred for a number of years. The country is now almost debt-free, with a budget surplus of 6% of GDP. The world’s ninth-largest economy, it overtook Saudi Arabia three years ago to become the largest crude-oil exporter on the planet.  

Wages in the country are growing faster than labor productivity, which accelerates the inflationary process (estimated at a rate of 12.6% in 2008, in comparison with 7.5 % in 2007) and produces labor market distortions due to a shortage of skilled labor. According to the official government forecast of socioeconomic development for 2008-2010, consumer prices are expected to continue growing by at least 5-8% a year until 2010 (RIA Novosti). Rising incomes continue to shift consumer demand to purchases of higher-quality foreign products. No one can convince educated Russian consumers to buy Russian-made goods any longer. 

An interesting new trend in the Russian economy is the importing of additions to the labor force, mainly from the countries of Eastern Europe and Central Asia. An estimated 5 to 15 million foreigners work in Russia, primarily as unskilled labor. They send home about $11 billion annually. The trouble with the growth of economic immigration to Russia is that the legislature requires a foreigner to leave the country after one year of work there. Why are Russians disinclined to do the dirty work themselves? For the same reason as in the Western economies: better opportunities to make money exist in the big cities. This situation places Russia closer to the developed world. For instance, guest workers make up 12.3% of Germany’s workforce. This figure comes fairly close to Russia’s current 8%. Another reason is the limit on internal migration from other regions of the country due to the continuing requirement for “registration,” a procedure that still necessitates a generous “gift” to an official in major cities. And, finally and sadly, the country has experienced negative population growth for many years now. The Russian population is predicted to shrink from 140 to 108 million by the year 2050, mainly because of the unusually high mortality rate, especially among the male population. 

Consumer spending accelerated by another percentage point and reached 23.5% in 2007; that accounts for more than 70% of Russian’s total spending. More than half of it includes purchasing goods, in particular, durable goods: cars, computers, and televisions. The share of foodstuffs in consumer spending is shrinking and is currently at 23% (in comparison with 6.4% in the United States, 11.4% in Germany, and 13.7% in France). The trend is moving toward consumption of luxury foods (meats, beverages, pastries) and away from staples (bread, bread products, and potatoes). Beer, with a 32.1% share, remains the country’s favorite beverage, and consumption of cognac increased to 9.6%, while vodka and liqueurs declined in sales from 69.6% in 2004 to 54.5% at the present time. Consumption of services unexpectedly declined in 2007 (tourism, legal services, education, culture, and sports). Thus far, the truly popular consumption “staples” are beer, meat, and cars. 

If the growth rate of Russian consumer demand remains the same as today (over 15% annually), by 2010 the country’s retail sales will be the largest in Europe and in the fourth-largest in the world, yielding only to the United States, Japan, and China. Consumer confidence, now at one of the highest levels worldwide, soared to 105 points (in comparison with 103 in the United States) in 2007. According to the latest survey by ACNielsen (February 2008), as many as 72% of Russians are optimistic about their financial well-being, while the worldwide average is only 54%. Russians are among the world’s least-thrifty people. Only 28% of the population put spare cash into savings, in comparison with the worldwide average of 40%. Russians are especially passionate buyers when it comes to renewing their wardrobes. As many as 71% are willing to spend any discretionary income available on purchasing new clothes, in comparison with the world’s average of 32%. Obviously they pay less interest on their loans than Americans do, and they get more “free rides” from the government: education, health care, child support, and the like. Another strong consumption characteristic: 40% of Russians love shopping and prefer shopping to other leisure activities. 

Not surprisingly, the evident trend toward extravagant consumerism among rich Russians is increasing at a wild pace. They are collecting Western soccer clubs, precious pieces of world art, and the most expensive properties in the major European capitals. In March 2008 alone, a private Russian collector paid 8.9 million British pounds for a Fabergé egg “in screamingly bad taste,” setting a world record price for a Russian art object (The Independent, London). Currently Russia ranks fourth in the world in creation of new millionaires. The country’s top 100 billionaires, including eight members of parliament, have amassed an astounding $522 billion, reports Forbes magazine. Obviously they mastered the technique of benefiting from a business system ruled by bribery and largely directed by corrupt government officials.    

Consumers still are overwhelmingly addicted to major Western brands and retailers. In that regard, the world’s biggest home-furnishings retailer, IKEA, is generating its strongest sales growth in Russia. Sales surged 50% from a year ago, in comparison with a gain of just 2% in Britain. In the next five years, the company plans to add 15 Russian stores, increasing the total number to 25. Some of the stores may be located in former Soviet cities: Odessa (Ukraine), Minsk (Belarus), and Almaty (Kazakhstan). In five to ten years, IKEA’s sales in Russia will put the country ahead of Germany, Britain, and France in the roster of the company’s main European markets. 

There is a recent trend toward health and wellness food product consumption in Russia (yogurts, vitamin waters, and sports drinks). It reflects similar attitudes among Western consumers, as well as Russia’s specific problem of an expanding number of counterfeits of branded food articles. According to the North West Union of Russian Consumers, about 50% of the oil, dairy, and meat products available in supermarkets fail to meet quality standards, while 30% of such products contain ingredients not indicated on the label or carry false information about the contents. Massive food poisonings in kindergartens and school cafeterias across the country unfortunately dominate newspaper headlines for lengthy periods. This problem also raises issues with regard to the marketing of food products in an ecologically friendly and socially responsible manner as a new requirement for Russia’s growing advertising/branding industry. 

All in all, prestige consumption sets the desirable standard in Russian society, while a Western-style shopping culture has penetrated deeply into the lifestyle of the middle class. This tendency has now moved from the capitals to all Russian cities, however geographically remote. The petrodollar prosperity and the lack of institutional accountability in the power structures lead observers to question how long this can last. Obviously, no one wants to return to the former situation of “pre-planned equality” (with the exclusion of the disadvantaged). Many aspire to move forward toward a mecca of luxury and comfort. Russia, along with India and China, is successfully challenging the world economic order and concentration of wealth. In the meantime, grave problems continue to hamper its progress: the antiquated transportation infrastructure, the exhausted energy system, the indecently high level of energy consumption in manufacturing, and the country’s complete reliance on commodity export.  Quite obviously, Russia lags behind in terms of up-to-date technologies and innovation. Knowledge-based industries find no favorable investment opportunities and effective market mechanisms to support them. Technological standards have become shamefully obsolete, despite the army of engineers who were more creative when working for the military government structures in Soviet times but lost their stature during the market transformation.  

Prospects for long-term sustainable progress now lie in the hands of the Russian people. True understanding of what such progress requires has never seemed common among Russians. Their strong belief in the government and the power structures results in a dearth of entrepreneurship, a position of social passivity, and a false acceptance of prosperity at someone else’s expense. Unfortunately, the prevailing desire for consumption at international standards as evidence of economic progress is founded on the presence of a favorable moment for taking advantage of the world’s energy situation. Internal generation of capital through value-added productive activities is slow or declining. The indecent display of imported glamour is becoming a widespread lifestyle that suffocates any belief in the benefits of hard work and a self-sufficient existence. The still highly skillful and talented nation has fallen under the spell of declining glory and corrupted values. Self-proclaimed prophets come and go, putting the country in jeopardy of being unable to compete internationally or to build equity for the future.   
This is the moment when Russia really needs the Humpbacked Pony from the fairytale as a devoted friend who could sacrifice everything to help his master Ivan become strong, beautiful, and important once more. Who knows, perhaps there is a tsar-maiden somewhere who can marry the giant and create a union of opportunities, prosperity, and understanding for the nation’s people. At the end, the fairytale tells us that the couple was unanimously selected to lead the kingdom. Only after that did everyone live happily ever after—and Russians really do deserve that destiny! 
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