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Tobacco manufacturer
results for 2010 in Russia

Cigarette production in Russia remains stable, but companies'

market shares have been set in motion, with considerable down-

trading as a result of the economic downturn.

The interim results for 2010 which
are most likely to be adjusted up-
wards in time have totalled almost

406 billion cigarettes or down two and a
half per cent on 2009. It is possible to
say with confidence that the crisis has
led to consumers rethinking their lik-
ings radically, to smokers migrating en
masse to cheaper cigarettes, and, as a
consequence, to a significant redistribu-
tion of market shares both for individual
brands and for companies. However, it
is so far impossible to say something
definite about the consumption dy-
namics as a whole on the basis of pro-
duction figures alone. A year ago every-
one was confident that the market had
started to decline, but production fig-
ures show volume to be rather stable.
All main production trends remained in
place last year too. Non-filter cigarette
and papirosa manufacture continues to

decline: 18.2 billion and 2.8 billion were
produced, respectively, which amounts
to 4.5 per cent and 0.7 per cent of total
production in 2010. The production de-
cline in these segments is relatively
even at about 15-20 per cent per
annum over the entire last decade. Dis-
proportionate indexation of excise
rates for oval cigarettes and papirosas
(which is higher than the indexation of
excise on regular cigarettes) can con-
siderably accelerate the disappearance
of these manufacturing segments. The
introduction of mandatory pictograms,
if it is required by law, will have the
same effect. It should be emphasised
that the abandonment of the manufac-
ture of oval cigarettes and papirosas by
legal facilities in Russia by no means
implies that this market segment will
disappear. Due to consumption inert-
ness, the poorest consumers will not

quit smoking overnight. Nor will they
switch en masse to filter products. In-
stead, they will give rise to major de-
mand that will necessarily, to an extent,
be satisfied by illegal production.

Multinationals dominate

Other stable trends of the last few years
include concentration of production.
The production share of the five largest
companies (four multinationals and
Donskoy Tabak) has almost reached 96
per cent of the market. The share of the
multinational companies has increased
slightly, but still does not surpass 90 per
cent. New in the process of concen-
tration were M&A deals.
The integration of Nevo Tabak (Saint Pe-
tersburg) assets into the Donskoy Tabak
structure was an important event in
2010. The merger of Pogar Cigarette
and Cigar Factory (PCCF) and the Mos-
cow region-based company Elit-Tabak
was completed in May 2011. Elit-Tabak
equipment was moved from the Mos-
cow region to Pogar, Bryansk region,
the Moscow offices of the companies
were also joined together at the PCCF
office. PCCF will be used as the name of
the integrated entity. PCCF manufac-
tured approximately 1.6 million cigaril-
los last year, while Elit-Tabak produced
32.4 million. It should be noted, though,
that Elit-Tabak cigarillos are actually
filter cigarettes with tobacco paper
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In essence

• Production remains fairly stable over-

all

• Considerable downtrading due to

economic recession

* Donskoy Tabak remains the only

major Russian player

(recon), the Corsar brand accounted for
most of the sales, while the Bryansk fac-
tory's "cigarillos" are mostly hand-rolled
and often almost cigar-sized. As for
water-pipe tobacco, Elit-Tabak also has
the advantage (in 2010): 78 tonnes ver-
sus 27.6 tonnes. However, the Pogar
factory also produces other consumer
tobaccos, mostly pipe tobaccos, and
manufactured about 6 billion non-filter
cigarettes last year, remaining the seg-
ment leader. Sources in both companies
insist that the deal was a merger, not an
acquisition. The new company is the ab-
solute market leader in water-pipe to-
bacco manufacturing in Russia.

South Korea enters the market

Another important event was the open-
ing of the KT&G Rus factory in the Kalu-
ga region. For several months the fac-
tory produced less than 1 billion Esse
Lights cigarettes, but this year it is set to
become a noticeable participant. Also of
note is the shutdown of Morshansk To-
bacco Factory in 2010, after a long fight
for survival.
The operating results of individual com-
panies in 2010 are shown in the table.
Only two companies, Donskoy Tabak
and Philip Morris, demonstrated posi-
tive performance last year. An almost 15
per cent growth in production for Dons-
koy Tabak is impressive. In comparison
with the last pre-crisis year (2007), pro-
duction has grown by more than 50 per
cent for the company already, which is
an all-time record. The secrets of the
success are exports which doubled
every year, very aggressive marketing
aimed at younger smokers and the ac-

quisition of Nevo Tabak with its ex-
tremely loyal 1-2 per cent of Russian
smokers.
The other company that succeeded in
2010 is Philip Morris. An almost 5 per
cent growth narrowed the gap to the
leader in terms of market share to 12
percentage points. Total production of
the two factories of the company reach-
ed almost 100 billion cigarettes. The
Bond Street brand became one of the
three market leaders, and sales are also
growing for the other brands of the
company in the lower segment (Optima
and Next). The long-awaited growth of
L&M also began (more than 20 per cent
in 2010), according to the company's
statements. Premium brands are losing
ground, like those of the other manufac-

turers though. In particular, Marlboro
sales dropped by another 10 per cent in
2010. Nevertheless, there is total
growth in sales and production. Produc-
tion growth since the pre-crisis period is
8.6 per cent and takes second place in
the "crisis survival rating."
Negative performance in 2010 continu-
es to be shown by BAT Russia (minus 6
per cent, the total drop from 2007 to
2010 is almost 11 per cent) and virtually
all small factories (their total production
drop is 22.5 per cent last year and about
45 per cent over four years). JTI and Im-
perial Tobacco Group showed negative
manufacturing dynamics last year, but
they have a 2-3 per cent increase in pro-
duction over the crisis years.
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Maxim Korolev, publisher

The Russian Tobacco Media Group

is an industrial news agency and news internet portal, and

provides periodicals, books, research reports, conferences,

advice, and other information services for the tobacco in-

dustry. The Group was created and developed with the aim

of conveniently providing maximum information for all

professional tobacco market participants. The Group pro-

vides modern and high-tech information services, includ-

ing: fast and complete coverage of industry and market

news, prompt comments on the most important events in

the industry, tobacco market analysis and statistics, and

reference information in the form of product catalogues,

laws and regulations, a calendar of events, and other in-

dustry-related information.

The news agency Russian Tobacco and the online portal of

the same name aggregate, verify, and disseminate specialised information for the to-

bacco industry. The portal's sphere of interest is as follows: production, sale, and adver-

tising of tobacco products; the business life of participants in the tobacco and related

markets (supplies of leaf tobacco, equipment, packaging materials, filters, special tech-

nology), industry regulation, and other related issues. The focus of attention is the life of

the Russian, CIS and Eastern Europe tobacco industry.

Objective coverage of developments in the tobacco market is the main information policy

principle of the Russian Tobacco portal. The resource does not represent the interests of

any player in the Russian or global tobacco market. While having an opinion about dis-

putable market issues, the editorial office provides every side with an opportunity to

have its say and every opinion to be voiced - as long as it is known to exist.

Russian Tobacco monitors on a daily basis all Russian-language business and socio-politi-

cal media outlets, both print and online ones, aggregating news and other reports about

the tobacco market, its regulation by the state, and public activity surrounding tobacco

consumption problems.

The English version of the Russian Tobacco portal (www.rustabak.com) went online in

2010. It contains translations of key articles dedicated to events in the tobacco business

of Russia, the CIS, and Baltic states.
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