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Russian cigar market at a glance

No matter how important the Russian tobacco market is to all segments of the industry and to

multinational players, cigar companies seldom call Russia a priority market, seldom discuss its prob-

lems in the press, and very seldom mention it in their reports on achievements.

Enjoying a cigar at the Moscow business club „Sobranie".

The words "cigars" and "Russia"
can very rarely be encountered in
global specialist publications, not

only those dealing with the industry in
general, but also those dedicated spe-
cifically to cigars. This is true for both
premium hand-rolled cigars and the
mass segments of various types of ciga-
rillos.
This is not surprising. There are esti-
mates that suggest that the Russian cigar
market lags behind almost any other
major tobacco market in its devel-
opment. Not taking Latin American mar-
kets into account, where the cigar sec-
tor is very strong historically, per capita
cigar sales in Russia are eight to ten
times lower than sales in Eastern Europe
and young Asian markets and forty to
fifty times lower than in such developed

markets as the US, France, or Germany.
Cigar sales in the high-price segment
(long filler) today reach 2.8-30 million
a year in Russia, which is an optimistic
estimate. The segment is dominated by
Cuban cigars supplied to Russia by Top
Cigars Corporation, a division of Haban-
os S.A., which account for some 50 per
cent of the market. Cigars from Latvia
are in second place (15 per cent), fol-
lowed by the US (7 per cent), Germany
(3 per cent), and Mexico (2.5 per cent).
The strangeness of such distribution is
explained by the fact that the only
source of whatever statistics exist on
cigars is the Russian customs. If a con-
tract indicates Latvia as the country of
origin, such cigars are Latvian according
to the documents. It does not matter
that no cigars have ever been rolled in

Latvia. The substitution has a direct
economic consequence: a 60 per cent-
duty is, for example, levied on Domini-
can cigars and a 30 per cent -levy on Lat-
vian cigars.
For a reliable estimate of countries'
shares, cigar market experts have to be
asked. They agree that Cuba dominates
absolutely and accounts for half of the
market. This agrees with the customs
statistics (and is not accidental because
Cuban cigars are imported by the manu-
facturer who submits reliable in-
formation to the customs.)
However, active participation of the
manufacturers on the Russian market
has a downside too which is not as posi-
tive and will be discussed below. Cigar
experts disagree about the cigar supply-
ing country in second and other places
in the rating. To sum it up, it is possible
to say that the second group is com-
prised of Mexico and the Dominican Re-
public, the third of Nicaragua and the
US, and then the rest. Some countries
producing cigars which basically have a
decent presence in the Russian market
may not feature in customs statistics for
years (for example, Honduras).
As for brands, such names as Davidoff,
Flor de Copan, Perdomo, Rocky Patel,
TeAmo, and some others are close
enough to famous Cuban brands. At the
same time, the share of some very well-
known and globally respected brands
(Dunbill, Arturo Fuente, or Zino) does
not exceed 0.5 per cent of the segment
of premium hand-rolled cigars; their po-
tential has obviously not been fulfilled.
Sales of machine-made cigars are esti-
mated at 25-30 million ayear. This is the
most dynamic segment of the Russian
cigar market. It began to grow in 2009,
and the outlook is positive. Cigarillos

5/2011 TOBACCO JOURNAL INTERNATIONAL 73



products & trends

are the largest sub-segment. Their sales
in Russia surpass 300 million, including
the undisputed leader of this market,
Captain Black. In many countries,
though, this type of tobacco product
without a natural tobacco wrapper is
not considered to belong to the cigar
segment, but in Russia this brand and
quite a few other popular cigarettes
with tobacco paper instead of cigarette
paper actually form the entire category
of cigarillos below 3 gramme.

Where is the potential?

The underdevelopment of the Russian
cigar market in theory implies consider-
able development potential. However,
this potential remains unfulfilled year by
year. What is the problem?
First of all, it is the excise disproportion:
cigar excise rates in Russia are much
higher than cigarette rates if the basis
for comparison is the weight of to-
bacco. An inverse proportion is usually
accepted around the world. The less a
product is ready for consumption and
the more manual labour it involves (i.e.
the more jobs are created for its manu-
facture), the lower the tax levied on it.
For tobacco products this usually means
lower rates for cigars, cigarillos, and
pipe, loose, and water-pipe tobaccos
than for cigarettes.
In Russia, however, the shaping of the
excise policy principles historically in-
volved only the lobby of cigarette com-
panies. Some kind of cigar lobby is only
taking shape now. In particular, the Rus-
sian Cigar Union (RCU) has already
started acting as a force prepared to de-
fend the interests of the cigar commun-
ity, including areas such as government
regulation of the tobacco industry. For
other OTP segments there are not even
attempts to change the situation.
The disproportion in the price of cigars
increases due to considerably higher
mark-ups in wholesale and retail trade,
which, on the one hand, is linked with
low sales and on the other, with the
existence for cigarettes of a state system
of maximum retail prices limiting the
overall trade mark-up on cigarettes.
This is, by the way, where the activities

of the Habanos operation in Russia are-
worth mentioning. The company has in
recent years gained full control of the
import of its products and it also dis-
tributes them on its own to both whol-
esalers and key retail out-
lets. This approach limits
wholesalers very much in
terms of the mark-up, and
Habanos monitors retail
mark-ups closely too. This
is highly conducive to
growth in Cuban cigar
sales, while trade has to
compensate for its losses
by placing very high mark-
ups on other suppliers'
cigars, which suppresses
the development of the
market in general.
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Vicious circle of small size

The underdevelopment of the cigar
market is also connected with the
underdevelopment of the culture of
cigar consumption. Here, however, it is
difficult to tell the cause from the effect.
Of course, the communist ideology
which considered cigars a manifes-
tation of a bourgeois way of life and left-
overs of capitalism destroyed historic
predilections of Russians for cigars, but
communists have not been in power for
twenty years now and the situation has
been changing very slowly.
Low sales do not stimulate cigar manu-
facturers to pursue active marketing po-
licy in Russia, but without promotion ef-
forts the cigar market itself will be grow-
ing slowly and with difficulty. Three
quality cigar magazines are published in
Russia, but their distribution leaves
much to be desired (which is a common
problem of the press in Russia though).
More than forty cigar clubs operate ac-
tively that are united by the RCU, but
their membership is very expensive.
Gaining knowledge at any of the three
active Russian "cigar schools" is quite
costly too. Thus there is a vicious circle:
the cigar market is small and craves for
investment, but its smallness kills its in-
vestment attractiveness.
Undeveloped specialist retail trade

should be mentioned among other
problems of the Russian cigar market.
There are fewer tobacconists in entire
Russia than in Milan. Amazingly, even
these few Russian specialist shops are

facing the problem of
staff shortages. It is hard
to find and retain skilled
shop assistants and
where goods such as cig-
ars or pipes are con-
cerned the qualifications
of the shop assistant is
key to the success of the
shop.
Not everything depends
on the situation in the
Russian domestic market
though. Besides cigar
suppliers who could be

more active and invest more in the pro-
mising market than they earn in it so far,
the governments of some countries
where cigars play an important part in
the foreign trade balances could do
more - like countries that are interested
in Russian tourists do as they finance the
promotion of their resorts in Russia (Cy-
prus, Turkey, Israel). This goes for Nica-
ragua and Honduras, but above all for
the Dominican Republic. It is this
country that is interested in seeing am-
endments to the trade agreement with
Russia signed as soon as possible to
halve customs duties to the level at
which cigars from all other countries
are taxed.
In a broader sense, too, the Dominican
Republic could be more active in Rus-
sia, as it is the potential of Dominican
cigars that is the least realised in Russia.
Sales could equal or even surpass those
of Cuban cigars, but they only compete
with Mexico and Nicaragua. This is a
case when even minor investment in
the national brand will pay back quickly
and for sure.
In any case, the Russian cigar market is
set for rapid development in the next
few years. Passive governments and lan-
guid suppliers will be balanced by ag-
gressive competitors capable of ap-
preciating the scale of the second lar-
gest tobacco market in the world (after
China).
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