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nology needed for work operations in the Arctic, 
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The megaproject for the development of Arctic re-
sources has given Russian industrial engineers the 
opportunity to close the gap at world level and join 
the ranks of top technological leaders. However, 
a national integrator should be in charge of such 
a powerful technological breakthrough. Otherwise, 
our offshore deposits will only serve the growth and 
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overnor Alexander Tkachev has told us about plans for 
the development of the Krasnodar Territory after the 
Winter Olympic Games. 

— Today, the main question for Kuban is how the 
economic development strategy for the post-Olympic 
period should look. How would you characterize the 

period into which the region is now entering?  
— The Olympics have given Kuban a powerful impetus for social 

and economic change. As part of the preparations for the 2014 Winter 
Games, a modern social, transportation, energy and utilities infra-
structure has appeared in Sochi. As a result, people’s living standards 
have improved, and the region’s investment attractiveness in general 
has significantly amplified.

Between 2009 and 2012 alone, approximately 2.5 trillion rubles of 
investments in the territory’s economy were created, including more 
than 900 billion rubles for preparations for the Olympics. Through these 
years, the territory’s gross regional product grew by 15.4%.This is higher 
than the average Russia-wide growth rate of 12.5%. The territory has 
steadily occupied the seventh position in the country in terms of GRP. 

Today, there is a natural tendency towards a reduction in the growth 
rates of many economic sectors, associated with the completion of Ol-
ympic construction. However, experts believe that the economic growth 
curve will start climbing again, as early as during 2015. Therefore, we 
are relyingupon a turnaround in economic dynamics – from a growth 
slowdown to growth acceleration — during the medium term. 

In order for life in the territory not to stop after the Games, the main 
emphasis for the socio-economic development strategy until 2020 is to 
provide further diversification of the economy. The program’s main vec-
tors include an improvement in the business climate, the development of 
the industrial, energy, and transportation infrastructure, and the con-
struction sector. A component of no less importance, especially against 
the background of the country’s entry into the WTO, is modernization 
and the improvement of the competitiveness of its enterprises.  

Starting in 2015, the growth of the territory’s GDP will be impacted by 
the commissioning of a number of metallurgical, oil refining, machine 
building, and construction sector enterprises, as well as infrastructure 
projects (the expansion of port terminals and road construction). It is 
expected that the territory’s GRP will increase by 8.8% compared to 
2012. The largest contribution to the territory’s GRP will come from 
construction, transport, communications, trade, the industrial sector 
and agriculture.  

This trend corresponds to world tendencies. As practice shows, the 
positive effect that the Olympic Games have upon the regional economy 
and the social sphere manifests itself fully in three to five years after 
they have been held. 

— What needs to be refined today in order to attract 
investments? 

— Our region has confidently embarked upon an investment devel-
opment track since  the beginning of the 2000s. There is a clear algo-
rithm of investment work created and functioning within the territory. 
This algorithm is correlated with the economic development strategy 
of the entire region, and we are continuously improving and refining 
it as time dictates. Its main components are a comfortable business 
climate, a legislatively established system of preferences and benefits 

for investors, investment proposals worked through to the maximum 
extent possible, and a smooth running system of project support. 

As a result, today our territory is one of the most attractive regions in 
Russia for investments. Based upon the first half of 2013 results, Kuban 
occupies the first line in the investment ranking by the RF Ministry 
of Regional Development. No doubt, the implementation of Olympic 
projects in our territory has provided additional stimuli for development, 
and has worked to further promote Kuban as an investment-attractive 
region with a comfortable business climate. We are not going to stop at 
what has been achieved, and are actively working on growth points.

One of the powerful tools for developing the regional economy is 
the formation of economic clusters,including agrifood, winemaking, 
tourist recreation and port clusters. In addition, the metallurgical in-
dustry cluster being created within the territory and building material 
production have significant potential for attracting investments. 

Another powerful growth point is establishing a network of indus-
trial parks in the territory. Currently, we are actively working on two 
industrial sites,the Northern Industrial Zone in Armavir and the East-
ern Industrial Zone in Krasnodar. The creation of an entire network of 
industrial parks within the territory by 2017 is planned,with various 
specializations – from the manufacturing of agricultural machinery 
and construction equipment to full-cycle processing of agricultural 
raw materials and food production.

Furthermore, our region will serve as a site for the implementation 
of a number of landmark projects for the country. Foremost, these in-
clude an effective use of our Olympic heritage. Presently, a concept has 
already been developed, and a state target program for post-Olympic 
use of the sporting venues as training bases for athletes and for active 
recreation and mass sporting practice by the residents of the Krasnodar 
Territory is being prepared. The newly built hotels will help meet the 
existing needs of the resort in high-class accommodation facilities. As 
a result, the city of Sochi will receive the status of a world-level resort 
and sports center.   

— We have heard an opinion from our experts that the territory 
needs a pool of major new investment projects, that serious work 
needs to be done to turn ideas into actual projects. Do you establish 
tasks of this kind? 

— Certainly, the preparation of investment proposals is one our most 
important tasks,and upon which we work virtually in an online mode. 
Investors are only ready to invest money in well-developed projects, 
which will yield real economic effects. 

We are realists as well, and therefore we enter into the investment 
market only with well-developed proposals. Each of our projects is sup-
ported by a business plan that has been subjected to thorough review, 
and we offer sites only with well-developed conditions for establishing 
connections to the infrastructure. And, certainly, the correspondence 
of investment proposals with the investment development strategy of 
the territory in general, and with that for each particular municipal-
ity, as well as the project’s social effect in the form of new jobs and an 
increase in payments at all budget levels, form the cornerstone when 
preparing these proposals.

As a result, the Krasnodar Territory has already formed a unified 
database of investment proposals, which is available in Russian and 
English from the website, “Investments and Investment Projects in the 
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At the forthcoming economic forum in Sochi, the Krasnodar Territory will present 1,800 different investment 
projects to investors 
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Krasnodar Territory”. As of today, this database includes approximately 
1,800 proposals. And all of them will be presented at the XII Economic 
Forum in Sochi.

— We regularly hear about prospects for the development of the 
Taman port hub.  Which of these prospects can already be considered 
to be a reality? 

— The basis of the territory’s  transport system is formed by nine 
seaports, including Russia’s largest ports at Novorossiysk and Tuapse. 
One-third of the country’s foreign trade cargopasses through them. 
We are now modernizing these ports, but even these measures will not 
suffice to meet the demand for freight transportation. Therefore, we 
are building a new port at Taman, which in the future will become the 
third largest in the south of the countryin terms of cargo transshipment 
volumes. A grain terminal and an oil and liquefied gas transshipment 
facility have already been put into operation there. In the future, the 
port’s freight turnover will exceed 60 million tons per year. 

The importance and need for building a port complex in Taman have 
been emphasized by the head of our state. Not so long ago, Vladimir 
Putin held an expanded meeting dedicated to the development of ports 

on the Azov and Black Sea coasts, at which he spoke in support of the 
development of the transport system on the Taman Peninsula. Under the 
project, development is planned to 2025. It is expected to build 10 sea 
terminals for the transshipment of iron ore materials, metals, sulfur and 
grain, along with two coal terminals. The total increase in port transship-
ment capacities upon a cumulative basis, starting from 2019, will be 94 
million tons of dry cargo. In the future,the construction of a bulk cargo 
terminal is planned, with an annual capacity of 30 million tons. 

The cost of construction is estimated at 229 billion rubles. The state 
is ready to allocate 115 billion rubles. Investors will be actively involved 
in the port’s development. It is anticipated that by 2030, the dry cargo 
port of Taman will generate 114 billion rubles of budget revenues, and 
more than 8,000 new jobs will be created. 

This project is primarily oriented towards the transshipment of Rus-
sian export cargoes, and the port will be able to operate upon a year-
round basis. This is very important, in particular taking into account 
storms, which can last for up to two months per year in this region. 

Of course, full-fledged operation of the port is impossible without 
a well-developed infrastructure. One of the areas of work is the mod-
ernization of railway tracks. It is necessary to invest a total of 166 bil-
lion rubles by 2020. From this amount, 72 billion rubles are slated in 
the long-term investment program of OAO RZD, and 88 billion should 
be allocated under the federal target program, “Transport System 
Development”. 

The most complex task, surely, is the electrification of the rail infra-
structure on the Taman Peninsula. Negotiations with the Federal Grid 
Company are already under way. Relevant plans for establishing the 
required facilities are in place.  

For the Krasnodar Territory, a port cluster means new growth points 
for the economy, which currently is largely exportoriented. Behind this 
are thousands of jobs, billions of tax rubles, and the ability to develop 
modern, competitive production and to invest funds in improving the 
quality of life. Therefore, all of this work is a priority for Kuban. 

— A major project for the construction of the Dzhugba – Sochi 
Road was announced at the forum of major SFD companies in Kras-
nodarlast fall.
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to provide further diversification of the 
economy. The program’s main vectors 
include an improvement in the business 
climate, the development of the industrial, 
energy and transportation infrastructure 
and the construction sector



— The construction of the new Dzhugba – Sochi Road is a very 
ambitious project. Currently, this project is under discussion. There 
are several options for its implementation. The first and most realistic 
is to modernize and partly “straighten” the existing road. The road is 
now a spiral. Furthermore, it is rather narrow and is not fully able to 
handle current traffic. 

The second option is to construct a new, 217km-long road. According 
to rough estimates, the project will cost approximately one trillion rubles 
and will take a few decades. This is a complex traffic artery consisting 
of multiple bridges, tunnels and overpasses.  Some specialists suggest 
building a toll road between Dzhugba and Sochi as an alternative to the 
existing road. An unprecedented amount of construction machinery is 
currently concentrated around Sochi and in the city itself. It would be 
logical to use these forces to build a new road after the Olympics. 

One thing is clear: after the end of the Olympic Games, the Dzhugba-
Sochi Road will receive the bulk of the traffic in this area, and most 
likely, will fail to handle that traffic. It will simply have an insufficient 
capacity. There is a paradoxical situation in that logistics in the Olympic 
capital will be organized in accordance with all modern requirements, 
and new junctions will enable the free movement of traffic, while ve-
hicles along the approaches to the city will be stuck in kilometers-long 
traffic jams. 

To avoid a transportation collapse, several alternative projects have 
been prepared in the territory. For example, the construction of the third 
phase of a bypass road around Sochi, which will stretch from the exit 
from the tunnel on Mamaika to the township of NizhnyayaKhobza. This 
section will be approximately 17 kilometers long and will include eight 
tunnels. Another strategically important alternative approach road to 
the resort city runs from the Apheron area along the Chernigovskoye 
– Dagomys route. These projects require smaller investments, but their 
efficiency percentages will be very high. 

— You have mentioned several times that the primary attention 
of the territory’s authorities after the Olympic Games will be focused 
upon Krasnodar’s development. 

— Krasnodar is the primary investment project for the territory, 
just as Sochi currently is for the country. The most pressing issues of 
the Kuban capital will be addressed under the territory’s integrated 
program called “Metropolitan Look for Krasnodar”. The program’s 
total funding exceeds 28 billion rubles. The program will make it pos-
sible to tackle a number of primary tasks that the city will not be able 
to handle alone. 

These priorities include road construction. The city vitally needs new 
roads, and to have the existing road expanded and modern transporta-
tion junctions built. Tasks of no-less importance include eliminating 
the shortage of places in kindergartens, and developing the social 
infrastructure: building and repairing schools, hospitals, outpatient 
clinics, creating children’s playgrounds and modern parking spaces, 
improving the quality of the water, gas and electricity supply to the 
city, and modernizing public transport, including the construction of 
underground pedestrian crossings.

More than 4 billion rubles will be allocated to renew the municipal 
public transport fleet. This will permit the replacement of trams, trol-
leybuses and buses past their useful service lives. The purchase of a 
total of 305 units of equipment is planned, along with the overhaul of 
another 110 units. In addition, more than 700 stops will be equipped 
with electronic displaysusing these funds. Furthermore, tramline tracks 
will be overhauled, and four trolleybus lines with a total length of more 
than 16 km will be constructed.

During five years, six new schools for one thousand pupils each, 
and 11 modern kindergartens with a total of 1,305 places, will ap-
pear in Krasnodar (and this is only under the “Metropolitan Look for 
Krasnodar” program). 

A total of 20 sports grounds with artificial surfacing and two sports 
complexes, an indoor swimming pool in the KomsomolskyMicrodistrict, 
and a Palace of Combat Sports for 1,500 spectators will be constructed, 
while two stadiums will be reconstructed. The construction and re-

construction ofseven recreation centers and children’s art schools is 
planned. A total of 7.7 billion rubles will be allocated to the social sphere 
during the five years of the program’s implementation. It is expected 
that projects worth approximately 60 billion rubles in total will be 
implemented in Krasnodar. 

— How would you estimate the scope of “lost profits” due to the 
fact that Krasnodar will not be among the cities hosting the 2018 
FIFA World Cup? To what extent will this affect or has already af-
fected the implementation of the Krasnodar Transit Project, the 
development of the Pashkovsky Airport and the “Metropolitan Look 
for Krasnodar” program?

— Of course, if Krasnodar were listed among the cities participating 
in the 2018 FIFA World Cup, this would have led to significant federal 
investments in the development of the road, transport and utility in-
frastructure in the city. But we do not intend to calculate “lost profits”. 
We will realize those projects anticipated to have been implemented 
as part of the preparations for the World Cup anyway. They are needed 
by the city. 

We have purposefully decided not to abandon the idea of construct-
ing a football stadium of world-class level. The stadium will not only 
become the home field for the Kuban football team. This grand structure 
will also serve as the venue for concerts and festivals on days when 
there are no matches.

The stadium design was recently approved by members of the Kras-
nodar Town Planning Council and has also been endorsed by fans. 
A sports facility for 45,000 spectators will appear in the territory’s 
capital as early as 2016.  

The Krasnodar Transit project, which envisages relocation of the rail 
line from the city center, might also receive a new impetus. Today, this 
multibillion project is mothballed, but be haven’t abandoned it.

As for the Pashkovsky Airport, it will be modernized. A special 
project has been implemented since 2012.The project provides for 
the construction of an international and a domestic terminal. The in-
ternational terminal will have a capacity of 400 passengers per hour, 
while the domestic terminal will have a capacity of 2,000 passengers 
per hour. 

The project is implemented in several phases. Presently, the airport 
entry and exit points are being expanded, and the runway is being 
reconstructed. All work takes place under the federal target program, 
“Russia’s Transport System Development”. 

— Several years ago, plans to form a number of industrial clusters 
in the Krasnodar Territory were announced.  

— The establishment of a facility to produce MDF boards and other 
MDF products at ZAO PDK Apsheronsk in the Apsheron District is being 
finalized. The facility is scheduled to be placedinto operation during 
the first quarter of 2014. 

Total investments exceed 9.7 billion rubles. Approximately six bil-
lion have already been disbursed. After the design capacity is reached, 
PDK Apsheronsk will become the third largest producer of MDF boards 
and laminated floorings in Russia,able to capture up to 10% of the 
market, and will also become the industry leader in Russia in terms 
of the level of its technical equipment. The enterprise will create more 
than 1,500 jobs and will generate more than 100 million in annual 
tax payments to the territory’s budget.  But, foremost, this project 
inaugurates the transition of the Kuban wood-processing industry to 
a qualitatively new level. The problem of commercializing low-grade 
wood, which currently accounts for up to 50% of Kuban’s forests, will 
be solved. In addition, we hope for accelerated development of the 
furniture industry in Kuban and the entire Southern Federal District, 
which will be provided with high-quality board material. The project 
will become the starting point for creating a cluster of furniture fac-
tories in the territory. The first stage of the project implementation 
alone will generate approximately one-and-a-half million rubles and 
more than 400 new jobs. 

In regards to the development of the Abinsky District, the first phase 
of the Electrometallurgical Plant was put into operation in July 2010. 
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This served as the beginning for forming a metallurgical cluster in the 
district.

The construction of the plant was initiated by Novorosmetall, the key 
metallurgical enterprise in the Krasnodar Territory. The plant’s main 
product is reinforcing steel for construction purposes. Its production 
capacity is 500,000 tons per year. 

The second phase of the Abinsk Electrometallurgical Plant was 
launched in July of this year. Total investments in the construction 
project of the two phases amounted to 11.5 billion rubles. The owners 
plan to construct the third phase during the near term. 

Modern metallurgical production in the Abinsky District will serve 
as a “growth point” for creating anentire cluster in Kuban, which will in-
clude more than 20 small enterprises using the products of the Abinsky 
Plant as raw materials. Various metal products such as mesh, nails, wire, 
machine-building fasteners, etc. will be produced in the territory. 

Another component of the cluster will be the Armavir Electrometal-
lurgical Plant. The Krasnodar Territory Administration and the investor 
are to sign an agreement for its construction at the forthcoming forum 
in Sochi. It is expected that the project will be implemented in two 
phases, from 2013 to 2015. Its total cost will amount to approximately 
3.5 billion rubles. The design capacity is 450,000 tons of products per 
year. This will make it possible to meet the existing demand for metal-
lurgical products from regional construction and machine-building 
enterprises. 

The launch of the Armavir Plant will create all of the conditions 
for forming a multi-product industrial park in the industrial zone of 
Armavir. 

The establishment of a multi-product industrial park in the Eastern 
Industrial Zone of Krasnodar is of no less significance for the region. 
The territory has already received land from federal ownership to es-
tablishutility infrastructure facilities that will service this park. 

To create an industrial park infrastructure, the region has developed 
the state program, “Development of Industry in the Krasnodar Territory 
and Enhancing of its Competitiveness in the 2014-2018 Period”. Accord-
ing to the document, the main areas for the development of industry will 
be enhancing the competitiveness of existing enterprises and creating 
the conditions for attracting new investments in industry.

The program provides for budgetary funds to be allocated to pay the 
interest on loans and leases for technically upgrading and modernizing 
production facilities, creating an infrastructure for industrial parks, 
and to finance the costs for connecting industrial facilities to utility 
networks and services.  

— What are the territory’s plans for developing the tourist poten-
tial of the Azov coast? What needs to be done to make it attractive 
for investors? 

— The Krasnodar Territory has been traditionally associated, first 
of all, with the Black Sea, while the Azov Sea does not receive enough 
prominence. This is unfair: the Azov coast has huge potential. This in-
cludes unique resort areas, good beaches, clean water, and therapeutic 
mud. All of this makes the Azov Sea coast attractive for tourists, who 
most frequently visit the Yeisky and Temryukskydistricts. 

A weakness of the Azov coast as a resort is the lack of comfortable 
hotels and recreational centers. There are problems with the infrastruc-
ture: the road networks are not sufficiently developed, and shortages of 
energy occur during the peak vacation season. A separate issue, which 
requires substantial investments, is water supply. At present, the public 
utility networks need complete modernization to ensure that the quality 
of water meets all sanitary standards. 

Currently, there are a number of proposals concerning the devel-
opment of Priazovie. Primarily, these are budgetary investments in 
the district’s infrastructure under present and future federal target 
programs. For instance, a long-term target program for the develop-
ment of a sanatorium-resort and tourist complex.During 2012, projects 
for the sanitary protection of local-level resorts, including the villages 
of Glafirovka and Shabelskoye in the Shcherbinovsky District, were 
developed under this program. 

Furthermore, the issue of including the Azov and Black Sea coasts 
in the federal target program, “Development of Domestic and Inbound 
Tourism in the Russian Federation (2011-2018)”, is being worked on. 
This will help develop beaches, strengthen the coastlineand improve 
embankments. 

— Could you please name the most promising investment projects 
that the Krasnodar Territory plans to present at the Sochi Invest-
ment Forum this year? 

— We have not deviated from tradition and are going to present one 
of the largest expositions. The territory will offer approximately 1,800 
investment projects to investors, which cover all of the economic spheres 
in the region, and all of the 44 Kuban municipalities. 

Among the largest projects, one should mention the plant that will 
produce biogas from pulp and organic waste to be established in the 
village of Staroderevyankovskaya in the Kanevsky District. This plant 
will have a biofuel production capacity of 3,800 cubic meters per day. 
Raw materials will be supplied from the nearby sugar mill and cattle 
farms.  

Furthermore, we will offer promising projects for the construction of 
a plant producing mini-tractors and attached implements in the village 
of Novopokrovskaya and a metal products plant within the developing 
metallurgical cluster in the Abinsky District. 

Of no less interest is a project for the construction of a high-tech 
sandwich panel plant, with a capacity of 1.7 million m2 of products 
per year. A combination of factors,such as high quality and affordable 
price, will enable the enterprise to enter not only the regional market, 
but also the Russia-wide market. 

In the agroindustrial sector, we are offering businesses a project for 
the construction of a mega-greenhouse vegetable facility in Armavir. 
The use of cutting-edge technologies will enable it to achieve a yield of 
50 to 80 kg of vegetables per square meter. 

In the Uspensky District, in its turn, there are plans to build a full-
cycle,mega-breeding pig facility, with a pedigree farm of 2,500 head. 
The use of Danish technologies will permit the facility to not only 
produce approximately 35,000 tons of commercial pork, but to also 
provide high-quality breeding material. 

By tradition, Kuban will present a major package of proposals for 
the resort business. Presently, in order to compete with well-known 
resorts, we must create new facilities meeting modern requirements. 
Such projects include large-scale reconstruction of the seaport atAnapa. 
This project will simultaneously accomplish two tasks. First, Anapa 
will have a comfortable passenger seaport meeting all contemporary 
requirements, which will receive cruise liners, among other ships. Sec-
ond, the port premises will be converted into a true tourist recreation 
center, with a world-class hotel, multi-hall cinema, bowling facilities, 
and parking. Reconstruction of the passenger piers and the embank-
ment are planned under the project. 

Furthermore, at the forum in Sochi the territory will present aproject 
for the construction of a four-star hotel complex,Zhemchuzhny,in Ge-
lendzhik. Apart from the hotel, it will have all of the facilities necessary 
for a comfortable, relaxing stay: restaurants, a business center with 
conference hall, sports and spa facilities, an entertainment center and 
a multi-level covered parking garage.

The fast-growing resort also needs modern shopping complexes. 
That is why at the forum we will present to the business community a 
project to create a European-level    shopping and entertainment mall 
in Gelendzhik, with a total area of 30,000 square meters. 

The territory will also introduce potential investors to aproject for 
the construction of a multi-purpose recreational complex in the La-
zarevsky District of Sochi, which will accommodate hotel, retail and 
sports facilities, an aquapark, restaurants, open-air sports grounds and 
car parking lots. 

Another promising project is the construction of a sports and rec-
reational center,Chernomorsky, with a skating rink, swimming pool, 
café and retail space inNovorossiysk.
■ Krasnodar
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Vasiliy Lebedev

Implementing the Brazilian system
Fifteen of the forty-three investment projects announced or launched from February to April, 2013 in Russia are 
part of the machine-building complex. Import substitution and elements of an active state industrial policy have 
contributed to increasing investment activity in this sector
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Surgutneftegas has built a new private airport worth 500 million dollars in Yakutia in order to optimize the development of the Talakanskiy oil and gas field deposits.
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country’s economic growth 
should actually be based 
on larger investments. The 
catch is that investments in 
Russia are not really growing. 

Of course, they are higher than in the 
comparable period of the 2010 crisis, but 
still lower than in other periods, even 
taking seasonal difficulties into account. 
In our 14th investment review, we counted 
43 investment projects worth 14.9 billion 
dollars. 34 of them are private with possible 
investments amounting to 5.4 billion 
dollars, which is much less than during the 
“boom” periods (see Graph 1).

 On the one hand, we cannot help feel-
ing that government circles and the expert 
community seem to have completely forgot-
ten about the existence of a time-tested set 
of measures, which have always inspired 
an increase in industrial investment and 
economy in all the countries of the world. 
This set of measures is called the “state pro-
tectionist policy”. Industrial countries are 
in dire need of any kind of support – cheap 
credits, government subsidies, underrated 
currency below normal value, active and 
direct government involvement in the 
economy through a sophisticated system 
of national standards and permits, and the 
prevention of foreign goods from invading 
the national market. Moreover, we should 
not get overly confused with regard to our 
membership in the World Trade Organiza-
tion. The above measures were used and are 
still used by South Korea and China, despite 
the fact that they have been part of the WTO 
since 1995 and 2001, respectively.

 The debate between protectionists and 
free trade supporters has been raging in 
economic circles for a very long time. How-
ever, no one argues that it is protectionism 
rather than free trade that contributes to 
the creation and development of industry 
and individual industrial sectors during the 
stage of initial design and formation. A free 
trade policy also produces certain results, 
but at another stage – when the country’s 
industry or some of its industries develop 
so successfully that they need to search for 
new markets in order to continue growing. 
That is when major developed countries 
begin to implement and enforce a free trade 
policy in other countries, that is, their aim 
is to expand markets solely for their own 
products. In general, the free trade policy is 
ideal for industrialized countries, whereas 
another recipe should be applied to devel-
oping countries, namely, protectionism. In 
over two decades of reforms, Russia has lost 
many sectors and industries in its economy. 
Production has declined dramatically (see 
We Don’t Produce Anything in Expert No. 47, 
2012), and in order to remedy this situation, 
we should forget about the free market. To-

day, Russia is one of the world’s major sales 
markets. According to the World Bank, the 
size of the Russian domestic market by pur-
chasing power parity in 2011 amounted to 
2.76 trillion dollars. We are in sixth place 
in the world (see Graph 2). So why should 
we succumb to the appeals of our Western 
and Eastern partners to open our market, 
if we have already lost our machine tool 
industry, our tractor manufacturing sec-
tor, our chemical fibre industry, our civil 
shipbuilding, metallurgical mechanical en-
gineering, and many other industries that 
have excellent marketing outlets, including 
areas in our own territory.

Of course, let’s not stick to our illusions, 
and continue to believe that our own compe-
tence and know-how will help us to rebuild 
our ruined industry. Jingoism will not save 
us. And, that’s not even the point. Here is a 
classic example – the British car industry. 
British automobile manufacturers closed 
one after the other, automotive corporations 
went bankrupt or were absorbed, and even-
tually the United Kingdom did not have a 
single domestic automobile producer. How-
ever, according to statistics, Great Britain 
is one of the largest manufacturers and ex-
porters of automobiles in Europe. The Brit-
ish automobile industry has always been 
“family-oriented”. In fact, this was a direct 
consequence of protectionist measures tak-
en by the British government. These meas-
ures also worked in Russia. We exchanged 
our vast Russian market for the construc-
tion of several major automobile assembly 
plants of almost all the world’s automakers 
with further commitments to localize auto-
mobile components. As a result, thousands 
of new jobs appeared, new competencies 
and technologies were developed, invest-
ments increased, and GDP grew. Investment 
growth was most remarked in mechanical 
engineering – an industry with the highest 
added value, quality of life, intelligence, and 
so on. Actually, we would like to make spe-
cial note of this increase in investment activ-
ity in the mechanical engineering industry 
(see Graph 3). We have a large number of 
new plants for the production of automotive 
components (see table).

Non-resource investments are always 
more preferable for the state. Moreover, 
investment growth activity in the manufac-
turing sector is, in many cases, a direct result 
of import substitution and some elements 
of an active government industrial policy. 
We have already mentioned the automobile 
industry. A second notable element of this 
industrial policy was protectionism erected 
around the defence complex. Our study also 
reviews these manifestations.

However, nothing should prevent us to 
from supporting a number of other industries, 
including those that we have lost. Let’s once 
again turn our attention to the mechanical 

engineering sector. Special attention should 
be attributed to this industry because engi-
neering products constitute about half of Rus-
sia’s imports and provide ample opportunities 
for import substitution (see Graph 4).

We would like to give you another ex-
ample in this connection. Over the last 
decade, Brazil has virtually established its 
own shipbuilding industry from scratch. 
This was done in a surprisingly simple way. 
Taking advantage of the rising oil prices in 
the 2000s, the state oil company – Petrobras 
– began to actively develop the production 
of hydrocarbons on the Brazilian shelf. The 
state got directly involved in developing 
Petrobras’ output on the shelf by investing in 
a domestic shipbuilding industry. The gov-
ernment obliged the company to purchase 
drilling and production platforms, as well 
as tankers only in its own territory. Thanks 
to this policy, leading Korean, Chinese and 
Japanese shipbuilding corporations, mostly 
in collaboration with the Brazilians, built 
more than a dozen large modern shipyards 
and factories for the production of compo-
nents, including ship engines. As a result, 
Brazil is now listed among the five largest 
shipbuilding nations of the world (civilian 
area), and now the industry employs over 
60,000 people (in comparison, only 2,500 
people were employed in the 1990s).

The Brazilian example shows that not 
even the most advanced world governments 
can create good conditions for major manu-
facturing industries in their own territo-
ries. Therefore, we should search for these 
prerequisites in our own country. Officials 
must start taking decisive actions again 
if they want to launch economic growth 
and avoid diving back into an economic 
recession.

Transport
Transport and electrical power engineering 
always constitute the top stories in our 
study, representing several large capital-
intensive projects that remaining piecemeal 
investments in other industries fade against 
the background of any one pipeline or power 
plant project. It is, therefore, no wonder 
that first place in terms of investment were 
taken up by transporters with two projects 
worth 7.14 billion dollars (both projects are 
related to the oil business).

The largest contribution to our coun-
try’s investment “moneybox” came from 
the Transneft Company. In Siberia, con-
struction of the Arctic-Purpe pipeline has 
already started; it will be roughly 500 km 
long and will be able to transport 45 million 
tons of oil. The construction of this major 
oil pipeline constitutes the second phase 
of a large-scale project – the Arctic-Purpe-
Samotlor route – the purpose of which is 
to transport oil from the Yamal-Nenets Au-
tonomous Area and the northern part of the 

A
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Krasnoyarsk Krai, including transportation 
from the Vankor oil deposit to Russian oil 
refineries and for export. The cost of the 
Arctic-Purpe section amounts to 6.64 bil-
lion dollars (from the start of the project, 
the predictive value increased by 66%). 
Transneft explains that these rising invest-
ment costs are due to the extension of the 
route (from 490 to 520 km), as “increasing 
the length of above-ground sections is more 
expensive than laying pipes underground”. 
In addition, the company recalculated the 
costs in 2014 prices, and also took into ac-
count compensations for Arctic climatic 
conditions to persons engaged in the actual 
construction. However, in April of this year, 
deputies of the Spravedlivaya Rossiya Party 
already appealed to the Audit Chamber to 
verify the validity of the request to increase 
the cost of operations. In fact, the total sum 
may be reviewed after the audit.

The second major transport investment 
project did not make waves. This project is 
unique in many ways – in order to accelerate 
the development of the Talakanskiy oil and 
gas field deposits located in the backwater 
district in south-western Yakutia, the Sur-
gutneftegaz oil company built a full-fledged 
airport at its own expense, including the 
financing of the most expensive part of the 
project – the takeoff and landing strip. The 
three-kilometre-long runway will ensure 
the traffic of such aircraft as Tu-154, Boe-
ing 737, and Airbus A319 and A320. The 
project cost Surgutneftegaz half a billion 
dollars, but works were completed in the 
shortest possible time, within one year. 
This airport complex has become the first 
in the country to be built entirely at the 
expense of a private company. Moreover, 
this is the first post-Soviet Russia airport 
to be built from scratch. This investment 
activity, which is quite unusual for an oil 
company, has its reasons. In an interview 
with Interfax at the opening of the airport, 
Vladimir Bogdanov, General Director of 
Surgutneftegaz, explained why his com-
pany built this site. “We have eight and a 

half thousand employees working at Sur-
gutneftegaz in Eastern Siberia, but only two 
and a half thousand of them are locals. The 
remaining six thousand employees are shift 
workers. They used to travel from Surgut to 
Talakan for two or three days, and it was 
extremely exhausting for them. They were 
first transported to Myrny by plane and 
from there by helicopters to the fields. Eight 
or nine helicopter flights were scheduled 
every day. Everything changed dramati-
cally when the airport opened as travelling 
by plane became faster, comfortable and 
more convenient. People don’t get tired; 
they start working in a completely different 
mood, and productivity increases.”

Electric Power Engineering
There is a serious gap between the transport 
sector and electric power engineering 
during the period of our study (from 
February 1 to April 30. 2013), which 
presents four major projects worth 2.76 
billion dollars. The industry continues to be 
modernized, launched by the introduction 
of so-called Power Delivery Contracts 
(PDC) (see detailed description in Man-
made, But Non-Market Miracle in Expert, 
No. 50, 2011). Let’s remember that PDC is 
a mechanism that encourages investments 
in the industry and enforces the investors’ 

obligations to construct power-generating 
companies, which are required to put power 
supplies with established features into 
operation at a due date. PDCs guarantee the 
sale of all power stipulated in the contracts 
for ten years, providing coverage of 70% 
to 95% of capital and operating costs, as 
well as full compensation for the cost of 
connecting the grid to the network. To date, 
roughly 30,000 PDCs have been concluded. 
The total amount of money involved – in 
fact, planned investment volume – about 
three trillion rubles. From 2011 to 2020, 
it is planned to launch a new generation of 
grids within the framework of PDCs, which 
should reach 25.2 GW in thermal power 
plants. In comparison, total current power 
output of all types of power plants in our 
country is estimated at 210 GW.

Two major projects to be implemented 
within the framework of such PDCs were 
reviewed in the present investment study. 
A third power unit is being built in the 
Krasnoyarsk Krai – the Berezovskiy State 
Regional Power Plant (GRES) with power 
capacity of 800 MW, worth about a billion 
euros. Investments have been made by the 
German company E.On, which plans to 
launch the power unit in 2015.

The fourth power unit at the Perm GRES, 
located in the town of Dobryanka, 60 km 

The free trade policy is ideal for industrialized countries, 

whereas another recipe should be applied to developing 

countries, namely, protectionism
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No. Investment project Investment 
volume (million 

dollars)

Platform 
type

Region Implemen-
tation 
stage*

Owner Type of 
investment

Output

1 Power block 1,333 brownfield Krasnoyarsk 
Krai

1.5 E.On with foreign 
capital

800 MW

2 Pipe and tube mill 567 brownfield Sverdlovsk 
Region

1.5 TMK (Pipe 
Metallurgical 
Company)

federal 600,000 tons of 
seamless pipes

3 Airport 500 greenfield Yakutia 3 Surgutneftegas federal n/a
4 Cement plant 457 greenfield Ulyanovsk 

Region
1.5 Mordovcement federal 1.2 million tons of 

cement
5 Shopping and entertainment 

centre
250 greenfield Novosibirsk 

Region
1 TPS Nedvizhimost federal 125,000 sq. m. (total 

surface area)
6 Production plant for technical 

insulation
240 brownfield Tver Region 1.5 Paroc Group with foreign 

capital
150,000 tons of 
mineral wool insulation

7 Glass-container plant 223 brownfield Rostov Region 3 Aktis Firm regional 1.1 billion units (glass 
containers)

8 Electrometallurgical factory 200 greenfield Irkutsk Region 0 Irkutskenepro regional 260,000 tons of 
construction of rolled 
metal

9 Milling plant and grain 
elevator

175 greenfield Ingushetia 1.5 Saturn-1 regional 860,000 tons of grain 
(processing volume)

10 Stamping and welding 
production lines

167 brownfield Nizhny 
Novgorod 
Region

3 GAZ Group federal n/a

11 Production workshop for ABS 
plastics

143 brownfield Tatarstan 3 TAIF Group federal 60,000 tons of ABS 
plastics

12 Clinic 117 greenfield Bashkiria 0 MD Medical Group 
Investments PLC

federal 235,000 outpatients 
and 95 inpatients

13 Clinic 115 greenfield Nizhny 
Novgorod 
Region

0 MD Medical Group 
Investments PLC

federal 235,000 outpatients 
and 95 inpatients 

14 Production plant for 
laminated particle boards

110 greenfield Bryansk 
Region

0 Katiusha Furniture 
Concern

regional 240,000 cu. m. of 
laminated particle 
boards

15 Production plant for 
metallurgical equipment

103 greenfield Nizhny 
Novgorod 
Region

1.5 Danieli with foreign 
capital 

n/a

16 Greenhouse 83 greenfield Belgorod 
Region

2 Teplitsy Belogorya 
Strategic 
Business Unit

regional 13.6 ha

17 Confectionery plant 82 greenfield Rostov Region 2 Mishkino 
Confectionery 
Plant

regional 62,000 tons of 
confectionery products

18 Rail-welding plant 80 greenfield Chelyabinsk 
Region

1.5 RSP-M federal 400,000 tons of 
strings of 100-metre 
welded rails

19 Production workshop for 
components of electric 
traction systems

53 brownfield Rostov Region 3 Alstom and 
Transmash Holding 
JV

with foreign 
capital 

17 sets of 
asynchronous motor 
drive and control 
systems

20 Meat-packing house 50 brownfield Tver Region 3 Agroprom
komplektatsiya

federal 576,000 heads

21 Automobile component 
factory

40 greenfield Leningrad 
Region

0 Grupo Antolin with foreign 
capital 

n/a

22 Production plant for dry 
construction mixtures

38 greenfield Orenburg 
Region

1 Volma federal 120,000 tons of dry 
mixes, 480,000 sq. m. 
of gypsum partition 
blocks

23 Oil-extracting plant 38 greenfield Omsk Region 1.5 Yug Sibiri regional 70,000 tons of 
sunflower oil, 50,000 
tons of oilseed meal
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No. Investment project Investment 

volume (million 
dollars)

Platform 
type

Region Implemen-
tation 
stage*

Owner Type of 
investment

Output

24 Assembly plant for railway 
braking systems 

35 greenfield Tver Region 1 Knorr-Bremse and 
Russian Railways 
JV

with foreign 
capital 

n/a

25 Warehouse and distribution 
centre

33 greenfield Volgograd 
Region

3 Tamerlan GC regional 30,000 sq. m.

26 Production plant for steel 
profiles

33 brownfield Tatarstan 0 RAFF Group regional 72,000 tons of rolled 
metal products

27 Apple orchard 30 greenfield Krasnodarsk 
Krai

1 Niva Agrofirm regional 420 ha

28 Shopping centre 29 greenfield Omsk Region 1.5 Metro Cash & 
Carry

with foreign 
capital 

n/a 

29 Automobile component 
factory

27 greenfield Kaluga Region 1 Continental with foreign 
capital 

1 million engine control 
units, 500,000 and 
750,000 fuel systems 
and fuel injection 
systems 

30 Production workshop for 
trams and electric trains

20 brownfield Saint 
Petersburg

0 Skoda 
Transportation 
and Kirovskiy 
Factory JV

with foreign 
capital 

50 metro wagons and 
trains

31 Production plant for nitrogen 
stations

17 greenfield Krasnodarsk 
Krai

1.5 Tegas Group regional n/a 

32 Production plant for  
cellulose-containing additives 
for road construction

13 greenfield Nizhny 
Novgorod 
Region

3 J. Rettenmaier & 
Sohne

with foreign 
capital 

20,000 tons of 
cellulose-containing 
additives for road 
construction

33 Production plant for low-
voltage switching equipment

13 greenfield Ulyanovsk 
Region

0 Legrand with foreign 
capital 

n/a

34 Automobile component 
factory

10 brownfield Saint 
Petersburg

1 Treves and Trans-
Engineering 
Groups JV

with foreign 
capital 

n/a 

Infrastructure and/or government investment projects

1 Arctic-Purpe pipeline 6 640 greenfield Tyumen 
Region

1.5 Transneft federal 488 km, 45 million tons

2 Power block 1 000 brownfield Perm Krai 1 Inter RAO UES federal 800 MW

3 Production plant for rocket 
launch installations

500 greenfield Saint 
Petersburg

1.5 Almaz-Antey 
Concern PVO

federal n/a

4 Production complex for 
acrylic acid and acrylate 

500 brownfield Bashkiria 0 Gazprom 
Neftekhim Salavat

federal 80,000 tons of crude 
acrylic acid and butyl 
acrylate, 35,000 tons 
of glacial acrylic acid

5 Thermal power plants 333 brownfield Tatarstan 0 Generating 
company

regional 220 MW, 140 Gcal/hr

6 Production plant for 
composite structures

250 brownfield Ulyanovsk 
Region

1.5 UAC federal 100 sets

7 Production and assembly 
plant for optic-electronic 
devices

100 greenfield Sverdlovsk 
Region

1.5 Shwabe Holding federal 3,820 products

8 Power supply network 
substation

98 greenfield Novgorod 
Region

1 FGC UES federal н. д.

9 Assembly workshop for solar 
batteries

20 brownfield Krasnoyarsk 
Krai

1 Academician M.F. 
Reshetnev 
Information 
Sputnik Systems

federal н. д.

*0 – formal statement of intent; 1 – construction actually launched; 1.5 – ongoing investment construction; 
2 – completed construction; 3 – production start-up.
Sources: Expert, on the basis of data from the Interfax Agency and Prime-TASS Agency
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from the city of Perm, is also scheduled to be 
launched in 2015. The construction of this 
power block, generating power capacity of 
800 MW and worth one billion dollars, was 
launched by the Russian Energy Corporation 
– Inter RAO UES. The company had previously 
planned to build a 400 MW power unit, but 
power capacity was increased to 800 MW in 
connection with the transfer of the PDC from 
the Nizhnevartovsk GRES to the Perm GRES; 
the former was also controlled by Inter RAO, 
where the company had previously planned 
to build a block of the same capacity. The Ural 
Region is considered one of the most ener-
gy-deficient areas in Russia, so investment 
transfers under the PDC scheme from Western 
Siberia to this region is quite logical.

Energy deficits present a different prob-
lem in Central Russia, and it is not always 
necessary to solve them by building new 
generating facilities; in some cases, it is 
enough to modernize and upgrade power 
grid facilities. And, that is what is happen-
ing now…  in the Chudovskiy District of the 
Novgorod Region, the Federal Grid Com-
pany started building an electrical substa-
tion – Ruchyi – amounting to roughly 100 
million dollars. Its launching will ensure a 
reliable power supply to the industrial zones 
of the Chudovskiy District, including to the 
Babinovskiy Cement Plant under construc-
tion. It is considered a priority investment 
project in the Novgorod Region.

Mechanical 
Engineering Industry
 We are pleased to see so many different 
projects in the mechanical engineering 
industry. The amount of announced and 
implemented programmes in this segment 
of the economy during the study period 
totalled 1.43 billion dollars. Of course, 
this is far less than the construction of 
pipelines, power plants or, say, metallurgical 
enterprises. However, it is in the production 
of engineering products that added value is 
shaped more by manpower, which means 
greater employment and improved skills 
among the population.

Noted in the last issue of the investment 
review (see How to Launch a New Industri-
alization Period in Expert, No. 12, 2013), a 
trend in greater modernization processes 
in the military-industrial complex (MIC) 
was confirmed by our observations at that 
time. Three state-owned companies, work-
ing in different defence fields – Almaz-Antey 
Concern PVO, Shwabe Holding (part of the 
Russian Technologies State Corporation), 
and the Academician M.F. Reshetnev Infor-
mation Sputnik Systems – are investing in 
the construction of new facilities thanks to 
increasing state defence orders and govern-
ment support measures.

However, the most expensive project 
in the given military-industrial complex 

is more like a real estate development ini-
tiative. It is about of the Almaz-Antey Con-
cern PVO implementing the concept of a 
North-Western Regional Centre (NWRC) 
in Saint Petersburg, worth about 500 mil-
lion dollars (this is just an estimate, as it is 
a military plant, so there is no exact data). 
The project includes the transfer of the Con-
cern’s four companies, located in the central 
part of Saint Petersburg, to the site of the 
Obukhovskiy plant, located on the outskirts 
of the city near the Ring Road. Therefore, 
the Concern is planning to vacate nearly 60 
hectares of land, mostly in the central part 
of the city, thus making close to ten billion 
rubles thanks to the sale of this property. 
However, so as not to detract from the mer-
its of the Concern’s initiatives, we should 
point out that the NWRC will be one of 
Almaz-Antey’s three new industrial com-
plexes (the other two are located in Nizhny 
Novgorod and Kirov). All three platforms 
will form the foundation for the Concern’s 
production programme after 2015, when 
orders concerning the state armaments pro-
gramme are expected to peak.

Another investment project in the de-
fence sector is being implemented in Yekat-
erinburg at the Ural Optical and Mechanical 
Plant (UOMP), which is part of the Shwabe 
Holding Company. A new assembly work-
shop, focused mainly on special purpose 
manufacturing, is being built there. UOMP 
is a large enterprise, specializing in the de-
sign and manufacture of electro-optical sys-
tems and complexes for military purposes 
(in particular, it produces electro-optical 
targeting systems for aircraft and combat 
helicopters) and civil engineering.

In Zheleznogorsk, Krasnoyarskiy Krai, 
the Academician M.F. Reshetnev Informa-
tion Sputnik Systems, OJSC will soon be-
gin building the installation for large solar 
panels designed for navigation satellites 
used in the Russian Global Dual-Purpose 
Navigation Satellite System (GLONASS). 
The cost of the project will amount to 20 
million dollars. Funding will be provided 
within the framework of the Federal Tar-
get Program – Support, Development and 
Use of the GLONASS System from 2012 to 
2020.

We should also make special mention 
of the project in Ulyanovsk, on the site of 
the Aviastar JV Plant. This project involves 
the construction of a workshop, which will 
produce different designs from polymer 
composite materials – panels of the central 
wing section, longerons, and integral pan-
els of the detachable part of the outer wing 
for two promising Russian aviation projects 
– the MS-21 and the Sukhoi Superjet New 
Generation (SSJ NG). Composite materials 
are already being used in domestic aircraft, 
namely in the mechanization elements, such 
as wing flaps, elevator rudders, etc. Each 

aircraft factory, including the Ulyanovsk 
plant, has a composite workshop. However, 
Russia has never manufactured a complete 
wing made of composite materials, but only 
some small elements (only two companies 
in the world have this production experi-
ence – Boeing and Airbus). The new plant 
will expand the possibilities to use com-
posites in the Russian aircraft industry. In 
the future, the MS-21 glider will contain 
30%-40% of composite materials.

Although state procurement and acqui-
sition has just started contributing to in-
vestments in the MIC, investments in other 
branches of engineering have reached a 
plateau and are now accompanied by inci-
dental investments, though small in mon-
etary mass, but rather significant in total 
volume. It is a matter of a strong and clear 
process for import substitution in the au-
tomobile industry, carried out by foreign 
capital. Two major clusters for automobile 
production appeared in Russia – in Kaluga 
and Saint Petersburg, each manufacturing 
500,000 cars a year. Consequently, new 
investment projects for the production of 
various components for automobile assem-
bly plants continue appearing in both of 
these clusters.

Three such projects were analyzed in 
the present review. One example is the 
Saint Petersburg cluster, where the Spanish 
Grupo Antolin plans to launch a 40 million 
dollar project for the manufacture of dou-
ble-glazed window units, roofs, and door 
panels for Hyundai-Kia (Saint Petersburg), 
Ford (Leningrad Region), Renault (Mos-
cow), and Volkswagen (Kaluga). Thermal 
and sound insulation for Nissan vehicles, 
produced in Saint Petersburg, will be manu-
factured and delivered by a joint venture 
between the French company Treves and 
the Trans Engineering Company Group. 
Germany’s Continental Company has be-
gun building a factory worth 27 million dol-
lars in Kaluga, where it will produce engine 
control units, fuel supply systems and fuel 
injection systems. As can be seen from the 
above examples, the localization of auto-
mobile component production is growing 
in our country, after the expansion of the 
automobile market in Russia.

The import substitution process became 
obvious in another industry – railway en-
gineering. Unlike the automobile industry, 
railway engineering has until recently re-
lied on domestic technology and services. 
However, foreign players have arrived, 
accompanied by “guides” in our market. 
These are still quite modest attempts to 
adapt to Western systems and innovations 
under current Russian standards.

Here are some recent examples. The pro-
duction of components for electric traction 
systems – asynchronous motor drive and 
control systems – has been launched in No-
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vocherkassk. The company is located on the 
territory of the Novocherkassk Electric Loco-
motive Plant, owned by the Russian monopo-
list, Transmashholding (TMH). The French 
Corporation, Alstom (minority shareholder 
of TMH), and Transmashholding invested 
over 50 million dollars in the project.

Germany’s Knorr-Bremse, in conjunction 
with the Federal Freight Company (former-
ly the Second Freight Company, “daughter 
company” of Russian Railways), has started 
building a plant for the assembly of brak-
ing equipment for railway rolling stock in 
Tver. The cost of the project totals 35 mil-
lion dollars.

In Saint Petersburg, the Czech Skoda 
Transportation and the Kirov Factory an-
nounced a joint venture for the production 
of modern metro cars, modular low-floor 
and partially low-floor tramways, as well 
as double-decker electric trains.

We can assume that in the event of im-
plementing the basic import substitution 
project - high-speed railway lines in Russia 
(and they are already being discussed at the 
most serious level) - the railway engineer-
ing industry will attract far more important 
projects and encourage a chain of relevant 
component suppliers.

Metallurgical engineering constitutes 
yet another industry, where we have ex-
pected import substitution to occur for a 
long period of time. Our iron and steel in-
dustry is the sixth largest in the world in 
terms of production. Russia is one of the 
most competitive countries in the produc-
tion of steel products, which means that it 
is one of the most coveted solvent custom-
ers. Actually, the Italian and German sup-
pliers of rolling mills, continuous casting 
machines, electric ovens, and equipment 
for the direct reduction of iron have long 
been firmly established in our market, sup-
plying us with their products. Now, these 
industrial players are ready to localize their 
plants in our country, physically. In the sec-
ond half of 2013, Italy’s Danieli, one of the 
world’s largest manufacturers of equipment 

for the steel industry, is planning to launch 
a plant in Dzerzhinsk for the production of 
metallurgical equipment, costing more than 
100 million dollars. The Italians made this 
decision for a very simple reason – Russia 
has a supply of so much equipment that it 
would be more sensible to produce spare 
parts on site and manage subsequent main-
tenance services.

Chemical industry
Chem ists  have a lso succeeded in 
implementing import substitution. It is 
planned to build a production complex for 
acrylic acid and acrylates worth 500 million 
dollars in Salavat in Bashkortostan at a local 
petrochemical plant – Gazprom Neftekhim 
Salavat (formerly Salavatnefteorgsintez). 
The complex will produce so-called glacial 
acrylic acid and butyl acrylate, which 
are used, respectively, to manufacture 
superabsorbents and dispersions both of 
which are applied in the production of 
hygiene products (e.g., diapers), as well as 
water-emulsion acrylic paints and varnishes. 
According to company data, the import of 
dispersions and superabsorbents currently 
amounts to 40% and 100%, respectively. 
Expert has often written about large-
scale and modern plants manufacturing 
sanitary products and paints that did not 
have enough raw materials to complete 
production. There will definitely be a great 
breakthrough in this field when the plant is 
launched in Salavat in 2016.

The TAIF Tatarstan Group is also on the 
way to implementing import substitution, 
when it launches the production of ABS 
plastics worth 143 million dollars at Nizh-
nekamskneftekhim. It will manufacture 
60,000 tons – the current Russian market 
volume for ABS plastics – which has mainly 
been supplied by Korean companies. Today, 
the market is not very big, but it is grow-
ing very rapidly. ABS plastics are used in 
the manufacture of refrigeration and home 
appliances, electronics, electrical technol-
ogies, plumbing and sanitary equipment, 

toys, the automobile industry (instrument 
panels, front grilles, etc.), and in the pack-
aging and furniture industries.

Production of building materials 
Perhaps no industry is more focused 
on local markets than the building 
materials industry. Building materials 
are distinguished by the low cost of one 
kilogram of production, which automatically 
means higher transport costs for conveying 
goods to any distance to reach the end user. 
Therefore, building material production 
companies are usually local ones, and work 
in their respective regions, or maximally, in 
neighbouring areas.

This also applies to the cement industry. 
Quite conveniently located in relation to 
the major markets of Moscow and Nizhny 
Novgorod Regions, the main production 
platform of the Mordovcement Plant can-
not produce more cement and reach more 
remote regions. Therefore, the owners of 
Mordovcement decided to create a new site 
on the Volga River, from where it would be 
cheaper to carry cement via river transport 
to every major city along the Volga River. 
The actual cost of the newly constructed 
Sengileev Cement Plant in the Ulyanovsk 
Region will total more than 450 million dol-
lars; the production of 1.2 million tons is 
planned to be launched this year.

Production of containers
The container market represents another 
interesting local business. One of the 
industrial players competing for leadership 
in the country built a large glass plant worth 
223 million dollars in the Rostov Region. 
Within five years, the local firm, Actis, 
erected in Novocherkassk a three-stage 
enterprise for the production of bottles for 
alcoholic and non-alcoholic drinks, as well 
as canning jars. Total production reached 
1.1 billion pieces of glass containers per 
year, which could potentially provide the 
plant with the production of 8% of glass 
containers in Russia. ■

The import substitution process became evident in another 

industry – railway engineering. Unlike the automobile 

industry, railway engineering until recently relied on 

national technologies and services
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he Khanty-Mansi Autonomous 
District-Yugra is the “Russian 
Klondike”. However, its wealth 
is not related to “yellow” gold, 
but to “black” gold, namely oil. 
This region, located in Western 

Siberia, takes first place in Russia in terms of 
crude oil (50.3% of total Russian production 
of “black gold” in 2012) and electric power 
generation (8% in 2012); it places second 
in gas production (5.5%), and payment of 
taxes into the budget system of the Russian 
Federation and industrial production vol-
ume, and occupies the third place in terms 
of investment in fixed assets.

Last year, Russia celebrated the produc-
tion of ten billion of tons of oil in Yugra, 
which has been extracted on an industrial 
scale in the District since the 1960s. Howev-
er, despite such a venerable old age, experts 
believe that new technologies and the state 
support system for the oil industry in the old 
and hard-to-reach deposit fields, which have 
recently been introduced in Russia, will ef-
fectively produce “black gold” in Yugra for at 
least another 100 years. “The oil companies 

have licenses for oil production in Yugra 
up to 2099. And, if you add the forecasts of 
experts who evaluate Yugra’s recoverable 
resources at approximately 20 billion tons 
of oil, and take into account that the first ten 
billion have already been extracted in nearly 
half a century, then we can at least double 
the other ten billion tons that could be ex-
plored and extracted from Yugra’s subsoil in 
the future.” confirms Natalia Komarova, 
Governor of the Khanty-Mansi Autonomous 
District-Yugra.

This belief is being reinforced by the 
district and federal authorities, who have 
created a favourable investment climate in 
this remote, harsh and cold (from the cli-
matic point of view) region. Therefore, the 
investment volume in fixed assets in the au-
tonomous region has increased by 1.5 times 
in the past five years (see Figure 1), and the 
volume of foreign investments has risen al-
most five times (see Figure 2). Moreover, 
these investments have not been directed 
only towards Yugra’s traditional sector — oil 
production, but also towards non-resource 

sectors, whose development is of fundamen-
tal importance for the territory.

Supporting the investor
In March of this year, the credit rating service 
of the international rating agency, Standard 
& Poor’s, affirmed the long-term BBB credit 
rating and the national ruAAA scale rating 
for the Khanty-Mansi Autonomous District-
Yugra. This is the highest possible rating for 
any region of the Russian Federation. The 
rating outlook remains “Stable”.

The Yugra investment support system 
plays an important role in ensuring this sta-
bility. For example, a Standard of activities 
for state executive bodies to ensure a favour-
able investment climate was adopted in the 
region last year. It allows drawing on the best 
practices necessary to create a set of condi-
tions to increase the flow of investments for 
the development of the regional economy.

Investment activity in Yugra is subject to 
specific regional laws on state investment 
operations and procedures for granting 
state guarantees of the autonomous region 
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A territory with unique opportunities
The Khanty-Mansi Autonomous District has virtually unlimited opportunities for investors. This is connected not only 
with the fact that there is a lot of oil, money and progressive investment legislation in the District. The region is 
opening up new niches for profitable investments that were of little interest a mere decade ago
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The Khanty-Mansi Autonomous District, called also Yugra, is the “Russian oil Klondike”



to investors, and dozens of decisions and 
orders, which spell out in detail the mecha-
nisms providing privileges for investors with 
regard to property taxes and income tax, 
procedures for concluding agreements on 
public-private partnerships, procedures for 
obtaining subsidies to conduct investment 
activities, etc.

At the same time, the region is conducting 
systematic work on removing administrative 
barriers for business companies. This year, 
the district authorities have adopted a “road 
map” to reduce the time and number of ap-
provals required in the field of construction 
and hook-ups to energy infrastructure. By 
2018, the number of procedures required to 
obtain a building permit will be reduced by 
almost twice. The time required to connect 
new sites and platforms to the grid network 
will decrease from 281 days to a maximum 
of 40 days.

Over the past few years, the territory has 
also created a support infrastructure for in-
vestment activities. The Regional Centre 
for Investment and the Technopark of Ad-
vanced Technologies ensure maintenance 
and support for investment and innova-
tion projects. The Yugra Entrepreneurship 
Support Fund works to support small- and 
medium-sized enterprises (SMEs), including 
those specializing in the field of innovation. 
The Microfinance Fund of the Khanty-Mansi 
Autonomous District-Yugra grants loans to 
small- and medium-sized businesses. The 
District Business Incubator helps create a 
favourable business climate for doing busi-
ness, and provides good starting conditions 
for newly established small companies. To 
attract private investments and funds from 
the Investment Fund of the Russian Fed-
eration to Yugra’s economy, the regional 
authorities have just created a regional 
investment fund. “The implementation of 
private investment projects and concession 
agreements with funds granted by the In-
vestment Fund of the Autonomous District is 
an additional effective financial mechanism 
to attract long-term private investments in 
housing and communal complexes in or-
der to develop and reconstruct facilities for 
heating and water supplies, as well as other 
municipal infrastructure.” comment Yugra’s 
regional authorities. 

The characteristic feature of the invest-
ment policy of the regional government of 
the Khanty-Mansi Autonomous District is 
that more attention is attributed to the de-
velopment of non-resource sectors of the 
economy. The total regional investment 
portfolio in these sectors now counts more 
than 200 projects totalling more than 600 
billion rubles. These include ten projects 
in the consumer market worth more than 
seven billion rubles, the creation of a mining 
cluster with an investment volume of over 
five billion rubles, Internet development, 

telecommunications and telephony (6.5 
billion rubles), bridge construction (64 bil-
lion rubles), the development of the timber 
processing industry (one billion rubles) and 
agriculture complexes (1.8 billion rubles), 
the construction industry (35 billion rubles), 
and a network of school and pre-school edu-
cational institutions (20 billion rubles).

Organic reserves
The main share of investments in non-
resource investment projects in Yugra are 
directed towards the power engineering 
sector (13 projects worth 357 billion rubles) 
and petrochemicals (26 projects worth 97.5 
billion rubles). And this, of course, is not 
accidental. Both sectors are focused on the 
second most important resource (see Figure 3) 
right after the oil industry in the autonomous 
district — associated petroleum gas (APG). 
This mixture of hydrocarbons dissolved in 
oil is an indispensable associate of “black 
gold”. Unlike natural gas, which consists 
mainly of methane, APG incorporates a 
large amount of ethane, propane, butane, 
and other hydrocarbons, which makes this 
gas a very valuable raw material for the 
petrochemical industry, which then uses it 
to produce plastic, rubber, fabrics, pipes, etc. 
in the petrochemical plants.

The paradox is that in Soviet and post-
Soviet Russia APG was viewed more as an 
unfortunate nuisance for oil production, 
rather than as an investment. Therefore, a 
complete system for gathering APG for the 
petrochemical industry was actually built 
only in old oil-producing districts — Tatar-
stan, the Samara Region, and Bashkorto-
stan. In Western Siberia, APG flaring took 
preference, which inflicted enormous en-
vironmental damage and lost hundreds of 
millions of dollars, carried away through 
“the pipeline”. According to specialists, the 
combustion of one billion m3 of associated 
petroleum gas results in a loss of sales worth 
270 million dollars. If we look at Yugra, lost 
profits from APG flaring amounted to over 
two billion dollars per year!

It is important to understand that this 
situation was not Yugra’s fault and applies 
not only to this region. This was merely 
the “Soviet” practice of oil production and 
their attitude to APG in Western Siberia. 
This practice has led to the situation that, 
despite being a major global oil producer, 
Russia still takes up little more than 1% on 
the global petrochemical market. 

However, in 2007-2008, Russia and the 
Yugra region began making tremendous 
strides forward in relation to associated pe-
troleum gas. As of January 1, 2012, the Rus-
sian federal government introduced severe 
penalties for oil companies that were flaring 
over 5% of APG. At the same time, prefer-
ences were set up for delivering dry APG 
into a unified gas transportation network 
and supplying it to the wholesale market of 
electricity generated by APG. The regional 
authorities also did their bit. “Organizations 
that implement investment projects will en-
joy certain tax benefits in the autonomous 
region. In addition, there are special tax 
regimes for organizations working in the 
field of utilization of APG. Any reduction in 
tax burdens for businesses, entrepreneurs, 
investors will benefit everyone; it will en-
able facilities to be put into operation much 
earlier and, as a consequence, it will help 
develop the tax base and economy in Yu-
gra’s territories.” emphasizes Pavel Sidorov, 
the Director of the Department of Economic 
Development of the Khanty-Mansi Autono-
mous District-Yugra.

This policy has led to a rapid increase in 
power capacity throughout the region. In 
2011, the regional authorities commissioned 
two power units with a total capacity of 800 
MW at the Surgutskaya GRES-2 (State Dis-
trict Power Plant) (German Concern E.On, 
investment volume — 32.4 billion rubles). 
This year, the first power unit with a capac-
ity of 420 MW was put into operation at Nya-
ganskaya GRES (Finnish Concern Fortum, 
the total cost of the power plant — 66.8 bil-
lion rubles). The state energy holding com-
pany — Inter RAO — plans the construction 
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of a third power unit with a capacity of 410 
MW  at the Nizhnevartovskaya GRES, oper-
ating on Samotlor APG. The power capacity 
of some gas turbines (gas-powered engines) 
in power plants, which convert associated 
petroleum gas into electricity directly in the 
oil fields, has already reached 1,350 MW 
in Yugra. Today, there are 62 such power 
plants in the region. Another 20 GTPPs (gas 
turbine power plants) with a total capacity 
of over 500 MW, owned by Lukoil, Surgut-
neftegas, Rosneft, and RussNeft, will be 
added by 2015.

A second direction for the rational use 
of APG is being actively developed in Yugra 
— collecting APG in order to recycle it for 
the petrochemical industry. In the last five 
years, the SIBUR Petrochemical Holding has 
increased by three times — from 0.9 to 3 
billion cubic metres per year — the process-
ing capacity of associated petroleum gas at 
the South Balyksky GPP (Gas Processing 
Plant). The amount of extraction of targeted 
components from the associated petroleum 
gas at this production site reached 98%, 
which is comparable to the best world ana-
logues. In the fall of last year, the company 
began building a new product pipeline — 
the Purovsky CPP (Condensate Processing 
Plant), the South Balykskiy GTP (Gas Treat-
ment Plant) — the Tobolsk-Neftekhim — 
1,100 km long, which will transport a large 
fraction of light hydrocarbons in the amount 
of eight million tons per year from Yugra 
and the Yamal-Nenets Autonomous District 
for processing in the Tyumen Region, where 
this year, SIBUR is putting into operation 

Russia’s largest polypropylene production 
facility in Tobolsk.

2012 was a particularly impressive year 
for using APG in Yugra’s economy. Three 
projects — increasing APG pumping at 
the South Balykskiy GTP on the northern 
licensed territory of Rosneft’s  Priobskoye 
Field (due to the commissioning of the GCS-2 
(Gas Compressor Station) on the right bank 
of the Ob River), an increase in LUKOIL gas 
supplies for processing to the Nyagangazper-
erabotka GPP (Gas Processing Plant) from 
the group of Urayneftegaz TPP deposit fields 
(due to the launch of the North-Danilov com-
pressor station), and the commissioning 
of two mini-GPPs gave the Khanty-Mansi 
Autonomous District the opportunity to re-
duce APG flaring by a quarter (see Figure 
4). “For years, the largest amounts of APG 
were burnt throughout the territory of the 
autonomous region. However, in 2012, East-
ern Siberia took the lead in APG combustion, 
increasing it to 31% and reaching the mark of 
7.55 billion cubic metres. At that time, Yugra 
was among the leading regions to reduce 
flaring.” commented analysts at the RUPEC 
Information and Analytical Centre of the 
Petrochemical Industry.

By the end of last year, the level of ra-
tional use of APGs in the Khanty-Mansi Au-
tonomous District reached 89%. According 
to Irina Makukha, Head of the Department 
of Infrastructure Development of the Fuel 
and Energy Complex and the Department 
for Oil and Gas Processing of Yugra Sub-
surface Management, more than 95% of 
associated petroleum gas will be utilized 

in the Khanty-Mansi Autonomous District–
Yugra by 2015.

A unique solution
Russia is very specific in that the system for 
collecting APG has been historically focused 
on large-scale gas processing plants, which 
were linked to field deposits by hundreds of 
kilometres of gas main pipelines. However, 
as oil industries move deeper into remote 
and hard-to-reach areas and have to deal 
with “dispersion” of deposits, the economic 
benefits of a “centralized” collection of 
APG becomes less and less evident. The 
development of APG electricity directly in 
the oil fields of Western Siberia is also not 
the answer. First, in most cases, the amount 
of recovered APG far exceeds the needs of 
electrical power, and secondly, filling power 
stations with mined gas is like stoking a 
furnace with money.

For Yugra, the way out of this situation 
was the construction of mini-GPPs directly in 
the oil fields, initiated by the BlueLine Project 
Company (formerly MONOLIT LLC).

The technology is as follows. APG, ex-
tracted from oil, arrives at the plant (devel-
oped in Canada by the Thermo Design Engi-
neering Company), where dry stripped gas 
(DSG) and the propane-butane fraction is 
then isolated. Next, the DSG is immediately 
used as fuel in a gas engine generator plant, 
and the liquefied petroleum gas is poured 
into special-purpose containers, tank con-
tainers (they are manufactured in Yekater-
inburg’s Uralkhimmash), and are dispatched 
by road, rail or sea to the buyer. The whole 
construction is done in block-type modular 
design, so that the power capacity of the gas 
processing plant capacity can be flexible and 
operational, and can also reduce the time for 
its assembly and installation.

The first such GPP, handling up to 200 
million cubic metres of processing per year, 
was launched by the company at Rosneft’s 
Prirazlomny deposit field. Back in December 
2008, the project was recognized as the best 
in the competition organized by the Min-
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The governor Yugra Natalia Komarova (in the center of the photo) signs agreements with investors

The total regional investment portfolio in these sectors, 

attributed to the development of non-resource sectors 

of the economy, now counts more than 200 projects 

totalling more than 20 billion dollars



istry of Natural Resources of the Russian 
Federation in the category of “Eco-Efficient 
Economics.” And all for a very good rea-
son. As of 2006, when the agreement on the 
construction of gas processing facilities was 
signed between the BlueLine Project and the 
Government of Yugra, and negotiations be-
gan with Rosneft, not more than 80% of re-
covered APG was being used rationally (that 
is, reprocessed into electricity or dispatched 
by SIBUR via pipelines for processing). Now, 
98% is used. However, the transfer of Ros-
neft’s electric power station from APG to 
DSG enabled the company to greatly im-
prove the efficiency of gas turbines, increase 
their durability, and significantly reduce 
toxic emissions. The total investment in the 
project amounted to more than three billion 
rubles thanks to the ROZA MIRA Company 
Group and Gazprombank’s loan amounting 
to 48 million dollars.

In May last year, the BlueLine Project 
launched its mini-GPPs with a processing 
capacity of 360 million cubic metres of gas 
in the six fields of the Salymskaya and Shap-
shinskaya groups. First of all, this project is 
unique in that  two oil companies — Salym 
Petroleum Development (a joint venture 
between Shell and Gazprom Neft), which 
owns the license for Salym, and RussNeft, 
working on Shapsha, were involved in the 
actual implementation alongside other gas 
processing companies. Second, unlike the 
Prirazlomnoye field, the BlueLine Project 
had to create in Salym a gas utilization sys-
tem almost “from scratch”. Therefore, in 
addition to the gas processing and logistics 
complexes, other facilities were built — a 
transport infrastructure (power lines, and 
APG and DSG pipelines), a compressor sta-
tion, and two natural gas engine generator 
plants (for electricity supplies to the fields 
of the Shapshinskaya group). In December 
2010, the project was the prize winner of the 
International Investment Award of the World 
Organization of Creditors — “Investment 
Angel”. The total investment of the three 
companies in the project amounts to over ten 

billion rubles. Several international financial 
institutions also participated in the financing 
of the project — the EBRD, DEG (Germany) 
and Unicreditbank (Austria). “Ecology, in-
novation, an excellent business climate and 
people — these are the four main drivers for 
modernizing Yugra’s fuel and energy com-
plex. The plant located on the West Salym 
deposit field is, in our opinion, a good exam-
ple of how well these priorities are working. 
We welcome these investments in our future 
and we will do everything possible to keep 
the investment climate within the norm.” 
said Natalya Komarova, Governor of Yugra 
at the launching ceremony of the Salymskiy-
Shapshinskoye GPP.

“I am confident that we have managed to 
create a perfect example of a public-private 
partnership. It is very important that the 
Government of the Khanty-Mansi Autono-
mous District has worked actively with the 
company on all matters, freeing it from bu-
reaucratic red tape and providing a number 
of tax benefits. During the 2008-2009 crisis, 
there were problems with the financing of 
our projects, and the government of Yugra 
actually vouched for us before the oil com-
panies, assuring them that we would fulfil 
all our obligations. And, we didn’t let any-
one down!” remarks Andrey Nepomnyash-
chiy, the Executive Director of the BlueLine 
Project as he evaluates the public-private 
partnership that was created in Yugra.

The international community also appre-
ciated the merits and advantages of the Blue-
Line Project and the position of the authori-
ties in the autonomous region in relation to 
projects for the rational use of associated 
petroleum gas. In autumn last year, at the 
London Global Forum for reducing APG flar-
ing, the committee of experts of the World 
Bank decided to grant the BlueLine Project 
an award for the following accomplishment 
— “The establishment of a unique public-
private partnership between government, 
oil companies and a private developer, which 
has resulted in the successful implementa-
tion of projects for the utilization of associ-

ated petroleum gas on the Prirazlomnoye, 
Salymskoye and Shapshinskoye fields”. 
During this forum, the Government of the 
Khanty-Mansi Autonomous District-Yugra 
was awarded prizes for “Programmes organ-
ized by government executive authorities: 
the successful implementation of a regional 
programme for the effective utilization of 
associated petroleum gas”.

Therefore, in the spring of this year, all 
the parties decided to envisage even more 
spectacular fields for collaboration. At the 
Sixth Conference of the German-Russian 
Raw Materials Forum, held in Khanty-
Mansi, Natalia Komarova, the Governor 
of Yugra, Juan Navas-Sabater, the Chief 
of the Sustainable Development of the 
Russian Federation, Europe and Central 
Asia of the International Bank for Recon-
struction and Development (IBRD), and 
Dmitriy Lipyavko, General Director of the 
BlueLine Project signed a Memorandum 
on the construction of several gas process-
ing plants in Yugra. “Possible participants 
in this project may be Gazprom Neft, Ros-
neft, and RussNeft. After the construction 
of these five plants, the total capacity will 
allow the company to process around 3.5 
billion cubic metres of APG. If other oil 
companies working in the region wish to 
join the project, it is unlikely that they will 
be refused. For example, even small- and 
medium-sized oil companies may take part 
in the project, because they cannot afford 
to create an APG processing capacity on 
their own.” emphasizes Dmitriy Baranov, 
the leading expert of Finam Management 
MC. If these intentions, as well as the in-
tentions of other participants of the APG 
market in our region are carried out, then, 
in a few years, those smoking flares in the 
oil-rich regions of Russia will, in fact, go 
down in history. Instead, we will have mar-
ketable products worth nearly 700 billion 
dollars — according to experts, exactly the 
same amount of associated petroleum gas 
that remains in the hidden depths of Yu-
gra’s subsurface. ■
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Investors comes to Yugra from all over the world



t took some time to get a wave of optimism from the 
manager of Imeris Vostok, which is building its own 
plant of the French IMERYS Group. A cooperation agree-
ment was signed with the Government of the Rostov 
Region in March 2012, and production was expected to 
be launched in 2013. Now, it has been moved to 2014, 

and our interlocutor does not want to publicly discuss any details of 
the project, as they are still at what may be qualified as the fluctua-
tion stage.

In any case, he has a lot to say, and he views Russia with optimism. 
Nicolas Fréal has been working here for more than a decade, and 
sometimes sees such obstacles as unavoidable. According to Fréal, 
these difficulties can be redeemed with interest given the huge op-
portunities that exist in the Russian economy. Having lived in our 
country long enough to feel comfortable in a Russian shirt and ride 
a Ural motorcycle, he still has not blended in completely with the 
environment and stands aside as an observer, watching and retain-
ing all the changes in the country with great curiosity – the greater 
changes, in an economy that is getting used to growth, and the smaller 
ones, in mentalities that are searching for new values. Therefore, our 
conversation, which began as a talk about the project, continued in 
the genre of philosophic observations on Russia.

You don’t just take money, but also the responsibility 
that goes with it.
—  Why did you choose the Krasnosulinskiy Industrial Park for 
the IMERYS Plant; after all, there is no port and no major rail 
hub nearby?

—  We chose Krasny Sulin for logistics reasons only – the port is 
not so far away, and the M4 highway runs nearby. We don’t use rail 
transportation, as our products are a little too light to be carried in 
railway coaches. We considered the Rostov Region primarily for its 
port possibilities. We are dependent on supplies of raw materials, 
and getting them through the Novorossiysk port by road would not 
be very convenient for us.

In the southern region, we first saw a couple of brownfields, but 
they were too expensive and rather uninteresting. After I joined the 
company, we established good relations with the Investment Agency 
of the Rostov Region (IAR), and started exploring the industrial parks 
in the region; we looked at two or three. We were interested in areas 
that were located in the north and near Ukraine. Azov didn’t suit us, 
whereas Shakhty and Novoshakhtynsk were not at all interesting. We 
then chose Krasny Sulin.

—  In the Rostov Region, the pattern for developing industrial 
parks doesn’t foresee the regional government getting involved in 
any risks. Would you like to see the authorities get more involved 
in the park and its activities?

—  The international concept concerning industrial parks means a 
territory where all the amenities have been provided to facilitate the 
construction of different industries in the short term. This includes a 
quick and easy connection to gas, water, and electricity supplies, gar-
bage disposal, fire— fighting equipment, and so on – a whole range 
of necessary services and infrastructure. This is what we see when we 
enter any park anywhere in the world. The place that we’re currently 

building, like all the parks that we’ve seen in the Rostov Region, cannot 
be referred to as a formal industrial park. It’s just a piece of free land 
where you can build. But, several public substations need to be built 
here – an electric power station, and another gas and water station to 
supply these necessities from a distance of several kilometres; it’s not 
even easy to hook up your phone or Internet here. All these factors, of 
course, complicate the construction process; we have to bear high costs, 
we’re taking big risks, and wasting a lot of precious time. 

However, we understand the government of the Rostov Region. 
They once made major investments in an Azov— based industrial 
park. It was designed by the U.S. Ball Company, which stated its initial 
intentions on entering the region. The regional authorities invested in 
the construction of infrastructure, but the economic crisis hit home, 
and Ball changed its mind. After all, Russia is a huge country, and 
it’s impossible to bring in required communications to remote places 
beforehand; it’s much too expensive.
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Lyudmila Shapovalova

The flipside of endless possibilities
If regional authorities wish to see more investors in their respective areas, they should take more responsibility to 
ensure good conditions for the construction of factories, says Nicolas Fréal, Head of the Russian subsidiary of the 
French Holding Company IMERYS
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Nicolas Fréal has been working in Russia for more than a decade. He has a lot to tell. 
But still he views Russia with optimism
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—  So, you chose this area simply because all the others were 
worse?

—  That offer was very attractive because all questions related to 
the land were resolved very quickly. In addition, among other factors, 
which persuaded us to make a positive decision about Krasny Sulin 
was having a good neighbour, the plant belonging to the Guardian 
Group – it was a most fitting landmark for us. Incidentally, the regional 
government should get credit for this. They realized that if one major 
resident comes here to stay, the rest will follow. I was at a meeting of 
the Inter— Regional High— Voltage Grid Company of the Southern 
Regions, where I tried to explain that setting up electric power for 
two to four years didn’t correspond to any kind of useful timeframe, 
that it wasn’t at all a commercial offer. It’s undignified and improper; 
we need electric power as soon as possible. When you sit in front of 
people who are investing money (and they pay in advance), they want 
to make sure that the other party will take on certain obligations. In 
particular, to ensure that communications are connected at a precise 
time, and according to the contracts. You don’t just take money, but 
also the responsibility that goes with it… They explained that the law 
allows it for two years at best, but if you want to attract investments, 
build factories, create jobs, collect taxes, and stimulate investment 
activity, regions should enhance their economic appeal.

As usual, Russia has powerful potential, but no one is capable of 
marketing it. Why are there so many negative feelings towards your 
country throughout the world? There are so many resources here, 
but no one in Russia cares about them. This is, in fact, a very big 
mistake. If you look at the U.S., it is a country of net marketing – for 
over 50 years now, they’ve been working on spreading the idea of 
the “American Dream”, and still the States is actually laughing at the 
rest of the world. However, people continue to believe them, because 
they’re promoting their own well— being, and their “cool” president. 
If we look at the United States from within, we can see that it’s all 
just a fake oligarchy, based on the project of aggressive imposition of 
imperialism around the world.

—  How do you basically keep in touch with the local 
authorities?

—  That’s very important for a foreign businessman. When I ar-
rived as the manager of the IMERYS project, no one in the regional 
government knew what was going on. I quickly became acquainted 
with IAR, which is now helping us, and I’m glad I did it. This helped 
avoid a lot of errors – for example, one real estate company offered 
land for the construction of the plant. It was poor quality land, an 
abandoned industrial area, without any communications, and they 
were asking close to 800 thousand dollars per hectare. Today we have 
a beautiful greenfield for 30 thousand dollars per hectare. That’s why 
we immediately took five.

Taking a gamble and a one— way ticket
—  The first wave of foreign immigration into Russia came in the 
1990s: they were notorious adventurers. The second wave started 
in the mid— 2000s: they were businessmen who believed in the 
future of the Russian economy, businessmen who wanted to make 
plans. What brought you here in the early 2000s?

—  I came to Russia in January, 2001. To be honest, I was more 
interested in the country than in doing business here. I’ve worked in 
eleven countries around the world, and wanted to try something new. 
This, of course, was an adventure for me. I came to Saint Petersburg 
with a backpack, a one— way train ticket, and with one phone contact. 
I lived in PHINES Hostel on the Griboyedov Canal. It cost me 12— 13 
dollars a week. I lived there for half a year with a salary of 200 dollars. 
Then, I went to Alma— Ata, where I was invited by a client from Saint 
Petersburg. It was my first start— up in the former USSR, a company 
importing and distributing luxury brand wines and spirits. We were 
the first, and we had a huge range to offer to our clients, because, 
at that time, all the premium brands were open to contracts. It was 
almost a family business belonging to a small French company. They 

opened up the country for such brands as Moet and Hennessy. Then, 
the major producers ceased working with him, entering the market 
directly. But, my boss saw the opportunity and hired me to set up the 
distribution of lesser known, but more expensive brands of alcohol.

—  Did these companies arrive in the former CIS countries be-
cause they saw that they had reached a certain level of develop-
ment, or because there simply was no one there in certain lines 
of business?

—  For both reasons. In 2002, the money was already there. Gov-
ernments had their pockets stuffed full of money, but it gradually 
filtered down to the ordinary folk. It was obvious that things were 
starting to move forward; there was a definite demand for premium 
products. In Kazakhstan, a lot of “dirty” money was being laundered 
– many shopping centres, hotels, clubs, luxury hangouts, Chanel and 
Louis Vuitton boutiques, etc. appeared everywhere. Accordingly, there 
was a high demand for good quality drinks, and we managed to pay 
off in six months; our business plan just blew up into pieces! We sup-
plied products from mainly family— run wine houses that had been 
producing wine for four or five generations. They are more reliable 
in such cases than large financial groups like LVMH. I’m still in touch 
with that project, and they’re really doing quite well. 

—  Then, you went to the Urals, and opened a recruitment agen-
cy there. That was not the most popular destination for foreigners 
when you arrived there?

—  There’s a very well— developed industry in that region, ever 
since the machine engineering plants had been transferred there dur-
ing the Second World War. At that time, I was open to any proposals, 
so I turned to the French agency Brain Power in search of a job. It 
turned out that they were looking for a person to open an office in the 
Urals, and hired me. We were the only foreign recruitment company; 
the locals trusted us, especially when it came to hiring persons who 
could speak foreign languages .

—  Just the same, a Frenchman managing an employment 
agency in Russia – the idea is quite bold. It seems to us that we 
have different value systems, that is, you have a specific idea about 
the quality of work, whereas we have another one. Is it easy to get 
along with people with different cultural backgrounds?

—  I have a vision of what I’m really doing here – I’m actually a 
guest in Russia. I’ve been around for quite a long time, I have a resi-
dence permit, my two children were born here, but I’m still a guest. 
So, naturally, I have to adapt. There are many foreigners who come 
here and think that everyone should speak English, as though after 
all, you can’t get by without English, can you? I believe that I should 
speak Russian, and I should learn and try to understand the local 
mentality. This doesn’t mean that I’ll become half— Russian, but I feel 
that I’ve adopted some of your practices and culture. But, a person’s 
deepest personality doesn’t change – the country where he spent 
the first twenty years of his life will dominate his mentality and his 
general outlook on life. It’s obvious when you look at the old Soviet 
comrades. It’s virtually impossible to change them; they’ve been 
completely formatted. But, working in Russia, I’ve seen that the old 
Russian mentality is gradually changing. This is especially true among 
young people – some of them grew up in Soviet times, got caught up 
in the Young Communist League and the Young Pioneers, and then 
there are the others – those who grew up during the Yeltsin era, and 
finally the third group – those who are enjoying their young years at 
present. There are huge differences in their mentality and actions. 
They represent different cultures – what they think has absolutely 
nothing to do with what their parents believed in.

The spirit of the country is changing
—  But, this is basically normal. After all, all parents are different 
from their children.

—  Yes, but the difference is usually not so noticeable; for example, 
it’s barely discernible between my grandfather and father. There’s a 
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difference between me and my father, but it’s very small. My father 
had never come near a computer, but I have one and I use it all the 
time, because it’s basically a work tool for me. But, I’m not going any 
further; I’ll never get an I— pad, an Android pad, or an I— pod... I 
don’t even want to know what that’s all about! But, the biggest dif-
ference is not in all these modern devices used by people, but what’s 
going on in their heads. And, Russia has undergone tremendous 
changes in its philosophy towards life. Today, young people look at 
life differently and see their country in another way. The spirit of the 
country is changing.

—  Aren’t you judging this phenomenon according to the liberal 
movement, which has gained momentum and gained a certain 
voice in the last two years?

—  I’m talking about all young people, not just the liberals. Let’s 
explore the spirit of a typical Soviet individual, a man who has lived his 
life under complete control, a man who wasn’t allowed to take a step in 
the wrong direction. Young people are not surrounded by such a rigid 
framework, and that’s what sets them apart from the older generation. 
They have other opportunities. Today, parents are much more respon-
sible for the education of their children than they were before, and 
the quality of each person and his possibilities are determined within 
a framework that they themselves have set up for their children.
—  Soviet parents cannot set up a broad framework for their chil-
dren; you’ve seen that for yourself.

—  Yes, today, they are, unfortunately, rather weak; they spoil 
their children, and this doesn’t just apply to the “golden” youth. Par-
ents don’t communicate with their children, don’t talk about life in 
general; they don’t engage in deep cultural discussions with their 
children. Children live their lives independently, completely apart 
from their parents. They can simply exchange their own parents for 
another couple, and mom and dad are just people from whom you 
can ask for some money.

—  But you must admit that the parents’ system of values  was 
completely destroyed, so what can they pass on to their children 
now?

—  Yes, but not everything was destroyed… and there is a huge 
difference between the children of those parents who held on to their 
values, or were able to create new ones, and those who did nothing at 
all. Moreover, another generation will appear in a few years’ time. The 
mentality of different Russian generations changes in just five to ten 
years. Soviet people from Vladivostok and Rostov hold similar views 
about their country, the world, and their future hopes. But, young 
people are totally different. If I worked in recruitment today, I would 
pay more attention to the individual’s origin, his family, and circle of 
friends. Today, that’s an important point, because if a person believes 
only in silicon transistors, and his whole life is directed towards leisure 
and entertainment, what kind of employee will he become? He has 
no goals, he is neither white nor black, he’s transparent and he has no 
ideals in his heart. Before, I didn’t have to check that out; everything 
was all the same.

I criticize Yeltsin for one thing – he didn’t care about replacing com-
munist— era ideals with something else. People need to lean against 
some sort of a moral wall, a kind of support that they can rely on. 
Without such a supportive wall, people will fall to the ground! If the 
nation is not kept in hand, if it is not offered new values and ideals, 
then people will tend to look for ways to lie back and take it easy, or 
look for ideals in other countries’ propaganda.

—  But don’t you think it’s pretty difficult to offer new spiritual 
values in a country where even the basic needs such as shelter, 
food, jobs, and roads have not been resolved for the majority of 
the population?

—  The main thing that’s really needed is communication, and 
I’ve seen when your president has attempted to communicate with 
the people. These sessions have a very positive impact on the general 
spiritual mood. No one dares to do this in our part of the world – our 
leaders are simple parasites living off the system; they don’t decide 

anything. It’s all just a big show! Today, the European Union is a prime 
example of the collapse of social values and moral decline. It’s not 
very obvious from a distance, but it’s there. Money plays the most 
important role in this scenario as it’s become the main value. If you 
look at Russia, it all started in the nineties, the changes were very 
positive, and the country has gone a long way in more than twenty 
years. I can say something about France, which I know quite well. 
Today, people are beginning to lose what they had, namely their 
homes, their jobs, and their cars because they were deceived and 
cheated by the banks. We have a high unemployment rate, and the 
sun is sinking over my country. Whereas a glowing dawn is breaking 
over Russia! Russians seem to think that it’s so difficult to live here, 
that everything’s so bad in their country, that they’re all so very un-
happy. But, in fact, they simply do not know what the situation and 
reality are really like in the West.

Russia has nothing to fear
—  Let’s go over some basic problems which have traditionally been 
considered difficult or impossible to overcome when doing business 
in Russia. First, high taxes: are they really so high that it can lead 
to a disastrous situation in a developing company?

—  Not really. Here, I’m a physical individual paying 13 percent in 
taxes. In France, the rate is flexible: the higher the income, the higher 
the tax. If you work hard, have created a successful company, and 
earned 500,000 euros per year, you will give the government up to 
75 percent. These shouldn’t be called taxes… it’s outright theft and 
robbery, and no other words can describe this situation. You’re pun-
ished because you’re better and smarter than others. And, of course, 
we have such people – they’re not bandits, or oligarchs, but just honest 
businessmen. With regard to taxes on companies, they’re also very 
high, and will likely rise in the near future as the economic situation 
is steadily getting worse. In France, a good business means that you 
have a five percent turnover rate per year. In Russia, the normal rate 
is 15 percent or higher.

—  But, don’t these taxes ensure more social protection? Aren’t 
they more transparent to the taxpayers?

—  Of course, today, if you’re poor and sick, it’s better to be in 
France. But there’s another side to the social security system in France 
– if we study social policy trends in Europe, we can see that it’s the 
legacy of generations that grew up after the Second World War. These 
were the “golden” years in every sense, and everything came easily to 
the “baby boomers”; there was a lot of freedom; no one was aware of 
unemployment; young people didn’t have a care in the world. They 
then created conditions, which corresponded to the economic situa-
tion of that period. But today, it’s impossible to preserve such condi-
tions, so their children and grandchildren will be paying for them in 
the near future. This was a generation of parasites, formed by the 1968 
revolution, and which is still in charge of the country today. This was 
indeed a diabolic generation; they messed up everything, leaving us 
with nothing but debts. Everybody hates them, but they’ve occupied 
all the major positions and set up rules and laws for themselves, in-
cluding the social policy. Why do we give free medical treatment to 
Africans? Because they think the humanist Jean— Jacques Rousseau 
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The company is among the world leaders in the production and processing 
of natural minerals, with factories and offices in 50 countries. The minerals 
extracted and enriched in the factories of the holding company are used in a wide 
variety of industrial production: the construction industry, power engineering, 
cellulose and food processing, chemical and pharmaceutical industries, etc. 
Company customers include Lafarge, Saint— Gobain, P&G, 3M, Sanyo, Heineken 
and others. In 2012, the sales volume of the holding company amounted to 3.885 
million euros, with an operating profit of 490 million euros. The first Russian 
plant of this group was installed in the industrial park of the Krasnosulinskiy 
District in the Rostov Region. Initially, it was suggested that the volume of 
investments would amount to 10 million euros.  ■



willed it so in his literary works, therefore it’s necessary to continue 
his testament.

—  But, we have a great problem with expensive loans. They lead 
us into a vicious circle – in order to grow, companies need borrowed 
funds, but in order to obtain loans at an affordable price, com-
panies must be developed. As a business manager, have you used 
credit means and how would you evaluate their accessibility?

—  Yes, this is a big problem in your country. Banks are nervous 
and afraid to cut rates. This, unfortunately, contributes to criminal-
izing business; people start looking for ways to cheat, ways to outwit 
the state, and companies manage two accounting ledgers – one legal 
and one “grey”. I think that if the rate went down to five percent for 
short— term loans and, perhaps, ten percent for long— term loans, 
both banks and businesses would be more reassured.

—  It is believed that it’s not practical or convenient to have 
a successful business in Russia, at least it shouldn’t be declared 
publicly. If so, gangsters or officials are bound to appear on the 
scene, and the business will be taken away or you’ll have to pay for 
permits, licenses and so on. Have you encountered such corporate 
raiding in Russia?

—  I haven’t come across that in Russia. But, when I worked in 
Kazakhstan, I had to save our company because it was taken away 
by bandits in the last six months. This is a common phenomenon in 
the alcohol business.

—  Even foreigners can lose their business?
—  It’s very simple. They were waiting for me in my office in the 

morning and informed me that everything now belonged to them. My 
money was placed on a “black list”, and I was told to leave the coun-
try within a week. We didn’t get any help from the state, the French 
ambassador proved to be absolutely useless and incompetent, and 
even lawyers couldn’t do anything to help. I had to bring in a more 
important person to broker the deal. I had good contacts with the busi-
nessman from the Nazarbayev family; he was into aerial acrobatics 
and enjoyed visiting the Le Bourget salon. I’m an ex— serviceman, a 
helicopter pilot, so we flew together, and I turned to him for help. So, 
in return for helping out in the promotion of his business in Europe, he 
returned the company to us. He went to the right door, banged on the 
table and we got our company back. Of course, I’m not counting the 
large number of 15— year— old Camus bottles that they had already 
consumed by that time.

In Russia, everything depends on the size of your business, and 
whether you bother or are in the way of other market players. I know 
that raiders are everywhere, but the problem is not as acute as before. 
Today, business companies have become more daring, and security 
forces have increasingly taken charge of their duties. In fact, very 
much depends on a businessman’s behaviour. If he does business “in 
the black zone”, if he’s not a public person, and has to hide, if his busi-

ness development policy isn’t clear, if no one writes or knows about 
him, he’ll be a clear target for an attack. Another example... when 
the businessman was 20 years old, and watched the movie “Boomer”, 
thinking that it showed the ideal powerful man, and he himself started 
looking and behaving like a gangster (even if it was just for show), it’s 
more than likely that much tougher guys will come after him, they’ll 
probably think that he’s one of them, but has failed to cooperate with 
them. They’ll punish him because he looks and acts like a bandit, 
whereas, in fact, he’s not at all a thief in law.

—  Well, don’t the security— service agents even bother you?
—  I think that we need to work with them. I, for one, am well 

known at the FSB. As soon as I arrived in Russia, I went to meet them 
personally, because I’m a former soldier and secret— service agent. I 
didn’t want any problems, and they understood everything very well. 
I’m not saying that every Russian citizen should get acquainted with 
the Russian Federal Security Service, but we must understand that 
there are people who are responsible for each municipal district. I 
think that a businessman should know who is in charge of his area.

—  Is it difficult for you to talk to Russian industrialists in terms 
of collaboration or entering into contracts? What arguments are 
the most convincing?

—  They, like all the manufacturers in the world, want to see finan-
cial advantages. In addition, questions concerning the applicability of 
a material on their established equipment are especially important for 
them. A third factor refers to stable deliveries, because they need an 
uninterrupted stream of supplies of huge production batches. These 
are industrialists and business owners, who aim primarily at produc-
ing product or services with the best possible quality and at the least 
possible cost. So, in that sense, they don’t differ from their western 
colleagues in any way.

—  A few years ago, the economy grew at a rate of 6%— 7% per 
year. This year’s forecast was lowered to 2.5% —  2.7%. This affects 
planned targets as foreign investors share a common principle that 
industry should grow at a rapid tempo?

—  At the same time, the growth of production volumes is even 
lower, or even negative in Europe, so when viewed against this back-
ground, Russian industries are still in good condition. Of course, 
Russia is a country with a flexible economy, but in the long term, I 
don’t see any reason for a serious crisis. We can see that quite clearly; 
despite the global economic crisis, Russia has resisted. Here, people 
are able to adjust quickly to different consumer needs, and reduce their 
expenses accordingly. Of course, if there’s money around, they’ll buy 
a Lexus. But, if there’s less money, they’ll sell their Lexus and return 
to their gardens to grow potatoes. The economic crisis will pass, and 
they will survive. But, in my opinion, the European Union will not 
survive the economic crisis – the only question is how many pieces 
of the structure will explode and disappear. Russia has nothing to 
fear. I’m very comfortable with their ability to survive – when you 
lose everything, you go back to the basics, the truth, and simplicity. 
Rudyard Kipling’s dream! Here in Russia, a businessman, who has 
lost everything, doesn’t commit suicide; he returns to his status as a 
man and starts building from scratch again! If he is worthy, he will 
again find himself and God. I’m also a man of this calibre – all I need 
is a backpack, a good pair of shoes and a knife.

—  Some people say that Russia is a country of great risks; others 
insist that it’s a country of great opportunities. What opportunities 
and risks do you see here?

—  How are risks different from opportunities? Speaking seriously, 
opportunities are much greater here. Soviet party officials used to say: 
“We have everything.” You do indeed have everything: land, a healthy, 
active population, and well— educated people. The political situation 
is stable; there is a strong army, which no one wants to mess around 
with. We already tried that once; the Germans won’t try again either. 
Such examples are lessons for the whole world. The possibilities here 
are enormous; there are no limits in view.
■ Rostov— on— Don
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have a five percent turnover rate per year. 

In Russia, the normal rate is 15 percent 

or higher







he creation of special economic zones was launched 
in Russia in 2005. It was then that a management 
company was formed — Special Economic Zones OJSC 
— the authorized capital of which amounts to a little 
less than three billion dollars. Today, the organization 
manages  a national network of 17 special economic 

zones (RUSSEZ), specializing in four types of activities — industry, 
technology and innovation, logistics, and tourism. “All the zones are 
at different stages of development — some are already operating 
factories, some have opened R&D centres, others are finishing up 
their infrastructure developments, and some are still conducting 
planning and surveying work in preparation for the construction 
of infrastructure facilities.” says Mikhail Trushko, CEO of Special 
Economic Zones OJSC.

— Russia launched the creation of special economic zones 
eight years ago. What are the results today?

— International experience shows that SEZs reach their maxi-
mum performance level after about 15-20 years from the time of 
their creation. Moreover, success isn’t guaranteed; international 
practice has shown that projects failed in many areas. Russian 
SEZs have just completed the first phase of their development — 
infrastructure construction. This should be followed by investment 
activities among the residents of these zones, i.e., the construc-
tion and launch of new businesses. It’s during the second phase 
that the effectiveness of these entrepreneurial efforts will become 
apparent.

Now, we can only say that the total area of Russian SEZs ex-
ceeds 20,000 hectares, whereas the volume of declared investments 
amounts to about 13 billion dollars. In a number of areas where 
there was an open empty field only a few years ago, we now see 
modern industrial enterprises, scientific and industrial complexes, 
and sites for tourist infrastructure under construction.

— What are the benefits for SEZ residents in Russia?
— We’re expecting advanced economic and social growth in 

the territories where the SEZs are located. This marks the expec-
tations of our government, but in order to implement them, it’s 
necessary to attract business companies offering perspective and 
priority projects for Russia. Some conditions for attracting inves-
tors to Russia already exist. Russia has a large consumer market, 
a tremendous source of raw materials, a developed economic and 
infrastructure base, strong scientific and technical schools, highly 
qualified personnel, and finally, appropriate government policy. 
Naturally, SEZs are located precisely in the regions where these 
factors are proportionally the most concentrated. 

SEZ are specifically established to make it possible to facili-
tate business activities. SEZ is a zone free of bureaucracy, a most-
favoured area. The Russian state allocates an area of 120 to 3,200 
acres to one or many federal subjects of the Russian Federation, and 
gives them a special legal status. In these zones, business companies, 
which have advanced manufacturing, research and management 
technologies that are in demand in our country and abroad, will 
receive maximum support and maintenance for their projects, from 
initial negotiations to production launching. Residents are accorded 
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Special developing zones 
The initial phase of the development of special economic zones in Russia is being completed, namely infrastructure 
construction. However, even today it is clear that special economic zones are the best way for business companies 
to enter the enormous Russian market, and for Russia — a promising means to transform its economy
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Mikhail Trushko, CEO of Special Economic Zones OJSC



tax benefits, ready-to-use grounds with utilities, and access to trans-
parent administration regime free of bureaucratic red tape.

Investment companies receive benefits from the federal and 
regional authorities with regard to value added tax, profits, land, 
property, transport and insurance premiums. They have easy and 
convenient access to the entire infrastructure; they can comfortably 
rent or lease premises or sites, buy land below market rates, and also 
work in business incubators in technological SEZs. A free customs 
zone regime relieves our investors, on the one hand, from the pay-
ment of import duties on equipment and components, and on the 
other hand, from export duties on products produced in the SEZs.

Package preferences can significantly reduce both financial and 
time costs for investors and their start-up projects. In fact, savings 
amount to 30% of the total investment capital.

— How have the Russian SEZs changed in the past few 
years?

— A lot has changed and will continue changing. For example, 
today, the range of services has expanded. Previously, we were 
responsible for basic household elements — electricity, heat, and 
water, but today, we’re building ready production facilities, and 
we’re creating an innovative environment.

Another innovation is the cluster approach in forming SEZs. 
Today, a petrochemical cluster operates in the Alabuga SEZ, in the 
Lipetsk SEZ — a tyre-chemical cluster. A pharmaceutical cluster 
has been created in the Saint-Petersburg SEZ, telecommunica-
tions — in the Tomsk SEZ, and automotive components — in the 
Togliatti SEZ.

The following companies work in the petrochemical cluster of 
the Alabuga SEZ: the Russian-German company — Preiss-Daimler 
Tatneft-Alabuga, the French company Air Liquide. At the same time 
a production plant for carbon fibres is being built by the chemical 
plant Composite in partnership with Rosatom. By the way, Air 
Liquide already supplies its products — industrial gases — using 
specially built Price-Daimler communications. In the future, the 
French resident company is planning to build in the Alabuga SEZ 
a complete network of gas transmission communications for direct 
gas supplies to other residents of the zone.

A very good example of cooperation can be seen in the Lipetsk 
SEZ. Belgium’s Bekaert, which produces high-quality steel cords 
required for the manufacture of tyres, was followed by the arrival 
in the SEZ of Japan’s Yokohama, one of the world’s leaders in the 
tyre industry. Following Yokohama, the year 2011 saw the arrival 
of the German company Lanxess, one of the largest manufacturers 
of chemical materials and components for the tyre industry.

An automobile manufacturing cluster has also been formed in 
Alabuga, the core of which was the joint venture between Ford and 
Sollers. The suppliers started coming into the SEZ just after that. 
The automobile component cluster is formed in the Togliatti SEZ, 
the centre of which is AvtoVAZ.

Generally, we’ll start moving away from standardizing SEZs ac-
cording to types of activities. Initially, this was justified, but now 
that collaboration is growing, we need a broader approach. In the 
Ulyanovsk-East SEZ, the American AAR Company is implement-
ing a project on aircraft maintenance. Not only does their project 
involve available port and logistics functions, but it also requires 
the organization of production and even applied research. It’s not 
rational to separate and localize these functions in different special-
ized areas, so we need to create “Ulyanovsk” conditions that will 
attract investors who will not be limited by any formal restrictions 
in terms of types of activities.

— In recent years, Russia has placed special emphasis on the 
creation of an innovative economy, which could offer new prod-
ucts and compete successfully in world markets.

— Achieving this goal has been included on the list of our strate-
gic tasks. SEZ OJSC searches for companies that are able to create 
internationally competitive enterprises, whose projects are focused 
on developing new products and services with import-substituting 
and export potential. The business plan of any contender for SEZ 
status is examined by a special Expert Council under the Russian 
Ministry of Economic Development, which decides whether SEZ 
resident status shall be conferred to this company.

— Your doors probably swing open quite easily before big 
business companies, such as Yokohama, Novartis, Ford, Rock-
wool, Air Liquide and others, which are already residents in 
different SEZs?

— Not at all… Of course, in principle, SEZ are not designed for 
small businesses. We’re interested in well established companies. 
Our main requirement is the quality of the project, its innovative-
ness. It’s not right to decide the fate of projects only in terms of 
investment volumes. For example, industrial and port areas have 
the lowest investment bracket — three million euros. This is not at 
all high by world standards, but it’s virtually impossible to create 
anything in these areas with fewer financial resources.

The situation is completely different in the field of technology 
investments. There is no investment threshold, so a new start-up 
or an R&D division of an international corporation can launch 
their business in the SEZ. We’ve all heard of many examples when 
tiny start-up technology companies grew into large transnational 
corporations, and their technology and products changed many 
things in the techno-industrial world.

In our opinion, we should now pay more attention to imple-
menting innovative technology zones. According to quantitative 
indicators, they’re still lagging behind industrial sectors, in terms 
of production, output and actual investment. And that’s under-
standable. Typically, these are start-up projects that cannot boast 
of large investments. Their main assets are people and ideas. Cre-
ating a favourable environment for them is an important feature 
of innovative SEZs.

The economic return — new technologies and commercializa-
tion of their products — will be fully appreciated in five to seven 
years, but even today, there are many inspiring examples in Russia. 
A small Tomsk company — Akvelit (created in 2005) — is engaged 
in producing nano-bandages, which significantly reduce the time 
required to treat burns and other poorly-healing wounds. These 
dressings and bandages have been tested in more than 100 differ-
ent medical institutions in Russia and abroad. The company now 
produces up to five million dressings a year.

The Saint Petersburg SEZ has formed a very promising pharma-
ceutical cluster, while the Dubna SEZ works with nanotechnologies. 
In the above-mentioned Tomsk and Zelenograd zones, whole groups 
of innovative companies are working successfully in the field of 
microelectronics, as well as energy-conserving, medical, informa-
tion and digital technologies. So, even today, we can say that special 
economic zones have great potential, and in Russia, particularly, in 
view of our start-up benefits. ■
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Special Economic Zones are established 

to make it possible to facilitate business 

activities. SEZ is a zone free of bureaucracy, 

a most favoured area
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Contrary to general opinion, the majority 
of domestic goods and services are 
produced in medium-sized business 
companies. Therefore, the policy, 

adapted to the possibilities, resources, 
and goals of such companies, is crucial 

to the success or failure of national 
development. Today, however, Russia’s 
middle-sized business companies are 

unstable and cannot resist internal and 
external challenges

When companies know how to manage 
their costs, business grows very fast. 
However, in order to run a business, 

you need to constantly structure, 
modernize, plan, motivate and take 

many different 
factors into account

The fragile power 
of medium-sized 

business companies Ten thousand rounds 
of ammunition

Homeostasis is 
nowhere in sight 
“Favourable winds” have played 

a major role in maintaining 
long-term growth in the past 
decade, and consequently, the 
consumer segment, IT sector, 

and the mining and metals 
complexes have benefited 
most from this situation. 

“Gazelles”, which were able 
to ride the wave of this 

opportune economic phase, can 
be distinguished by a gradual 

increase in their workloadpage 
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don’t allow myself 
to fly business. What do I get from this? Not a 

single top executive asks me what class we fly. Everyone 
in the company knows that we fly economy.” says a general director 

of a very successful Russian medium-sized company. Using the quasi-
legislative level, top executives of government companies have to start learning 

to live without perks and privileges, whereas top managers of medium-sized business 
companies have already done so themselves.
Why and what for?

Why? This year, it is the fourth time that we are conducting a study on rapidly growing Russian 
companies, and medium-sized businesses as a whole. Seeing that, in the past four years, we have been 

mired down in a deep economic crisis and a period of stagnation, we wondered how medium-sized business 
companies had managed in these troubled times. We discovered that they had gone through a very difficult 

time. The most striking findings are as follows – when considering the total revenues of medium- and large-sized 
businesses, medium-sized enterprises produce not more than half the revenues, just as they did before the economic 
crisis. But they collect only a quarter in profits (as opposed to nearly 40% before the crisis). What happened? Did 
they start working so badly? No... During the stagnation period, medium-sized companies were forced to bear the 
brunt of the economic crisis – slow growth in end-user demand, on which they are usually focused, high growth 
rates in costs, which are actually determined by big business (suppliers of raw materials and energy, as well as the 
state, thus creating a trend in wage growth plus rising social charges, declining collateral values and rising borrowing 
costs. This is the answer to why top executives of medium-sized businesses have to set their own limits. They know 
that they cannot just sit back and relax.

What for? However, it is significant that medium-sized business is not dying even though profits are dropping. To 
be more exact, many companies have died (more than 40% in five years), but the scope of medium-sized business 
involvement in the Russian economy remains. This reflects the natural need for people to organize their own 
jobs, income and space in order to implement their plans. Selecting a personally controlled path, medium-

sized business entrepreneurs choose to be free of the state. The present study focuses on this option. Yes, 
business conditions are difficult. However, if the medium-sized business community wants to survive, 

it should look for internal sources of efficiency – cost control, competency, access to foreign markets, 
and diversification based on core competencies.

The firms, which are able to do so, have shown incredibly long-lasting periods of rapid 
growth, easily taking over the economic space between medium- and large-sized 

businesses. Of course, there are only a handful of these. However, if the economic 
policy finally becomes more accommodating towards medium-sized businesses, 

the combination of the new policy, plus the rules of self-restraint and self-
development, which are followed by medium-sized businesses 

throughout the entire world, may turn the economy 
of our country into a “gazelle”.
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n March 2008, Expert pub-
lished** the country’s first study 
on medium-sized business com-
panies – one of the most impor-
tant but little-studied national 
business groups. Five years later, 

after years of economic depression, we decided 
to see how the medium-sized business com-
munity was managing today. 

What is a 
medium-sized business?
Let’s start again “from scratch”. What is meant 
by a medium-sized business? The law on the 
development of small- and medium-sized 
enterprises in Russia and different subor-
dinate regulatory acts apply to middle-sized 
companies with 101 to 250 employees and 

revenues amounting to 400 million to one 
billion rubles. The main direction of this law 
is to identify relatively small enterprises (in 
terms of size) eligible for state support. As a 
legal rule, designed to specify and resolve 
this task, it looks quite reasonable. However, 
in economic terms, as a way of determining 
independent companies, it obviously does 
not hold much water. Most national compa-
nies with revenues of over one billion rubles 
(which is only 32-33 million dollars), that 
is, nominally promoted from the medium-
sized to the large-sized category, do not see 
themselves in this way. In direct competition 
with multinational corporations, which have 
a turnover of tens or even hundreds of billions 
of dollars, such firms see themselves as small 
fry in a sea of sharks. And, that is exactly how 

they look against the background of national 
giants. So, to identify the object of our study 
correctly, we must do it ourselves.

We will use the so-called rank-size analysis 
to identify medium-sized business companies. 
This method helps us avoid setting up an arti-
ficial framework and identify internally uni-
fied objects from a general database. While 
analyzing all the firms, which were listed in 
the database (see “Data Sources”), we decided 
to select the rank of the company according to 
its revenue – the biggest was ranked No. 1, the 
next in size was No. 2, etc. Then, both param-
eters (revenue amount and the company’s se-
rial number or its rank within the entire group 
of firms) were plotted on a graph. According 
to the theory, when data are plotted this way 
(logarithmic axes), the same types of objects 
appear to be on the same line.

On the one hand, the results of rank-size 
analysis are quite revealing (see Graph 1) – the 
curve is formed by points, each of which cor-
responds to one of 66.3 million Russian com-
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The fragile power of medium-sized business companies
Contrary to general opinion, the majority of domestic goods and services are produced in medium-sized business 
companies. Therefore, the policy, adapted to the possibilities, resources, and goals of such companies, is crucial 
to the success or failure of national development. Today, however, Russia’s middle-sized business companies are 
unstable and cannot resist internal and external challenges

I

* Professor at the Department of Micro-Economics, Finance University under the Government of 
the Russian Federation. 
**A. Vinkov, T. Gurov, Yu. Polunin, A. Yudanov, Delat Sredniy Biznes (Working in the Medium-
Sized Business Sector), Expert, No. 10 (599), March 10-18, 2008
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panies; it has a clearly outlined middle section, 
which coincides precisely to the straight line. 
However, the curve bends sharply, moving 
away from the line, in the upper part (large 
revenues) and the lower part of the graph 
(low revenues). It is quite logical to interpret 
the middle part of the curve, consisting of 39.5 
thousand companies, as the middle-sized busi-
ness sector.

According to the results of rank-size analysis, 
the revenues of the middle-sized business sec-
tor range from 200 million to 20 billion rubles*. 
Wouldn’t the upper limit be a little too high? In 
fact, although it is rather unusual for Russia, 
our result fits the quantitative benchmarks, 
which is used in international research on me-
dium-sized businesses, remarkably well. The 
rules for inclusion in Forbes magazine (Forbes 
100 Best Small Companies in America) set the 

range of annual revenues from five million to 
one billion dollars. The German economist, 
Hermann Simon, one of the world’s top ex-
perts on medium-sized businesses, confirms 
that, as a rule, companies with annual revenues 
of more than one billion dollars are classified 
in the large-sized category. Revenues amount-
ing to 20 billion rubles (650 million dollars) in 
these positions with some reserves fit into the 
category of medium-sized businesses.

The backbone of 
Russian economy
In 2011, the middle-sized business sector 
earned 55.3% of all the revenues of middle- 
and large-sized enterprises in the country (see 
Table 1), while the share of the large-sized busi-
ness sector accounted for only 44.7%. That is, 
as in 2008, contrary to popular belief that the 

medium-sized business sector is underdevel-
oped in Russia, the latter accounted for more 
than half of our national economy.

However, according to all the other pa-
rameters, it is in a much more difficult situa-
tion. As far as authorized capital is concerned, 
middle-sized business companies are doubly 
behind large firms (36.6% vs. 63.4%). This 
can be attributed to their sectoral structure. 
Middle-sized companies, including many 
commercial and construction companies, 
consumer product manufacturers and other 
enterprises, are industries with a low capital-
output ratio.

However, according to basics, working 
in industries with a low capital-output ratio, 
companies must have a high rate of return – at 
least, there should be no depreciation costs. 
However, middle-sized business companies are 
quite inferior to large firms in terms of profit. 
They accounts for only 27.6% of all the profits, 
while large companies reach 72.4%.

It seems that medium-sized businesses, at-
tending to end-user demands, must bear all the 
costs for monopoly, price increases for services 
by real monopolies, shortages of components, 
and the low growth rate of household income, 
all of which eat away at their profits. Inversely, 
large-scale businesses, which are usually at 
the beginning of the production chain and are 
supported by the state, seem to be in a much 
better position.

However, the medium-sized business sector 
(with little capital and little profit) has huge 
amounts of payables. They account for 65.3% 
of the total amounts payable of medium- and 
large-sized enterprises in our country com-
pared to only 34.7%, which is taken up by big 
business. This same pattern is evident in rela-
tive indicators – in 2011, medium-sized enter-
prises earned 29.3 kopecks on one ruble, while 
large firms made only 19.2 kopecks. 

Our data reveal a clear deterioration of me-
dium-sized businesses during the economic 
crisis. Their share of fixed-capital assets de-
creased from 38.6% to 36.6%, and profit even 
more – from 38.7 to 27.6%. We will see the 
consequences of this deterioration when we 
take a look at the dynamics of medium-sized 
firms.

Describing the industrial structure of me-
dium-sized businesses (see Table 2), we first 
note that commercial companies had a very 
large and practically stable share of the market 
(39.8% in 2007 and 39.1% in 2011). The manu-
facturing industry, whose share accounts for 
one-fifth of all the proceeds from medium-sized 
firms (18.1% in 2007 and 19.9% in 2011), oc-
cupies the second most important place. More 
than 6% went to the mechanical engineering 
industry; chemistry and the production of 
consumer goods are well represented (both 
industries – over 5%). Finally, science (Rus-
sian engineering firms often have a relevant 
OKVED code – Russian Industry Classification 
System) and information technology provide 
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*This is the uniform margin for medium-sized businesses in terms of “revenue logarithm – rank 
logarithm”, as evidenced not only visually, but also by using a set of regression models to analyze the 
divergence of “two sigma” models.
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a fairly decent share – 2%. All together it does 
not look too bad for a de-industrialized country. 
In fact, the middle-sized business sector has 
preserved the professional and competence 
potential of Russia. After all, the stories from 
the leaders of medium-sized companies about 
how they individually seek out and find certain 
specialists in our country and how they work 
alone or in collaboration with higher education-
al institutions to train new specialists - stories 
that we have heard so many times  all have a 
certain common ground.

Next, construction plays an important role 
among all the industries. It is common knowl-
edge that this sector was extremely hard hit 
by the economic crisis. Against such a back-
ground, it is all the more remarkable that the 
dynamics of the share of construction did not 
slide, but, in fact, it rose ever so slightly – from 
8.6% in 2007 to 9.8% in 2011. It seems to us 
that this revealed the fundamental importance 
of this industry for the economy of our coun-
try. Construction demand is so acute that the 
industry immediately comes to life as soon as 
the economic situation is even minimally sta-
bilized. A significant proportion of revenues 
of medium-sized businesses are provided by 

different activities in the field of finance and 
fixed property (7.3%), transport (5.4%), and 
services (4.7%).

Although we have put several ultra-signif-
icant industries under the general heading 
– “mining industry” (oil, gas, coal, mining of 
various minerals) – their combined share was 
a modest 4.5% of all the revenues of medium-
sized businesses. The steel industry (both non-
ferrous and ferrous metals) accounted for only 
1.6%. Raw materials and primary processing 
have become virtual monopolies under the rule 
of big business. Or, the same picture can be 
viewed in a different way – the middle-sized 
business sector in our country is not oriented 
towards raw materials; it is much stronger than 
large-scale enterprises, and it is rooted in in-
dustries that create high added value (but not 
profits! A significant part is taken away from 
medium-sized businesses as single social taxes 
and value-added taxes).

Living and dying in middle-sized 
business
What are the trends prevailing in Russian 
medium-sized firms? Has the number of firms 
increased or decreased? How long can a medi-

um-sized company survive? As seen in Graph 
2, the number of medium-sized companies 
increased steadily up to 2008. And, as it has 
continued to grow quite strongly ever since 
(about a quarter every year), it is clear that 
we are looking at the real growth of this sec-
tor, not just a formal accumulation of middle-
sized companies at the expense of smaller 
firms, whose revenues started looking better 
thanks to inflation.

In the 2009 crisis, the number of medium-
sized firms dropped by roughly 13%, and 
started growing again subsequently, but they 
followed a very slow-moving trajectory. In 
the end, even though, by 2011, the number 
of medium-sized businesses still exceeded 
the pre-crisis maximum by 5%, it would be 
more exact to talk about the inflationary ef-
fect rather than real growth. In fact, if we con-
vert 2011 revenues into constant 2008 prices, 
it seems that we have lowered the bottom 
entry bar for medium-sized businesses from 
200 million to 160 million rubles – it is more 
than possible to come up with a fictitious in-
crease in the actual number by using such 
manipulations. So, the number of medium-
sized businesses is not growing, but is more 
probably declining ever so slightly. This is an 
extremely alarming sign.

We will now attempt to explain how the 
middle-sized business sector managed to make 
it through the economic crisis (see Table 3). 
First of all, it is important to note that 16.9 thou-
sand companies, which were active in 2007, did 
not make the list of firms operating in 2011. 
This is a huge loss, representing 42.7% of the 
original number of companies. Of course, the 
reasons for this may be very different, including 
a purely technical explanation (name change, 
failure to present reports, incorrect reporting, 
etc.). Yet most firms disappeared from the da-
tabase because they were liquidated; in fact, 
they just ceased to exist.

Consequently, the “death rate” among 
medium-sized companies is high – more than 
40% went out of business in five years. We are 
not talking about small companies, whose 
founders rashly decided to try their hand at 
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ample companies kindly served as information sources, using a specially written programme, 
drawn up by specialists from SPARK – Interfax (Professional Market and Company Analysis 
System) for Expert. We asked them to include data for all the companies that had had revenues 
totalling more than 200 million rubles for at least one year from 1999 to 2011. This allowed 

us to track not only growth, but also the degradation/death rate of all the firms that had become big 
and important at some time or other (including the evolution of rapidly growing firms, called “gazelles”), 
which is not possible to do through conventional sampling. After all, a company that was once large and 
important (with revenues amounting to 1.7 billion rubles in 2003, for example), but, by the end of the 
given period, was reduced to below-threshold dimensions (let’s say that it didn’t even earn 200 million 
rubles in 2011), would not be listed in usual databases, but it is present in ours.

The second requirement – the company must be at least three years old. This condition was a 
protective measure against fly-by-night companies that blocked access to information. Slightly more than 
113 thousand companies were operating at different times in the database. The maximum number of 
companies in one year is about 60-70 thousand, and that constitutes a considerable representation. We 
are deeply grateful to SPARK specialists – without their highly professional support, our analysis would 
be much poorer. ■
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business, but established companies with at 
least a three-year history and substantial rev-
enues. Of course, those five years were very 
difficult; at other times the results could have 
been better. However, large-sized businesses 
were more successful in overcoming quite a 
few obstacles under similar conditions – their 
losses amounted to only 24.2%. During the 
last years, other results were also unfavour-
able. Only 22.7% of all the medium-sized 
enterprises, which had been active in 2007, 
showed moderate or rapid growth. Adjusted 
to the inflation rate, the revenues of the re-
maining companies shrank either absolutely 
or in real terms. Once again, the correspond-
ing indicators for large-sized businesses were 
significantly better – 36.9% of them demon-
strated real growth.

Drivers of modernization
Although middle-sized businesses are still 
inclined to “die” prematurely, and do not 
make large profits, they continue to play an 
important role in our economy. First of all, it 
is a structural role. In the past decade, almost 
every industrial sector has gone through a 
process of radical modernization (the retail 

network, consumer loans, cellular telephony, 
poultry farming, pig breeding/meat process-
ing, petroleum services, private medicine/di-
agnosis, the entire spectrum of IT businesses – 
Internet search engines, electronic payments, 
electronic circulation of documents, Internet 
advertising, etc.), were created from scratch, 
or were transformed thanks to rapidly grow-
ing “gazelle” companies, which were launched 
as middle-sized companies.

Moreover, not only were these changes 
striking, but they also came about very quickly. 
Industries differed before and after the advent 
of the “gazelles”, just as primitive retail trade 
and commerce on dirty urban markets dating 
back to the beginning of this century was dif-
ferent from modern retail network. No matter 
how much we complain about the latter, in just 
eight to ten years it has turned into a highly 
developed system of commercial enterprises 
(from grocery and convenience stores to hy-
permarkets and shopping malls), and many 
other industries revolving around it, such as 
factoring, logistics, IT-support, etc.

“Gazelles” are companies that can sustain 
rapid growth for a long period of time. With 
respect to Russia, a company may be regarded 

as a “gazelle” if it grew and developed at a 
30 percent rate for four consecutive years, a 
requirement that must be carried out not on 
an average basis, but every year, not allow-
ing for even a one-year slowdown. It is namely 
this numerically small (we will return to the 
number of these Russian “gazelles” later on), 
but ultra-dynamic stratum of companies that 
acts as the driver of structural changes in our 
country’s economy.

Table 4 shows information about the growth 
rate of different generations of “gazelles” in 
comparison with the growth rate of medium- 
and large-sized businesses in Russia. We simply 
subtracted the average growth rate of all firms 
from the revenue growth in “gazelle” compa-
nies in each respective year. It is amazing to 
see the fantastic leap forward, which each 
generation of “gazelles” was able to achieve 
in its heyday (let’s say, the 2011 generation of 
“gazelles” from 2008 to 2011 – for the sake of 
convenience, this period has been highlighted 
for each generation in the table). From one year 
to the next, the growth rate of each “gazelle” 
outpaced that of a conventional firm by 40-50% 
per year; for example, in 2010-2011, it grew by 
as much as 65-70% per year, while the “conven-
tional” firm grew by 20% only.

And yet, another fact may be even more re-
markable. Table 4 shows that, in most cases, 
each generation of “gazelles” grew and devel-
oped much more quickly than conventional 
firms, even before reaching “gazelle” status. 
For example, 2011 “gazelles” left the others 
far behind not in 2008, but way back in 2006 
(the growth rate was higher by 24.2 percent). 
In 2007, their lead increased (by 30.5%). In 
other words, by highlighting the company as 
a “gazelle”, we simply fix the most intensive 
phase of its development, i.e. when the firm 
conquered a certain market niche thanks to 
consumer demand, the successful development 
of which continued much longer.

This combination of growth rate and its du-
ration turns “gazelles” into factors of change 
with great macroeconomic significance. Why 
have we talked for decades about poor road 
conditions in Russia and have even made 
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EShare* of middle- and large-sized enterprises presented through key indicators (%) Table 1
Indicator 2007 2011

Large firms Middle firms** Large firms Middle firms**
Total revenues 41,7 58,3 44,7 55,3
Fixed-capital assets 61,4 38,6 63,4 36,6
Accounts payable 27,9 72,1 34,7 65,3
Net profit 61,3 38,7 72,4 27,6
*100% represents the total volume of all medium- and large-sized companies; the contributions of small-
sized businesses are not taken into account. **Companies with revenues ranging from 200 million to 20 
billion rubles. Source: authors’ calculations based on the SPARK database

Industrial structure of revenues of middle-sized* business companies (%) Table 2
Sector All middle-sized 

business firms
Gazelles**

2007 2011 2007 2011
Trade and commerce 39,8 39,1 37,8 49,4
Manufacturing 18,1 19,9 13,8 14,8
      including mechanical engineering 
      and metal-working production

6,2 6,6 5,7 6,9

Chemistry 4,5 5,1 2,4 4,1
Consumer goods 4,6 5,1 3,8 2,7
Science and IT 1,8 2 1,2 0,8
Wood and paper products 1 1,1 0,7 0,3

Construction 8,6 9,8 4,3 11,3
Finance, fixed property 13,6 7,3 31,0 3,2
Transport 4,4 5,4 5,4 4,5
Services 4 4,7 2,5 2,8
Mining 2,9 4,5 2,7 9,6
Electric power engineering and gas supply 3,5 4,4 0,9 2,0
Metallurgy 1,8 1,6 0,3 0,4
Agriculture, fishing 1,5 1,6 0,5 0,3
Health and education 0,3 0,3 0,1 0,03
Other 1,5 1,4 0,7 1,8
Total 100 100 100 100
*Companies with revenues from 200 million to 20 billion rubles.
**including subsidiaries of major corporations.
Source: authors’ calculations based on the SPARK database 
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certain efforts to improve them, but nothing 
really seems to change? Why was the dif-
ficult task of covering entire regions of our 
country with a network of cellular stations 
solved so quickly? Why was the long queue 
of people, wishing to pay their utility bills at 
the counter of a savings bank, considered an 
unavoidable vexation, whereas electronic pay-
ment terminals, which performed the same 
task, appeared at each corner of our cities in 
a matter of a few years? Because, in the case 
of mobile telephony, electronic payments and 
other industries transformed by the “gazelles”, 
there were certain companies that acquired 
benefits for themselves and, at the same time, 
cumulated important business deals to resolve 
the most painful economic problems. It is the 
presence of such active agents that became a 
crucial factor for change. After a certain pe-
riod of time, any industry, which someone 
or other sees as a business model that opens 
the way to rapid (“gazelle-like”) growth, is 
quickly overhauled to work in a new and dif-
ferent way.

We would like to explain this phenomenon 
by citing the example of Tander JSC (Magnit – a 
regional network of food discounters, see Graph 
3). Beginning with a rapid revenue growth of 
8.6 billion rubles in 2002 (not a small amount, 
but relatively insignificant on a national scale) 
and sustaining an average annual growth rate 
of 49% for ten years, the company reached 
revenues amounting to nearly half a trillion 
rubles by 2012. For the sake of comparison, 
the turnover of all retail food trade and com-
merce in 2012 was less than 10 trillion rubles. 
In other words, operating completely alone and 
thanks to organic growth, with no mergers and 
acquisitions, the company managed to trans-
form the retail food industry in many Russian 
provinces.

Depleted vanguard
What actually happened to the Russian popula-
tion of “gazelles”? Before the 2008 crisis, it was 
one of the largest in the world – 7% to 8% of the 
total number of companies, according to direct 
estimates (see Table 5), and, apparently, rough-
ly one and a half times more than in reality if we 
refer to the inefficiency of Russian statistics. In 

comparison, during these same pre-crisis years, 
the number of “gazelles” did not exceed 3% to 
5% in the developed countries. The economic 
crisis upset this idyll. The share of “gazelles” 
in Russia initially dropped to 2%, and, in the 
post-crisis period, froze at about 2.5%.

There was obviously no “rebound”. On the 
contrary, the economic crisis firmly destroyed 
the old growth model, followed by the pre-
crisis “gazelles”. The graph shows what hap-
pened to the “gazelles” of the 2007 to 2011 
generation, that is, during the time when the 
economic crisis seemed to be over, and the com-
panies should have been, in theory, in good 
condition.

The results are depressing. First of all, ap-
proximately one third of the former “gazelles” 
(31.2%) did not appear in the SPARK database. 
Two other typical outcomes – an absolute de-
cline in revenues (23% of the firms) and a 
revenue growth rate lower than inflation (i.e., 
a drop in real terms, 15.1% of all the firms) – 
indicate that, in 2011, the companies continued 
to suffer from the crisis. By 2011, the number 
of 2007-“gazelles”, which were in a difficult 
situation or even ceased to exist, exceeded two-
thirds (69.3%).

On the contrary, only 7.3% of the 2007-
“gazelles” were able to support rapid growth (in 
Russia, this is applied to a 30 percent increase 
in revenues). In fact, the pre-crisis “gazelles”, 
that is, a group of companies that until recently 
had been the most rapidly and steadily grow-
ing part of the medium-sized business sector, 
completely lost its dynamism.

The disease lies on the outside...
The most obvious reason for these sudden 
destructive developments was the economic 
crisis, followed by unstable market conditions. 
Pre-crisis “gazelles”, which had built their busi-
ness model during the good years and thanks 
to generous consumers, felt the blow particu-
larly hard. This has been documented and con-
firmed. If the average (median) revenue decline 
borne by medium- and large-sized business 
companies reached 5.5% in 2009 according 
to current prices, revenues dropped by 13.9% 
for the 2006 generation of “gazelles” and even 
by 15.2% for the 2007 generation. A paradox, 

but an actual fact – the best representatives of 
medium-sized businesses suffered more during 
the crisis than “conventional” companies.

Referring to examples of specific “gazelles”, 
we observed how a firm, trapped by surprise 
in the economic crisis, entered a vicious circle 
of stagnation, which usually consisted of three 
components – decrease in consumer demand, 
increase in the credit load and rising costs. For 
example, that is what the situation looked like 
for Top-Kniga LLC, a long-time leading retailer 
of books and one of the 2007-“gazelles”. Ini-
tially, experiencing a certain zest for business, 
the company saw wide horizons opening up 
for future business. Top-Kniga did not actually 
overcome, but managed to moderate one of the 
most important industrial “bottlenecks” – the 
narrow range of products presented in book-
stores. If a pharmacy can have 10-12 thousand 
sales positions in a tiny retail environment, it is 
very difficult to display even half that number 
of books in a bookstore. How can a salesman of-
fer a buyer more than 100 thousand books that 
are published in the country in one year when 
theoretically, they cannot even be displayed on 
the bookshelves?

Top-Kniga was able to expand its range of 
products partly thanks to the integration of 
wholesale and retail levels, which greatly fa-
cilitated supply logistics in the bookstores, thus 
becoming one of the pioneers of book super-
markets. Unfortunately, it turned out that the 
company’s business scheme was not able to lure 
shoppers with such powerful marketing as the 
Auchan supermarket chain. Then, Top-Kniga 
tried to solve the problem by expanding, bring-
ing the number of stores to six hundred.

Moreover, the company was not very careful 
in choosing how to finance its growth. Yes, and 
it also failed to economize on costs while the 
network continued to grow at a dizzying rate.

Then came the economic crisis. “I think we 
made a serious mistake as we didn’t anticipate 
the crisis in our company plans. Top-Kniga 
entered the crisis with a one and a half bil-
lion debt on bond issues, which it had to pay 
in December for its initial offer.” commented 
Georgiy Liamin, the owner of the firm. He 
continued “We built up our business with mod-
ern IT products, with the possibility to expand 
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Not listed in 2011 Decrease in 
revenues

Growth rate 
below inflation

10-30% growth 
per annum

Rapid growth 
(>30% per 

annum)

Total

Middle-sized business*
Number of companies 16 882 8594 5108 6753 2205 39 542
Percentage of middle-sized 
businesses

42,7 21,7 12,9 17,1 5,6 100

Large-sized business**
Number of companies 95 80 72 126 19 392
Percentage of large-sized 
businesses

24,2 20,4 18,4 32,1 4,8 100

*Companies with revenues from 200 million to 20 billion rubles.
** Companies with revenues totalling more than 20 billion rubles.
Source: authors’ calculations based on the SPARK database 
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to one million items (like the major networks 
in the U.S.), but it was too expensive, and we 
were not able to become a major chain due to 
the gradually declining market ... that is, our 
fixed costs were normal, but we didn’t make 
enough sales, and we couldn’t increase them.” 
This was followed by three years of economic 
agony, reducing the range of products, and 
trying to refinance.

In May 2011, the company went bankrupt, 
leaving behind a trail of unpaid debts and se-
rious suspicions of embezzlement. Many “ga-
zelles” experienced similar misadventures, 
though not with such a catastrophic ending. 
Targeting rapid growth, they were literally 
lured into the same trap. They made large-scale 
investments before the crisis, but after the on-
set of the crisis, the sharp decrease in demand 
made it difficult to cover fixed costs, and “sud-
denly” the problem of credit access arose and/
or overwhelmingly expensive rates brought 
everything to an end. How to be dynamic in 
such conditions!

...or is it on the inside?
However, it is not right to blame the econom-
ic crisis for all the problems. Let’s go back to 
Table 4, which characterizes the relative rev-
enue dynamics of the “gazelles”. A quick re-
minder... they are calculated by subtracting 
the indicator of corresponding firms from that 
of their revenue growth during the same year. 
Therefore, the positive figures suggest that the 
“gazelles” developed faster than most Russian 
firms, while the negative ones point to slower 
growth. It is here that we can see a very impor-
tant point – regardless of the economic crisis, 
having passing the peak of development, each 
generation of “gazelles” showed slower revenue 
growth in subsequent years compared to the 
“conventional” companies.

Let’s consider for example the 2004 gen-
eration of “gazelles”. Their finest hour came 
in 2001-2004; during this period, they grew 
30-60% faster than conventional firms. Now 
comes 2005, and the “gazelles” fall slightly 
behind in terms of growth (-0.56%). Then, 

they are even more behind. The crisis is not 
yet in sight, but in 2006, the 2004-“gazelles” 
lag behind by -5.9%, and by -7.0% in 2007. A 
series of continuous delays without a single 
interruption lasts for seven years, including 
2011 (-6.4%). Companies, which demonstrated 
a record growth rate not long ago, turn into 
something completely different. Not only do 
2004-“gazelles” just “dissolve” among other 
firms, gradually equalling them in terms of 
growth, but they make a sharp turn and move 
to a different modality; they lose their dynam-
ics, which can be seen by the total dominance 
of negative indicators in the table.

 Then, something remarkable happens – 
after a period of rapid growth, this strange 
disease contaminates not just one generation 
of “gazelles”, but absolutely all of them. Even 
the 2009-“gazelles”, which showed strong 
growth at the height of the crisis (50%-60% 
more than the typical representatives of our 
country’s medium- and large-sized companies) 
did not grow and develop as well as “conven-
tional” firms in 2011 (-1.9%). What happened 
in this moderately favourable year with the 
post-crisis generation of “gazelles”, which seem 
to have become accustomed to growth in harsh 
conditions?

 We have long speculated on the reasons 
behind the universality of this “curse of rapid 
growth”, and concluded that the most likely ex-
planation is the extreme instability of dynamic 
development in our country. Among Russian 
“gazelles”, there is far too large a share of firms 
whose success is short-lived. The procedures 
for including certain companies, which meet 
strict criteria, into the “gazelle” group make 
the factor of unstable growth inconspicuous at 
that time – companies that have stumbled only 
once do not make the selection. Beyond the 
period of artificial selection, the share of “bad” 
companies begins to increase within each gen-
eration of “gazelles”, that is, the companies 
whose growth model has been exhausted, or 
has driven the company that applied such a 
model into a dead end.

The problem is not that these companies 
actually exist. They should most probably be 

among the “gazelles”, but nothing, including 
rapid growth, lasts forever. The trouble is that 
there are just too many unstable companies.

What is really wrong 
in our country?
We will attempt to highlight the typical caus-
es for the instability of “gazelles”, referring to 
the experience of foreign medium-sized busi-
nesses, to whose techniques we have yet to get 
accustomed, and which the former has learned 
to use.

1. Aborted niche. Within the frame-
work of the project study on the middle-sized 
business sector, the media holding – Expert 
and the Finance University are conducting a 
statistical analysis of the database and a mas-
sive compilation of detailed dossiers on spe-
cific firms (their number has exceeded 800 at 
the Finance University). In our experience, for 
every ten examined “gazelles”, there are usu-
ally not more than one or two companies with 
a strong entrepreneurial flair for competitive 
strategy. The remaining eight to nine are in-
distinguishably similar to other companies in 
their industrial sector.

The impersonal nature of a large number 
of firms with brilliant economic indicators is 
hardly accidental. Mainly specialists, and not 
generalists, thrive among middle-sized busi-
nesses in the world. By focusing their limited 
resources on a relatively narrow market, even 
smaller companies can provide a high concen-
tration of competencies. Protected by them, 
they secure successful long-term development 
for themselves. Too many companies among 
the Russian “gazelles” have a general profile 
and no unique competencies. 

Let’s be more specific… as long as there 
are so many holes in our economy (due to the 
shortage of goods or obsolete technology, only 
simplified solutions have brought, and will con-
tinue to bring success to our economy. It will be 
enough to be the first company to manufacture 
modern conventional products. At first, such 
products will be in great demand (which we 
see as a wave of rapid growth of “gazelles” in 
one sector or another). However, companies, 

Differences in the revenue growth rate* of “gazelles” of different generations and all Russian firms Table 4
Year “Gazelles”-

2003
“Gazelles” -

2004
“Gazelles” -

2005
“Gazelles” -

2006
“Gazelles” -

2007
“Gazelles” -

2008
“Gazelles” -

2009
“Gazelles” -

2010
“Gazelles” -

2011
2000 54,0 18,8 12,3 17,0 9,8 5,9 1,1 5,0 –6,0
2001 40,1 67,6 25,7 23,8 16,0 11,4 –1,8 2,3 4,5
2002 38,0 47,2 78,0 32,3 19,9 16,6 22,8 13,4 19,5
2003 27,5 33,9 47,1 73,6 26,3 19,0 4,4 6,6 –2,2
2004 0,95 27,5 38,8 49,9 73,9 26,4 8,4 11,1 23,5
2005 –5,8 –0,56 32,2 39,7 46,2 73,2 26,5 10,0 7,1
2006 –7,2 –5,9 3,2 30,9 38,9 49,5 95,1 38,3 24,2

2007 –9,0 –7,0 –2,7 4,6 28,0 35,6 48,5 88,8 30,5
2008 –7,3 –5,5 –3,7 –1,9 1,7 29,7 49,2 61,4 134,9
2009 –4,7 –6,1 –4,2 –8,4 –9,7 –3,3 63,5 70,0 82,3
2010 –7,3 –7,3 –5,4 –4,5 –2,5 –1,8 1,1 40,1 50,5
2011 –6,8 –6,4 –4,5 –1,8 –0,5 –1,1 –1,9 1,6 44,6
*medians showing annual revenue growth rate of respective company groups (%). 
Source: authors’ calculations based on the SPARK database 



GA ZEL L E CONGRE SS
E

X
P

E
R

T
.

 
S

P
E

C
I

A
L

 
I

S
S

U
E

which reject the idea of living from day to day, 
must learn to specialize.

The point is not that specialization will a pri-
ori mean performing better work on a broader 
market, but the fact is that it is more in line with 
the possibilities of medium-sized businesses. 
A barely thriving poultry factory, whose com-
petitive trump card consists in using modern 
technologies for raising broilers, will be able to 
radically promote these same technologies on 
its own. However, it does not have the knowl-
edge, personnel or resources to develop such a 
breakthrough. This will not prevent the factory 
from doing well for a certain period of time, 
and may even enable it to become a “gazelle”. 
However, the success of its development will 
be constantly put to the test.

First, the company will be open to competi-
tive risks; once the technology is publicly avail-
able, no one can guarantee that it will not be 
taken over by a financially stronger company, 
or that the market will not be overstocked, 
when too many business players try to occupy 
an attractive niche. Second, it will be sensitive 
to prices and costs. Buyers will have no reason 
to overpay for a good quality, but, in fact, a 
very ordinary product. If business takes an un-
favourable turn, consumers will forget about 
loyalty and choose cheaper chicks. Third, such 
companies often cease growing as soon as the 
local market is saturated. They have nothing 
else that may help them conquer the country’s 
market. After all, the neighbouring area prob-
ably already has a producer who grows the 
same chicks using the same technology.

2. Fear of globalization. I n -
ternational expansion outside the CIS is still 
seen as something very exotic by most of the 
representatives of medium-sized businesses. 
Russians face enormous difficulties whenever 
they wish to enter the global market. We are 
not trying to belittle them in any way, but we 
must point out that very much depends on the 
national mentality, how much awareness our 
national business community has about the 
necessity of globalization.

We have already mentioned Hermann Si-
mon, the global guru of medium-sized busi-

nesses, who made an interesting observation: 
“The United States, Japan, and also Russia 
are not ready and willing to internationalize. 
I have visited a lot of American companies 
that, in my opinion, would do well abroad, 
but they have never seriously tried to do so. 
Entrepreneurs usually justify their position 
by proclaiming that the American market is 
so big that they do not see the need to move 
to the international level. (This is also a very 
popular argument in Russian practice – Ex-
pert.) I also observed that the attitude of 
medium-sized companies is very similar in 
Japan. I found that China had a very different 
attitude with regard to this issue. Every Chi-
nese businessman, with whom I had a chance 
to talk, was most eager to conquer the world 
market. In German-speaking countries, it is 
taken for granted that firms should engage in 
international business.”

It is international expansion that actually 
ensures a long-term horizon of rapid growth 
for middle sized companies. Without speciali-
zation, a middle-sized business company can-
not create a competitive advantage. Moreover, 
specialization, implemented exclusively in the 
domestic market, quickly runs up against the 
limits of the industrial niche. The Russian mar-
ket seems boundless for the mass production 
of goods, but how many tubes of specialized 
toothpaste or frying pans with a safe (and ex-
pensive) non-stick coating can it hold? The only 
way to achieve a high sales volume without 
giving up specialization is to offer own goods 
all over the world.

We are not talking about the quantitative 
expansion of a market. The qualitative as-
pect is equally important. Worldwide pres-
ence is a lifeline in case of national market 
fluctuations; it means working on the most 
demanding consumers for your products, 
allowing you to fine-tune improvements; it 
means competitive contacts with other tech-
nology leaders of certain sectors, ensuring 
that “home products” manufactured by any 
one of them, will not suddenly bring down 
your own market in Russia. There is no al-
ternative to globalization. It should not be at 

the level of national slogans that reflect the 
wishes of the government, but at the level 
of today’s plans of specific companies. Some 
companies will simply understand the need 
to globalize their business and will work hard 
to put it into practice, whereas, over the years, 
others will come to understand that they have 
completely missed their chance.

3. Spontaneous diversification. 
David Birch, who first identified the term “ga-
zelles”, called them long-distance runners of 
economic growth. Long-term rapid growth of 
the “gazelles” is really quite characteristic, but 
it seems that it has a different mechanism, not 
actual long-distance runs, but rather repeated 
sprints. “We can be seen as such a “gazelle”, as 
we’ve been running for ten years.” said Dmitriy 
Kolpashnikov (DKS Company) at the First Ga-
zelle Congress. “...Although, in reality, it is not 
possible for so many “gazelles” to run so long. 
This animal is quite a sprinter; it has an ex-
plosive start, but no long-distance endurance. 
Indeed, in these ten years, we have launched 
not one, but our fourth project. That is, in fact, 
we had four “gazelles”, which continued run-
ning one after another.”

In other words, successful diversification 
(when the company has attained this level) pro-
longs the growth stage and, at the same time, 
reduces the risk of putting all your eggs in one 
basket. Making such a harmonious complement 
to the initial development of the company is a 
rarity among Russian firms. In fact, too many 
additional projects rarely make “gazelles” as 
successful as core businesses, and very often 
become more of a charge for them. 

In short, this is what international experi-
ence has proved. First, decentralization should 
be phased, that is, in some way the firm should 
exploit a core complex of competencies, but 
should avoid using brute force. Middle-sized 
business companies have few resources to 
throw around. Second, decentralization should 
be tailored to a specific person. The new di-
rection and strategy should be developed by 
a dedicated individual, who possesses such 
qualities as independence and responsibility, 
inherent in a good entrepreneur. Given the dif-
ficulties of finding such a person, it is not even 
worth trying to set up a specific project. Third, 
diversification should go hand in hand with de-
centralization; senior management should not 
always interfere in the affairs of the new team. 
The big question is whether such rules are vi-
able in our business environment. Although the 
problems related to diversifying the middle-
sized business sector are hardly ever discussed 
in Russia, they certainly deserve much closer 
attention.

Western middle-sized businesses learned 
how to create business enterprises, which have 
been viable for centuries. The Russian medium-
sized business sector – one of the pillars and 
the most important driver of our country’s eco-
nomic development – needs to be increasingly 
stabilized. ■
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Timeframe Number of permanent* 
firms

Number of “gazelles”** Share of “gazelles” among 
permanent firms (%)

1999–2003 6524 484 7,4
2000–2004 7348 527 7,2
2001–2005 8244 587 7,1
2002–2006 9381 744 7,9
2003–2007 10 174 830 8,2
2004–2008 12 911 904 7,0
2005–2009 10 080 199 2,0
2006–2010 18 164 445 2,5
2007–2011 21 530 532 2,5
* All-Russian medium- and large-sized business firms with a turnover of more than 300 million roubles at 
the end of the timeframe; permanent firms are companies that were active (provided information) 
throughout the study period. 
** Including subsidiaries of large Russian and foreign corporations.
Source: Authors’ calculations based on the SPARK database and Rosstat (Federal State Statistics Service) data
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ome time ago, the experts of the 
McKinsey Consulting Company 
formulated a triad of conditions 
for long-term growth, the so-
called condition of “favourable 
winds”. In their opinion, the fol-

lowing factors are required for growth to take 
a firm place in a business company – an un-
saturated market, the opportunity for industry 
consolidation (mergers and acquisitions), and 
the untapped potential of intra-corporate self-
improvement. Only a combination of these 
factors provides companies with the opportu-
nity to grow and develop in the long term. If 
we transfer these conditions to Russian reality 
and to available statistics, a very interesting 
picture emerges when we analyze certain rap-
idly growing middle-sized companies (“ga-
zelles”) and simple statistically significant 
data on Russian companies. It turns out that 
these fundamentally “favourable winds” of 
the Russian economy are currently blowing 
in the consumer segment, the IT sector, and 
the mining industry. Moreover, medium-sized 
businesses (including the “gazelles”) are rac-
ing forward in the first two sectors.

Steel, SisAdmin and other toys
Our analysis is based on two data arrays. 
The first is the ranking of these rapidly grow-
ing companies – the “gazelles”. We remind 
our readers that we are referring to middle-
sized business companies, whose revenues 
will exceed 300 million roubles by the end of 
the study period, and which increased their 
revenues by 30% in the past four years. (The 
table that presents the top 100 companies, 
listed by revenue, anticipates this article. 
The complete list of “gazelles” for 2007-2011 
can be found on the Expert website, www.
expert.ru.) The sectoral ranking structures 
of the “gazelles” from 2007-2011 confirm the 
post-crisis growth in several service and com-
mercial fields and their future simplification 
(see Graph 1).

The second array refers to the database 
containing 113 thousand companies, whose 
revenues amounted to at least 200 million 
roubles from 1999 to 2001, companies that 
would be operational for at least three years 
(in order to eliminate fly-by-night compa-
nies from the analysis). We analyzed all the 
industries consolidated by OKVED (Russian 
Industry Classification System), without go-

ing into further detail. There were about 60 
industries in the consolidated version. We 
analyzed their dynamics in order to identify 
the economic sectors that have been grow-
ing for the longest period of time and at the 
fastest rate. The version was as follows – 
they are enjoying “favourable winds”, and 
they will ultimately generate new names in 
the Russian economy, the new “gazelles”. 
For this purpose, we determined revenue 
growth for each company, and then found 
the median for each industry. In the end, 
we obtained an estimate of revenue growth 
rates typical of each industry’s companies.

In order to understand which industry 
has been growing faster or more slowly than 
the economy, the growth rate of all the com-
panies (medians of a particular year) were 
deducted from the values of each industry’s 
annual growth rates. It turned out that the 
most successful industries in Russia were the 
automobile sector, wholesale commerce and 
construction, and information technology 
(see Graph 2). All of these sectors occupy a 
substantial share of the sectoral structure of 
“gazelle” companies (see Graph 1).

If we look at the picture more broadly, 
and do not take into account the construc-
tion business and the wholesale segment, 
a substantial part of the huge selection of 
Russian companies that are growing faster 

than the economy (about 30%) are tied one 
way or another to the competitive sector of 
consumer goods and services (see table), and 
another 15% to the mining and metals sec-
tors. However, the latter is associated with 
big business. Nevertheless, we should note 
that the fundamental situation in metal-
lurgy, the coal industry and metals trading, 
including ferrous and non-ferrous scrap met-
als, corresponds quite well to the image of 
“favourable winds” drawn by McKinsey – a 
growing domestic market and fairly good 
competitiveness in the global market, plus 
the implementation of M&A transactions and 
underutilized internal potential (in terms of 
the range and quality of products and serv-
ices, expenditures, and cost values).

However, let’s not get sidetracked; let’s get 
back to our “gazelles”. What does the con-
sumer segment represent in our selection? It 
turns out that the Russian consumer sector is 
not so dependent on foreign imports. Yes, of 
course, many companies (615 in all; see table) 
are engaged in the automobile sector… but, 
these are mostly imports. However, imports 
are rapidly receding in this industry, and the 
number of automobiles assembled in Russia 
and the sales volume of Russian car dealers 
are definitely growing. 

In general, it appears that our country 
produces some consumer goods and services 
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Andrei Vinkov, Yuriy Polunin

Homeostasis is nowhere in sight
“Favourable winds” have played a major role in maintaining long-term growth in the past decade, and consequently, 
the consumer segment, IT sector, and the mining and metals complexes have benefited most from this situation. 
“Gazelles”, which were able to ride the wave of this opportune economic phase, can be distinguished by a gradual 
increase in their workload 
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The IT segment is growing faster than the Russian economy and has outpaced its average annual growth rate since 
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dustries – the perfume and cosmetics sector, 
furniture, plastic products (toys and other 
consumer goods), food industry, lightweight 
production, tourism and air transport serv-
ices. The representatives of these industries 
can often be found on the lists of our “gazelle” 
companies. Besides, we have an unsaturated 
market, as well as the capacity to absorb assets 
in order to continue growing, and, of course, 
a quality intra-management breakthrough is 
also possible. The latest event in this segment 
is quite significant. For example, the Smolensk 
Aerostar Contract Company, which produces 
sprays for the perfume and cosmetics industry, 
chose to work in the huge unsaturated market 
of private brands. The Plastmaster Company 
in Saint Petersburg, which is betting on the 
explosive growth in births, launched the pro-
duction of toys for children of different ages, 
from infants to school children, promoting 
such commercial brands as Playdor, Igrushkin 
and Kupon.

Another example is a fast-growing busi-
ness model called the Gloria Jeans Company, 
which is commercialized as fast fashion and 
involves the rapid development, production 
and sale of its product range, which is always 
at the height of fashion and sold at an afford-
able price.

In general, more and more players are join-
ing the consumer game, including non-core 
industries. For example, Revyakino Metal 
Works (a “gazelle” from the Tula Region) 
began promoting updated consumer prod-
ucts (lawn and garden equipment) under its 

own brand. Many readers have probably see 
Revyakino spades or similar products in their 
local hardware store.

In this sense, the IT sector and the com-
puter segment are no less significant. They 
are directly correlated with consumer de-
mand in our country. It is believed that the 
Russian online market is one of the largest 
and fastest growing in Europe. According to 
the number of Internet users, whose audience 
totals over 70 million persons, Russia sur-
passed Germany and moved into first place 
among all the European countries in 2012. 
Moreover, experts name retail, e-payments 
and online advertising as the most popular 
segments of the Internet market. This is the 
only sector evaluated from 2000 to 2011that 
has always exceeded the annual growth rate 
of the economy (see Graph 2). Some experts 
are even inclined to believe that the IT sector 
is not affected by such things as stock price 
fluctuations or the moods of speculatively 
minded investors. In practice, a crisis period 
represents a time for rapid growth for many 
high-tech companies. It is not at all surpris-
ing that the Baring Vostok Investment Fund 
repeatedly invests in the Russian telecommu-
nications holding – ER-Telecom Company, a 
“gazelle” company that provides communica-
tion services (broadband Internet, cable TV 
and HDTV under the brand Dom.ru). The 
geographic expansion of ER-Telecom covers 
56 cities, while the total number of subscrib-
ers exceeds five million people.

Transport and logistics is another indus-
try related to the consumer segment. The 

fastest growing segment of modern trans-
port logistics is the express delivery of goods 
by distance-sales companies and online 
stores. Available data confirms that almost 
70% of the population of large cities in Rus-
sia shop online at an average of three to four 
times a month. As a result, the role of the 
transport and logistics market has increased 
significantly with regard to the total volume 
of traffic. There is a certain lack of optimal 
solutions in the market, which would meet 
the needs of non-standard clients in this in-
dustry. In this regard, it is encouraging to 
see that our “gazelles” are ready to provide 
these solutions. For example, Moscow’s O-
Courier Company is not only delivering or-
ders to customers of online stores by using 
couriers, but it has also created a network of 
order reception points, and offers Internet 
market players integrated logistics support 
on the basis of its own storage terminals in 
Moscow, Tver, Saint Petersburg, Novosibirsk 
and Yekaterinburg. In fact, this sector offers 
an excellent place for qualitative and quan-
titative growth. In the latter case, courier 
companies can propose non-standard terms 
of delivery, including options such as waiting 
at the delivery address, SMS-informing, cash 
on delivery, etc.

Enemies of monopolies
Where else can we expect to find “favourable 
winds”? We believe that many Russian mo-
nopoly industries and partly “strategic assets” 
no longer correspond to clients’ interests, and 
it may be here that an important breakthrough 
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he term “Russian gazelles” is well-known 
in the field of economy and refers to 
a dynamic middle-sized business 
company. Companies that are included 

in their number have increased their growth 
rate by over 30% in the past five years. Expert 
magazine conducts annual surveys to determine 
statistical patterns and identify the dynamics of 
the “gazelles”, which results in a rating scale of 
rapidly and continuously developing middle-sized 
business companies, occupying leading positions 
in various sectors of the economy.
BDO Russia thoroughly tested the results obtained by 
Expert magazine for compliance with the methodology 
developed within the framework of the “gazelle” study 
on the whole territory of the Russian Federation. 
We performed the required procedures proving the 
parity between the theoretical foundations and the 
practical application of tools used for the analysis, 
namely:
- we studied the research method that is applied 
within the framework of the “Russian gazelle” 
project concerning compliance with the criteria;
- we obtained adequate evidence about the reliability 
of information sources;

- we studied the initial database of companies 
involved in the rating of this project, which allowed us 
to ensure the implementation of existent methods;
- based on conversations with the head of the 
“Russian gazelle” project, we fully understood 
the objectives set by Expert magazine, a detailed 
overview of the main stages of this study, and we 
evaluated the acceptability of the implemented 
measures and compared the findings with our 
professional opinion.
 Summarizing the results of the study, it is worth 
noting the basic parameters used for the selection 
of “gazelles”:
1. The initial database of companies that participated 
in the study exceeded 130,000, but only 208 of 
them were actually included in the “gazelle” group.
2. In 2011, the revenues of each “gazelle” exceeded 
300 million roubles (as the study has been conducted 
for the fourth time, this criterion remains unchanged 
in order to preserve data comparability).
3. The growth rate of “gazelle” revenues exceeds 
30% from 2008 to 2011.
4. “Russian gazelles” must have positive net profits 
during at least one period in the past four years.
5. “Gazelles” are companies that are not controlled 

by the state, foreign strategic investors or Russian 
holdings, company groups, or any other similar 
corporate entities.
In summary, we came to the conclusion that the study 
was consistent with the announced methodology.
The above procedures were performed by BDO 
Russia in order to confirm the rating, published 
by Expert magazine, within the framework of the 
“Russian gazelle” project and constitute neither an 
audit nor a review.
■ Elena Hromova, partner at BDO Russia

Conclusions drawn up by the project consultant
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will take place, and rapidly growing segments 
and new “gazelles” will appear.

Traditionally, it is believed that companies 
erect economic barriers on highly concen-
trated markets (for example, in the form of 
product differentiation or restricted access to 
infrastructures under their control), unrea-
sonably impede the market entry of smaller 
competitors and allow dominant companies 
to monopolize power and control. However, 
critics of the traditional theory of barriers to 
entry have long proved that most of them are, 
in fact, the result of effective market inter-
actions, leading to an increase in consumer 
welfare. This was the case at the federal level 
in Russia – Gazprom, RAO UES of Russia, Rus-
sian Railways, Alrosa and others. So it was 
in the infrastructure construction segment, 
where the state was dominant, and in the 
housing complex. At some point, the domi-
nant players were not able to achieve favour-
able results for consumers. Monopoly tariffs 
reached almost world prices; the quality of 
services in the housing and utility sector no 
longer satisfied consumers. 

It is clear that industrial players, which 
will compete with the monopoly players, will 

inevitably enter the market. Some of them 
already appeared in our “gazelle” rating scale 
during previous periods. We are talking about 
energy service industries and oilfield services. 
They are also on the new list. For example, set 
up in 2005, Yuniservis provides services for 
putting property sites into operation, as well 
as management services. Today, this company 
manages 15 industrial, administrative and 
residential property sites with a total area of 
more than one million sq. m, including several 
educational buildings of the M.V. Lomono-
sov Moscow State University. It also manages 
about nine thousand apartments, which own-
ers and homeowners’ associations entrusted 
to the company for maintenance purposes. 
When you go to the company website, you 
know what other management companies 
should aim at in terms of information avail-
ability and an accommodating approach to 
customers.

In the near future, we may see an explosive 
growth in the field of independent gas produc-
tion, small-scale power engineering, smart 
grid networks, or private arms companies. 
Some of the most extreme-minded economists 
even suggest that the better economic results 

of these monopolies should not be attacked 
under the pretext of the struggle to eliminate 
barriers to entry, but should be left to die a 
natural death, which would occur under the 
attacks of fast “new” players. No wonder that 
investors appreciate the NovaTEK Company 
so much.

Engaging in combat after the lull
Another interesting observation… How is it 
that an industry or a company manages to 
grow so rapidly? People who go to the gym 
regularly and purposefully strive to build 
up muscles know that each training session 
should be performed in the so-called ultra-
compensation phase. The recipe for increasing 
muscle mass as fast as possible is quite simple 
– you should regularly put your muscles under 
more pressure than you did in the previous 
workout. The sooner you apply more pressure, 
the faster you pump up your muscles.

It seems that the situation is similar 
in rapidly growing companies. Let’s take 
a careful look at how the most success-
ful Russian industries, accompanied by 
“favourable winds”, manage to grow (see 
Graph 2). Growth always begins after a 
short period of decline or respite. As in 
humans, constant workloads interrupt the 
recovery stage even before the company 
has resumed the growth process. At the 
same time, occasional periods of business 
growth, like occasional training periods for 
humans, conducted during the lost super-
compensation stage, will simply be a matter 
of marking time and not getting anywhere 
for years. Because each successive training 
session will be performed after the body has 
recovered and returned to its original level 
(so-called homeostasis), and hence it will 
not be able to deal with the workload and 
progress, and will not show any growth. 
“Gazelle” companies and “gazelle” indus-
tries seem to feel the same way, so those 
that cannot manage long-term growth, 
should pay attention to such tactics. ■
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Russian industries that, on average, have grown faster than the economy since 2000*
Consolidated industry according to OKVED Average growth rate from 2000 to 2011 (%) Number of companies

Activities linked to computer technology 29,9 168
Sales of motor transport vehicles 27,8 615
Other types of services 26,5 719
Recreation and leisure activities 26,5 85
Wholesale industry 26,2 3 128
Financial intermediation** 26,1 207
Construction 25,6 2 316
Processing of secondary materials 24,6 72
Research and development 24 540
Manufacture of rubber and plastic products 23,6 175
Air transport 22,6 70
Coal mining 22,3 53
Manufacture of office equipment and computer technology 22 36
Manufacture of ready-made metal products 22 349
Average for the economy 21,8 17 848
* Data are available on 17,848 companies from 2000 to 2011. ** This includes the umbrella structures of holdings, companies groups, etc.
Sources: SPARK-Interfax, calculations performed by Expert
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ow to become an Olympic bia-
thlon champion – run twelve 
thousand kilometres a year 
and fire ten thousand rounds 
of ammunition. Everything 
seems simple, but just try do-

ing it! The problem is not only understand-
ing the process, but also being consistent 
and perseverant. Comparing the cost man-
agement process in a company with an 
Olympic preparation schedule occurred to 
Sergei Kolesnikov, President of the Tech-
noNicol Corporation. It is highly likely that 
most managers, who have learned to count 
every ruble before actual spending, will 
agree with him.

Indeed, methods for controlling and re-
ducing costs are well known. The connec-
tion between costs and the business growth 
rate is also obvious – all things being equal, 
it will be easier for a cheaper product to con-
quer the market. Nevertheless, according 
to this indicator of effectiveness, Russian 
companies often lag behind international 
standards, as they fail to take real costs into 
consideration, and to really avoid excessive 
wastefulness. If we omit referring to the 
uncompetitive environment, the reason for 
this is definitely non-Olympic behaviour, 
i.e. ignoring daily workouts and neglecting 
important details.

Director-designer
“There is a strategy...” begins Vladimir Mel-
nikov, President of the Gloria Jeans Com-
pany, when talking about cost management 
“...because the systematic and comprehen-
sive lines of work monitoring this parameter 
are determined by our company’s strategic 
goals.” For Melnikov, this means increasing 
the turnover capacity rate by applying lower 
prices. Whereas the objectives outlined by 
Viktor Nikitin, General Director of the Mi-
cron Experimental Plant, are to create an 
“unsinkable” enterprise with a system of 
continuous improvements aimed at reduc-
ing costs. Sergei Kolesnikov also highlights 
the strategy for “cost reduction, productivity 
growth and market leadership.”

The first effect of this strategy points to 
the key role of the general director in or-
ganizing management costs. First of all, it 
concerns the instruments that can only be 
found in a general director’s arsenal, such 

as developing an optimum design of the or-
ganization and building up its structure in 
line with the strategic objectives. This is a 
relevant and practical factor for cost reduc-
tion that can be used by all companies to 
reduce costs, whether they are involved in 
the logistics field, utility and tax payments, 
or materials and wages.

For example, intermediate stocks, and 
stocks of finished products were liquidated 
at the Welkom meat processing plant, by or-
ganizing internal logistics according to the 
“just-in-time” principle. “If you come to the 
production area in the morning, everything 
is empty. But, orders for different stores 
will be placed by the evening.” says Raisa 
Demina, General Director of the company. 
Consequently, money is not frozen in stocks, 
and the shelf life of the product increases. 
The Gornye Mashiny Company carries out 
reengineering, shifting the manufacture 
of work pieces, components and assembly 
workshops, which are geographically scat-
tered, but basically identical, to one single 
site. “This means reducing land taxes and 
costs for heating, lighting, maintenance, 
and transport logistics.” says Yevgeniy Ro-
mashchin, General Director.

The Mariya Furniture Factory has re-
duced costs through outsourcing. “Some-
times it is more advantageous to buy ready-
made facades, depending on the volume and 
type of trimming. Sometimes we take the 
semi-finished products, and paint and stain 
them ourselves.” says Yefim Katz, General 
Director of the company. Gloria Jeans, which 
produces clothing, for which the production 
conditions in Russia are becoming more and 
more severe, invests in Ukrainian garment 
factories and has also created a joint venture 
in Vietnam. At the same time, Vladimir Mel-
nikov has to figure out how to use the tariff 
agreement concluded between Russia and 
Iran to reduce costs for importing products 
by opening a production facility in Iran.

 The general director must determine 
the objectives and scope of modernizing 
production, which will have a positive im-
pact on costs by the skilful use of new tech-
nologies and equipment. Sergei Kolesnikov 
notes that he is envied by colleagues from 
Europe and the United States that produce 
building materials using twenty-to-thirty-
year-old equipment, while TechnoNicol, 

founded in the early 2000s, uses equipment 
that is not even ten years old. However, 
in order to upgrade for the future, com-
pany employees learned how to operate 
the machines up to seven thousand hours a 
year, almost around the clock. “It’s a quick 
changeover – a real art; it means technical 
maintenance and repair, transition from 
post-fact reaction to diagnosis and smooth 
repairs.” says Kolesnikov. “In addition, we 
try to increase the productivity of the ac-
tual lines.”

The Penetron Company, which produc-
es waterproofing materials, also relies on 
advanced technology, but, it also tries to 
economize as much as possible. For exam-
ple, having observed American analogues, 
the company produced the first line of dry 
mixes on its own. The second line was 
purchased from manufacturers of phar-
maceutical equipment; it turned out to be 
cheaper than buying special machines for 
the construction industry. Furthermore, 
it appeared that the mixing machines for 
tablets are manufactured from a wear-proof 
material and allow for a finer processing 
of the final product. Now, the company is 
making a third attempt, taking into account 
its previous experience. “My machine-shop 
managers and I know exactly what we want, 
and all my assistants have put their heads 
together; we’ve checked out everything to 
the last millimetre.” says Igor Chernogolov, 
General Director of the company, talking 
about negotiations with a potential supplier. 
Thanks to a detailed order and the nego-
tiator’s skills, he expects to save approxi-
mately double the amount compared with 
the standard line, and hopes to increase 
productivity tenfold.

“There are tremendous opportunities to 
influence fixed costs by reducing and simpli-
fying the structures, increasing labour pro-
ductivity through organizational decisions 
and decisions relating to a larger proportion 
of modern, high-performance equipment.” 
sums up Yevgeniy Romashchin. According 
to him, a modern machining centre can re-
place four to fifteen universal machines for 
different operations in the mining machine-
building sector. Even though it is more ex-
pensive, and after calculating the cost of 
a machined element, the benefits will be 
quite obvious.
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Vira Krasnova, Anastasiya Matveeva

Ten thousand rounds of ammunition
When companies know how to manage costs, business grows very fast. However, in order to run a business, you 
need to constantly structure, modernize, plan, motivate, and take different factors into account
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In a broad sense, corporate culture, 
which focuses on accounting and saving 
money, may be included in the design of 
the organization. “I don’t allow myself to 
fly business. What do I get from this? Not a 
single top executive asks me what class we 
fly. Everyone in the company knows that 
we fly economy. I also don’t drive around 
with a chauffeur, and that’s also been no-
ticed. So, accordingly, factory directors don’t 
have chauffeurs.” says Sergei Kolesnikov. 
The same principles are enforced at Penet-
ron. If someone wants to fly business class 
on a business trip, he/she must pay for it. 
Moreover, if two employees are assigned 
to a mission, they must share hotel accom-
modations. “Do you want a separate room? 
Go ahead, you can get one with the salary 
that you make; you can book a room at your 
own expense.” says Igor Chernogolov. “Em-
ployees suffer most when they travel with 
me because I don’t eat breakfast or lunch; 
at best, we’ll have a bite to eat just before 
going to bed.”

Speaking about the general director’s 
role in creating a psychological climate in 
the company, Raisa Demina makes an anal-
ogy with investments: “There’s a marvellous 
indicator – a return on investment (ROI); 
I love that kind of factor a lot. We receive 
whatever we invest. Life is such that at each 
step, it all depends on us”.

Everyone’s involved
In the long run, the director, as the creator 
of the cost management system, should in-
volve all employees in the process. The basic 
method here is planning.

“It all starts with planning.” Vladimir 
Melnikov is categorical. It covers the entire 
business chain at Gloria Jeans – from the 
supply of raw materials to attracting loans 
and managing stores. “This is a circle con-
sisting of four types of planning.” explains 

Melnikov. “First, it’s the people managing 
the product, working with designers and 
product engineers who create the model, 
and then pass it on to the people in charge 
of managing the supply chain. Then we get 
to the supply chain. It consists of people 
searching for suppliers, capable of manu-
facturing better and cheaper products for 
us as quickly as possible. Then comes the 
planning of store space. Let’s say a store with 
a surface area of 300 meters sells 250 thou-
sand rubles worth of products per year per 
square meter, while a shop with a surface 
area of 1,500 meters has less sales traffic, 
but the actual square meter is much cheaper. 
How to increase traffic? How to sell in a 
small and in a large store? All that must be 
taken into account. Finally, planning sup-
port elements such as finance. These are 
people who need to know how much money 
is needed, where to get it, and how it will 
be used.”

Characteristically, general directors are 
not limited to a formal accounting approach 
to economic management, let’s say, within 
the framework of budgeting. On the con-
trary, they should focus on the content side 
of the budget. For example, at the Micron 
Company, the budgets of different divisions 
– workshops and departments – are part of 
their annual work plan, in which there is a 
mandatory item on cutting costs – in rubles 
or in percentages.

At Welkom, key performance indicators 
are being planned for staff workers (Kaplan-
Norton System), to include, in the words of 
Raisa Demina, four “perspectives”: training, 
business processes, customer orientation, 
and finance. The indicators are accepted as 
individual figures, and at the level of teams 
and divisions. In this case, there is flexibility 
in the budget, as an employee can prove 
any deviation by referring to the approved 
indicators. “Let’s say that I was allocated 

a certain budget for training sales repre-
sentatives, but I wanted to use these budget 
funds for a corporate party. I should explain 
why I’m making these changes. It’s entirely 
possible that such an event would be even 
more effective than a training course.” says 
Raisa.

Despite financial auxiliaries for plan-
ning costs, financial performance indica-
tors make up the whole system. When the 
indicator “light” turns red, it means that a 
complete analysis is required, including a 
review of cost fluctuations.

All companies show different indicators. 
Penetron is guided by profitability, which 
should not be below a certain percentage. 
Mariya works with EBITDA and its meas-
urement system. Besides profitability, the 
Micron Factory monitors output per worker. 
Gloria Jeans prefers to control the antici-
pated margin (AMU) and money turnover. 
Gornye Mashiny considers that sales to ma-
jor clients are the most revealing indicative. 
“If they grow... that’s really good, but if they 
grow faster than the inflation rate... that’s 
even better.” says Yevgeniy Romashchin.

If you look into the matter in detail, the 
choice of indicators also depends on the strat-
egy of the company. Gloria Jeans’ stand on fu-
ture margins and turnover can be explained 
by the company’s goal, namely to win over 
the market by offering low prices. So, indica-
tors related to pricing are important to the 
company. “Any alleged margin should reflect 
a turnover. If our margin is a little too high, 
we’ll never see a high turnover. But, if we re-
duce the margin and the turnover is good, we 
really don’t know whether we can maintain 
this turnover: the time it takes to manufac-
ture the product and deliver it to the store.” 
says Vladimir Melnikov. The strategy of the 
Gornye Mashiny Company targets the loy-
alty of key customers, and depends on their 
overall satisfaction with price-quality-service 
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Sergei Kolesnikov, President of TechnoNicol: “Our five 
and a half thousand employees have their own work 
techniques to reduce costs.” 

Vladimir Melnikov, President of Gloria Jeans: 
“Managing global rates also affects costs.” 

Victor Nikitin, General Director of the Micron 
Experimental Plant: “One of the goals of our business 
is the creation of an unsinkable enterprise with a 
system of continuous improvements aimed at reducing 
costs.”
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parameters. Hence, the company relies on 
detailed sales indicators for key customers. 
Company specialists look whether the share in 
revenue services has grown and whether the 
company’s share in the client’s procurement 
has changed. “If our share doesn’t increase, 
we look at the NPS indicator (Net Promoter 
Score), that is, we evaluate customer loyalty. 
The client is asked if he would recommend 
the Gornye Mashiny Company to friends 
and acquaintances. Would he recommend 
our sales organization, our services, or any 
of our products? Then, we calculate the dif-
ference between positive and negative evalu-
ations, and the resulting figure constitutes 
the NPS percentage. If it improves, not only 
do we make profits immediately and in the 
past period, but our profits will rise in a year, 
three years, and five and ten years.” To assess 
customer satisfaction, the company analyzes 
sales in terms of specific products, markets 
and key customers. As a matter of fact, one of 
the product indicators – TCO (Total Cost for 
Ownership*) – enables the company to influ-
ence their clients’ production costs, which 
should also help stimulate customer loyalty.

A hundred rubles each
“All five and a half thousand employees of 
our company are working to reduce costs, 
just as servicemen work on skis to make 
them go faster.” says Sergei Kolesnikov. It 
is, perhaps, the most difficult management 
task – to transform people from ordinary 
employees into active performers in the cost 
management process. “We need to ensure 
that they are really interested in performing 
this work.” agrees Viktor Nikitin.

There is a method as old as the world it-
self for this purpose – give people the oppor-

tunity to freely propose measures in order 
to improve quality and reduce costs. Gornye 
Mashiny has started organizing round ta-
bles with specialists from different depart-
ments, where employees can share their 
experience in resolving different produc-
tion problems. Live participation and com-
munication are encouraged. Participants 
do not need papers and reports, but they 
expect that the exchange of ideas will en-
able them to work out practical programmes 
for their department. “This is very good for 
developing people’s personalities and mak-
ing real progress in reducing costs.” believes 
Yevgeniy Romashchin.

Igor Chernogolov gives an example as to 
how these collective discussions resolved 
the issues related to reducing the costs of 
Penetron’s participation in exhibitions. 
Branch employees suggested the following 
– apply on the last day, when the managers 
of the exhibition centre are willing to give 
the remaining spaces away not for the initial 
price, but a lot more cheaply. Consequently, 
the company was able to take part in more 
than 100 exhibitions last year – instead of 
paying 30-40 thousand roubles for a small 
stand, it spent about five thousand rubles.

Many managers believe that it is im-
portant to “express their gratitude”, in the 
words of one of our interviewees, to their 
employees for their suggestions. In the Mi-
cron Company, the reward system for ideas 
covers all levels of the organization, even 
ordinary workers – from 200 rubles to 10% 
of all the economic benefits, but not more 
than 100 thousand roubles. In addition, cash 
payments await winners in factory competi-
tions. Moreover, activists – i.e. individual 
workers, the best teams and the best divi-

sions – are encouraged personally, when the 
company places their photos in the Portrait 
Gallery and the Book of Honour.

Similar rules apply to all companies fol-
lowing the Kaizen philosophy – continuous 
improvement. In TechnoNicol, all company 
activists are awarded 100 roubles just for 
“taking the trouble to write their sugges-
tions on a piece of paper”, whereas the ideas 
that are actually used can be implemented 
at the employee’s workplace.

In Gornye Mashiny, Welkom, and Mariya, 
where a system of incentives is tied to the 
implementation of plans according to KPIs, 
the emphasis is on motivating the adminis-
trative and management personnel. “The 
direct income of employees, who influence 
costs, depends on the results of the compa-
ny. Accordingly, they are interested in look-
ing for ways to optimize the process every 
day, every hour, and every minute – to work 
continuously with suppliers, to constantly 
manage the route in terms of materials for 
production purposes and ad infinitum, until 
it loses some minimal sense.” says Yefim 
Katz.

Asking the right question
The last thing to do (in order, but not in im-
portance) so as to manage company costs is 
to organize the accounting system. Sergei 
Kolesnikov believes that accounting is even 
more important than company policy as the 
latter does not appear in the company at 
once, whereas calculations should always 
be kept in mind, and the basic function of 
accounting is to prevent banal theft. “If you 
have no accounting system, then all other 
initiatives will sooner or later lead to a situ-
ation where what you create is simply taken 
away bit by bit at the lower level.” he says. 
However, accounts must be kept in a very 
correct manner. For example, the moment 
of truth arrived at Welkom when the ERP 
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* Indicates total life cycle costs for equipment designed for the clients: investment costs – 
acquisition costs, operating expenses – repairs, lubricants, wages, etc. in relation to the volume 
of a useful product manufactured by the same equipment.

Raisa Demina, General Director of Welkom: “I’m 
currently looking at the numbers on the monitor, and 
I don’t understand all those papers and tables just to 
find some kind of indicator. I immediately see where 
I’m falling short of my target, and I make a point of 
correcting the situation.”

Evgeniy Romashchin, General Director of Gornye 
Mashiny: “There is a tremendous opportunity to 
influence fixed costs.”

Igor Chernogolov, General Director of Penetron: 
“Once a year, each employee writes what kind of 
improvements he’d like to see at his workplace.”
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system was introduced. “Some members of 
our staff left immediately!” explains Raisa 
Demina. “...and understandably so.”

However, even the market was also star-
tled by Welkom’s new accounting system. 
In fact, having spent ten million dollars, 
the company established an SAP system. 
Several leaders of meat processing plants 
gave Raisa Demina some friendly advice, 
suggesting that she could have spent only 
200 thousand dollars for the same effect. 
Indeed, isn’t ten million for IT a bit too much 
for a company with a turnover of about 200 
million? Raisa agrees with that indirectly... 
well, in a way she does, but she emphasizes 
that these shareholders took the money out 
of their own income, and not from the budg-
et of the company. But why? Once again, we 
are faced with the eternal question – why do 
companies invest in information technology 
and how can these technologies be used in 
the cost management process?

In fact, the management of Welkom act-
ed appropriately according to its strategy. 
Even before the 2008 crisis, the sharehold-
ers planned to create a network of small 
meat processing plants across the country, 
reproducing their own effective manage-
ment model. Today, however, investment 
conditions in new businesses have so dete-
riorated that these plans had to be frozen. 
Nevertheless, according to Raisa Demina, 
a functional SAP system is not superfluous 
even for one enterprise. As for the other 
cheaper programmes, they did not give the 
Welkom management the opportunity to 
realize specific ideas as, for example, the in-
tegrated planning system for implementing 
just-in-time supply. In regard to this, Sergei 
Kolesnikov notes that more sophisticated 
IT systems are less reliable when they are 
put in operation. “I think that SAP is a good 
thing, but probably for large companies. As 

for our company and challenges, the 1C 8.0 
programme is really quite suitable.”

Obviously, this dispute cannot be funda-
mentally solved at the performance level of 
a programme. The main condition for IT 
effectiveness is elsewhere, namely in the 
director’s ability to formulate specific ques-
tions about the cost, for example, to which 
he/she would like to get clear answers. This 
is underlined by the managers themselves. 
According to Yefim Katz, IT has been used at 
the Mariya Factory since it was founded in 
2000. For a long time, the programme was 
limited to the production unit. In the past 
two years, the management felt the need 
to consider the company’s economy and, 
accordingly, began rebuilding the informa-
tion system.

“If you have nothing in your head, a pro-
gramme will not help you.” confirms Sergei 
Kolesnikov. “A programme only helps you 
realize your own initiatives. If you know 
what you want to do, it is a very good way 
to organize information, share it, and record 
the work results, in fact, just to reduce the 
number of unnecessary words.” According 
to him, TechnoNicol has attained such per-
fection in IT work that the director or any 
another manager can understand at a glance 
in which link of the business chain the de-
viation actually occurred.

In addition to posing the right questions 
for the effective operation of IT systems, 
the information provided should be use-
ful for analysis. This is also the director’s 
responsibility, and not the programmer’s. 
“The amount of information that a person 
can absorb is limited, so the number of data 
tables, whether it’s the annual budget or the 
expense budget, controlling tables on the 
consumption of raw materials, etc., should 
also be limited, and they must be clear and 
explicit. But, we sometimes get so much 
information that everything looks blurred 
and incomprehensible.” continues Sergei 
Kolesnikov. It is important not to overload 
managers with unnecessary details, which 
should be assigned to analysts only. At the 
same time, the director should have a clear 
picture of information flow structures – 
where do they come from, who works with 
what information, and what decisions are 
taken on this basis.

Igor Chernogolov does not have a com-
puter on his office desk, and he receives all 
the reports on paper from his different as-
sistants. This does not mean that IT systems 
do not operate in the company. In fact, it 
is just another important aspect of infor-
mation technology, namely, that it requires 
everyone to know how to ask questions, not 
only the director, but also all the members 
of the staff.

According to Raisa Demina, the SAP sys-
tem is often perceived as rather difficult, pre-
cisely because it requires a high level of intel-
ligence from the staff. Nevertheless, it was 
not an insurmountable obstacle at Welkom. 
On the contrary, clients were attracted by 
additions and superstructures around the 
system, as they allow each manager to use 
standardized data to draw up a customized 
report according to his wishes. “In any case, 
the system is constructed by people. Its effec-
tiveness depends not so much on the system 
itself, but rather on the people who manage 
it,” sums up Yefim Katz. “We have a great 
team, so, in our case, I rely on our experts in 
IT, finance, and economy, and I believe that 
we do a good job managing this system.”

In the end, it all comes down to how 
quickly decisions are made... without los-
ing efficiency. Even before, Raisa Demina 
knew all about how the cost chain was 
formed in a company. The IT system just 
gave her and others a certain “peace of 
mind”, allowing managers to react more 
rapidly in the event of bottlenecks or ma-
jor problems. “I’m currently looking at 
the numbers on the monitor, and I don’t 
understand all those papers and tables 
just to find some kind of indicator. I imme-
diately see where I’m falling short of my 
target, and I make a point of correcting 
the situation. Before, I knew that there 
were problems, but I didn’t have the en-
ergy and resources to solve them.” she 
says. Vladimir Melnikov, who has literally 
“inscribed” the system in the strategy, val-
ues the speed of the system even more. In 
his view, the speed required for managers 
to acquire knowledge from this IT sys-
tem should be very high, and even much 
higher than that of competitors.
■ This article was written with the kind assistance 
of Karina Spitsyna
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If you have no accounting system, then all other initiatives 

will sooner or later lead to a situation where what you 

create is simply taken away bit by bit at the lower level.

Yefim Katz, General Director of Mariya: “The direct 
income of employees, who influence costs, depends 
on the results of the company. Accordingly, they 
are interested in looking for ways to optimize the 
process.”

KO
M

M
ER

SN
T



Dynamically growing companies in the middle-sized business sector (“gazelles”), 2007-2011 
No. Company Brief description of business activity

1 SK Trade LLC Network of multi-brand clothing stores – Snezhnaya Koroleva (Snow Queen). The first store was opened in Moscow in 1998. 
Today, there are more than 100 stores in Russia. In 15 years of its existence, Snezhnaya Koroleva has specialized in 
commercializing leather and fur outerwear. In 2006, the company decided to withdraw from the categorical format of stores in 
order to promote a new concept - Total Look. The range of network stores was expanded by adding a commercial segment 
related to fashionable casual wear and accessories. Owner of the company – SK Investment Limited (Cyprus)

2 Er-Telecom Holding The Russian telecommunications holding company is an operator of triple play services. Telecommunication services – broadband 
Internet access, cable and HDTV, fixed telephony – are available under the brand name of Dom.ru. Company networks are built 
“from scratch” right up to the same standards in every city, using the technology “fibre optics into your home”. Geography of 
operations covers 56 cities; number of subscribers exceeds five million people. The company accounts for 10% of the Russian 
market in broadband Internet access, and 10% of the cable television market. The company’s goal – to reach at least 20% of 
revenues in the Internet and cable television market in Russia. Shareholders – Perm IFG Holding, Baring Vostok Fund, and 
company management.

3 Agrotek-TM LLC POL supplier for the Ministry of Defence in charge of navigation deliveries to Siberia and the Far East. Owner – Valeriy Shramko.

4 Baltstroy CJSC Leading position among general contractors specializing in the restoration of historical and cultural monuments in different 
regions of Russia. The company belongs to Alexandr Testov (50%) and Nikolay Antonov (50%).

5 FINSO Management 
Company LLC

Investment company. Established in 2007. Owner – Cyprus offshore company – Milburn Trading Ltd. No other available 
information.

6 NPA Vira Realtime LLC 
Owners of the company – 
Vladimir Garmash, 
Nadezhda and Maxim 
Khalturin.

Has been operating on the industrial automation market since 1989. Offers integrated solutions for automatic process control 
systems with the use of technical production means, both imported and domestic, and including own production means.

7 Revyakino Metalworks 
OJSC

Compact production facility in the Tula Region, which includes the production of metal rolls for construction purposes, as well as 
lawn and gardening equipment. Main shareholder – Cyprus offshore company – Sinfurs Investments Ltd. (73.49%).

8 Gloria Jeans OJSC Vertically integrated retailer specializing in the sale of company produced clothing under the Gloria Jeans and Gee Jay brands. 
The company was founded in 1988 by Vladimir Melnikov. The first cooperative – Gloria – which started producing jeans legally, 
was then launched in the USSR. In August 2009, the company decided to completely abandon wholesale and franchising and 
focus on developing its own retail network. In 2010, in cooperation with the Capgemini Consulting firm, project transition from 
wholesaler to retailer took a completely new turn in the company’s development. The project involves increasing the professional 
qualities of all the members of the retail staff at all levels, building a system of interaction with customer services, and 
preventing losses in company stores. The company’s retail network totalled 435 stores in Russia and Ukraine in 2011.

9 Stroymekhproekt-P LLC Works on the market under the brand name Industech. Specialization - construction of power network projects. Main owner of 
the company – Boris Zubkov (50%).

10 Chulpan Trade LLC Wholesale POL. Owner – Raphael Fattakhov.

11 Sakhar City LLC Wholesale sugar. No other available information. Owner – Alexandr Plotnikov.
12 Tomskneftepererabotka 

LLC (Tomsk Oil Processing 
LLC)

Mini-oil refinery plant in the Tomsk Region. Current capacity for processing oil totals 600 thousand tons per year. It is planned 
to increase capacity to 1.5 million tons. Shareholder – Cyprus offshore company – Stroguluda Investment Ltd. (100%).

13 Start Management 
Company CJSC

Network of modern DIY format stores (Do It Yourself). The company is controlled by the offshore company – Aurora Equities Inc. 
(Virgin Islands).

14 Morskoy Trust LLC
(Marine Trust LLC)

Fuel company. It was founded in 2007. It is situated in Petropavlovsk-Kamchatskiy. Main activities - marine bunkering of ships for 
fishing expeditions in the Okhotsk and Bering Seas, wholesale and retail deliveries of petroleum products in the Far Eastern 
ports, and the transportation of petroleum products. The company has eleven vessels, including eight tankers and three bunkers. 
Owner of the company – Zinaida Chernovskaya.

15 Sovremennye 
Informatsionnye Sistemy 
LLC (Contemporary 
Information Systems LLC)

Promotes services and technologies that contribute to successful work operations with government and commercial 
procurement on the Russian market. Owner of the company – Evgeniy Pakhomchik.

16 NEVISS Complex LLC 
Owner – Alexandr 
Shvirikasov.

Engineering and construction company operating in the Russian North-West market since 1996, implementing large-scale 
construction projects in Saint Petersburg and in the regions.

17 Technolat LLC Established in 2005. Manufactures chilled and frozen salmon products under the brand name – Salmon House. The company 
supplies Metro, Ikea, Emborg, and Marriott. Owners – Yuriy Vinokurov (89.5%) and Kirill Kolpakov (10.5%).

18 FG SKB Kontur CJSC Federal software developer since 1988. Helps nearly a million Russian companies to draw up tax returns via the Internet using a 
specialized web service, while ensuring the legal value of all transactions by applying digital signatures. The company’s products 
are used by every fourth company in Russia. The company has over a thousand employees and more than 450 sales partners in 
all the regions of Russia. Owner – Vladimir Bublik.

19 Commercial Network – 
Sem Dney LLC (Seven 
Days LLC)

Chain stores that specialize in sales of essential goods (perfumes, cosmetics, housekeeping equipment, household goods, 
children’s goods, hygiene and toiletry products, household cleaning products, and other, mainly non-food, items). Co-owners – 
Alexandr Nelyubov, Vyacheslav Kalachev and Andrey Lenkov.

20 Stockauto LLC Wholesale trade in automobile parts. No other available information. Owners of the company – Natalia Domoratskaya, Olga 
Koroleva and Inna Sherban.

21 Lancet CJSC Offers a complete set of products and services for the diagnosis and treatment of ischemic artery diseases. Owner – Marina 
Karaseva. 

22 Shkiper LLC Wholesale sales of potatoes and vegetables, including imports. No other available information. Owner of the company – Olga 
Belova.
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Region Industrial Sector Revenues in 2011 
(million rubles)

Net profit in 2011 (million 
rubles)

Average annual revenue 
growth from 2007 to 

2011 (%)

EBITDA margin in 
2011 (%)

Moscow Region retail trade 11,058 671.1 116 6.1

Perm Krai IT, Internet and 
communications

9,688 -2,083.0 66 -21.5

Moscow sale of fuel and lubricant 
materials

9,643 148 281 1.5

Saint Petersburg engineering and 
construction

9,261 166.9 131 1.8

Moscow finance 8,847 1.4 314 0

Moscow engineering and 
construction

7,913 196.2 96 2.5

Tula Region metal industry 7,323 0 73 0

Rostov Region consumer goods industry 5,729 68.4 116 1.2

Moscow engineering and 
construction

4,848 120.9 390 2.5

Republic of Tatarstan sale of fuel and lubricant 
materials

4,648 18 81 0.4

Moscow wholesale trade 4,016 11.5 106 0.3
Tyumen Region oil and gas industry 3,898 154.3 3,042 4

Saint Petersburg retail trade 3,599 130.9 63 3.6

Kamchatka Krai sale of fuel and lubricant 
materials

3,484 3.1 101 0.1

Moscow IT, Internet and 
communications

3,049 39 1,215 1.3

Saint Petersburg engineering and 
construction

3,021 0.1 71 0

Kaliningrad Region food industry 2,922 4.3 84 0.1

Sverdlovsk Region IT, Internet and 
communications

2,885 373.6 53 13

Voronezh Region retail trade 2,863 4.7 80 0.2

Moscow wholesale trade 2,691 43.1 307 1.6

Moscow wholesale trade 2,655 46.4 790 1.7

Saint Petersburg wholesale trade 2,547 2.2 73 0.1
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Dynamically growing companies in the middle-sized business sector (“gazelles”), 2007-2011 
No. Company Brief description of business activity

23 Research and Production 
Enterprise – 
Svyazstroyinzhiniring LLC 
(Communication 
Construction and 
Engineering LLC)

Main activity – creating communication sites, structures and networks. Owners – Dmitriy Mishin, Alexandr Rtishchev and Oleg 
Kulik. 

24 Obukhov Meat Processing 
Complex LLC

Built in 1992. Located in the industrial centre of the Belgorod Region – Stary Oskol. Originally designed as a full-cycle non-
polluting plant – from livestock slaughtering to the production of sausages (processing capacity for 75 pigs, 25 beef cattle, and 
up to three tons of sausages per shift). The meat plant was completely overhauled in 2008. Capacity increased to 840 pigs, 25 
beef cattle and up to 15 tons of semi-finished products per shift. The plant is controlled by Denebola Ltd. (British Virgin Islands).

25 Splat-Kosmetika LLC 
(Splat-Cosmetics LLC)

The company was established in 2000 on the basis of the commercial production company – Konversiya – a Russian pioneer of 
biologically active additives. Konversiya moved ahead with its business, engulfing Spirulina, which produced dietary supplements 
on the basis of therapeutic algae – Spirulina Platensis (the company name Splat is derived from these two words). Sharing the 
same views, the company producing dietary supplements decided to enter the FMCG market. They selected the segment of 
toothpastes, shampoos and shower gels. Splat-Kosmetika was most successful in expanding its presence in this segment by 
promoting oral care products. More than 50% of all Splat production is taken up by toothpaste. Having started in 2000, by the 
middle of 2010, Splat-Kosmetika, managed to win over nearly 12% of the market without using direct advertising, surpassing 
such global giants as Colgate Palmolive and Procter & Gamble. The company’s production assets – a plant in the suburban town 
of Istra producing 2.5 million toothpaste packs per month and a recently launched first line of the plant under construction near 
the town of Okulovka (Novgorod Region) with a production capacity of 3.6 million packs per month. The products are exported 
to 18 countries. The company has its own scientific laboratory and R&D centre, where it develops its own products. Owners – 
Evgeniy Demin and Elena Belous.

26 Trading House – Tsentr 
Logistiki LLC (Logistics 
Centre LLC) 

Main activity – wholesale trade in paints and varnishes, flat sheet glass, sanitary equipment, construction materials, production 
of ready-mixed concrete, and production of dry concrete mixtures; wholesale trade in automobile spare parts, units, and 
accessories. Owner of the company – Dmitriy Davydov.

27 MNC Oil LLC Wholesale POL. Motor vehicle fleet – 150 thousand cu. m. Owners of the company – Farid Yarullin and Evgeniya Pichugina.

28 Bashmorozprodukt LLC Wholesale alcohol business. Owner – Alexey Shcherbatskiy.

29 Ipromashprom OJSC Design institute. Main activities – designs for rocket and space enterprises, general-purpose industrial, housing and civilian 
buildings and structures. Main shareholder of the company – IPMP Trust CJSC (99.99%).

30 Montazhstroy LLC Construction of buildings and different structures. No other available information. Owners – Geostroymontazh LLC (80%) and 
Business Alliance (20%).

31 Spetstrans-Service LLC Founded in 2005. Sells and delivers seasonal diesel fuel, gasoline, aircraft kerosene and heating fuel, and it is engaged in 
transporting refined petroleum products. Supposed owner – Victoriya Yashneva.

32 Neotrade LLC Legal entity of the Pelican supermarket chain network. The network operates on the principle of close customer proximity; it is 
implanted particularly in Togliatti. Owner of the company – Evgeniya Sheveleva.

33 Smart CJSC Main activity – production and sale of roasted seeds (sunflower and pumpkin). Owners of the company – Alexei Volkov, Arthur 
Kalimulin and Vyacheslav Efimov.

34 Self LLC Construction and commercial company, founded in 1996 on the basis of repair and construction management of Sibkhimremont 
Trust, which performed work operations at former USSR chemical enterprises. The company works on the construction market 
in Barnaul, Novosibirsk and Belokurikha. The company is owned by Nodar Shoniya.

35 Stroygazservis LLC Specializes in the construction of roads and infrastructure, as well as the construction of non-residential buildings. Owner of the 
company – Grigoriy Vdovenko.

36 Aquaterra LLC Builds and sells pool equipment. Supposed owner – Paata Mikadze.
37 Sirius-M  LLC Construction works for bridges, elevated roads and highways, tunnels and underground roads. Co-owners – Vladimir Nikitin, Igor 

Roman.
38 Pharm Express LLC Wholesale and retail trade in medicine. Main owner – Elena Aslamova (90%)

39 NeoPharm LLC Pharmacy network in Moscow. The first pharmacy was opened in 2000. The company opens pharmacies in convenient locations 
for their customers – next to polyclinic health centres, close to metro stations, major transport interchanges, or in large 
residential suburban areas. Owner – Evgeniy Nifantiev.

40 General Stock LLC Warehousing. No other available information. Owner – Anna Temyashova.
41 Yugovsk Dairy Combine 

LLC
Group YuKMP Group – four production sites in the Perm Region (Yugovsk Dairy Combine LLC, Oktyabrskiy Maslozavod LLC 
(Creamery), Nytvenskiy Maslozavod LLC (Creamery), and Syrodel LLC (Cheese-making)), a production assortment – from dairy 
products to hard and soft cheeses. The company produces 150 tons of cheese spreads per shift. According to independent 
analysts, the YuKMP is among the top five cheese spread production companies in the Russian Federation. The group of 
companies is controlled by Sergey Pozdeev.

42 Prionezhsk Grid Company 
OJSC 

Engaged in the maintenance of electrical networks in 14 regions of Karelia. Main beneficiary – Fedor Safronov.

43 Doverie i Udacha LLC 
(Trust and Success LLC)

Small network of filling stations. Owner of the company – Elena Solovyeva.

44 Bashplast LLC Produces PVC cable compounds. Owner of the company – Cyprus offshore company – Balearson Industries Ltd.

45 Business Centre LLC Wholesale motor fuel business. No other available information. Owner – Dmitriy Kustov. 

46 Semikarakorskiy Cheese 
Factory OJSC 

Milk processing. Owner – Hayk Martirosyan.
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Region Industrial Sector Revenues in 2011 
(million rubles)

Net profit in 2011 (million 
rubles)

Average annual revenue 
growth from 2007 to 

2011 (%)

EBITDA margin in 
2011 (%)

Moscow engineering and 
construction

2,452 86.1 242 3.5

Belgorod Region food industry 2,411 36.6 181 1.5

Moscow perfume and cosmetics 
industry and hygiene and 
toiletry production

2,350 n/d 50 n/d

Tyumen Region wholesale trade 2,266 59.3 51 2.6

Republic of Tatarstan sale of fuel and lubricant 
materials

2,260 0.4 320 0

Republic of 
Bashkortostan

wholesale trade 2,251 1.1 57 0

Moscow engineering and 
construction

2,223 198.5 83 8.9

Moscow engineering and 
construction 

2,187 5.3 192 0.2

Tomsk Region sale of fuel and lubricant 
materials 

2,122 13.6 75 0.6

Samara Region retail trade 2,110 0.8 73 0

Chelyabinsk Region food industry 2,025 332.3 90 16.4

Altai Krai engineering and 
construction 

1,982 28.5 54 1.4

Saint Petersburg engineering and 
construction 

1,878 35 156 1.9

Moscow wholesale trade 1,862 3.7 82 0.2
Amur Region engineering and 

construction 
1,834 64 104 3.5

Amur Region sales of pharmaceuticals 
and medicine

1,783 36.3 48 2

Moscow sales of pharmaceuticals 
and medicine 

1,770 n/d 75 0

Moscow transport and logistics 1,731 14 845 0.8
Perm Krai food industry 1,715 18.3 56 1.1

Republic of Karelia electrical power 
engineering

1,643 213.3 105 13

Moscow Region sale of fuel and lubricant 
materials 

1,547 13.4 139 0.9

Republic of 
Bashkortostan

chemical industries 1,505 38.9 487 2.6

Kamchatka Krai sale of fuel and lubricant 
materials 

1,504 7.6 103 0.5

Rostov Region food industry 1,502 0.7 101 0

49GA ZEL L E CONGRE SS

E
X

P
E

R
T

.
 

S
P

E
C

I
A

L
 

I
S

S
U

E



Dynamically growing companies in the middle-sized business sector (“gazelles”), 2007-2011 
No. Company Brief description of business activity

47 Dalkamneft LLC Wholesale fuel business. No other available information. Owners – Vladimir and Irina Chaplygin.

48 Aisberg Plus LLC (Iceberg 
Plus LLC)

Wholesale trade in meat by-products, spices and wrappers for meat-packing plants. In addition, the company supplies meat 
by-products and soybean meal under its own brand – EMCII. Owners of the company – Yuriy Kondratyev and Igor Efremov.

49 Vaktorg LLC Mango supermarket chain. No other available information. Owner – Elena Chekulaeva.
50 Mir Remonta LLC (Repair 

World LLC)
Multiprofile wholesale and retail manufacturing company in Rostov-on-Don with own storage terminals, furniture production, 
equipped with modern woodworking equipment and a staff of over 500 people. Owner of the company – Tatiana Shishkina.

51 Yug-Oil-Plast LLC Specializing in the production of cellular and solid polycarbonate, cellular polypropylene, Plexiglas, profile compounds and profile 
corrugated polycarbonate. Owners – Shamil and Ruslan Berdiev.

52 Luxe City LLC Design and construction. No other available information. Owner – Eduard Ivanov.

53 Stroitelnye Konstruktsiyi 
LLC (Building Structures 
LLC)

Wholesale wood business. No other available information. Owner – Konstantin Artamonov.

54 Auto Euro CJSC Wholesale business in automobile spare parts. Owners – Oleg Pukhov and Andrei Klementiev.
55 Kraslestorg OJSC Wholesale and retail sale of food and alcoholic beverages. Main owner – Evgeniy Gaynov.
56 Pharmamed CJSC Sales of dietary supplements, and vitamin, mineral and herbal bio-complexes of famous production lines: Lady's Formula, Man's 

Formula, Kid's Formula, Life Formula, Diet Formula, and Aqualor. Shareholders of the company – Veronika Alexandrovskaya (74%) 
and Evgeniy Erofeev (26%).

57 Metallkomplektsnab LLC Operating on the metals market since 2003. Main activity – sales of wholesale and retail metal-rolls from warehouses in 
Novosibirsk and manufacturing plants. Owners – Alexandr Antimonov, Alexandr Dotsenko, Vladimir Dziubenko and Roman 
Tonyshev.

58 Transfer Ltd. LLC Freight forwarding company. Operating since 2004. Provides a full range of services for cargo transportation by rail of national, 
export, import and transit traffic, using own and borrowed rolling stock. The company has its own cargo handling terminal at the 
Moscow-Ryazan Trading Station, and owns 373 solid-metal high-capacity freight cars. Owners – Aquatoriya Ltd. (British Virgin 
Islands, 70%) and Oleg Fridman.

59 ST LLC Wholesale grain sales. No other available information. Controlled by the management.
60 Prok-Service LLC Wholesale food sales. No other available information. Owner – Marina Stepanova.
61 TI-AS LLC Retail trade in tobacco products. Owners - Nikolay Nazarov and Valentina Savelyeva.
62 Lantec LLC Wholesale business in textiles. No other available information. Owner - Elena Chernikova.
63 Metaloprofil LLC Multifunctional enterprise equipped to produce metal tiles, profiled sheeting, metal siding, drainage systems and other materials 

from fine sheet steel. The plant opened in 1996. Owner – Yuriy Tonkikh.
64 Iskra Systems CJSC Supply of equipment and components for Gazprom’s communication lines. Owner – Cyprus offshore company – Tengi Holdings 

Ltd. (90%).
65 Floyd LLC Sales of petroleum products and gas, POL Owner – Diana Savvidi.

66 Michurinsk Flour Milling 
Company LLC 

Produces flour; the company is engaged in grain trading and carries out cargo carriage. Supposed owner – Alexandr Polyakov.

67 Millennium Sever LLC Wholesale and retail trade in tobacco products and related goods. Owner – Pyotr Bogodukhov.
68 Gornyak-1 LLC Brown coal production for local needs in Sakhalin. Owner – Atsamaz Tadtaev.
69 Megatex-Trading LLC (MX 

Company Group)
Founded in Vladivostok in 1995. The official distributor of the world's leading manufacturers specializing in wholesale supplies of 
spare parts for Japanese automobiles. In 2002, the company built its first office and warehouse. Later, warehouses were 
opened in Moscow, Novosibirsk and Irkutsk. In 2009, a new warehouse and office in Vladivostok (total area of 4.5 thousand sq. 
m.) was put into operation. Owners of the company – Tatiana and Anatoliy Kunchenko.

70 Alpharecon LLC Restoration and construction company. Established in 2004. Owner – Andrey Mushkevich.

71 Prionezhskaya Mining 
Company LLC 

Engaged in the production of crushed stone in the Chevzhavara gabbro-diabase deposits in Karelia. The company delivers to 
enterprises working in the construction sector of the Republic of Karelia, Saint Petersburg, the Leningrad Region, as well as to 
companies located in the North-West and Central regions of Russia. Owners of the company – Valentin and Tatiana Tatura.

72 Uniservice LLC The company was founded in 2005. It is engaged in commissioning and managing property. Today, the company manages 15 
industrial, administrative and residential properties with a total area of more than 1 million sq. m., including several academic 
buildings of the M.V. Lomonosov Moscow State University. The company manages roughly nine thousand apartments entrusted 
for service and maintenance by owners and private housing organizations. Owner of the company – Sergey Grishin.

73 Alkotorg-M LLC Wholesale trade in alcohol. Owner – Eduard Alushkin, Oleg Medvedev and Mikhail Rodionov.
74 Aziatskiy Shinny Soyuz LLC 

(Asian Tyre Association 
LLC)

Wholesale trade in tyre products. Owner – Oleg Ivus.

75 Abakan Avia Airline 
Company CJSC

Executes orders of government and commercial enterprises, offering a wide range of aviation services in Russia and abroad. As 
an officially registered supplier in the aviation market for the United Nations and the World Food Programme, the airline company 
flies its Il-76 to various destinations around the world, delivering humanitarian cargo and food products. The company’s 
helicopters ensure specific tasks for the oil and gas complex in the Yamal-Nenets Autonomous District and the Krasnoyarsk 
Territory, search and rescue, emergency and rescue operations in the Republic of Khakassia, and aviation support for the 
International Security Assistance Force in Afghanistan. The aircraft park consists of two Il-76TD airplanes, three Mi-26T 
helicopters, seven Mi-8 helicopters and one Eurocopter. Supposed beneficiary of the company – Nikolay Kochurov.

76 Galina LLC Retail trade. No other available information. Owner – Oleg Sipetyy.
77 Album LLC Wholesale trade in medicine, including government contracts. Owner of the company – Fedor Samoylovich. 
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Region Industrial Sector Revenues in 2011 
(million rubles)

Net profit in 2011 (million 
rubles)

Average annual revenue 
growth from 2007 to 

2011 (%)

EBITDA margin in 
2011 (%)

Kamchatka Krai sale of fuel and lubricant 
materials 

1,487 0.7 399 0

Saratov Region wholesale trade 1,484 54.8 60 3.7

Moscow retail trade 1,475 12.7 275 0.9
Rostov Region multi-sectoral business 1,423 39.1 180 2.7

Karachay-Cherkessia
Republic

production of building 
materials

1,416 26.1 141 1.8

Moscow engineering and 
construction 

1,402 1.2 441 0.1

Moscow wholesale trade 1,365 0.6 344 0

Moscow wholesale trade 1,360 28.1 118 2.1
Krasnoyarsk Krai wholesale trade 1,348 8.2 45 0.6
Moscow wholesale trade 1,329 17.5 45 1.3

Novosibirsk Region metals trade 1,262 33.8 78 2.7

Moscow transport and logistics 1,261 105.4 196 8.4

Voronezh Region wholesale trade 1,249 2.5 99 0.2
Irkutsk Region wholesale trade 1,245 1.8 46 0.1
Krasnodarsk Krai retail trade 1,236 18.1 49 1.5
Moscow Region wholesale trade 1,138 0.9 231 0.1
Voronezh Region production of building 

materials
1,131 29 97 2.6

Moscow wholesale trade 1,116 77.5 318 6.9

Volgograd Region sale of fuel and lubricant 
materials 

1,111 0.1 1,455 0

Tambov Region multi-sectoral business 1,110 4.5 110 0.4

Voronezh Region wholesale trade 1,107 2 45 0.2
Sakhalin Region mining industry 1,106 15.8 182 1.4
Primorskiy Krai wholesale trade 1,095 5.9 57 0.5

Moscow engineering and 
construction

1,075* n/d 133 0

Republic of Karelia production of building 
materials 

1,050 21.9 308 2.1

Moscow housing and communal 
complex

1,024* n/d 58 0

Tambow Region wholesale trade 1,005 19.3 354 1.9
Moscow wholesale trade 996 3.6 2,556 0.4

Republic of Khakassia transport and logistics 987 76.6 55 7.8

Krasnoyarsk Krai retail trade 983 7.6 212 0.8
Moscow sales of pharmaceuticals 

and medicine 
975 17.2 48 1.8
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Dynamically growing companies in the middle-sized business sector (“gazelles”), 2007-2011 
No. Company Brief description of business activity

78 Leader CJSC Leader CJSC is an Automobile Centre located on 9 Khilokskoy St. in Novosibirsk, the official SsangYong dealer. Supposed owner 
– Georgiy Balchugov.

79 Otkrytye Tekhnologiyi LLC 
(Open Technologies LLC)

Operating on the Novosibirsk computer market since 2003. In April 2012, the company started rebranding and entered a new 
brand of stores in the market - e2e4. Currently, the retail chain consists of 13 e2e4 stores in the Novosibirsk, Kemerovo, 
Tomsk Regions and the Altai Krai. Owners – Andrey Melnikov, Andrey Sapronov and Kirill Krasilnikov.

80 Spasskiy Mechanical Plant 
LLC

Built in 1985 to fulfil the needs for improving conditions in the Primorsky Krai. Currently manufactures metal products and 
metal sheets, including trailers, cabins, spare parts for agricultural machinery, metal bridges and hydraulic structures, ETL poles, 
towers, etc. Manufactured steel structures for the APEC Summit 2012. Owners – Margarita Pisarenko (75%) and Tatiana 
Ryabiy (25%).

81 Auto-Dream LLC Automobile dealership centre representing the Toyota Corporation in Vladimir. Owners – Svetlana Tylets, Dmitriy Pavlov and 
Anna Andreeva.

82 Centre of High 
Technologies CJSC

Innovative Russian engineering company, which specializes in earth remote sensing to search for and outline hydrocarbon 
deposits. The results of analyses conducted by the Centre allow companies to reduce costs for geophysical surveys by seven to 
nine times, and to provide a more rational approach to strategic choices on license issuance for areas and concessions targeted 
for mineral extraction. Other areas of company operations include optical and electronic instrumentation and monitoring of 
engineering structures to identify technological defects and anomalies. Owners unknown.

83 Tekhnologicheskoe Burenie 
OJSC (Technological 
Drilling OJSC)

Specializes in technological drilling of blast holes in major Russian mining and concentrating facilities, including contour holes 
during mining operations, as well as the installation of skirts along the contours of open-pit mines. The company is developing 
dynamically towards providing services for drilling in iron ore, chemical and other industries. Shareholders – Cypriot offshore 
company – Lenster Enterprises Ltd. (51%) and Ronan Holdings Ltd. (49%).

84 DoubleGIS LLC A developer of electronic directories helping users to navigate easily in more than 150 cities in Russia and Ukraine, and to 
quickly find necessary information. Company call centres in every town covered by 2GIS constantly monitor information on a 
monthly basis and modify the directory. The main information on companies and businesses is entered in the directory free of 
charge. 2GIS maps are developed by a professional department specializing in cartographic production. It has 13 branches and is 
working on franchises in many major cities. Total number of 2GIS users in Russia exceeds 16.7 million persons. Owners of the 
company – Dmitriy and Alexander Sysoev.

85 Vagonno-Kolesnaya 
Masterskaya LLC (Wagon 
Wheel Workshop LLC

The plant was built in 2006. It repairs wagons and wagon wheel sets. Owners of the plant – Salvus Trading Ltd. (Cyprus, 
69.97%) and Transwagonleasing Ltd. (30.03%).

86 Kamchatzhilstroy OJSC The company builds housing for federal budget-funded projects and for private individuals. Main owners – Valeriy Ponomarev, Igor 
Evtushok, Oksana Chernova and Boris Nevzorov. 

87 Donskoi Krepezh LLC (Don 
Hardware LLC)

Delivers professional building cleats and hardware under the brand name Tech-KREP in Rostov in the south of Russia. Owner of 
the company – Amraligadzhi Abdulbasirov.

88 Sibirskaya Kormovaya 
Companiya LLC (Siberian 
Feed Company LLC)

Wholesale trade in animal feeds. No other available information. Owners – Oleg Zolotavin (51%) and Yuriy Gavrik (49%).

89 Kuban Construction 
Company LLC

General engineering works for the construction of buildings. No other available information. Owners – Rasul and Askhat 
Salpagarov.

90 Steel Service Centre 
Steel Line LLC

Founded in 2005. One of the main activities is organizing supplies of sheets of rolled metal products. Provides its clients with 
breaking down (cutting) of roll and sheet metal up to four mm. Supposed owner – Nikolay Stepakin.

91 Puskomtrans LLC Manufacturer of a wide range of specialized equipment: articulated cranes, aerial work platforms, tow trucks, commercial vans, 
health and social transport, small capacity buses, as well as mobile workshops, laboratories and special purpose vehicles. 
Owners – Anton Eliseev and Konstantin Dezhurnov.

92 TK Shiny Mira LLC (World 
Tyres Trading Company 
LLC)

Engaged in the wholesale trade in automobile and lorry tyres of the world’s major manufacturers. Supposed owner – Yuriy 
Ovechkin.

93 Europak LLC The company was founded in 2003. Specializing in the production of corrugated board and corrugated packaging. Owner – Liliya 
Bondar.

94 Stroyservis -PS LLC Working in the construction market of Southern Russia since 1996. Specializes in major renovation of sites and facilities, 
reconstruction and strengthening of building structures, rehabilitating and upgrading the laying of asphalt and pavement tiles, 
manufacture and installation of steel structures, and other construction and installation works. The company is a regional leader 
in the construction of cottage settlements within the framework of the National Housing Project. Owner - Sergey Babaev.

95 K Plus LLC Wholesale and retail trade in alcohol. Owner – Sergey Kiselev.
96 Technolog LLC Krasnoyarsk company specializing in two areas: transport and logistics, production of plates made  of extruded polystyrene under 

the brand name Thermit. Owner – Ravil Gainutdinov.
97 Gallant LLC Manufacturing and construction firm. No other available information. Owner – Sergey Nikolin.

98 Montazhstroi LLC General construction works. No other available information. Owner – Nusrat Safar Ogly Agaverdiev.

99 Draft Express LLC Beer importer. Owner – Tatiana Kazak.
100 Production Commercial 

Firm RDM-Agro LLC
Engaged in sunflower oil processing and sales of finished products – refined sunflower oil, and refined and deodorized sunflower 
oil. Co-owners – Boris Aleshin and Nikolay Korotkikh.

*Evaluation
Sources: SPARK-Interfax, company data, data and analyses carried out by Expert magazine
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Region Industrial Sector Revenues in 2011 
(million rubles)

Net profit in 2011 (million 
rubles)

Average annual revenue 
growth from 2007 to 

2011 (%)

EBITDA margin in 
2011 (%)

Novosibirsk Region sales of automobiles and 
auto repairs and 
maintenance

973 0.4 223 0

Novosibirsk Region retail trade 961 13 67 1.4

Primorskiy Krai mechanical engineering 
industry

953 37.4 107 3.9

Vladimir Region sales of automobiles and 
auto repairs and 
maintenance 

949 48.4 210 5.1

Orenburg Region oilfield services 924 100.7 74 10.9

Moscow mining industry 922 -67.2 53 -7.3

Novosibirsk Region IT, Internet and 
communications

917 11.1 107 1.2

Belgorod Region mechanical engineering 
industry 

917 97.8 373 10.7

Kamchatka Krai engineering and 
construction

915 1.9 61 0.2

Rostov Region wholesale trade 903 0.7 109 0.1

Novosibirsk Region wholesale trade 898 2.2 84 0.3

Karachay-Cherkessia 
Republic 

engineering and 
construction 

887 3 81 0.3

Novosibirsk Region metals trade 878 20.4 100 2.3

Nizhniy Novgorod 
Region

mechanical engineering 
industry 

877 1.8 224 0.2

Moscow wholesale trade 859 35.4 80 4.1

Voronezh Region packing and wrapping 
materials

858 16.6 70 1.9

Rostov Region engineering and 
construction 

855 5.6 127 0.7

Tomsk Region wholesale trade 854 14.7 56 1.7
Krasnoyarsk Krai multi-sectoral business 846 432.6 59 51.1

Voronezh Region engineering and 
construction 

834 12.9 71 1.5

Tyumen Region engineering and 
construction 

826 56.3 181 6.8

Moscow wholesale trade 807 2.1 193 0.3
Voronezh Region food production 806 10.1 54 1.2
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AN IMPORTANT GAME OF ARCTIC SOLITAIRE
Even if the demand for Arctic hydrocarbons is felt in ten or twenty years’ time, we must start developing them now, or 
we will lose the international race for the Arctic, page 56

BENEFITS AT LOW TEMPERATURES
Russian developers can provide much of the technology needed for work operations in the Arctic, especially for 
special materials, marine engineering and meteorological support, page 64

CALLING FOR AN INTEGRATOR
The megaproject for the development of Arctic resources has given Russian industrial engineers the opportunity to 
close the gap at world level and join the ranks of top technological leaders. However, a national integrator should 
be in charge of such a powerful technological breakthrough. Otherwise, our offshore deposits will only serve the 
growth and development of foreign high-tech companies, page 69
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he debate on the developing 
Arctic regions is in full swing. 
Opponents point to zero 
or negative profit margins 
of  A r c t ic  hyd r o c a rb on 
produc t ion,  i nadequate 

technology, and environmental hazards. 
All this is true, but the advocates of active 
investments in Arctic projects have their own 
arguments, and they are also well-founded.
According to most medium-term projections, 
the current global energy balance will not 
undergo any significant changes, that is, in 
the next 25-30 years, the total proportion of 
the hydrocarbon component will remain at 
almost the same level as now (slightly over 
50%). No strong price swings are expected 
in the market – oil prices are unlikely to fall 
below the current value ($100 per barrel for 
the Brent crude brand) and, moreover, they are 
more likely to rise by 2035-2040, thus making 
it quite expensive for some Arctic startups.

Another significant factor, actively stimu-
lating interest in the largely deserted expans-
es of the Arctic, is the possibility of opening 
up new trade routes between the Euro-At-
lantic zone and the Pacific region; rapid cli-
mate changes in the Arctic will contribute to 
organizing stable maritime navigation in the 
foreseeable future, which will obviously pro-
vide huge economic benefits for everyone.
Finally, we should not forget the most 
important component of geopolitical ex-
pansion in the Arctic; in the very near 
future, this vast neutral region of the 
Earth is virtually fated to become the sub-
ject of heated international dispute and 
the division of longitudes and latitudes.
Therefore, despite the fact that the demand 
for Arctic hydrocarbons may occur at the 
end of 2020 or 2030, all the Arctic nations 
and primarily Russia must make sure in 
advance that they have a foothold in this 
region, that is, they must keep exploring 
Arctic resources, developing new technolo-
gies and preparing specialists and profes-
sionals, so that they will be fully prepared 
when the need for these huge reserves be-
comes widespread.

The future of oil and gas
Let’s first see whether possible changes 
in the global energy balance might have 
serious repercussions on the industrial 

development of Arctic oil and gas resources.
To date, there is a broad consensus among 
experts that, at least up to 2030, medium-
term dynamics for global supply and 
demand for hydrocarbons, as well as oil 
and gas prices, will not fluctuate very much 
in comparison with the current situation.
In particular, as noted in the analytical report 
– Outlook for Energy Development in the World 
and Russia to 2040 (April 2013), prepared 
jointly by the Energy Research Institute 
(ERI) of the Russian Academy of Sciences 
(ERI RAS) and the Analytical Centre of the 
Government of the Russian Federation, there 
are no fundamental reasons for alarmist price 
forecasts (too high or extremely low prices) 
in the period under review (2040):

“In all cases ... balanced oil prices in 2040 
will not exceed 100-130 dollars per barrel 
(U.S., 2010) in proper correlation with gas 
prices, which differ greatly from one region 
to another (this does not at all exclude large 
short-term fluctuations in prices under the in-
fluence of political and speculative factors).”
In comparison, we would also quote several 
different price scenarios drawn up by the 
statistical and analytical division of the U.S. 
Energy Information Administration (EIA), 
presented in the last report – Annual Energy 
Outlook 2013, the final version of which was 
published in early May of this year. Accord-
ing to the baseline scenario, the price of 
Brent crude oil will drop slightly, to 96 dol-
lars per barrel in 2015, and then will start 
rising gradually, without abrupt jumps, and 
will reach 163 dollars per barrel by 2040.

Almost all market analysts note an im-
portant new moment – it seems that the 

long-predicted and inevitable period of a 
sharp rise in oil prices due to the rapid de-
pletion of resources in the medium term 
(let’s say in the next two to three decades) 
will not happen. This inhibitive cost cor-
rection is a direct consequence of the rap-
id growth of unconventional production 
(deep-water offshore deposits of shale oil 
and many other sources, primarily in Bra-
zil), and, just as importantly, the steady 
but rapid decline of American imports 
of hydrocarbons, which can also be ex-
plained by the proverbial shale revolution.
ERI-AC experts state: “Advanced technolo-
gies for energy efficiency and the devel-
opment of unconventional sources of oil 
actually “slashed” the price of oil from 150 
to 100-110 dollars/barrel, and shifted the 
tripling of the price (predicted by alarmist 
analysts - Expert) for the period from 1975 
to 2005 to the time horizon of 2040.

Russian researchers are not inclined 
to overestimate this bearish factor; their 
analysis showed that “even apparent tech-
nological breakthroughs (unconventional 
oil production, energy conservation, etc.) 
will not return global oil market prices to 
the level of the previous stage – 50 dollars/
barrel (2009 prices).”

Analysts do not expect a radical change in 
the global fuel basket in the medium term ei-
ther; hydrocarbon resources will continue to 
dominate in the next two to three decades.

According to Russian researchers, the 
share of oil and gas in world consumption of 
primary energy in the projected time scale 
will remain virtually unchanged (53.6% in 
2010 and 51.4% by 2040).
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An Important Game of Arctic Solitaire
Even if the demand for Arctic hydrocarbons is felt in ten or twenty years’ time, we must start developing them now, 
or we will lose the international race for the Arctic
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However, major changes will occur for 
certain types of hydrocarbons; according 
to the ERI-AC forecast, the share of oil in 
primary energy consumption for the given 
period will drop from 32% to 27%, while 
gas, in contrast, will probably become the 
most popular type of fuel in the next thirty 
years; ERI-AC estimates that its share of glo-
bal energy consumption will increase from 
21% in 2010 to 25% in 2040.

Finally, by the end of the forecast period, 
13.8% of global energy consumption and 
12.5% of power output (against 10.9% and 
3.7% in 2010) will be provided by renewable 
energy sources (excluding hydropower, but 
including biofuels).

In ERI-AC’s baseline scenario, the glo-
bal demand for liquid fuels will grow by 
an average of 0.5% annually by 2040 and 
will reach 5.1 billion tons, that is, it will 
rise by 26% (oil and gas condensate from 
traditional sources will provide 77% of 
this share).

We should note another important factor, 
which, in the long term, will have a signifi-
cant impact on the oil market – the gradual 
growth of the oil recoverability factor, en-
hanced by oil recovery in both old and new 
deposit fields.

ERI-AC also predicts that global gas con-
sumption will increase significantly by 2040 
– up to 5.3 trillion cubic meters, which is 
more than 60% higher than in 2010. The 
main driver of such a rapid increase in gas 
demand in all regions will be, first of all, 
the development of gas generation thanks 
to rising electrification and a corresponding 
increase in power consumption.

Finally, many market analysts say that, 
over the last decade, total investments in 
the oil and gas sector have been growing 
steadily (except for a brief dip in 2008), and 
this trend clearly favours further activation 
of new hydrocarbon extraction projects, in-
cluding those in the Arctic region.

And what about the cost?
Of course, the beginning of a long-term 
Arctic boom may be markedly offset in time 
if global oil prices (as long as they are kept 
at around $100 per barrel) continue sliding 
towards the level of the average estimated 
cost of oil production in the Arctic.

However, variations in cost estimates 
remain very high: for example, the IEA (In-
ternational Energy Agency) estimates prime 
cost at about $60 – 80 per barrel. Some ex-
perts believe that it will be at least $100 per 
barrel, or, to use tons as a unit of measure-
ment, it may reach $700 dollars (traditional 
global average rate of barrels per ton is 7.6 
barrels per ton, though for different grades 
of oil with different density – that is quite a 
large range, whereas, let’s say that the Rus-
sian average ranges from 7.35-7.36). Profes-
sor Anatoliy Zolotukhin, Pro-rector of the 
I.M. Gubkin Russian State University of Oil 
and Gas particularly upholds this idea. He 
states that “according to some estimates, the 
production cost of hydrocarbons in the Rus-
sian Arctic shelf could reach up to $500-$700 
per ton of oil equivalent, which is by an order 
of magnitude higher than in Western Sibe-
ria, where the cost totals $60 – 80 per ton.”
Government officials from the U.S. Bureau 
of Ocean Energy Management (BOEM), 

who are responsible for issuing licenses for 
near-Arctic deposits, are inclined to be more 
optimistic; according to their calculations, 
zero return on offshore production in the 
Beaufort Sea will be achieved at oil prices 
of roughly $30 dollars per barrel, and in the 
Chukchi Sea – about $40.

A large number of “X-factors” must be 
taken into account when making any kind 
of reliable calculations of the profitability 
potential of Arctic oil and gas projects – 
regional geological characteristics of the 
deposits, transportation costs, infrastruc-
ture, investments in new technologies and 
materials, characteristics of the tax system 
in each Arctic country with potential hydro-
carbon resources, etc.

While most market analysts agree that 
the enormous reserves of oil and gas in the 
Arctic region will be claimed, in any event, 
by the global market over time, valuation 
reference points for the launch of Arctic hy-
drocarbon production continue to fluctu-
ate strongly; some analysts predict that real 
growth will begin in 2020, others point to 
2025-2030, and, of course, there are many 
sceptics who believe that we will not hear 
a single word about the Arctic hydrocarbon 
boom in the next two decades.

Arctic reserves
Until now, serious attempts to evaluate 
the total potential reserves of Arctic 
hydrocarbons have been initiated by 
only two research teams: reports of the 
authoritative U.S. Geological Survey (USGS) 
were published in 2000 and 2008, and a joint 
report was released by Wood Mackenzie 
and Fugro Robertson in 2006 (Future of the 
Arctic – A New Dawn for Exploration).

USGS experts outlined very bright pros-
pects for a strong inflow of oil and gas from 
the Arctic to the world market and roughly 
assessed that about 25% of global undiscov-
ered hydrocarbon resources may be concen-
trated in the Arctic region.

USGS-2000 data were severely criticized 
in the alternative report released six years 
later by Wood Mackenzie/Fugro Robertson, 
which was based on a more detailed geo-
physical analysis of various Arctic basins. In 
particular, this research tandem came to the 
conclusion that total hydrocarbon reserves 
in the Arctic were considerably lower than 
previously claimed and stated that, given 
the enormous technical challenges to be 
faced in the industrial development of these 
resources, the economic feasibility of an 
“Arctic conquest” was highly questionable.

Apparently, stung by Wood Mackenzie/
Fugro Robertson’s graphic report, USGS 
experts presented their updated version in 
2008 – Circum-Arctic Resource Appraisal: 
Estimates of Undiscovered Oil and Gas North 
of the Arctic Circle – CARA, which the expert 
community regarded as the most authorita-
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tive source of speculation as to how many 
hydrocarbon resources are hidden in the 
subsurface and depths of the Arctic.

In the CARA studies, the emphasis was 
placed on the probabilistic analysis of vari-
ous geological sedimentary rocks; roughly 
speaking, experts identified areas that have 
more than a 10 percent chance of containing 
relatively large oil and gas reserves (more 
than 50 million tons of oil equivalent).

On the basis of this probabilistic analy-
sis, the USGS team again concluded that, 
in the future, the Arctic could become the 
largest oil and gas province in the world. 
However, what is also important is that the 
American experts quite wisely did not pub-
lish any detailed technical comments in this 
CARA report.

According to the USGS, the approximate 
volume of undiscovered oil and gas resourc-
es in the Arctic totals 413 billion barrels of 
oil equivalent (b.o.e.), or about 22% of total 
undiscovered conventional hydrocarbons 
in the world (by the way, the volume of 
the sample calculated by these American 
analysts in 2008 amounts to roughly twice 
the estimates that were obtained earlier 
by Wood Mackenzie/Fugro Robertson ex-
perts). The share of conventional oil (in-
cluding natural gas liquids, NGL) report-
edly accounts for roughly 134 billion b.o.e. 
(without NGL – approximately 90 billion 

b.o.e.), which corresponds to 13% - 15% 
of total global reserves, while the share of 
conventional natural gas totals the remain-
ing 279 b.o.e., or about 30% of total global 
reserves. In other words, gas theoretically 
constitutes nearly 70% of Arctic hydrocar-
bon resources.

About 80% of all oil and gas resources 
in the Arctic are located in offshore areas, 
that is, in the open sea, but the lion’s share 
of underwater fields is apparently situated 
in relatively shallow water (shelf) – areas 
that are less than 500 metres deep. Moreo-
ver, according to the USGS, the probability 
of detecting any significant hydrocarbon 
reserves under the ocean floor of the central 
Arctic zone and in the surrounding areas is 
close to nil. 

As for the regional specificity of these oil 
and gas reserves, approximately 65% of clean 
oil (no NGL) is concentrated in the North 
American Arctic region – approximately thir-
ty billion b.o.e. are in Arctic Alaska (USA), 
nearly ten billion b.o.e. in the so-called Am-
erasian Basin (north of the Canadian coast), 
and another nine billion on the Greenland 
shelf (mainly in the eastern rift zone).
According to the USGS, Russia has nearly 
fifteen b.o.e. (9.4 billion in the southern part 
of the Barents Sea and another 5.3 billion 
in the Yenisei-Khatanga Basin), although 
its share of oil rises significantly if NGL re-

sources are added – up to 41% of the total 
volume of Arctic resources.

We should also note that, on average, 
more than 80% of Arctic oil resources are 
concentrated in offshore areas (70% for Rus-
sia and only about 50% for Alaska (USA), 
while Norway and Greenland’s oil-bearing 
regions in the Arctic are almost completely 
underwater).

According to the USGS, the overall pic-
ture for natural gas looks much more op-
timistic for Russia; approximately 70% of 
undiscovered gas reserves are situated in 
the Arctic (offshore reserves can be found 
mainly in the southern part of the Kara Sea 
and the eastern part of the Barents Sea). 
America’s Alaska Basin has about 14% of 
all the gas resources in the Arctic, Green-
land has 8%, presumably, and Canada and 
Norway’s Arctic regions have 4%. The dis-
tribution percentage between sea and land 
(offshore/onshore) gas reserves in the Arctic 
corresponds approximately to the above-
mentioned oil figures – about 80% are situ-
ated on the shelf, but Russian has almost 
90% of underwater gas.

However, in the opinion of the vast major-
ity of market analysts, Arctic gas resources 
are likely to be of secondary interest com-
pared with oil reserves, as they are known 
to be economically less profitable than many 
other long-term projects, such as those in 
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the Middle East (Qatar, Iran and a number 
of other countries), as well as various shale 
gas deposits.

In particular, a special report issued by 
the U. S. Department of the Interior, the Bu-
reau of Ocean Energy Management (BOEM, 
November, 2011) on the prospects of the 
industrial development of the Alaska shelf 
specifically noted that large oil fields in the 
Beaufort Sea and the Chukchi Sea will be de-
veloped first, while operational commercial 
production of natural gas in these waters 
may apparently begin after circum-Alaska 
oil resources have been fairly exhausted, 
and an appropriate transport infrastructure 
has been set up.

USGS experts stated that, at the time of 
publication of the CARA report (as of 2008), 
more than 400 oil and gas fields with dif-
ferent levels of prospectivity had been 
discovered in the Arctic area, north of the 
Arctic Circle, that is, at a latitude 66° 33’.
In turn, the International Energy Agency 
(EIA) published a study one year later, giv-
ing information that 61 large oil and gas 
fields – 43 in Russia, eleven in Canada, six 
in Alaska and one in Norway – had been 
discovered above the Arctic Circle.

Of course, all these estimates are highly 
conditional for the time being. The ocean 
floor of our planet, especially areas located 
in the Arctic Ocean, remain unexplored and 
quite unknown. In addition to little knowl-
edge about the geology of what lies below 
the bottom of the Arctic Ocean, experts do 
not have a complete picture of its bathy-
metrical relief.

This scenario is especially true for the 
Russian section of the Arctic Ocean shelf. 
Speaking at a government meeting on the 
prospects of developing the resources of the 
Russian continental shelf in January 2013, 
Sergei Donskoy, Minister of Natural Re-
sources, declared: “There is very little geo-
logical knowledge of the Russian shelf; the 
latter is ten times lower than the American 
Chukchi Sea shelf and twenty times lower 
than the Norwegian shelf. The density of 

seismic coating in the most promising wa-
ters of the Arctic seas, with the exception 
of the Barents and Pechora Seas, does not 
exceed 0.15 kilometres per square kilome-
tre, and for the eastern seas – less than 0.1 
kilometres per square kilometre. If we do 
not explore the shelf more closely and gain 
more knowledge, there will be no major 
discoveries, and prospects for large-scale 
development will be postponed until after 
2030.”

Mr. Donskoy also noted that, to date, 
the government has issued 107 licenses for 
the Russian Arctic continental shelf. How-
ever, “the pace of work of these licensed 
companies is not fast enough to develop 
the shelf. For example, eleven wells were 
drilled and four fields were discovered 
on the shelf in 2008-2010. In comparison, 
110 wells were drilled and 44 discoveries 
were made in Norway in the same period 
of time.”

In turn, Russian experts emphasize that, 
while the first rough evaluations of oil and 
gas are based on geophysical methods – 
studies on gravitational and magnetic fields, 
as well as seismic data, it is necessary to 
carry out operational exploration drilling in 
order to obtain more unambiguous interpre-
tations of these geophysical data, enabling 
scientists to clearly define the geological 
age and composition of the sedimentary 
covering of rocks that contain oil and gas. 
“Parametric drilling is a must for regional 
operations. Unfortunately, there are no par-
ametric wells in the northern regions of the 
Barents and Kara Seas, the Laptev Sea, and 
the East Siberian and Chukchi Seas. There-
fore, we could learn more about Arctic re-
sources, not only by improving our methods 
for exploring the shelf, but also by introduc-
ing a mandatory programme for parametric 
drilling.” explains Oleg Suprunenko, Head 
of the Department of Oil-and-Gas Potential 
in Arctic and World Oceans under  the Fed-
eral State Unitary Institute, I.S. Gramberg 
All-Union Scientific and Research Institute 
of Oceanology.

How other countries go about it
We would like to outline the current situation 
and possible prospects for developing 
hydrocarbon resources in the Arctic, 
focusing on different offshore projects.

Russia: The Prirazlomnoye Field is the 
best example of project implementation on 
the Russian Arctic shelf. It is located on the 
shelf of the Pechora Sea, 60 km off the coast, 
where the depth is only 19-20 metres. Prira-
zlomnoye oil reserves are estimated at 72 
million tons, achieving an annual produc-
tion level of 6.6 million tons.

The first national ice-resistant fixed 
platform (IFP) was built for Prirazlomnoye 
offshore facilities; the design features com-
pletely rule out any oil spills from the plat-
form. The IFP was delivered to the produc-
tion place in the summer of 2011, but it is still 
idle; after several years of delay, Gazprom 
finally plans to finally start oil production in 
Prirazlomnoye by the end of 2013.

The Shtokman Field constitutes the sec-
ond legendary and almost implemented 
project. This is one of the world’s largest 
gas condensate fields, discovered in 1981. It 
is located in the central part of the Russian 
sector of the Barents Sea, 550 km north-east 
of Murmansk and 300 km off the west coast 
of Novaya Zemlya. C1 category reserves to-
tal 3.94 trillion cubic metres of gas and 56.1 
million tons of condensate.

The preliminary cost for developing the 
Shtokman Field is estimated at 20 billion 
dollars. In 2002, Gazprom and Rosneft set 
up a joint venture for this development 
project, but Rosneft withdrew in 2004. 
For several years, Gazprom looked for new 
partners for the project. The reason for such 
a continuing search for partners was that 
the company lacked production and trans-
portation technologies to deal with severe 
Arctic conditions, and the fact that the shelf 
was so far from the coast and located at 
great sea depths (320-340 m in the field 
deposit area).

France’s Total and Norway’s StatoilHy-
dro joined the partnership in 2007. After 
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projected production had been launched, 
it was calculated that 71.1 billion cubic me-
tres of gas could be produced every year at 
the Shtokman Field, which is comparable 
to the annual consumption of natural gas 
in Germany.

However, in the summer of 2012, the 
project was indefinitely put on hold. The 
main reason for this was the disappearance 
of potential markets: these could have been 
either the U.S. (export deliveries of LNG via 
the Northern Sea Route) or Europe (via the 
Murmansk-Volkhov pipeline). However, the 
shale revolution brought down gas prices in 
both markets, so that the development of 
the Shtokman Field was not economically 
viable, even though there were many gov-
ernment tax incentives.

At the end of May 2013, Andrei Kruglov, 
Deputy Chairman of the Administrative 
Board of Gazprom said that this field may 
possibly be developed and used by future 
generations.

The postponed Shtokman and delayed 
Prirazlomnoye Fields are still the two most 
attractive projects on the Russian Arctic 
shelf.

Mention may be made of other fields – 
Gazprom’s North Kamennomysskoye and 
Kamennomysskoye, situated at the mouth 
of the Obsk and Tazovsk Bays, for which, ac-
cording to official information, the prepara-
tion of necessary documentation continues. 
In addition, this summer, Gazprom plans 
to begin drilling the first exploration well 
in the Dolginskoye Oil Field in the Pechora 
Sea, with recoverable oil reserves currently 
estimated at 130-140 million tons (almost 
two times more than the Prirazlomnoye 
Field). Initially, the development of the 
Dolginskoye Field was scheduled for 2016, 
but according to the latest information, the 
start of commercial operations was moved 
to 2020.

Despite the lack of real hydrocarbon pro-
duction in the Russian Arctic shelf, two of 
the leading players in the national oil and 
gas market, Gazprom and Rosneft, have 

been actively engaged in obtaining new li-
censes from the state for different promising 
sites. In fact, the acquisition of new licenses 
will enable Rosneft and Gazprom to have 
control over 80% of prospective offshore 
areas in the Russian Arctic region.

In particular, Rosneft obtained twelve 
licenses, including five for the Barents Sea, 
in January 2013, and got two major fields 
in the Pechora Sea even earlier. Rosneft has 
carte blanche for the Fedynskiy, Central 
Barents and Perseevskiy sites, located near 
the maritime border with Norway, which 
it plans to develop in cooperation with Eni 
and Statoil. The company also has huge sites 
in the Kara Sea, which will be developed 
together with ExxonMobil.

In turn, Gazprom was granted four licens-
es for the Barents Sea in May; in addition, it 
acquired another seven sites in the Kara Sea 
off the coast of the Yamal Peninsula.

USA: American Arctic resources are 
dispersed across five major areas: the Arc-
tic National Wildlife Refuge (ANWR), the 
Central Arctic, the so-called National Pe-
troleum Reserve of Alaska (NPRA), as well 
as on the shelf of the Beaufort Sea and the 
Chukchi Sea.

The Beaufort Sea shelf territory is cur-
rently considered the most promising for 
commercial development because, first, 
hydrocarbon reserves lie in relatively shal-
low water, and second, they are closest 
to the long-existent infrastructure – the 
Trans-Alaska Pipeline System (TAPS), 
while oil and gas resources of the Chukchi 
Sea are, on the contrary, mostly situated in 
deep water and at a considerable distance 
from the same TAPS.

According to preliminary estimates 
made by American experts, the first oil 
from the Beaufort Sea should be produced 
as early as 2020, while the commercial de-
velopment of oil fields in the Chukchi Sea 
is most likely to start several years later.

For many years, the most active player 
on the Alaskan oil field has been the mul-
tinational giant – Royal Dutch/Shell. The 

company has an ambitious programme 
for the development of Alaska’s resources; 
to date, it has invested roughly $4.5 bil-
lion, including a payment of $2.2 billion 
to the U.S. government in order to obtain 
licenses for the development of more than 
400 sites on the Alaskan shelf.

After long-lasting legal and environ-
mental delays, last year Shell obtained 
all the official permits for drilling opera-
tions beginning in 2013. Shell wells in the 
Beaufort Sea were to be the first operating 
offshore points of future hydrocarbon pro-
duction in the American Arctic region.

However, Shell’s drillship had a very 
untimely accident, running aground off 
the coast of Alaska in late 2012. The U.S. 
government was quick to impose a tem-
porary moratorium on the company’s 
further exploration operations until the 
latest detailed documentation on projects 
in progress and safe drilling guarantees 
were presented.

We should also note that another oil 
giant, ConocoPhillips, obtained the right 
to explore more than 90 sites on the con-
tinental shelf of the Chukchi Sea in 2008. 
The company planned to begin explora-
tory drilling in 2014, but after the incident 
with Shell wisely decided to postpone it 
until better times.

Canada: The Canadian government 
gave the official go-ahead for Arctic ex-
ploration region in the 1970s.

The first exploratory drilling was car-
ried out in 1972 and about 90 test wells 
alone were built in the Beaufort Sea later 
on (more than thirty wells were drilled 
in the northern Arctic islands of Canada). 
However, by the early 1990s, amid the col-
lapse of the world oil market and the end 
of government subsidies, all this research 
activity was suspended, and not one single 
new well has been built in the Canadian 
Arctic in fifteen years.

Interest in Canadian hydrocarbon re-
sources was revived only in the second 
half of the 2000s; in particular, six li-
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censes for the development of large tracts 
in the Beaufort Sea were issued in 2007-
2008. However, according to a recent re-
port (December) by the National Energy 
Board, which has been responsible for is-
suing licenses for oil and gas projects in 
the Canadian Arctic region since 1991, 
there has been no drilling activity in the 
area and no new license applications to the 
department have been reported.

The only bright spot in this bleak back-
ground may be the recent agreement be-
tween the two oil heavyweights, Chev-
ron and Statoil, a joint venture, which is 
supposed to engage in prospecting activi-
ties in the same Beaufort Sea (it was an-
nounced preliminarily that they would 
start in the same year).

However, as noted by market analysts, 
the lack of any significant progress in de-
veloping hydrocarbon resources in the Ca-
nadian Arctic is still, in many respects, as 
is the case in the U.S., due to the fact that 
Canada has many resources of increased 
production at already developed traditional 
and new fields. In 2012, Canada produced 
291.5 million barrels of heavy crude oil 
(oil-bearing shale) every day, and the total 
volume of produced shale gas amounted to 
0.7 trillion cubic feet (data from the Ameri-
can EIA; in comparison, the United States 
produced 9.6 trillion cubic feet of shale gas, 
and shale oil added 1.9 million barrels to 
the American energy treasury in 2012).

Norway: Norway’s oil and gas produc-
tion is located in three big areas – the 

shelves of the North, Norwegian and Bar-
ents Seas.

The North Sea deposits, situated beyond 
the Arctic Circle, have made the great-
est contribution to the national economy 
over the past few decades. However, af-
ter reaching a peak in 2001 (3.4 million 
barrels per day), North Sea oil produc-
tion has been steadily declining, and the 
Norwegian government has been literally 
forced to search for alternative projects in 
the Arctic zone.

Back in 1981, the government began 
issuing licenses for exploring the Barents 
Sea, and in the same year, the largest state-
owned company – Statoil – announced the 
discovery of the biggest natural gas fields 
– Snohvit.

leg Suprunenko, Deputy Director of Research at the Federal State Unitary 
Institute, I.S. Gramberg All-Union Scientific and Research Institute of 
Oceanology, shared his views on the need to explore the Arctic.

— How much do we know about the Arctic shelf?— Despite several discov-
eries, the Arctic shelf of Russia hasn’t been studied or explored thoroughly enough. 
The most explored areas are in the southern part of the Barents Sea, including the 
Pechora and Kara Seas; in the last decade, many geophysical surveys have been 
carried out in the Laptev Sea, but there have been fewer explorations in the East 
Siberian Sea and the Russian sector of the Chukchi Sea. Total hydrocarbon resources 
in the Arctic shelf total close to 100 billion tons of oil equivalent, with a predominance 
of gas resources. According to contemporary estimates, nearly three-quarters of the 
resources can be found in the western seas: the Barents, Pechora and Kara.

— How can we learn more about our Arctic resources in terms of conduct-
ing further studies and improving exploration techniques in the future?

— Geological explorations for oil and gas are divided into three stages: regional, 
search and evaluation, and only later – exploration. Geophysical methods are used 
at the regional stage – studying gravitational and magnetic fields, and conducting 
mainly seismic explorations, as well as drilling parametric wells. Drilling results provide 
a more unambiguous interpretation of geophysical data, enabling us to define the 
geological age and composition of the sedimentary covering of the rocks that contain 
oil and gas. Parametric drilling is a must for regional operations. Unfortunately, there 
are no parametric wells in the northern regions of the Barents and Kara Seas, the 
Laptev Sea, and the East Siberian and Chukchi Seas. Therefore, we could learn more 
about Arctic resources, not only by improving our methods for exploring the shelf 
– although they have really improved a lot, and there are good results – but rather 
by introducing a mandatory programme for parametric drilling.

— What kind of oil and gas deposits on the Arctic shelf are most promising 
in terms of volume and production?

— The largest reserves on the Arctic shelf can be found at the unique Shtokman 
gas-condensate field in the Barents Sea, the Rusanovskoye and Leningrad Fields in 
the Kara Sea, and large oil deposits at the Prirazlomnoye and Dolginskoye Fields in 
the eastern part of the Pechora Sea. We assumed that, in the coming years, the 
Shtokman Field will produce about 22 billion cubic metres of gas per year in the 
first phase, and the Prirazlomnoye Oil Field – close to 6.8 million tons of oil in the 
seventh year. However, the development of the Shtokman Field has been postponed 
to at least 2017-2018, but it will more likely happen at a later date. According to 
the license holder, work operations are about to begin on the Prirazlomnoye Field. 
In addition, in the near future, it is planned to launch the development of the gas 
fields at the mouth of the Kara Sea, discovered by Gasflot LLC; these fields can be 
developed mainly from the coast.

— What other mineral resources besides oil and gas can be found in 
the Arctic?

In addition to a number of fields in the Arctic islands and the coast (polymetallic 
and manganese ore in the Novaya Zemlya Archipelago, gold on Bolshevik Island, a 
unique rare-earth Tomtor Field, and others), the Arctic shelf actually contains rich 
deposits of tin and gold, as well as such a unique mineral as mammoth bone. There are 
also six tin-bearing areas on the Arctic shelf. The enormous Lyakhovskiy district has 
two sites, and includes six large and medium-sized areas with 150.8 thousand tons 
of tin reserves and expected reserves by categories P1 and P2, totaling 17.4 and 
9.8 million tons, respectively. Several smaller reserves and resources of tin can be 
found in the Chaunsko-Kiberovskiy District, at the Pevekskiy site. The Chokurdakhsko-
Svyatonosskiy, Valkarayskiy and Prikolymsko-Rauchuanskiy Districts contain 22,000 
tons of reserves and 40,000 tons of tin resources. The Valkarayskiy District with 
its Ryveemskiy site is unique among Russian gold-bearing districts; it contains 95 
percent of the reserves and expected resources (category P1) of placer gold in the 
entire Russian continental shelf. The remaining gold-bearing regions in the Arctic 
can be found on Bolshevik Island, and the Chelyuskinskiy, Amguemo-Vankaremskiy, 
Central-Taimyr Districts, but on a smaller scale. Most of the gold reserves and 
resources in the Arctic are onshore.

Fossilized mammoth bone – mammoth tusks – form natural accumulations on 
beaches, sandbanks and shores of the mainland coast and the islands in the eastern 
seas. According to Alexandr Smirnov, Deputy Director of our institute, there are up 
to 12,000 of them on the New Siberian Islands, and up to 266,000 tons of mam-
moth bone, valuable and premium raw materials, on a neighbouring shelf at a depth 
of 50 metres. ■

Not only hydrocarbons
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he Northern Sea Route – the shortest maritime route between 
Europe and the Russian Far East – runs along the seas of the Arctic 
Ocean (the Barents, Kara, Laptev, East Siberian, and Chukchi) 
and part of the Pacific Ocean (Bering Sea). It stretches from 

the Kara Gates to Provideniye Bay – about 5,600 km. A special regime, 
the rules of which are defined by Russia, was drawn up in accordance with 
the UN Convention on the Law of the Sea for Navigation on the Northern 
Sea Route.

In the post-Soviet era, transport via the NSR declined sharply from 6.2 
million tons in 1985 to 1.6 million tons in 2000. The NSR is mainly used to 
export raw materials – hydrocarbons, NorNickel production and “northern 
deliveries” that ensure the operation of different business companies and 
sustain the livelihood of populations in the Far North. It is namely these 
“northern deliveries” that declined the most, when people began leaving the 
Arctic after some Arctic villages, polar stations and ports were closed.

However, there has recently been a growth in traffic. “Two or three 
years ago, the volume of cargo that was transported along the Northern Sea 
Route was roughly 300,000 tons per year; now, we transport four million 
tons via the Northern Sea Route. A figure of roughly 10 million tons would 
be absolutely normal, but it may be even higher. It is most important that 
required infrastructure and conditions be created as a result of our common 
work.” said Dmitry Medvedev, Prime Minister of the Russian Federation, 
on June 4, at the meeting of the Government Heads of countries of the 
Barents/Euro-Arctic Regional Council.

There are several reasons to be optimistic. The first is growth in exports 
of raw materials. An important volume of shipments will be provided by 
the Yamal LNG plant currently under construction and Sabetta Port, both 
of which will be launched in 2018. The port was originally conceived for 
LNG, but now options for turning it into a multi-disciplinary facility are 
under discussion. The traffic volume along the NSR can also be increased 
by stimulating the flow of goods from the Yenisei and Lena river basins to 
countries of the Asia-Pacific region.

The second reason is the interest of other countries in the NSR as a 
transit route. First, the NSR has never seriously been used as such – 38 
tons were carried in transit in 1985; the best result was achieved in 1993, 
when 22 vessels transported 226 tons of cargo in a single trip; there was 
zero transit in 2000. However, it has increased dramatically in recent years 
– from two voyages in 2007 to 41 in 2011. In 2011, about 835 thousand 
tons of cargo was transported along the Northern Sea Route, and 1.2 million 
tons in 2012. In 2012, for the first time in the history of the NSR, the Ob 
River tanker, 45 metres wide, carried 135 million cubic metres of liquefied 
natural gas along this route.

China is most interested in this transit system. It is 10.5 thousand miles 
from Shanghai to Rotterdam via the Suez Canal, whereas it is only eight 
thousand via the NSR. The NSR will allow China to reduce shipping time to 
Europe and have an alternative route to the Malacca Strait, where the U.S. 
naval base is located in Singapore.

More and more companies are interested in shipping goods via the NSR. 
Due to global warming, the Arctic ice cover has been significantly reduced, 
which shortens and facilitates navigation, and causes positive shifts in tariff 
policy. At first, the state set tariffs for the pilotage of a small number of 
cargo shipments, thus trying to counter maintenance costs for an icebreaker 
fleet. So much so that NorNickel decided to build its own ice-class fleet 
and was able to get the better of Arctic ice thickness of about one and 
a half metres without using icebreakers. The Chinese passed along the 
NSR in their icebreaker Syuelun. In response, it was suggested that a fee 
should be introduced for ships passing through the NSR regardless of using 
icebreaking pilotage.

However, it is not enough to build a reasonable tariff policy. In April 2013, 
estimates, drawn up by Viktor Olerskiy, Deputy Transport Minister, showed 
that the annual turnover of the NSR may reach from 50 to 80 million tons by 

2030. Such a large volume of cargo traffic requires significant investments. 
The current state of this infrastructure does not match our dreams – 
ports require major repairs and technical refitting, the fairways need to be 
deepened, and the fleet of icebreakers should be radically upgraded. The 
NSR still does not fully meet the requirements of the International Search 
and Rescue System; serious investments in navigation, hydrography, hydro-
meteorology, communications and navigation control are needed.

The development of the Northern Sea Route involves turning it into a 
transport infrastructure with reliable hydrographic, hydro-meteorological 
support, as well as creating seven basic support points: at Sabetta, Dudinka, 
Dikson, Tiksi, Pevek, Provideniye Port and Anadyr. In March 2013, the 
Northern Sea Route Administration was re-founded, which was entrusted 
with the administration and security of navigation and the prevention 
of marine pollution during navigation in the waters of the Northern Sea 
Route.

The transport strategy of Russia up to 2030 provides a solution to most 
of the current problems – construction of vessels for the pilotage fleet, 
including three new nuclear-powered icebreakers with power capacity of 
60 MW for year-round operations escorting cargo ships along the Northern 
Sea Route, diesel-electric icebreakers for maintaining and servicing fields 
on the northern sea shelves, multipurpose rescue and salvage vessels, 
new-generation tugboats, and technical rescue means for offshore oil and 
gas facilities in ice conditions. The construction of 90 units of a pilotage 
fleet has been planned by 2015. 340 ships will be needed for the pilotage 
fleet from 2016 to 2030.

One of the limiting factors in the development of the NSR is that the canal 
is not deep enough for large-capacity vessels travelling on traditional routes. 
New high-latitude deep-sea routes should be built north of the New Siberian 
Islands. The hydrography of these regions has not been studied thoroughly, 
so there are blanks in some areas. Therefore, a research programme of 
high-latitude deep routes was launched in 2011. In addition, several maritime 
rescue coordination centres were built.

Fixed aids to navigation are also being modernized. Since September 
2012, the entire Northern Sea Route has been taken over by the control 
and correction station network – GLONASS (Global Navigation Satellite 
System)/GPS.

Even after infrastructure has been constructed, the NSR can become 
an alternative to the Suez Canal as a transit way under two conditions only: 
political risks must be satisfactory and year-round work should be available. 
As a channel for exporting raw materials from the Arctic, the NSR will be the 
main thoroughfare, and traffic volume will depend on the pace of development 
of our northern territories. ■

The transit system is moving towards the North

T

From left to right: Nuclear-powered ships – the Soviet Union and the Arktika – in 
Murmansk Port
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Over the next thirty years, Statoil and 
other foreign companies conducted active 
prospecting operations in the Norwegian 
Arctic and drilled more than 80 wells.

To date, the Norwegian authorities 
have already held 21 concession rounds 
to grant offshore drilling licenses. In this 
case, the Barents Sea has recently become 
a priority area for this activity – of the 86 
license platforms presented in the 22nd 
licensing round, 72 areas are situated in 
the Barents Sea.

The next round is scheduled for autumn 
2013; drilling licenses for 23 more sites 
will be granted, and we are talking about 
the south-eastern part of the sea shelf of 
the former grey zone in the Barents Sea, 
for which the agreement on equal division 
was signed by Dmitry Medvedev and the 
Prime Minister of Norway Jens Stolten-
berg in 2010.

Statoil has the world’s northernmost 
industrial complex for the production of 
liquefied natural gas (near Hammerfest), 
which recycles 48 thousand barrels of oil 
equivalent, produced by the f lagship of 
Arctic deposit fields – Snohvit.

According to official plans, in 2020, 
the Statoil Company expects to reach a 
production level of about one million bar-
rels of b.o.e. per day in all the Arctic wells 
under its control. The Norwegians have 
the same hopes for the huge Skrugard 
and Havis gas reserves; according to pre-
liminary evaluations drawn up by Statoil 
specialists, Skrugard, which opened in 
2011, may be the biggest offshore oil and 
gas field in the history of Norway.

Greenland: For many years, the Green-
land Home Rule Government has been ac-
tively trying to attract foreign investors to 
potential hydrocarbon resources, count-
ing on their help to find a powerful new 
source of revenue for their rather poor 
budget, which is regularly replenished by 
fishing and subsidies from the Denmark 
treasury.

The first exploratory oil wells were 
drilled in Greenland back in the second 
half of 1970; however, all six test attempts 
(in 1976, 1977, and, after a break, in 1990) 
were not very encouraging – there was no 
evidence of any meaningful hydrocarbon 
reserves.

After a pause of nearly two decades, an 
independent British company, Cairn En-
ergy, which had discovered local hydro-
carbon deposits in the summer of 2010, 
suddenly became interested in Greenland’s 
oil and gas resources. In November of the 
same year, the company received the first 
offshore licenses for exploring the shelf on 
the west coast of the island from the govern-
ment of Greenland.

Cairn Energy has invested about one bil-
lion dollars in exploration activities, but the 
final results of the first drilling phase in 
eight test wells in 2010-2011 were a great 
disappointment for the company – nothing 
was found that deserved the attention of 
the British specialists.

Apart from Cairn Energy, Shell and Sta-
toil have also acquired licenses for reserves 
in Greenland’s shelf areas.

This year, the Greenland government 
hopes to tempt investor’s with other licens-
es, offering offshore areas located to the 
north-east of the island as bait.

Iceland/China: In June 2013, the last 
shadow player – Iceland – unexpectedly 
joined the long process of dividing the Arc-
tic oil and gas “pie filled with an unknown 
stuffing”.

More precisely, China also decided to 
take an active role in this great game when 
it achieved the status of a full observer in 
the Arctic Council in May of this year. The 
Chinese government company, CNOOC, to-
gether with Iceland’s Eykon Energy filed an 
official application for a license to develop 
an offshore field near Jan Mayen Island, 
located between Greenland and the Nor-
wegian Sea.

However, in fairness it should be clari-
fied that the Chinese have long been try-
ing to gain direct access to Arctic hydro-
carbons. So, the CNPC (China National 
Petroleum Corporation) signed an agree-
ment with Rosneft in March this year to 
jointly explore the potential of the western 
Prinovozemelskiy area in the Barents Sea 
and the southern Russian and Medynsko-
Varandey areas in the Pechora Sea.

In the near future, China’s great Arctic 
ambitions may undoubtedly have a signifi-
cant impact on the further intensification 
of the industrial development process of 
hydrocarbon resources in the Arctic Ocean 
and its satellite seas.

According to official statements issued 
by the Chinese leadership, China hopes to 
send 15% of its foreign trade cargo through 
the melting Arctic ice waters by 2020. PRC 
authorities have also begun to implement 
a major programme for building their own 
icebreaker fleet, so, it appears that China’s 
great interest in Arctic energy resources 
can be well understood without any further 
explanation.  ■
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To date, little is 

known about the 

Russian Arctic 

shelf

Prirazlomnoye ice-resistant platform in the Pechora Sea
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wo lines of work are associated 
with the development of 
A rct ic technolog y. First, 
transport, which involves the 
reconstruction and expansion 
of regular shipping routes 

– Europe to the Far East and further to 
Southeast Asia via the Northern Sea Route 
(NSR). Second, raw materials, which 
are determined by declared interests in 
hydrocarbon reserves and, to a lesser extent, 
in other minerals, mined or explored on the 
mainland and in offshore areas of the Arctic 
region. If these lines are modernized, there 
should be a demand for diverse marine 
technology, capable of operating in extreme 
weather and ice conditions, that is, ice 
breakers and ice-class vessels – transport 
and support vessels, tankers and gas 
carriers, and all-purpose offshore platforms. 
Demands for capital infrastructure support 
of these activities will increase – hydro-
meteorological, telecommunications, 
search-and-rescue and repair technologies. 
All this, in turn, should contribute to the 
development of many sub-sectors of Russian 
high-tech, from special metallurgy and 
construction materials to satellite systems 
and techniques for processing space data 
and other information.

One question arises – are we strong 
enough to ensure technology and engineer-
ing processes for these activities, which our 
country dominated during the Soviet era 
and is now trying to revive after a long and 
wasteful standstill? We tried to find the an-
swer by talking with major Russian special-

ists at research and technological centres, 
operating in the Arctic. The general conclu-
sion is quite positive – there has been a lot 
of groundwork, as well as working tech-
nologies and promising developments in 
the field of extreme hydro-meteorological 
support for economic activities, scientific 
and engineering studies for marine technol-
ogy, and the creation of special materials 
for these fields.

Why did the Titanic sink?
The role of the Central Research Institute 
– Prometey – in creating materials and 
technologies for Arctic development is 
difficult to evaluate. In the late 1940s, the 
Bronevoi Institute, as Prometey was called 
before, participated in all the ship-building 
projects related to cold-water seas and ice 
protection. “Special steels were created 
and welded, their structural strength was 
reinforced – that has always been behind 
us.” says Victor Malyshevskiy, Deputy 
Director for Research at the institute. It 
would seem that steels with a melting point 
of about a thousand five hundred degrees 
could sustain a drop of 20-30 degrees. 
However, it turns out that reducing even 
by ten degrees may be critical for normal, 
non-cold-resistant metal. Malyshevskiy 
explains that, as the temperature decreases, 
the lattice parameters of metal are reduced, 
resulting in the overlap of external electron 
shells, bonds between the atoms become 
more rigid, and the material becomes 
brittle. It has currently been established 
that the Titanic sank because the hull was 

made of ordinary steel – while navigating in 
the cold Atlantic, its cold-water resistance 
had dropped sharply, and due to its 
fragility, not only did the hull of the ship 
hit an iceberg and break, but cracks also 
spread all over the surface. There is also a 
case when a sharp decrease in temperature 
caused a ship to break in half right at the 
pier, even though it was standing in the Gulf 
of Finland.

If we talk about shipbuilding materials, 
Prometey began dealing with them imme-
diately after the Second World War. Inter-
estingly, it was the need for cold-resistant 
materials that helped the Soviet Union be-
come a leader in the design of welded steel 
hulls in the 1950s, allowing it to overtake 
the Americans, pioneers in this field. They 
tried to use high-carbon steel for these hulls, 
which were poorly welded; that is why the 
first welded ships, like the Liberty, were 
easily destroyed. The use of such materials 
in our severe climatic conditions, especially 
in the Far North, would adversely affect 
ships by making the steel more brittle. Sci-
entists took this into account and developed 
a low-carbon, micro-alloyed steel.

The next stage in the development of 
cold-resistant materials in Prometey is as-
sociated with the development of a nuclear 
project – the first Soviet nuclear submarine 
– Leninsky Komsomol – was designed and 
built in 1950. In just a few months, a young 
engineer, Igor Gorynin (now an Academi-
cian at the Russian Academy of Sciences, 
President and Scientific Director of Prom-
etey CRISM (Central Research Institute for 
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Irik Imamutdinov

Benefits at low temperatures
Russian developers can provide much of the technology needed for work operations in the Arctic, especially for 
special materials, marine engineering and meteorological support

T

Giant iceberg discovered near the Shtokman Area, with an iceberg draft of 84 metres, weighing 3.67 million tons, May 
2003
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colleagues produced a new steel – AK-25, 
which is used to build all first-generation 
submarines. This steel is used for heavy-
duty welded excavators that operate in the 
Arctic and the spiral chambers in Siberian 
hydropower plants (HPP). The first nuclear-
powered icebreaker – Lenin – and all sub-
sequent nuclear vessels were constructed 
with this modified steel.

In 1970, when the Sevastopol Central 
Design Bureau (CDB) Korall developed 
the first jack-up floating drilling rig in our 
country, this steel was used for the man-
ufacture of its pillars. At the same time, 
Prometey began developing materials for 
floating drilling rigs, which were intended 
for the Barents Sea and the Sea of Okhotsk. 
Institute scientists produced a series of AB 
structural steel, as well as welding technol-
ogy and equipment, a corrosion protection 
system, that is, a set of materials and tech-
nologies, which became the basis for Rus-
sian polar ice-resistant offshore platforms 
capable of operating at temperatures of -40 
to -50°C.

The theory of fragmentation, relates 
Viktor Malyshevskiy, was developed in 1970 
as well. The practical use of these ideas 
led to the creation of a new class of cold-
resistant steels (in 2000-2003, within the 
framework of the projects called Metall and 
Magistral). Curiously enough, when Andrei 
Fursenko, Minister of Industry and Science, 
launched Metall in 2003, along with other 
major innovative projects in anticipation 
of imminent demands for their products, 
this subject appeared to be some kind of 
technological anachronism, supported be 
metallurgy lobbies. However, Metall, just 
as Magistral (in 2007), proved to be very 
promising in terms of materials engineer-
ing, which was considered a very fine and 
specific breakthrough of world importance. 
Prometey, working with several scientific 
physicometallurgical schools and metal-
lurgical plants, developed a whole range 
of materials (including necessary weld-
ing materials and technologies) with yield 
strength of 270 to 690 MPa, with doubled 
cold-resistance, quality and manufactura-
bility during welding, as compared to exist-
ent Russian and foreign counterparts. These 
materials have large reserves of corrosion 
resistance, fracture and fatigue resistance, 
and resistance to dynamic effects.

Prometey’s partners in the Metall project 
were Spetsstal OMZ and the Severstal Com-
pany (after the collapse of the Soviet Union 
and the withdrawal of Ukrainian produc-
tion plants, the fore-mentioned company 
owned the Cherepovets Metallurgical 
Factory specializing in the production of 
cold-resistant steels). After reconstructing 
the rolling mill-5000 at the Izhorsk Plant, 
Severstal started producing large-format 

sheets required for the construction of 
large-scale ship hulls, jack-up drilling rigs 
and fixed platforms. With the launch of 
mill-5000 at the Magnitogorsk Metallurgi-
cal Works (MMW), the production base for 
manufacturing cold-resistant steel began 
to expand.

The Prirazlomnoye platform, made of 
75,000 tons of metal, is completely manu-
factured with materials designed by Pro-
metey, and part of the structure is made 
of new types of steels. The Arctic Platform 
is made of the same materials. To prevent 
platforms from deteriorating because of 
ice contact, to enable ice breakers to navi-
gate in heavy ice without frequent repairs, 
Prometey developed a technology called 
“two-layer clad steel”. It was tested on the 
most advanced nuclear-powered icebreaker 
– 50 Let Pobedy – commissioned in 2007, 
and at the same Prirazlomnoye platform, 
where an ice belt, ensuring forty years of 
service life, was put into operation. These 
developments by Saint Petersburg scientists 
won the recognition of the world’s leading 
platform builders. Norway has made three 
multifunctional platforms – Moos Mari-
time – to operate in Arctic conditions us-
ing materials and technologies developed 
by Prometey.

Having developed thermomechanical 
processing using intensive plastic defor-
mation, scientists at Prometey managed 
to achieve high strength indices, as well 
as ductility, toughness and cold resistance 
indices, which, on the contrary, decrease 
when the strength index is increased us-
ing traditional mechanical alloying. This 
is because, under such special conditions 
of plastic deformation, the structure of the 
material is disintegrated to nano-particle 
size (200-300 nm), which determines such 
high performance.

These properties are especially apparent 
in steels for pipes, developed within the 
framework of the Magistral Project; they 
are much higher than the current world 
level. Strip production technology (steel 
strips – unmachined pieces for tubes) from 
such materials was worked out at the Sev-
erstal rolling mill, and pipe production was 

launched at the Izhorsk Pipe Plant. Strip 
production was later developed for MMW, 
and another pipe factory was launched 
at Chelyabinsk. As a result, the develop-
ment of Magistral helped us to do away 
with imports completely, and the polar 
Bovanenkovo-Ukhta gas pipeline, which is 
1,100 kilometers long and runs along the 
bottom of the bay in the Kara Sea, became 
the first transport system in the country, 
built entirely with Russian cold-resistant 
pipes. In addition, the new technology was 
cheaper, as the nanostructuring of differ-
ent materials reduced the use of expensive 
alloying metals. In addition, says Viktor 
Malyshevskiy, technologies, implemented 
by the Metall and Magistral Projects are 
far from exhausted. The main benefits of 
these new structural steels and alloys are 
that new combinations of usability can be 
created for these materials with a uniform 
chemical composition by controlling the 
proportion of nanostructures not only for 
shipbuilding and pipes, but also for a wide 
range of other industrial applications.

The polar fleet
Marine equipment developers undoubtedly 
play a central role in the technological 
development of the Arctic. Technologies for 
extreme conditions in the North, especially 
those related to the ship’s ice resistance, 
are being designed, produced and tested at 
the leading A.N. Krylov Central Research 
Institute, Russian Scientific Centre of 
Shipbuilding and Marine Engineering. 
No military ships, no civilian vessels 
and no offshore platforms are allowed 
to navigate without undergoing a set 
of tests, mathematical calculations and 
experimental field tests at the centre’s 
technical laboratories. The only other 
analogue is the Taylor Centre in the 
United States, the Krylov Centre’s main 
competitor during the Cold War. In recent 
years, the Krylov Institute has become the 
centre for key technological competencies 
in the Arctic, from scientific research to 
design techniques and project engineering, 
assembling all the main players in these 
fields.
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We created adequate materials that allow submarines 

and icebreakers platforms to operate at temperatures of 

-40 to -50°C 
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The Arctic fleet of the Soviet Union was 
the largest in the world in terms of ship-
ment and operational capabilities; it was far 
ahead of other countries, to a large extent, 
thanks to advanced scientific, technological 
and production features of Soviet develop-
ers. At the end of 1979, the Central Com-
mittee of the CPSU and the USSR Council 
of Ministers issued a landmark decision 
on the transition to prolonged, even year-
round navigation in the Arctic region. Ac-
cording to Andrei Dutov, General Director 
of the Krylov Centre, this decision greatly 
stimulated further development of our Arc-
tic fleet. Already at that time, says Dutov, 
the Krylov Central Research Institute had 
started making prospective studies with 
the Central Design Bureau – Aisberg, such 
as the ice-breaker – Lider – with a nuclear-
powered installation of 110 MW, twice the 
power of existent icebreakers, such as the 
Arctic. However, our country fell on hard 
times, and we were not able to get any fur-
ther than preliminary design studies. More-
over, serious prejudice was caused to the 
shipbuilding industry during the economic 
collapse in the 1990s and early 2000s.

In the mid-2000s, the industry began to 
revive. The Krylov Centre participates in the 
preparation of important state documents 
aimed at improving the condition of the 
Russian shipbuilding industry in the niche 
of high-tech vessels and marine equipment 
intended for use in extreme hydro-mete-
orological and ice conditions in the Arctic 
shelf and the Northern Sea Route. This is re-
flected in the Development Strategy for the 
shipbuilding industry to 2020 and beyond, 
approved in 2007. The Federal Programme 
– Development of Civil Marine Engineering 
from 2009 to 2016 – became a more specific 
document, defining the key tasks for shelf 
development and describing the Northern 
Sea Route and navigation on inland water-
ways in the Far North and the Far East, as 
well as the creation of a new conceptual 
design for marine equipment. The pro-
gramme introduces the concept of scientific 
and technological groundwork as the main 

driver for the technological development 
of this industry, some branches of which 
– materials sciences, power engineering 
technology, machine building and instru-
ment making – are specifically integrated 
to provide solutions for these tasks. As for 
the development of military shipbuilding, 
another Federal Target Programme – De-
velopment of the Defense-Industrial Complex 
from 2011 to 2020 – was adopted. Thanks to 
these programmes, the Krylov Centre began 
building two experimental basins, includ-
ing an ice pool (it will be put into operation 
later this year), the most advanced in the 
field of marine and ice-resistant technol-
ogy. Thanks to improvements made to the 
geometry of the ship body, hull modeling 
in such basins allowed shipbuilders to in-
crease the passabilility of new-generation 
icebreakers by almost half compared with 
old models. The Krylov Centre upgraded 
almost all existent experimental facilities, 
adding new measurement systems, and cre-
ated a powerful computing cluster.

At the end of last year, the government 
approved the state program – Shipbuilding 
Development from 2013 to 2030 – which was 
drawn up jointly between the Ministry of 
Industry and Trade and the Krylov Centre. 
“We introduced a certain principle when we 
worked out this programme.” says Andrei 
Dutov. “It eliminates duplicating work in 
terms of performing scientific and tech-
nological groundwork (STG) under both 
federal programmes. After all, much of this 
groundwork is used for building both mili-
tary and civilian vessels; sea water and ice 
have a major impact on any object, regard-
less of what it is carrying, liquefied natural 
gas or rocket launchers.” Six core technol-
ogy platforms were assigned to the Russian 
Naval Fleet and seven for civilian purposes. 
As Dutov says, scientific and technological 
groundwork is not abstract, but relates to 
a particular object or site, to a work cycle 
for a particular platform. As part of mate-
rial engineering, for example, a developer 
of composite materials with great specific 
durability will generally not concern him-

self with the latter, but will rather work in 
terms of a platform for “high-speed passen-
ger ships”. Icebreakers or drilling platforms 
will not be built of composite materials; on 
the contrary, they need cold-resistant steel, 
not any kind of steel, but a special type that 
has been approved for further development. 
Andrei Dutov continues: “We want to base 
our work on existent achievements and 
create solutions, which will develop and 
improve them. Developers, submitting their 
technology to the scientific and technologi-
cal groundwork pool, must demonstrate 
how these solutions will affect the upgrad-
ing of integrated indices and indicators. In 
such a case, the designer will already have 
the necessary scientific and technological 
groundwork available for creating a re-
quired object at the initial stage.” Clearly, 
developing and assembling the best Russian 
Arctic projects into the STG pool means that 
some integration of this technology will be 
required with the manufacturer. Moreover, 
this technology partnership should become 
a kind of pledge for providing the designer 
of complex objects/sites with the attention 
of customers about to enter into a more ac-
tive phase of Arctic development.

The Krylov Centre has long been pro-
moting the idea of a joint design and en-
gineering bureau. Even at the end of the 
last century, the Krylov Centre associated 
itself with the Central Design Bureau Balt-
sudoproekt, in collaboration with which 
it prepared several technical projects that 
were used to build the Poliarnaya Zvezda 
and Severnoye Siyaniye platforms, the 
diesel-electric icebreakers Moskva and 
Sankt Peterburg, the research field vessel 
Akademik Treshnikov, and many other ves-
sels still on the stocks. Last year, the Kry-
lov Centre included the Central Research 
Institute for Marine Electrical Technology 
in its structure and acquired a 60% share 
in the Central Design Bureau Aisberg from 
Rosimushchestvo (Federal Property Man-
agement Agency). 

This design bureau has worked out 
projects for all the nuclear icebreakers 
built in our country. According to Aisberg’s 
project, the construction of a new dual draft 
icebreaker was started at the Baltic Ship-
yard last year (drawing water into the bal-
last tanks or, conversely, releasing it, the 
vessel will be capable of working at depths, 
thus increasing its passability in difficult 
ice conditions and in the shallow mouths of 
Siberian rivers). By combining its skills and 
efforts with other companies, the Krylov 
Centre has created a whole series of con-
ceptual designs for vessels navigating in the 
Arctic – a drilling ship for the Arctic shelf, 
ships carrying liquefied petroleum gas, and 
gas carriers transporting compressed natu-
ral gas, multi-purpose platforms, etc. As 
part of the federal programme, substantive 
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This project, designed by the Krylovskiy Centre, is waiting for its first client
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detailed work on conceptual projects will 
begin as of next year – a nuclear-powered 
icebreaker identical to her sister ship – Lid-
er, the next four-tier icebreaker, capable of 
making a 55-metre passageway through the 
ice to ensure the pilotage of large tankers.

At present, the Krylov Centre plans to 
convert the technological potential of its 
assets (close to a monopoly in terms of 
northern ice affairs, disposing of qualified 
scientific personnel, an experimental base, 
and conceptual and technical work) to an 
Arctic Centre. According to Andrei Dutov, 
this new formation should become a com-
petitive player in the world shipbuilding 
and engineering market, aiming at the crea-
tion of technologically complex facilities for 
“turnkey” Arctic work operations. Dutov 
hopes that the Arctic Centre will turn into 
a business structure, attracting commercial 
orders from Russian raw material and ship-
ping companies, which could be dispatched 
to foreign corporations. Having design and 
engineering support for orders of its own 
marine equipment, the Arctic Centre is 
planning to attract construction partners 
from the United Shipbuilding Company and 
other national manufacturers. At the same 
time, the Krylov Centre believes that it is 
sensible to build partnerships with foreign 
shipbuilders. Their services will be required 
if our manufacturers of marine equipment 
have too much of a workload (for example, 
now they have many defense orders). In 
addition, the Krylov Centre says that they 
are required in order to ensure the imple-
mentation and subsequent localization of 
technology and expertise that is currently 
lacking in Russia.

Smart navigation
Alexandr Danilov, Deputy Director of the 
Arctic and Antarctic Research Institute 
(AARI), says that his institution was 

entrusted with the task of ensuring hydro-
meteorological support for Arctic navigation 
and developing the Northern Sea Route, 
which used to be the cornerstone of virtually 
all Soviet activities in the Arctic in the 1930s, 
covering both military and civilian spheres. 
One of the main purposes of scientific work 
was the organization of a data collection 
system on ice conditions and weather 
information, according to which forecasts 
for ice conditions were made, as 70% of all 
ice movements depend on the wind. In fact, 
vessels and different engineering structures 
for developing Arctic resources are exposed 
to negative consequences caused by hydro-
meteorological and ice factors. Ice conditions 
are the most challenging for marine 
technology – namely ice, ice pressure and 
strong ice drift. Some ice formations are 
also very dangerous – icebergs, ice ridges, 
and anchor ice (attached to bottom shelves 
or formed in the shallow waters of large 
ice floes).

In the 1930-1950s, a powerful network 
of hydro-meteorological support was put 
in place in order to ensure safe transport 
and growing economic activities associated 
with the beginning of the development of 
Arctic resources. It was based on a large-
scale system of aircraft ice reconnaissance, 
maritime expeditions and polar stations, 
many of which are still in operation. The 
hydro-meteorological services support sys-
tem developed rapidly in the second half 
of the last century, when scientists started 
using different remote sensing methods to 
measure the ice cover – infrared and video. 
With the advent of space vehicles, ice recon-
naissance and observations have become 
especially valuable thanks to of the effec-
tiveness of all-weather radars. 

In the 1990s, all the hydro-meteorolog-
ical activities in the region, says Alexandr 
Danilov, markedly decreased, but in the 

first decade of the new century, research 
studies began to recover and expand thanks 
to the revitalization of oil companies in the 
development of offshore fields in the Arctic 
and the associated revival of the Northern 
Sea Route as a transport artery. Although 
the volume of traffic along the NSR within 
existing boundaries peaked in 1987 (6.6 
million tons of cargo), it dropped to a mini-
mum in 2000 (1.6 million tons); however, 
by 2011, it grew again thanks to the trans-
port of hydrocarbons (up to 2.6 million 
tons). The number of transit passages is also 
rising – 11 in 2010 and 38 in 2012. Accord-
ing to Danilov, the volume of traffic will 
increase, as the shortest sea routes between 
the markets of north-western Eurasia and 
the Pacific regions pass through the Arctic. 
Using the NSR, the model route Rotterdam-
Yokohama is reduced by 34% compared to 
the southern route. Danilov is convinced 
that, if the Northern Sea Route is to become 
a full-fledged modern marine transport 
route, cargo ships should be able to navigate 
along this route all year-round. Therefore, 
we see that the need for timely information 
on weather and climatic conditions in order 
to ensure such highly accurate logistics will 
only continue to increase.

In this regard, observation systems and 
research studies providing necessary data 
and sustained environmental monitoring 
still play an enormous role. According to 
international law, countries have areas 
of responsibility in the Pacific Ocean, as 
they should ensure free passage of ships 
and a minimal set of hydro-meteorological 
information on wind, temperature, and 
ice ridges. The Centre for Ice and Hydro-
Meteorological Information at the AARI 
dispatches this information twice a day. 
Commercial information related to ensur-
ing the economic performance of different 
companies is provided in addition to free 
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Viktor Malyshevskiy, Deputy Director for Research at 
the Central Research Institute for Building Materials 
– Prometey: “The cold-resistant properties of our 
materials are at times much better than those of our 
competitors”

Andrei Dutov, General Director of the Krylovskiy 
Centre, dreams of Russia’s Arctic Centre

Alexandr Danilov, Deputy Director of the State 
Science Centre – Arctic and Antarctic Research 
Institute, believes that ice navigation should be smart 
and sensible 
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information. The AARI has developed an 
adaptable complex of monitoring and fore-
casting the atmosphere and hydrosphere 
– AKMON. In fact, it is an ice navigator, 
which shows other information along with 
ice conditions (wind, waves, tides, and cur-
rents). At present, AKMON is being used 
successfully to ensure marine transporta-
tion systems for Norilsk Nickel in the Kara 
Sea, and LUKOIL’s Varandey Terminal in 
the Pechora Sea. 

Hydro-meteorological information is 
very important for business enterprises. For 
example, accurate information on ice condi-
tions allows Norilsk Nickel, which annually 
carries about 800 thousand tons of cargo on 
its own ice-class vessels, to pilot its vessels 
more quickly along optimized routes with-
out leasing expensive icebreaker services 
from other companies. Compared to direct 
icebreaking pilotage, “smart” navigation 
saves 10-13 hours for each trip from the 
mouth of the Yenisei River to the Barents 
Sea, through the Kara Gates to Murmansk. 

Other companies also interpret satellite 
data, such as Skanex, with a network of 
UniScan stations; it monitors ice conditions 
in order to coordinate and optimize vessel 
tracking in the Arctic seas in the interest 
of Atomflot. In 2005, the research vessel 
Akademik Fedorov, using hydro-meteoro-
logical information effectively, reached the 
North Pole without icebreaker assistance. 
Two years later, the Akademik Fedorov 
lowered manned submersibles – Mir-1 and 
Mir-2, which planted the Russian flag on the 
bottom of the ocean at the North Pole. At 
the same time, Alexandr Danilov believes 
that we should brush aside any specula-
tions related to the claim that icebreaking 
fleets will disappear in the foreseeable fu-
ture because of global warming or other 
technologies.

Studies show that warming in Arctic ter-
ritories is two times faster on average than 
in other regions of the world, and long-term 
sea ice is now only about 20% instead of 
the previous 80%. However, this does not 

mean that the Arctic Ocean will soon be 
completely free of ice in summer. The prob-
ability of this happening is quite high – more 
than 50% - but new ice formations appear 
in a short period of time just after seasonal 
ice melting. After a few months, even if the 
ocean is not covered with three-meter long-
term ice, it is coated with first-year sea ice, 
whose thickness may reach one and a half 
metres. Massive 20 to 30-metre-high ice 
ridges continue to form and strong ever-
present ice pressure continues to increase 
so that powerful icebreakers are required to 
pass through the water, which means that 
all available tools for regular navigation will 
continue to be developed. The areas, where 
oil and gas production has been planned, 
are covered with dangerous icebergs, and 
all current projected systems controlling 
ice conditions require the use of powerful 
icebreakers to deal with this threat.

One way or another, satellite informa-
tion will remain the main source of data 
on ice cover conditions. Interpreting data 
competently is an indispensable tool for op-
timizing sea routes and “smart” navigation 
in Arctic conditions. Currently, this infor-
mation comes from foreign satellites and 
just partly from one Russian unit - Meteor-M 
No.1. Consequently, Russia is dependent by 
98% on foreign sources for satellite data, 
despite the fact that each high-resolution ra-
dar image costs from two to four thousand 
dollars. Meanwhile, Russian space groups 
to solve problems in the Arctic are slowly 
being established. According to instructions 
issued by the Russian Security Council, the 
high-elliptical Hydro-Meteorological Multi-
purpose System – Arktika – should be cre-
ated even before 2015; it will be responsi-
ble for communications and environmental 
and meteorological monitoring to ensure 
safety for NSR navigation, aircraft flights 
and business activities on the Arctic shelf, 
as well for climate studies. However, says 
Alexandr Danilov, it is evident that today 
the system, consisting of four satellites (two 
of them for commercial radar data, which 
Gazprom had planned to launch), will be 
put into operation no earlier than 2018.

The revitalization of different activities 
in the region has compelled us to rehabili-
tate polar stations that were abandoned in 
the 1990s. By 2010, says Danilov, 29 sta-
tions had renewed observations, 44 had 
installed automatic systems, and 73 others 
will automatize hydro-meteorological, ac-
tinometric, and aerological measurements 
by the end of the decade.

In general, the existing hydro-meteoro-
logical support system is adequate to face 
contemporary challenges, says Alexandr 
Danilov, but it is definitely in need of de-
velopment and modernization in order to 
ensure safe maritime activity in the Arctic 
in the next ten to twenty years. ■
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Seasonal ice base of the Arctic Institute situated on melting ice in the Arctic Ocean, July, 2007
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ussia (mostly as the Soviet Union at the time) occupied a leading position with regard to the 
development and use of Arctic technologies for most of the 20th century. Our country was 
more or less obliged to follow given its geographical location – an Arctic coastline 22.6 thou-
sand km long. Saint Petersburg historically became the centre for Arctic research studies and 

engineering projects. Shipbuilding enterprises trace their history back to the pre-revolutionary times of 
Peter the Great – the Admiralty Shipyards, Baltic Shipyards, and Severnaya Docks. At the end of the 19th 
century, the future A.N. Krylov Shipbuilding Research Institute started operating in Saint Petersburg as a 
test basin in order to meet the needs of the shipbuilding industry. The history of the Arctic and Antarctic 
Research Institute (AARI) began in 1920, with the organization of the Northern Scientific Commercial 
Expedition for scientific and technical support and development of Northern territories, later transformed 
into the Institute for Northern Studies. Central Armour Laboratory No. 1 appeared at the Izhorsk Factory 
in the 1930s – the predecessor of the Central Research Institute for Engineering Materials – Prometey, 
chief developer of special materials for extreme northern conditions. The design office Aisberg – designer 
of icebreakers and other ice-class vessels – began operating after World War II, as well as Malakhit and 
Rubin – developers of submarines, and today, other technical facilities for developing oil and gas fields on 
the continental shelf. It was also then that the All-Union Scientific and Research Institute of Oceanology 
was founded – a leading scientific institute for the study of geology and mineral resources in the Pacific 
Ocean, the Arctic, Antarctic and the shelves of Russian seas. ■

How we got ahead

R
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t was even necessary to take on 
the development of the Arctic 
shelf in order to stimulate 
the amelioration of high-
tech industrial engineering, 
which, in the past twenty 

years, has been falling more and more 
behind developed countries. The task 
facing our country is a real challenge – the 

Arctic represents the only means that will 
be able to drive the industrial engineering 
cluster of our economy forward enough to 
reverse the downward trend and get it on 
the path to strong and successful growth. 
However, it is wrong to think that it would 
be enough to launch development in the 
Arctic and watch the revival of Russian 
high-tech happen by itself. If we want to 

see an entire pool of players with mostly 
national capital and modern technology 
emerge f rom the surge in demand 
created by the offshore megaproject, 
this process must be firmly controlled.
The role of the chief engineering manager 
needs to be assigned to a national integrator 
– a structure, which has experience in 
implementing large-scale intersectoral 
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Olga Ruban

Calling for an integrator…
The megaproject for the development of Arctic resources has given Russian industrial engineers the opportunity to 
close the gap at world level and join the ranks of top technological leaders. However, a national integrator should 
be in charge of such a powerful technological breakthrough. Otherwise, our offshore deposits will only serve the 
growth and development of foreign high-tech companies

I

The mega-project for offshore development primarily calls for drilling and production platforms – highly complex 
engineering structures, actual floating factories
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projects, and which will have to draw up 
and implement individual rules of the 
game for many participants of this process 
– public and private players from different 
countries and industries. It is namely the 
competence of the national integrator 
that should be the major qualification for 
the project. Unlike industrial technology, 
competence is impossible to buy abroad, 
or to copy.

Trying very hard…
In recent years, our industrial engineers 
have been able to offer almost nothing 
meaningful for such a megaventure – 
only the most technologically simple, 
undependable and cheapest elements. 
Today, the situation has changed for the 
better: we actually have something to 
offer. Our industrial engineers are doing 

their best to make even more of their 
“own” products. However, the situation 
in the industry is rather strange: the 
state encourages and co-finances the 
development of new technologies, but 
when it comes to actual implementation, 
industrial engineers are faced with the fact 
that there is no market for them.

The megaproject for offshore develop-
ment primarily presents a demand for 
drill ships, as well as drilling and pro-
duction platforms – complex engineering 
structures, actual floating factories fitted 
for the extraction, separation, cleaning, 
drying and storage of oil and gas (such 
“floating factories”, especially if they are 
designed to navigate in ice conditions, 
can cost between $1.2 billion to $2 billion 
each). They require thousands of units of 
dependable technological equipment – 

pumps, compressors, electric generators, 
high-power drives, underwater robotic 
systems, and so on. The level of require-
ments for all these aggregates is much 
higher than that of their counterparts 
operating on land: they must be made of 
special “marine grade” steels and alloys, 
both compact and ultra-reliable, designed 
for longer autonomous operating time.
At first glance, our technological back-
wardness would not even allow us to ap-
proach such high-end systems. However, 
it is actually not so bad. Industry experts 
say that there is nothing that would, in 
principle, be difficult to manage for our 
national industry, even in its current 
condition.

The process of creating and develop-
ing new aggregates and systems for ships 
and platforms was started four years ago, 
when the Federal Target Programme – 
Development of Civil Marine Technol-
ogy – was launched for 2009-2016. 88 
billion rubles were allocated from the 
state budget, and nearly 45 billion will 
be raised from other sources. With these 
funds, dozens of engineering companies 
are developing new ship engines, elec-
tric generators, radio-electronic equip-
ment, and so on. For example, Vint SPA 
(part of the Severodvinsk ship repair 
plant Zvezdochka) and the Ruselprom 
Concern are building a propulsion and 
steering column (PSC) with a power ca-
pacity of 9 MW. The PSC combines an 
electric propulsion motor and propel-
ler, which is the main sustainer engine 
of the vessel, allowing it to manoeuvre 
in water. This is a completely new line 
for Russian industrial engineering: a 
PSC with such great power capacity has 
never been built in the country. The cost 
of imported analogues of this high-tech 
vessel amounts to roughly $30 million.
To date, new technologies of many 
participants of the Federal Target Pro-
gramme are ready for serial produc-
tion. However, there is no demand for 
them: the development of large offshore 
oil and gas deposits, licenses for which 
were already handed out by Rosneft and 
Gazprom, has not yet entered the ac-
tive phase; the few existing orders – for 
example, for acquiring ice-class tank-
ers and new-generation icebreakers – 
are mainly placed with Western firms.
The market war for “Arctic” marine tech-
nology, which has not as yet been openly 
declared, is de facto already being waged. 
Leading foreign industrial engineering 
companies are trying to push aside Rus-
sian players and structure the potential 
demand for themselves. In this case, the 
opportunity to earn a lot of money is not 
the main incentive. Foreigners are driven 
by more serious motives.
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They asked us 
not to bother them…
The high Arctic lands have a particularly 
harsh climate – it is a place where bitterly 
cold weather conditions (below -50°C) 
have come together – solid fields of ice 
over one and a half metres thick, the 
pressure of which, in principle, little can 
resist, severe storms, powerful winds 
and salt fogs, literally “eating up” metal. 
Commercial production of any kind of 
resources cannot be found in such a harsh 
environment anywhere in the world. 
No one has the relevant experience and 
operative technologies for this situation.
An entire range of complex engineering 
problems will need to be resolved “in 
the Arctic”. This innovation process 
will certainly bring forth many unique 
technologies and really innovative products. 
For example, one of the “Arctic” trends 
will be the development of underwater 
subglacial technologies that will help 
expand offshore deposits. It is namely 
these challenges, which no one else in the 
world has at hand, that global high-tech 
leaders are eagerly pushing in our market. 

They expect to take top technological 
posit ions in their respective areas, 
dramatically improve their own products 
and strengthen their position in global 
competition… and all this with our money.
Today, direct business rivals of our industrial 
engineering companies are receiving 
support, both explicitly and implicitly, and 
are using it successfully to gain a foothold 
in our market. Why is this happening? 
The reason is that a total mistrust of 
national producers pervades our country.
Let’s look at the propulsion and steering 
column. Manufactured “in steel”, the 
electric propulsion engine is supposed to 
be installed in the hull of the vessel itself, 
far enough from the propeller. However, 
other types of PSC are required for ice-
class vessels, i.e. the electric propulsion 
engine is placed in a hanging gondola 

under the hull of the ship in the vicinity 
of the propeller. “This type of propulsion 
and steering column is more expensive, 
but it has a number of advantages.” says 
Maxim Sviridov, Director of the Board 
of Directorate of the marine electrical 
engineering company Ruselprom. “First, 
the engine does not take up much space on 
the vessel, which is especially important for 
tankers and platforms with narrow decks. 
Second, it can bear large loads, allowing 
the vessel or platform to navigate through 
ice using the propeller as a cutter.”

It is accepted practice to install four PSC 
of the second type on offshore platforms 
(we will call them PSC-2 for short). With 
their help, the platform can manoeuvre in 
the water and avoid icebergs, for example. 
They also allow the platform to remain 
firmly positioned above the oil or gas de-
posits, even in rough sea conditions.

The development and testing of such an 
installation will amount to roughly one bil-
lion rubles. Zvezdochka ship repair plant, 
Vint SPA, Saturn SPA, and Ruselprom 
Concern suggested manufacturing PSC-2 
within the framework of the Federal Target 

Programme – Development of Civil Marine 
Technology. However, the Krylovskiy State 
Research Centre, which is an expert body 
under the Ministry of Trade and Industry 
and decides which projects receive fund-
ing from Federal Target Programme funds, 
did not support this business initiative, 
and considered it quite irrelevant. Repre-
sentatives of the centre explained that the 
Russian industrial sector was not able to 
develop such a supposedly complex prod-
uct. According to them, it would be easier 
to purchase the PSC-2 abroad rather than 
manufacturing our own. The industrial 
engineers were even told directly by centre 
officials – “Don’t bother us with your en-
gine. Foreign companies can make it better 
than you”. So, our engineers had to stop all 
work operations on the construction of the 
future engine.

In the meantime, foreign companies 
have become more active and enterprising. 
They seek to launch production, or more 
exactly, simply assemble their equipment 
in Russia territory, so that, when there is 
a more or less large demand, and then, 
as is usually the case, formal require-
ments are needed to localize supplied 
equipment, they can mask their products 
under the nameplate – “Made in Russia”.
Alexander Zhilkin, the Governor of the 
Astrakhan Region is lobbying to get the 
powerful Siemens Concern assigned to his 
region. The giant German company wants 
to produce these same PSC-2 here, as well 
as electric engines and other electrical 
technology, which, says Mr. Zhilkin, is not 
produced in Russia. The Interfax Agency 
quotes the head of the region: “We have 
now officially turned to the Siemens Com-
pany, asking them to accommodate their 
production of transverse thrusters for the 
electric propulsion engine park in our area 
because this equipment is not produced in 
Russia, so we have to buy it from them.” 
However, Siemens has never made such 
equipment for ice conditions, and even 
more so in the “Arctic” version. Moreover, 
the company has not been very successful 
with the second type of PSC-2: Siemens 
and the Schottel Firm manufactured only 
a few PSC-2 units. In other words, if we 
are talking about the development of the 
Arctic, the Germans do not have any par-
ticular technological advantages over our 
own industrial engineering companies. 
The only Western player that has made 
ice-class PSC is the ABB Concern, which 
also has an eye on the promising Russian 
market. 

Incidentally, those “ice” orders came 
mainly from Russia.

Second rate “iron
Russian companies – clients that order 
vessels and platforms – are actively 
helping foreigners. In this respect, the 
model history of marine gas turbine 
engines (GTE) is yet another new product 
of Russian industrial engineering.

 “In Soviet times, all marine gas turbine 
engines were developed and produced in 
Ukraine. The first Russian marine turbine 
engine was built by Saturn SPA in 2008 – 
they were intended for combat ships. In 
2009-2011, we built the first Russian civil 
marine turbine engine on the basis of a 
military engine.” says Dmitry Novikov, 
Director of Saturn’s programme for marine 
gas turbine engines. “Such an engine costs 
a minimum of two billion dollars abroad. 
We managed to build it for a lower price”. 
On the basis of the first civil engine, Saturn 
created a turbine generator with a capacity 
of 8 MW in partnership with Ruselprom.
Such an aggregate constitutes the main 
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The megaproject for the offshore development in the 

Arctic will generate a pool of technological leaders. They 

will occupy the premium segment of the global market of 

marine engineering – a niche for ice-class technologies. 

If we want companies with national capital to be included 

among these future leaders, the process needs to be 

managed both competently and correctly



source of power on an offshore platform. 
It supplies electricity to products and sys-
tems that are responsible for drilling, ex-
traction and pumping energy resources, as 
well as to communications and daily ac-
tivities on the “floating factory”. One such 
mini-power plant built by a foreign produc-
tion company may cost tens of millions of 
dollars, while ten to twelve similar power 
units are required for one platform.

The Saturn turbo generator is al-
most ready for serial production. How-
ever, the company has not been able 
to break into the industrial engineer-
ing market with this new product. 
Gazprom announced that it wished to use 
up to 50% Russian equipment to develop 
the Shtokman field, but withdrew from ac-
tually managing the whole project. Tech-
nip, the European engineering firm hired 
for this purpose (this took place before the 
project was frozen), set forth its own West-
ern-approved requirements for aggregates 
and materials. By definition, Russian tech-
nology cannot meet these requirements, 
not because it is worse, but because it is 
made according to other standards. Moreo-
ver, no one was ready to regulate Western 
standards and ours in order to find a com-
mon denominator.

The second main operator of offshore 
development is the Rosneft Company, 
which also arrived at the Arctic with for-
eign firms in tow; three oil majors will be 
its partners for the development of offshore 
deposit fields – ExxonMobil, Statoil and 
Eni. According to Igor Sechin, the Head 
of Rosneft, Russian industry will get the 
lion’s share – $400 billion – out of the $500 
billion of planned investments in provid-
ing equipment and facilities for offshore 
deposits. In March, Rosneft published a 
list of equipment and technology that are 
required at different stages of development 
of offshore oil and gas deposits. The com-
pany’s website states that this was done in 
order to involve Russian manufacturers of 
offshore equipment. According to Rosneft, 
the company has already announced that 
it has placed orders for more than twenty 
vessels and aircraft with Russian manufac-
turers, and made a request for about thirty 
different units for Russian oilfield and 
drilling equipment. At the same time, the 
company emphasized that collaborating 
with foreign oil companies offers a unique 
opportunity to learn from the experience 
of implementing technologically complex 
projects and to reproduce these competen-
cies in other company projects in the future.
Lukoil is also working actively on offshore 
deposits in the Caspian Sea, but not in Arc-
tic regions.

Last year, the company chose turbo 
generators for its new platform, manu-
factured by the American f irm Sol-
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lar, and not by the Saturn Company.
The position of the extraction companies is 
as follows: “We are not opposed to support-
ing our own production companies, but our 
primary goal is to provide cost-effective 
operations for our vessels and platforms, 
as well as reliable and safe drilling.” Al-
though Russian industrial engineers are 
ready to modify their technique quickly 
and efficiently to meet the requirements of 
different clients, the latter do not seek to 
communicate: it is impossible to maintain 
a constructive dialogue on what must be 
really improved or completed.

Helping existent companies win
If engineering megaprojects are not assigned 
to integrator companies, which will be 
able to manage the process of offshore 
development as a single intersectoral 
project with a focus on the interests of its 
Russian members and the Russian economy 
as a whole, we guarantee that we will see 
a repeat performance of Sakhalin-1 and 
Sakhalin-2. The difference between “then” 
and “now” is that this time our national 
high-tech industry will lose incomparably 
more opportunities for development.
Who can be trusted to act as the chief 
integrator of such a large intersectoral 
project? To answer this question, we will 
outline the range of tasks that such a 
structure must resolve.

The first zone of the chief integrator’s re-
sponsibility would be the subsectors of the 
machine-building industry, where national 
manufacturers have not lost the skills and 
technologies in preserving “combat-ready” 
engineering schools. Examples of such an 
actual island are power engineering in-
dustries that we mentioned above. They 
are still far from perfect – there is a lack 
of modern technology, construction mate-
rials with special properties, production 
equipment, skilled workers, and engineer-
ing and design creativity. However, our 
industrial engineering companies can take 
up the challenge and ensure that offshore 
development operators receive engines, 
generators and turbines.

Existent subsectors need to limit the 
appetite of foreign players, whereas com-
panies with national capital should get the 
most favourable conditions – first and fore-
most, they should be given priority status 
when “Arctic” contracts are allocated. Then, 
large-scale long-term demand will play the 
role of a technological locomotive, i.e. ex-
istent aggregates and systems will start im-
proving, stimulating the emergence of new 
generation technologies and developing 
innovative products “for shelf platforms”.
The second thing that is needed so that 
Russian players can make a technologi-
cal breakthrough would be a systematic 
approach to government funding of R&D 

activities to develop new models of equip-
ment that would involve investments not 
only in the same industrial engineering 
companies, but also in related industries. 
We are talking primarily about special 
engineering materials designed for Arc-
tic conditions – special alloys that should 
withstand temperatures dropping to mi-
nus 60 degrees, be waterproof and, above 
all, resist saltwater corrosion, the main 
scourge of metals. Not only does the reli-
ability of systems and aggregates depend 
on materials, but also their key technical 
parameters. “Today, steelmakers have 
really let us down.” people at the Zvez-
dochka ship repair plant told Expert. “In 
particular, with respect to the quality of 
castings of complex geometric shapes of 
high strength steels, and castings of pro-
pellers. Defects are often detected – for 
example, cavities are often identified in 
such castings.”

Saturn engineers face even more seri-
ous problems. “Engines for marine appli-
cations, as opposed to general-purpose 
ones, can be manufactured only from 
corrosion-resistant alloys. However, when 
using domestic corrosion-resistant alloys, 
we cannot reach the temperature level in 
the turbine section that would allow us to 
increase the performance factor of the gas 
turbine aggregate. They will simply not 
resist.” explains Dmitry Novikov. “Similar 
imported alloys are not much better than 
ours, so it makes no sense to buy them. We 
need to launch a programme to create our 
own corrosion-resistant heatproof new-
generation alloys. Of course, we have to 
take into account testing and certification 
that will take at least three to four years.” 
According to estimates worked out by in-
dustry players, 500-700 million rubles will 
be required to create this sort of alloy.

Just ask the military
It is important to help “existent companies” 
win, but this is far from enough. We simply 
do not have any major manufacturers 
in many of the subsectors of industrial 
engineering. These are high-tech fields, in 
which we are seriously lagging behind. It is 
hardly worth dreaming of global leadership 
in these fields, but it is quite realistic 
for strong national players to grow and 
develop in the Arctic regions and in “dead” 
subsectors. After all, we have as many 
as two “reserve options” at our disposal 
with operative solutions. One of the main 
challenges facing the integrator will be 
to work on and develop these “reserve 
options”. The “dead” subsectors will be the 
integrator’s second responsibility.

According to Vitaliy Martynenko, 
General Director of the Industrial Drill-
ing Rigs Company, this is one of the most 
important blind spots in our underwater 

drilling equipment. It is fundamentally 
different from what is used in land drill-
ing rigs. Offshore drilling combines ship-
building technology, elements of deep-
water robotic missions to study seas and 
oceans, and technical solutions for on-
shore drilling. For example, underwater 
robots with special manipulators, partly 
taken from submersibles, are required in 
order to mount blowout prevention equip-
ment at sea bottom, which would cut off 
an oil well in an emergency situation.
As a whole, the complex looks inaccessi-
ble; it is a very complex system. However, 
if all the components are examined and 
their counterparts are found in other in-
dustries, it appears that, individually, we 
can do almost everything. For example, 
hydraulic systems that control everything 
that happens at sea bottom, at the mouth 
of oil wells, are not more complicated than 
hydraulic systems installed on military 
missile submarine. In terms of technol-
ogy, the Soviet fleet was always on top.
Technological reserves of the military-
industrial complex may well serve as an 
internal source of technology for offshore 
megaprojects. Having opened this “reserve 
option”, we may find that we have not fall-
en so far behind.

Paying for access to information
Foreign hi-tech constitutes another 
external “reserve option” of ready-made 
technical solutions. To date, we have 
never set forth any conditions for foreign 
companies bringing in their technologies; 
we let them enter our market without 
setting up any requirements. Many have 
taken advantage of this. In particular, the 
German company Bentec, manufacturer 
of drilling equipment, launched its own 
assembly plant in Tyumen. Another 
manufacturer of drilling equipment – 
the American National Oilwell Varco 
Company – is building manufacturing 
facilities in Kostroma. Will our own 
engineering industries become stronger 
or bet ter equipped technological ly 
b e c a u s e  o f  f o r e i g n  p r e s e n c e ?
If we want to get the best technologies 
from abroad, we have to teach these 
foreign companies the rules of the 
game. In particular, we must set a clear 
timeframe, within which certain kinds of 
equipment or materials should be made in 
Russia. For example, let’s take high-power 
drivers – one of the basic elements of an 
offshore drilling installation facilitating 
the rotation of the drill column. This 
aggregate, which may weigh up to 16 
tons, is an industrial high-end of high-
power drive mechanisms. It should be 
very powerful and very reliable. No one 
is capable of manufacturing such a unit 
in Russia. However, relevant technologies 
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can be found in major corporations – 
Canada’s Tesco, America’s Canrig and 
the above-mentioned National Oilwell 
Varco Company. We need to come to an 
agreement with them. 

Establishing rules for “foreigners”, 
choosing the right donor companies and 
asking them firmly to share their know-
how with us – these tasks should be the 
chief integrator’s job. There are no indus-
trial engineering companies, which have 
proved in practice that they are capable 
of organizing complete technology trans-
fers on their own. Thus, the Propulsion 
Systems Centre (part of the Zvezdochka 
ship repair centre) reached an agreement 
with its partners – the German subdivi-
sion of the American firm Flowserve – on 
transferring manufacturing processes of 
propulsion and steering columns and de-
veloping a full production cycle of this 
aggregate in Russia. However, the Ger-
man company – producers of this tech-
nology – considered that this scheme was 
attractive only if there was a guaranteed 
demand for this product in Russia. Unfor-
tunately, this demand just did not work 
out; the Federal State Unitary Enterprise 
Rosmorport ordered PSC for two new-gen-
eration icebreakers previously pledged for 
the Vyborg Shipbuilding Plant not from 
Zvezdochka, but from the Finnish com-
pany Steerprop. It gave up on the order 
unconditionally and with no prospect of 
ever getting the foreign company’s tech-
nology for the national industrial sector.
With regard to rules for “foreigners”, we 
should state that new modifications of 
their techniques for our Arctic regions 
should be executed in Russia. Only in 
this case can we get yesterday’s technol-
ogy from our foreign donors (which they 
have already withdrawn from their own 
production) but also all but the latest inno-
vations. That will be quite an adequate fee 
for gaining access to “Arctic” contracts.

Following the shipbuilders
As we see, “existent” and “dead” subsectors 
will require an individual approach. 
Only with such effectively personal 
administration and management can 
we expect to have modern engineering 
industries. In the meantime, there is a 
rumour going round the market that 
the administrative functions and all the 
troubles and worries concerning the 
revival and development of national 
ship engineering industries will be taken 
over automatical ly by shipbuilders, 
i .e.  sh ipyards. T his is  a delusion. 
Shipbuilders themselves should be given 
strict instructions with clearly outlined 
priorities that would help them choose 
their equipment suppliers. Checking 
and monitoring shipbuilders would be 

the chief integrator ’s responsibility.
A modern shipbuilding yard (preferably 
several shipyards) must appear in Russia, 
if we make a serious decision to develop 
our Arctic regions. Within the framework 
of the megaproject, such a shipyard will 
actually act as the integrator at the second 
level: of the hundreds and thousands of 
individual units and elements, it will 
assemble the final product – the actual 
platform.

At present, not one of the players in 
the Russian shipbuilding industry dis-
poses of engineering technologies or ex-
perience in national business processes 
in order to build up operations involving 
such high-tech manufacturing. Construct-
ing platforms is our “dead” subsector. We 
have to study this line of high tech from 
scratch, and we need to get results rela-
tively quickly. Such a breakthrough will 
only be possible in conjunction with a 
competent foreign partner, from which 
we will learn everything as we go along.
We know of two major initiatives to build 
ice-class ships and platforms. The first 
project – Vostok-Raff les – involves the 
construction of high-power engineering 
platforms in the Russian Far East. Vostok-
Raff les was launched as a joint project 
of the United Shipbuilding Corporation 
(USC) and Singapore’s Yantai Raffles Ship-
yard Limited, one of the world’s leading 
manufacturers of platforms, building these 
complex and costly facilities through line 
production. The founder of Yantai Raffles, 
Brian Chang, a highly qualified profes-
sional in everything that concerns the con-
struction of shipyards, ships and platforms, 
volunteered to come to Russia in 2009, and 
build technically sophisticated platforms 
here with Russian engineers.

The second project involves the con-
struction of a shipyard in the Murmansk 
Region. The initiative comes from the 
Canadian engineering and service com-
pany Nelvik Norsk Hydro, which is now 
looking for a good partner on the Russian 
side. Nelvik Norsk Hydro can also offer 
us the skills that we need. “Our compa-
ny is ready to act as an integrator of the 
complete cycle and to design and build 
the actual shipyard under the EPC con-
tract.” says Vladislav Duba, Director of 
the Russian representative office of the 
Canadian company. “In the future, we are 
ready to take on the administrative duties 
connected with the shipyard – all produc-
tion and business processes, including the 
search, recruitment and training of quali-
fied personnel.”

The cost of a modern shipyard – what 
Vostok-Raff les was to become – totals 
roughly 1 billion dollars. What sources 
are ready to finance the construction of 
such facilities? There is only one official 

document concerning this project – a sub-
programme called Development of Civil 
Shipbuilding Facilities and Logistics (part 
of the programme Development of Ship-
building for 2013-2030), providing for the 
construction of civil shipbuilding cluster 
in the Far Eastern Federal Territory from 
2013 to 2019. The document quotes 27.5 
billion rubles to be allocated from the 
federal budget for this purpose, and 75.7 
billion rubles more from extra-budget-
ary sources. However, this programme 
looks more like a set of good intentions 
rather than a well thought-out strategy.
Nevertheless, let ’s assume that both 
projects will be implemented – in the Far 
East and in Murmansk. Even if this were 
true, it is naive to expect that any of the 
participants of the fore-mentioned part-
nerships will work very hard to revive our 
engineering industries.

Both Yantai Raffles and Nelvik Norsk 
Hydro are, without a doubt, superprofes-
sional teams, integrators with extensive 
managerial experience. They will coordi-
nate all cooperation on platform construc-
tion – which means collaborating with 
thousands of companies – manufactur-
ers of different categories of equipment, 
Russian and foreign, but only as suppli-
ers of finished aggregates and systems. 
It is namely for their own activities and 
operations that they need a strict general 
regulator, who will set clear criteria in 
which cases the shipbuilders should be 
obliged to use equipment produced by 
national companies and when they may 
have the right to order technology from 
foreign firms, but not from the foreign 
companies that shipbuilders like, but only 
those with which agreements have been 
reached on the transfer of technology to 
the Russian side.

In summary, the range of tasks for the 
chief integrator should be clearly under-
stood. To arrange a technological break-
through for several subsectors of Russian 
high-tech industry, we will need to cre-
ate good conditions to develop national 
competitive advantages in the field of 
“ice” technologies, work out a competent 
protectionist policy for “existent” national 
producers, build up collaboration process-
es with internal and external donors of 
technology, firmly manage demand and 
synchronize different transfers into a sin-
gle flow of new “offshore” technologies. 
In other words, the project for developing 
the Arctic shelf represents an excellent op-
portunity and a great “testing area” to pre-
pare a qualified and competent national 
integrator. This will be an almost universal 
industrial integrator. With such compe-
tence, Russia will be able to resolve many 
urgent tasks associated with upgrading the 
industrial capital of the country. ■
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e don’t produce anything…” - 
noted the authors of the article 
with the same heading, pub-
lished in our magazine last au-
tumn (No. 47, dated November 
26, 2012). To a large extent, it 

relates to machine tool technology. The level 
of machine tool production in Russia fell from 
70 thousand machines a year in 1991 to three 
and some thousand in 2012, that is, more 
than twenty times. However, the Soviet ma-
chine tool industry was always at the global 
level; from 1984 to 1990, only Germany had 
exported more than 45 million units of ma-
chine tools and press-forging equipment.

Consequently, to date, moral and physical 
depreciation of fixed-capital assets, primarily 
metal-working equipment, reached 70-80% 
in the Russian mechanical engineering in-
dustry. Since 1990, when the last census of 
machine tools was held, their number has 
decreased significantly in our country – from 
2 million to 1.5 million (estimate made by the 
Stankoinstrument Association) or even down 
to 900 thousand (estimate made by specialists 
of the Moscow State Technological Univer-
sity Stankin). Today, according to Alexandr 
Andreev, Vice-Rector for Development at 
Stankin, we continue losing more than 50 

thousand machines every year. Or, at least, 
they reach the end of their service life.

Two revolutions and one coup
During the past twenty or thirty years, while 
the Russian machine-tool industry was losing 
its position, two revolutions – both technical 
and institutional – were taking place in the 
global machine-building sector.

The first consisted in changing the nature 
of machine tools, production technology and 
final use (see “From machines to robots”).

“Thanks to the new aspect of machine 
tools,” says Oleg Sirotkin, corresponding 
member of the Russian Academy of Sciences, 
General Director of the National Institute of 
Aviation Technology, “the engineering in-
dustry can build an automated chain with 
digital design details – a CNC programme 
manufactured by machine tools – a CNC pro-
gramme to control the robotic section, and 
even the plant and component movement. 
In this chain, people are involved only at the 
product design stage and the launch of opera-
tions in the workshop. Robots manufacture 
robots at the Fanuc Plant in Japan. No one is in 
the workshop; even the lights are off. Just the 
same, unmanned technology can resolve both 
production and social problems. In particular, 

the key issue for Russia is lack of skilled work-
ers. So, in this sense, these technologies are 
our only hope and salvation.”

The second revolution was institutional; 
not only did the machine-tool revolution 
change the nature of individual plants, but 
it also revolutionized the entire machining 
industry and organizational methods for mar-
keting machine-tool products.

First, the modular nature of machine 
construction made it possible to produce 
standardized modules for specialized plants 
– centres of relevant competence. Modern 
machine-tool plants have essentially turned 
into assembly lines. This, in turn, required 
machine-tool clusters to be built – factories 
producing the essential parts connected by 
a single technological chain with assembly 
production. Experts cite Taiwan as an exam-
ple – the Taiwanese believe that cooperation 
and ties in such a cluster should be within a 
hundred kilometres. This allows companies 
to economize on logistics and provides di-
rect and continuing communication between 
enterprises.

Second, as explained by Alexandr An-
dreev, as machine tools are rarely used alone, 
especially in the technological chain proc-
ess comprising heterogeneous equipment 
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Alexandr Mekhanik

Mechanical engineering tools for a new lifestyle
The Russian government has adopted a programme for developing machine tool technology. To execute it, we will 
have to repeat the revolutionary changes that occurred in the world twenty years ago, not only in the technical, but 
also in the organizational area



from different manufacturers, there is, as a 
rule, a mediator between the user and the 
manufacturer of metalworking equipment 
– the so-called system integrator – which is 
a key player in the machine-tool production 
market. The system integrator selects all the 
necessary equipment, forms a “turnkey” tech-
nological chain for the user, and sometimes 
develops it, ensures its launch and subsequent 
servicing, that is, it provides complete engi-
neering work and services.

If I may say so, the world also experienced 
a geopolitical coup during those years. The 
leaders of machine-tool industries changed 
dramatically. Until the end of 1980, the 
United States, the Soviet Union, Germany, 
and Japan took the lead, changing positions 
amongst themselves in the head group; by 
2011, China became the undisputed leader 
in machine-tool manufacturing, and Japan, 
Germany, Italy, South Korea and Taiwan be-
came part of the top six, but still lagging far 

behind China. It is true that Japan, Germany 
and Italy are leaders in the production of the 
most sophisticated and accurate machine 
tools. The United States moved to seventh 
place and Russia to the 21st. Moreover, China 
has become a leader for importing machine 
tools; the Chinese use them more than the 
rest of the world.

China’s great leap forward has had a strong 
influence on Russia’s machine-tool industry. 
In the 1990s, it survived largely thanks to 
export supplies of traditional Soviet 16K20-
type machines. Today, China dominates the 
market of simple machines, which, as noted 
by Alexey Peskov, Director of the Sasta Plant, 
“swallowed up those old Soviet machines, 
and it became impossible to compete with 
Chinese prices.”

Machines tools at high interest
Today, there are about 100 companies in the 
Russian machine-tool industry. However, as 

Nikolai Yudenkov, Director of Communica-
tions with Industry and Governmental Agen-
cies at the Stankoinstrument Association ob-
served: “Almost all our plants are bankrupt 
due to unaffordable loans. This situation 
worsened after the 2008 economic crisis.” In 
2012, the Savelovskiy Machine Works went 
bankrupt and fell under the control of the 
Oboronprom Corporation.

The Sterlitamakskiy Machine-Tool Plant is 
currently bankrupt; it produces almost half 
of all the metal-cutting lathes in the country. 
According to Yegor Skrypkin, Director of 
the Kirov-Stankomash Plant, the struggle for 
survival does not leave machine builders any 
room for further development, R&D invest-
ment, training courses for qualified person-
nel, or support for the competitiveness of their 
products.

The machine-tool sector in Moscow went 
through very difficult times in the 1990s; 
the new owners destroyed almost all the 
factories and research institutes. The latter 
were all replaced by warehouses, offices or 
shopping centres. In particular, ENIMS (Ex-
perimental R&D Institute for Metal-Cutting 
Lathes), which employed up to four thou-
sand people in 1980, has barely survived; it 
now employs about 200 workers. The Krasny 
Proletariy Plant was the last company to col-
lapse under the pressure of raiders in 2011; 
the chairman of the board of directors of this 
plant was killed in Cyprus under mysterious 
circumstances.

This took place simultaneously while the 
government programme for developing our 
machine-tool industry was being worked 
out and approved. There was a similar situa-
tion with machine-tool construction in Saint 
Petersburg.

The sharp decline in machine-tool produc-
tion has forced some of the largest engineer-
ing companies in the machine-tool industry 
to develop their own base in order to, at least, 
modernize their stock of machine tools in 
operation. For example, the Saliut Aviation 
Plant in Moscow developed its own produc-
tion and sheltered the remains of the Moscow 
Machine-Tool Plant. The Kirov Plant in Saint 
Petersburg built a machine-tool subdivision 
on its base, and transformed it into the Kirov-
Stankomash Plant later on.

A significant part of the problems experi-
enced by the machine-tool and other high-
tech sectors of the Russian economy can be 
explained by the factories themselves, but 
first and foremost, by the peculiarities of the 
Russian financial system.

Georgiy Samodurov, President of the 
Stankoinstrument Association explains: 
“When it comes to importing machine tools 
into Russia, a foreign manufacturer, as a rule, 
sells the machine on a three-to-five-year in-
stalment plan. He can do this because he 
takes out a loan at one and a half to two or 
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three percent interest for machine-tool pro-
duction in his own country. In general, Japa-
nese machine-tool builders can take out loans 
at one-tenth or even one-hundredth percent 
interest per annum for ten years. But, Rus-
sian machine-tool builders have to take out 
a loan at 16-18 percent interest or even more 
for a whole year, or a maximum of two years. 
The profitability of our industrial plants can’t 
sustain such rates. They often can’t even take 
on a loan as provincial plants have virtually 
no collateral assets.”

On the other hand, when it comes to for-
eign users buying machine tools in Russia, 
they can take out a loan on the same terms in 
their own country, pay fully for the machine 
and return the money to the bank within five, 
seven or ten years.

Therefore, it is easier for Russian machine 
builders to purchase imported machine tools 
and sell their machines abroad. Consequent-
ly, in view of the general decline of machine-
tool production in Russia, more than half of 
our machines were exported before the 2008 
economic crisis. A financial misunderstand-
ing arose between the Russian machine-tool 
construction sector and the mechanical engi-
neering industry. 

As Nikolay Yudenkov explains, the differ-
ence between Russian and Japanese machine-
tool builders was felt when the former visited 
Japan, at the Fanuc Plant, the world’s largest 
manufacturer of CNC systems and robots. 
Yoshihara Inaba, President of the Fanuc Cor-
poration, told them that his enterprises are 
regarded as production plants and so, are not 
subject to real estate and land taxes. Profits, 
which are allocated for technological mod-
ernization, creating new jobs, and replacing 
production with more advanced technology, 
are also exempt from taxes, whereas VAT on 
exported goods is returned without any red 
tape. In addition, the state reimburses trans-
portation expenses for the export of products 

to Europe, as well as costs for participating in 
trade fairs and promotional events.

The overall conclusion of almost all of our 
respondents – the steady development of com-
plex industries, including machine tools, is 
almost impossible in Russia due to the current 
financial system.

Another problem for the machine-tool 
industry is associated with the role that sys-
tem integrators must play within the sector 
itself.

The Russian machine-tool industry essen-
tially needs system integrators because of the 
narrow specialization of Russian machine-
tool plants – a legacy of the Soviet system of 
the social division of labour. However, system 
integrators, operating in the Russian market, 
prefer to work with imported equipment. As 
explained by Alexander Andreev, “the cost 
structure for making a technological upgrade 
of projects in the Russian context is such that 
the main profits are generated from the resale 
of purchased equipment rather than the de-
sign of complete production systems. In this 
regard, the activities of system integrators 
can be profitable only if they buy equipment 
from manufacturers at lower prices than 

those for other users, and obtain the exclu-
sive right to sell the manufacturer’s equip-
ment, that is, the integrator determines the 
actual sales price.” Our machine-tool build-
ers cannot provide system integrators with 
such conditions due to the low profitability 
of their production.

Import stalemate
In 2011, the demand for machine tools in our 
mechanical engineering companies, prima-
rily the defence sector, increased dramati-
cally after the government adopted a weap-
ons development programme for 2011-2020 
amounting to 23 trillion roubles, within the 
framework of which it was resolved that it 
was necessary to invest in the technological 
modernization of the defence industry (about 
three trillion roubles). So, machine builders 
turned to importing products. After all, we 
are used to importing equipment for virtually 
all our economic sectors. However, it was not 
so simple this time. Russia also participates 
in the so-called Wassenaar Arrangement on 
Export Controls for Conventional Arms and 
Dual-Use Goods (dual-use goods and tech-
nologies). In accordance with this agreement, 

77

he last machine-tool revolution had four defining features.
The first feature – more and more diverse technological 

operations were concentrated at single machine tool stations 
that could automatically perform turning, milling, drilling, and gear 

machining at different planes and with automatic tool swaps. In one word, a 
finished part was produced without removing the workpiece from the machine, 
which greatly improved the accuracy and performance of the part. Five-axis 
machine-tool stations were considered the most sophisticated as they moved 
the work tools in three linear directions and into two corners. The most complex 
forms could be made very precisely with these machines, either a few units or 
even fractions of a micron. Different turbine blades, for example. Mechatronics 
was extensively used – an approach aiming at integrating a control system 
of accuracy and quality and a control system of the machine tool in order to 
improve and/or optimize its functionality.

The main trend in global machine-tool construction is that the client tells 
the machine builder what kind of part should be manufactured. The machine 
builder suggests the configuration of the machine, on which this part can be 

made without any adjustments. Then, he supplies the machine and instrument, 
sets up the CNC programme, and tunes the machine; the client does not have 
to think about how to make the part as everything has been decided for him.

The second important feature – the modular design of machine tools thanks 
to standardization and unification of different components, which accelerates 
new machine production and saves time when the machines need to be 
reconfigured for manufacturing new products.

The third feature – the automated process for supplying and moving the 
workpiece. While one part is being processed, the next one is prepared and 
conveyed to the work area as soon as the first one has been finished; this 
means that no time is lost for reconfiguring the machine, which improves its 
performance.

The fourth feature – the creation of various types of flexible automatic 
production lines and entirely unmanned factories on the basis of modern, 
automated machine tools and intelligent robots.

Complex and flexible manufacturing cells are at the heart of “unmanned” 
technologies - specialized machines, digital equipment and robots. A flexible 
manufacturing system is formed thanks to these cells. The entire system is 
tied to mathematics and results in a modern computerized plant where the 
demand for labour is reduced by ten, if not a hundred times

From machines to robots

T

E
X

P
E

R
T

.
 

S
P

E
C

I
A

L
 

I
S

S
U

E

OUTLOOK



each state should determine which of these 
goods and technologies it is ready to sell and 
to whom. In fact, this is just a newer version 
of the famous CoCOM. Most of the latest and 
most accurate metal-working machine tools 
are subject to restrictions under the Was-
senaar Arrangement. Today, dual-use tech-
nology includes all types of equipment and 
components for many machines that ensure 
the production of armaments, spacecraft 
and aircraft, vessels and other advanced and 
strategically important products. We refer 
to fifth-generation machines – five-axis ma-
chining centres, precision machine tools, CNC 
systems for such machines, general laser cut-
ting machines, etc. Moreover, export controls 
are constantly evolving. Foreign companies 
would probably supply you with actual weap-
ons rather than provide the technology and 
equipment for manufacturing them.

As noted by Alexander Andreev, there is 
also the issue of special machine tools needed 
to solve production problems in the defence 
industry, as well as in the space and nuclear 
industry, for which equipment cannot be pro-
duced serially. Moreover, it is not possible to 
order equipment from a foreign company as, 
in this case, we have to admit the potential 
developer to enterprises with restricted ac-
cess and issue a statement of work reveal-
ing details that may be commercial or state 
secrets.

Even if you get the equipment, you will 
depend on the manufacturer’s services, the 
CNC programme, and the tool itself; moreo-
ver, the manufacturer will be able to control 
everything.

For example, it may install hidden pro-
gramme modules on the machine, which 
store information about the products. The 
manufacturer may request a report on ma-
chine movements, and then install sensor 
location controls in the electronic system, 
which will determine where the machine tool 
is operating and block certain movements. 
The export contract often has a mandatory 
condition, whereby this equipment must be 
connected to the Internet and only the manu-

facturer’s tool must be used. If these require-
ments are violated, you may be deprived of 
further guarantees.

Ideological turnabout
If Russia wants to produce modern weap-
ons and sophisticated high-tech products, it 
should at least develop its production of the 
most advanced and accurate machine tools.

That is why, at the end of 2011, the gov-
ernment approved the subprogramme – De-
velopment of the National Machine-Tool Con-
struction and Tool Industry – as part of the 
Federal Target Programme – National Tech-
nological Base, whereby, for the first time in 
twenty years, there will be financing for R&D 
projects and experimental-design work in or-
der to develop new machine-tool models for 
manufacturing prototypes and even create 
production facilities by allocating more than 
50 billion roubles, including more than 26 
billion roubles to machine-tool factories, all 
through the federal budget.

In the subprogramme, this is explained by 
the fact that “machine-tool engineering or-
ganizations, which are fundamentally impor-
tant for the technological independence of the 
Russian machine-tool engineering industry, 
do not have their own resources in the context 
of the global economic crisis. Moreover, as 
the economic crisis has reduced demands for 
their products, their very existence is under 
question. However, the machine-tool industry 
is a compact sector, which makes it possible 
for the state to provide large-scale support at 
relatively low cost.” In addition to the sub-
programme, the government approved a 
number of measures to support the financial 
sector and protect the Russian machine-tool 
market.

All these measures actually mean that, for 
the first time in the past twenty years, the 
state has decided to largely back an entire in-
dustry, which had been almost entirely priva-
tized back in the 1990s and was not included 
in the military-industrial complex, knowing 
that Russia’s complete and independent eco-
nomic development is impossible without 

it. Although many experts believe that the 
budget of this programme is insufficient to 
resolve the problems in this sector, yet it is the 
most important ideological turnabout in our 
state’s activities, to which, for some reason or 
other, no one has paid much attention.

The programme for developing machine-
tool technology is not being launched from 
scratch. We should note that, despite all the 
problems posed by our machine-tool indus-
try, a number of machine-tool construction 
companies have kept production running and 
maintained good development potential – 
such plants as Sterlitamak, Ryazan, Ivanovo, 
Krasnodar, the Sasta Plant in the Sasovo-Rya-
zan Region, the Savelovskiy Machine Works 
in Kimry (Tver Region), and Kirov Stanko-
mash in Saint Petersburg.

What’s in the programme
First of all, the programme includes experi-
mental-design work aimed at creating new 
machine-tool models, particularly new types 
of high-performance multi-axis metal-cutting 
lathes with programmed digital control, new 
types of super-precision machine tools with 
CNC machining parts up to 100 nm, and 
advanced components for special machine-
tool construction. More than 100 different 
experimental-design work projects will be 
implemented this way.

A leading research engineering institute 
for most of these experimental-design work 
projects is Stankin, which carries out the 
functions of main R&D industrial institutes 
instead of the virtually non-existent ENIMS 
(Experimental R&D Institute for Metal-Cut-
ting Lathes). Stankin is being hastily reor-
ganized and modernized for this purpose. In 
particular, as its Director Alexander Andreev 
proudly states, an engineering centre and 
unique production have been set up within 
the institute, better equipped than many 
Western research centres. The structure of 
the institution and the educational process 
are being updated with regard to science 
and engineering. Andreev believes that by 
doing so, the Soviet organizational model of 
industrial science, when the most important 
R&D projects were carried out in industrial 
research institutes, is being replaced and 
a new model set up, which will be more 
characteristic of the interaction between 
applied science and industry in developed 
countries, like in Germany, where research 
and scientific work is conducted at universi-
ties, and the actual project is worked out at 
companies.

Such a concentration of R&D activities in 
Stankin is not accidental – the programme 
states that “the scientific, technical and per-
sonnel potential of Russian developers does 
not correspond to the required quality of 
work that must be fulfilled in order to ad-
dress the challenges set by the programme. 
Their development, an innovation for our 
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country, cannot measure up to the best for-
eign analogues.” That is why the attraction 
of foreign companies as investors in the Rus-
sian machine-tool industry, the purchase of 
foreign companies, internal corporate trans-
fer of industrial know-how, and, finally, the 
purchase of know-how from foreign owners 
are set out in the programme, along with 
our own experimental-design production. 
However, Georgiy Samodurov is sceptical 
about the prospects of this collaboration: 
“Technology is the cornerstone of machine-
tool construction, but if we cannot sell our 
machines, then what is the point of giving us 
advanced technology?” He cites the example 
of a plant that the German company DMG 
is building in Ulyanovsk. It is supposed to 
manufacture screwdriver assembly machines 
from modules supplied by DMG’s Polish and 
possibly Chinese factories, but not the most 
advanced models.

According to Petr Sazonov, General Di-
rector of the Savelovskiy machine-building 
factory, joint ventures will not only help us get 
advanced know-how, but will also create jobs 
and revive machine-tool plants, preparing 
them to produce their own original products 
as they continue to be developed.

As for the purchase of foreign companies 
and internal corporate transfer of indus-
trial know-how, some of our plants, which 
have foreign contracting parties, have had 
a negative experience. Attempts to transfer 
technology to Russia have always ended in 
failure, because such transfers are prohib-
ited. Therefore, most of our respondents think 
that we will have to resolve our problems by 
ourselves.

Nevertheless, Alexandr Andreev thinks 
that the current state of Russian machine-
tool engineering will not be able to meet the 
growing needs of the Russian mechanical 
engineering industry.

That is why, despite all the problems, the 
state’s task is to interest foreign machine-tool 
manufacturers in localizing production in 
Russia as much as possible, and not just in-
vesting in screwdriver assembly plants. This 
interest is inevitable – the use of machine 
tools is declining in Europe, but growing in 
Russia. Investments were placed in the auto-
mobile production industry, so it should also 
be possible in the machine-tool engineering 
sector, or at least in mass production.

As part of a series of measures comple-
menting the subprogramme, the Government 
of the Russian Federation approved a decree 
on the partial financing – up to two-thirds 
of the refinancing rate – of interest rates on 
loans for technological modernization, that 
is, roughly 6%. This is not enough for the 
machine-tool engineering industry, first, be-
cause the credit costs are still at about 10%, 
and second, because these benefits are re-
ceived by machine-tool users, and not ma-
chine-tool manufacturers, who need loans for 

working capital. These benefits do not resolve 
the problems related to national machine-tool 
manufacturers, but only facilitate imports 
for users.

As Alexei Peskov said: “I think that steady 
demand is the most important factor for our 
machine-tool industry. As soon as there is a 
demand, there will be more orders, and if 
there are more orders, loans can be had. The 
other issues are secondary. Only the state can 
build up a steady demand at this stage.” In 
addition, Mr. Peskov called attention to the 
fact that he saw almost no foreign machine 
tools in Japanese and German plants; they 
were mainly national: “That’s government 
policy and the choice of the manufacturers 
themselves. We can’t see how this govern-
ment policy is implemented, but the fact 
remains.”

The government’s ban on the purchase of 
foreign-made goods when placing orders for 
defence and national security, which also ap-
plies to machine tools, should help generate 
steady demand (Government Decree No.56, 
dated February 7, 2011). “We believe that this 
decree will work; we’re hoping and waiting.” 
says Alexei Peskov. “But, if it doesn’t work, 
then the programme will just be a waste of 
money for the Government.”

Measures for ensuring steady demand for 
national machine tools include the creation 
of system integrators, which, as it says in the 
programme, should consolidate “market of-
fers made by Russian manufacturers of ma-
chining equipment and supply completed 
production sections and lines to end-users 
(machine-building organizations).

As noted by our interviewees, creating 
a system integrator is just not enough. The 

government must provide a sufficient vol-
ume of orders for the system integrator, at 
least initially, and the plants that the integra-
tor represents. Of course, we are not talking 
about returning to directive planning, or re-
fusing the market; we are talking about how 
to launch this market and make it work to 
fulfil the needs of our industry.

What’s missing from the 
government programme
System integrators are important, but system-
atic approach to the development of mechani-
cal engineering is even more important.” says 
Oleg Sirotkin. “System solutions are needed 
at factories, corporations, and industries, all 
over the country. This means that solutions 
should not only be systemic, but also large-
scale.”

We might say that, by approving the pro-
gramme for developing machine-tool tech-
nology, the government gave serious thought 
to launching a technological revolution in 
the machine-tool industry, but did nothing 
to implement an institutional revolution. 
The programme for developing machine-tool 
technology actually provides for elaborating 
machine prototypes in the hope that they will 
be included in some production system later 
on, which means that they will have to be 
even further developed in order to operate 
under this system. However, these prototypes 
may well not be included… as, for the time 
being, they are not tied to any specific pro-
duction line.

We need neither separate programmes for 
developing new types of weapons and equip-
ment nor the technological modernization of 
defence enterprises and machine-tool indus-
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tries. We need a single end-to-end plan that 
links to-be-manufactured products, derived 
from projects for technological moderniza-
tion and production – not only manufacturers 
of end products, but also machine builders 
and manufacturers of machine-tool compo-
nents. Technological modernization should 
include a modern, digital, integrated, and 
technological environment at all the com-
panies. That is, the new machines, which 
are currently being developed, should be-
come part of flexible production cells, and 
these, in turn, should become part of flexible 
manufacturing systems that include robots 
and auxiliary equipment. Because develop-
ing individual machine tools, even the most 
sophisticated ones, will not have the desired 
effect with regard to performance or qual-
ity. This means that problems related to the 
machine-tool engineering industry cannot 
be resolved separately from high-tech and 
defence systems.

The problems related to machine-tool 
technology and, more broadly, the entire 
mechanical engineering industry cannot 

be resolved by maintaining a traditional 
view of Russian machine-tool plants (of all 
mechanical engineering factories, in gen-
eral), which are distinguished by the fact 
that each plant makes everything, starting 
from simple nuts and bolts. There are almost 
no factories, where at least 70% of in-house 
labour is spent on machine manufacture. “As 
a result, there’s almost no cooperation be-
tween the plants.” says Oleg Sirotkin. “Every 
factory has almost all the processing stages. 
But, there are actually 17 basic processing 
stages.” The processing stage refers to a set 
of technological operations, which trans-
form raw materials into semi-finished or fin-
ished products. Roughly speaking, system 
programmes should provide for the creation 
of 17 modern specialized factories – quali-
fied centres linked to clusters of converted 
machine-tool factories that specialize in a 
certain type of machine, as it is practiced 
throughout the world.

All of this requires significantly more 
resources and other major decisions. In the 
meantime, we have to state that whatever 

and however Russian industry may project, 
whatever it may purchase, neither the na-
tional machine-tool industry, nor imports of 
present-day volumes of machine tools can 
ensure technological modernization. After 
the programme for updating enterprises was 
approved, military-industrial costs for metal-
cutting equipment increased from 1.165 bil-
lion dollars in 2010 to 1.317 billion in 2011. 
According to the Stankoinstrument Associa-
tion, even with a threefold increase in the 
amount spent on machine-tool use, the money 
would be enough to supply about 30 million 
new and not very expensive units (that is, not 
the most advanced). Even if we assume that 
the Russian machine-tool park totals about 
900 thousand units, it means that it will take 
about 30 years to update it at this rate. This 
means that our country is still very far from 
actual technological modernization.

This article contains illustrations from the 
book by A.F. Kraynev, The Art of Building 
Machines and Structural Systems from An-
cient Times to the Present, Moscow, Spectrum 
Publishing House, 2011.  ■
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leb Nikitin, Deputy Minister of Industry and Trade of the Russian 
Federation:

 — By adopting and implementing Federal Target Programmes, 
primarily associated with the development of the military-industrial 

complex, we have significantly increased the demand for machine-tool engineering 
in the coming years. Our task is to make sure that our machine-tool industry 
will seize this opportunity. The subprogramme for machine-tool development 
provides us with additional leverage to support and assist the industry in the 
development of new, competitive product samples, so that the industry has 
something to put on the market.

We have consolidated the state’s remaining small machine-tool assets 
within the Rosstekhnologiyi Corporation. On this basis, we expect to create a 
system integrator, whose main task should be engineering and the compilation 
of information concerning the demand for machine tools in different industries, 
but first and foremost, in the military-industrial complex. With this information, 
the integrator can act as a link between machine-tool companies and investors, 
between machine-tool companies and the machine-tool engineering industry.

We cannot restrict machine-tool engineering to government investments 
only. We expect that projected growth in the demand for machine tools will lead 
to an increase in private investments in this sector. There is no time to waste, 
because the peak demand – at least threefold – will occur in 2016-2017, but we 
should begin production today, in 2013. Otherwise, the ship will have sailed. We 
can already see that a significant number of private investors, including foreign 
ones, are interested in our machine-tool engineering companies.

However, we don’t want foreign manufacturers to focus exclusively on 
assembly production. The most promising option is to create joint ventures 
between Russian investors and foreign manufacturers.

We expect that, on our side, assistance in such joint efforts should be 
provided by a system integrator, which will have the necessary information about 
the industry and its needs in order to place orders for equipment and explain to 
investors, where, and in what it would be sensible to invest. Such a state system 
integrator in conjunction with Stankin’s engineering centre will systemically 
build a sectoral development roadmap that is clear and comprehensive for 
investors.

In turn, existent system integrators, which focused on imports, will return 
to our factories, after seeing their new potential.

An important leverage to maintain demand for machine tools should be the 
56th government decree to ban the purchase of foreign-made goods when placing 
orders for defence and national security. In this case, our objective was not to 
restrict access to the import of machinery, but to stimulate internal demands 
for national manufacturers.

Traditionally, there has recently been a general view that we have no machine-
tool engineering industry. So, everyone turns to the West and gets not the best 
machines from there. But, we want to show our users that there are decent 
machines in Russia. We don’t try to interfere too much; our task is to stimulate 
machine-tool construction. We wanted to give the machine-tool industry another 
chance, and we’ve done just that.

Of course, our machine-tool engineering industry needs to be technologically 
modernized. But, our plants can’t adequately finance the services of engineering 
centres; they aren’t ready to create innovative strategic products without the 
Ministry’s help. Unfortunately, in the last three years, business companies also 
can’t use the financial services of banks in order to modernize their own sector, 
even with state subsidies to help cover interest rates. At the moment, we’re 
trying to solve this problem because the machine-tool industry is one of our 
priorities for the near future.
■ Recorded by Alexandr Mekhanik 
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Machine-tool engineering – our priority






