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Russia on the rise? 
 

Russia is sometimes seen as the weakest member of the BRIIC grouping of 

emerging market powers, with many pointing to its shrinking population as 

a sign of future decline. However, the Russian economy has been buoyed 

by high energy prices in the past few years. Moreover, Russia enjoys key 

strengths in some sectors that will be critical to the 21st century – and not 

only energy. A determined state might still manage to reverse Russia’s 

slide from economic power. Investors and marketers ignore Russia at their 

own peril. 

 

 

Russia is known to many as the largest country in the world by land area. 

At 17, 075, 400 square kilometers, it stretches across nine time zones, 

occupies all of Northern Asia and 40 per cent of Europe.  

 

But what Russia has in land it lacks in 

people. Although urbanization and 

education are relatively well-advanced 

(three quarters of Russians live in the cities 

and towns of Western Russia and Southeast Russia), at 143 million, its 

population is the smallest of the famous BRIIC countries (Brazil, Russia, 

India, Indonesia and China). Moreover, Russia’s population is declining at 

a faster rate than any other major economy in the world. Its population 

stood at 148 million in the early 1990s. Following what Prime Minister 

Vladimir Putin calls the greatest geopolitical catastrophe of the 20th 

century, the collapse of the Soviet Union, the population began a long 

decline to its current level. This trend was driven by falling birth rates, rising 

Russia’s population is 

expected to decrease by 

more than 20% to 111 million 

by 2050. 



 
  3 

 
 

death rates, a high abortion rate and emigration (with little immigration to 

offset it, as compared to Western European countries).1  

 

The population issue casts a dark cloud over the outlook for Russia’s 

economy – and its economic power in the world. However there are 

bright spots in the Russian economic landscape. These are primarily 

related to its abundant reserves of ever scarcer fossil fuels. But some are 

based on the advantages Russia inherited from the old Soviet Union in 

terms of education and industrial centres of excellence. Will these be 

enough to offset the population factor and cement Russia’s place in the 

BRIIC?  

 

Russia’s Situation Today 

The Russian Federation’s nominal GDP 

ranks 11th in the world, according to the 

IMF. Its GDP per capita is 57th, but at over 

USD 10,000 is still respectable by the 

standards of the BRIIC. In fact, in nominal GDP per capita terms, Russia is 

surpassed only by Brazil among the BRIIC countries (and even then only by 

the slimmest of margins) – it is way ahead of Indonesia, India and even 

China. Currency stability and inflation, which were extremely problematic 

in the 1990s, have been brought under control in recent years. Despite 

experiencing a roller-coaster ride in terms of GDP growth rates from 2003 

to 2011, poverty and unemployment has declined steadily from the 

depths of the early 1990s as the middle class continues to expand. 

 

                                                 
1 About.com Guide: Russia's Population Set to Decline From 143 Million Today to 111 Million in 2050, Mar 2, 2011 

In nominal GDP per capita 

terms, Russia is surpassed only 

by Brazil among the BRIIC 

countries. 
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But once we move away from macro-economic statistics and look at 

purchasing power and household income, the picture that emerges is far 

more nuanced.  

 

Geographically, of 1,100 cities and towns across the Russian Federation, 

23% of Russians are concentrated in 20 major cities, with 10% in Moscow 

and St Petersburg combined.  

 

Chart 2: Russia’s Population Distribution 

  
Source: Russia 2002 census 

 

Average gross monthly income across sectors and geographic regions is 

still under USD 500, according to Russian Federation and ILO data. 

However this masks considerable inequality in the distribution of that 

income.  At 42.2 in 2009, Russia’s measure of income inequality is higher 
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than what it was in 2001 (39.9) and higher than all BRIIC countries except 

Brazil.2  Meanwhile, the international business press is fond of covering the 

activities of Russia’s famous billionaire “oligarchs”, such as Ramon 

Abramovich, owner of English Premier League football club Chelsea. 

 

Russia’s government realizes the need to diversify its economy by nurturing 

innovation and reducing reliance on its oil and gas reserves.  While most 

business media coverage of Russia focuses on the oil and gas industry 

(when it is not focusing on oligarchs or stories of corruption), there is 

growing interest among international firms in Russia’s Business Process 

Outsourcing, heavy manufacturing and construction sectors.  

 

Business Process Outsourcing (BPO) 

BPO refers to the off-shoring of back office corporate functions including 

portions of financial, legal and administrative functions. India has long 

been the leader in the global BPO market, with China in second place. 

Russia is now ranked third in global BPO and appears to be a strong 

contender.  

 

Russia is known for its cost effective good-

quality BPO services. Industry insiders also 

claim that Russia has outstanding 

computer programmers that cannot be 

found in India or the US, which helps to draw MNCs with specialized 

needs. This is partly a legacy of the old Soviet education system, which 

                                                 
2 Source: CIA World Factbook. Brazil’s Gini co-efficient is a staggering 56.7, making it one of the most unequal 
major economies in the world; China’s  was 41.5 in 2007 by one measure, but other estimates place China’s 
figure at close to 50. 

Russia has outstanding 

computer programmers that 

cannot be found in India or the 

US. 



 
  6 

 
 

was effective in teaching higher-level mathematics. It could also stem 

from how schools identify and groom talent from an early age. 

 

Some MNCs see huge potential in Russia and have chosen to invest 

heavily. Intel has invested $700 million in Russia over the last 15 years. 

Aircraft maker Boeing and IT giant Motorola have set up major centers in 

Russia employing local engineers and mathematicians.  

 

Overall IT spending is anticipated to grow at a CAGR3 of around 17% from 

2010 to 2014, which will greatly improve Russia’s global position as an 

outsourcing hub4. 

 

Heavy Manufacturing  

A dark cloud loomed over Russia’s heavy manufacturing industry in the 

1990s, as its protected markets both inside and outside Russia crumbled. 

Despite government efforts, manufacturing output declined throughout 

the 1990s, from the mid-90s onwards8. One stark reminder of this was the 

collapse of Russian car exports to the countries of the Warsaw Pact, as 

illegal (and later legal) car imports out-competed the products of Russia’s 

obsolete and inefficient automotive plants. 

 

But in recent years, the sector has seen 

fresh interest from foreign firms. Trying to 

leverage its natural resource base as well 

as the legacy of Soviet infrastructure, the Russian government has 

designated certain areas as Special Economic Zones (SEZ), in a bid to 

jump-start heavy industry. One of these SEZs is in the Sverdlovsk Region, 

                                                 
3 Compound annual growth rate 
4 Research and Markets: Russia IT Industry Analysis Feb 11, 2011 

Russia’s SEZs host over 200 

foreign investors from 20 

countries. 
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which is rich in natural resources. It also has a strong, diversified 

manufacturing and industrial sector plus a skilled labor force. Its stable 

economic growth combined with investment policies make it extremely 

attractive to foreigners5.  

 

As at March 2010, Russia’s SEZs hosted over 200 foreign investors from 20 

countries, including global manufacturers like Isuzu and Bakaert.  

 

Russia enjoys strengths in aviation, thanks to a world-class base of 

engineering and production for military and small-to-mid sized 

commercial aircraft. Russia will remain a global player in military aviation. 

But the overall outlook of the heavy manufacturing industry hinges on 

whether the government decides to place more emphasis on this sector.  

  

Construction 

Construction experts in Russia are generally optimistic, as confirmed when 

in 2007 the construction industry was the second most profitable sector 

behind railway transportation6.  The construction industry is expected to 

be worth US$91.3billion in 2011. 

 

Russia’s construction boom has various 

drivers. One of them is building new 

infrastructure for global events. Prime 

Minister Putin has pledged $12 billion on 

new infrastructure for the 2014 Winter Olympics in Sochi.  

 

                                                 
5 Guide to Investment: Sverdlovsk Region, Industrial and Manufacturing Special Economic Zone, 
2011 PWC 
6 Business Monitor: The Russia industry report 

Prime Minister Putin has 

pledged $12 billion on new 

infrastructure for the 2014 

Winter Olympics in Sochi. 
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An expanding middle class also means a rise in demand for residential 

apartments and retail outlets. In cities like Moscow and St. Petersburg, 

where tourism is a revenue generating industry, hotels and infrastructure 

are also highly in demand. Much of the budget allocated for building new 

infrastructure will be focused on improving energy distribution networks - 

pipelines, electric power plants and transmission lines7.   

 

Construction companies prefer to import their building machinery from 

the West due to the weaknesses of domestic manufacturers. This in turn 

bodes well for Western construction equipment vendors. The market for 

construction machinery is projected to reach $2.6 billion in 2011. The 

weakening US dollar makes this a good time to purchase quality US 

capital goods at lower prices. However, this demand for foreign 

machinery also means that business for Russian manufacturers is declining.  

 

Oil and Gas 

At an average output of 9.93 million barrels of oil per day in 2009 for a 

total of 494.2 million tons, Russia is the world’s largest oil producer. And the 

oil industry is in desperate need of investment dollars. Russia has struggled 

to give its aging oil and gas fields an upgrade.   

 

Beyond production, the other challenge facing Russian energy is logistics. 

Unless investment dollars flow into Russia’s pipeline systems, rail routes are 

the only way to transport Russian oil into fast-growing East Asia. Rail routes 

might prove to be less viable in times of falling oil prices. Political 

interference is also a great deterrent to potential investors. Yukos was 

                                                 
7 Investing in Russia's Growth Sectors: Construction, Manufacturing & Retail Distribution, by Vladimir 
Kuznetsov July 11, 2007  
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once the leading Russian exporter of oil to China. However the Russian 

government stepped in and broke up the company. Lukoil has since 

taken over the role of rail supplier8 to the Far East.  

 

Breaking into Russia’s oil and gas industry appears almost impossible due 

to a lack of effective intellectual property rights protection, cumbersome 

tax laws, corrupt government bureaucracy and what is seen as the lack 

of a welcome mat for foreign trade and investment since the breakup of 

Yukos.9  

 

Consumer Spending in Russia  

One undeniable bright spot on Russia’s economic landscape is consumer 

spending. Consumerism is booming in Russia. By one estimate, only a 

quarter of Russia’s population has sufficient savings for the future. Utility 

bills are low, savings for education and healthcare are insubstantial and 

there is little trust in banks and the stability of the rouble. Hence much of 

Russian consumers’ income is disposable and they are keen to spend it.10 

 

Many Russian companies have increased their sourcing from Hong Kong 

and China because Made-in-China products are competitively priced 

and profit margins are high. Hong Kong’s total exports to Russia increased 

by 15% to US$578 million in 2006.  

 

There is much room for market expansion given Russia’s population and 

geographic diversity, which ensures that most brands are severely under-

                                                 
8 Investing in Russia's Growth Sectors:  Construction, Manufacturing & Retail Distribution, by Vladimir 
Kuznetsov July 11, 2007  
9 Russian Oil and Gas Challenges,  Bernard A. Gelb January 3, 2006 
10 Russia’s consumerism boom, Russia Today Feb 7, 2008, citing social research agency VCIOM  
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penetrated in regions outside of Moscow, St. Petersburg and the 

Southwest generally 8.  

 

Russian Companies  

It is no surprise that the top five companies in Russia are related to the oil 

and gas sector – namely Gazprom, Rosneft, TNK-BP, Lukoil and Novatek.  

 

The prospect of a foreign power acquiring an oil and gas company in 

Russia appears bleak due to the vast economic (and hence political) 

sensitivity of the sector. 

 

Other sectors have fewer barriers to FDI but even here, foreign investors 

can be deterred by perceived high levels of corruption. 

 

A rare successful acquisition of a Russian company by a foreign investor 

was seen in the case of Wimm-Bill-Dann and PepsiCo. The former is 

Russia’s largest dairy and fruit juice company while PepsiCo is a US food-

group giant. Valued at $5.4bn, this deal could possibly be the biggest 

foreign acquisition of a Russian company, helping PepsiCo to increase its 

presence in Eastern Europe and Central Asia, and establishing itself as 

Russia’s largest F&B producer. The deal would also expose PepsiCo to 

dairy products (70% of Wimm-Bill-Dann sales consist of dairy products), a 

much needed diversification away from bottled soft drinks. PepsiCo 

expects to produce annual pre-tax synergies of $100m from this deal by 

2014.11 

 

 

                                                 
11 PepsiCo to buy Russia’s Wimm-Bill-Dann,  Financial Times December 2, 2010 
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Conclusion 

After plumbing the depths of economic chaos in the early 1990s, Russia’s 

economy has stabilized and surged ahead in the past five years of 

relatively high oil prices. Its dwindling population poses a huge question 

mark over the country’s long-term future as a global economic (and 

hence military) power. This challenge is made worse by some of the 

problems that bedevil modern Russia – low levels of immigration, a brain 

drain and the encroachment of corruption and organized crime into 

business.  

 

However the one advantage that could reverse Russia’s long-term slide is 

precisely what has created so many problems for Russia in modern times – 

its tradition of strong, centralized government. Given that energy prices 

will remain high for the next 10-20 years, and given the other reserves of 

natural resources that remain untapped in Russian Siberia and the Russian 

Far East, Russia’s government can draw on enormous resources to shape 

its economic future. A determined government push could propel some 

of Russia’s key industries to world-class status – some sectors of heavy 

industry and BPO in particular. Taking a leaf out of China’s book, the 

Russian state might also be able to leverage its strong domestic consumer 

market to lift some of its companies to global leadership. 

 

With so much hinging on the state, the Yukos trial and subsequent events 

do not point to a positive future. Instead they paint the picture of a state 

that lacks a coherent strategy to develop industry champions by skillfully 

exploiting FDI and trade. But it is still far too early to write off the Russian 

state, or Russia itself. Just as few could have foreseen in 1917 that Russia 

would rise to global superpower status a few decades later, many of 
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today’s economic forecasters are missing something if they underestimate 

the resilience, resourcefulness and resolve of Russia and its leaders.  

 
 
 


