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Introduction

The purpose of my report is an analytical review of the causes and
consequences of the degradation of the Russian retail trade, a description of
the new reality of the country's consumer market.

In the modern world, as is well known, retail
trade plays a significant role in the economy and
directly affects the life of every person. Retail
trade in Russia over the past two decades has
developed under the influence of several factors:
crises, sanctions, pandemics, the introduction of
new technologies. As a result of these processes,
it undergoes both quantitative and qualitative
changes.
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The Study

The purpose of this study is:

- an analytical review of the reasons for the degradation of the Russian retail
trade,

- a description of the modern consumer market of the country, operating in a
new reality.
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Research Question(s)

Deterioration of consumer activity,
Uncertainty as the main factor,

A drop in credit worthiness,

Decrease in retail incomes of the population,

Decrease in disposable cash flow due to an increase in the cost of
living (increase in fixed expenses - food, housing and communal
services),

Structural, production, logistics crisis,

Reduction in the number of consumers, that is, degradation of
demand.
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Methodology

Research of literature: foreign and domestic,
Market research,

Interview with representatives of Russian
retail business,

Synthesis of the data received.
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Results

The general total degradation has also affected the consumer market, where the main factors
of degradation are:

decrease in the birth rate. Since 2000, according to Rosstat data, the population of the Russian
Federation has been mainly declining. Only from 2013 to 2015, the so-called "natural growth" of
the population, that is, the excess of fertility over mortality, was positive, however amounting,
all over these three years, to only about 86 thousand people. At the same time, the total loss
("negative natural growth") for the period from 2000 to 2021 amounted to slightly less than 10
million. In particular, in 2021 alone, 1 million 43 thousand more people died in Russia than were
born. And if the increase in mortality is a question of the effectiveness of the healthcare system,
then the birth rate is an indicator of general well-being, including economic well-being. The
birth rate in Russia has been falling since 2014. Currently, according
to the level of reproduction of the population, Russia, with its indicator of 9.1 children per
thousand inhabitants, ranks 191 first in the world out of 229 possible, inferior even to developed
countries with their traditionally low birth rate. In Finland, this indicator is 9.6, in Denmark —
11.1. Eveninthe USA-12.4
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Results

The general total degradation has also affected the consumer market,
where the main factors of degradation are:

reduction in the number of consumers, that is, degradation of demand.
The decline in qualifications and consumer demands, the increase in
the importance of prices, more and more people cannot afford to
choose goods and services, for reasons of financial constraints, and
they no longer have enough time for this;

emigration. There is no official data on the number of Russian citizens
who have left the country;
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Results

The general total degradation has also affected the consumer market, where the main
factors of degradation are:

deterioration of consumer activity. Citizens of the Russian Federation spend less and less money and
make fewer purchases in the domestic retail market. According to experts, last year a record decline was
recorded in the domestic retail segment over the past 7 years, which may continue in the coming
months. Western sanctions and their extremely uncomfortable financial situation force Russians to save
on literally everything, perhaps with the exception of medicines. In 2023, the decline in retail sales in
Russia is likely to continue, but it will not be as strong as in 2022. The main trigger for the decline will be
the "creeping" process of weakening of the ruble due to problems with filling the federal budget, as well
as higher inflation than the Central Bank predicts. The real disposable incomes of the population will
remain under pressure and citizens will continue to prefer the savings model of behavior in conditions of
continuing uncertainty. Reaching the trajectory of sustainable growth can be expected no earlier than
2024. By this time, the recessionary manifestations in the global economy will end, and the Russian
economy will adapt better to Western sanctions, so the emphasis in the behavior of citizens will begin
to shift from savings to purchases;
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Results

The general total degradation has also affected the consumer market, where the main
factors of degradation are:

uncertainty as the main factor. the level of anxiety is growing. According to surveys, the level of anxiety
has jumped to 70%. In these conditions, consumer activity is limited to the purchase of necessities, that
is, everyday goods (food, minimal clothing needs). The consumer switches to a protective behavior
model, for which the purchase of durable goods is completely uncharacteristic. The exception was,
traditionally, the period at the very beginning of its, when consumers, against the background of news
about the withdrawal of Western goods from the Russian market, created a stock of these goods;

a drop in creditworthiness. Consumers direct their free funds to reduce the credit burden instead of
consumption. Even a decrease in the growth of unsecured lending already gives a drop in consumption.
Moreover, there is a decrease in the very creditworthiness as such. In fact, funds are being withdrawn
from trade turnover amid concerns about the inability to service loans in the future;
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Results

The general total degradation has also affected the consumer market, where the main
factors of degradation are:

decrease in real incomes of the population. The incomes of the population have been falling since the
beginning of 2022, and the rate of decline is increasing. In the 3rd quarter, the decline reached -3.4%
year-on-year ;

decrease in disposable cash flow due to an increase in the cost of living (increase in fixed expenses - food,
housing and communal services). According to the Bank of Russia, by May 2022, accumulated inflation
was more than 17% year-on-year. At the same time, from December 1, 2022, at a faster pace, for the
second time this year, utility tariffs will be increased by an average of 9%, which will certainly add to the
annual inflation rate.
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Results

Together, the decline in real incomes, coupled with an increase in the cost of living, results in a
significant reduction in the funds that consumers can spend on "optional" items, as a result of
which retail will compete for an increasingly shrinking resource.

structural, production, logistics crisis;

breaking production ties. Many manufacturers are faced with the need to rebuild their production
chains, as components have become unavailable. This led, at least, to a change in logistics (if
components can be purchased and delivered to the Russian Federation as part of parallel imports),
and in most cases, to the need to make changes to the production process, because components
had to be changed to other (available) ones. This, in turn, led, in almost all cases, to a decrease in
output, its rise in price, and in some cases — to the need to stop production of a certain
nomenclature — either before resuming the supply of components, or before changing the
production process with their replacement [10].
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Results

At the same time, new logistics chains require the reorientation of commodity flows to friendly
countries (Armenia, Iran, Kazakhstan, the UAE), which in all cases increases the cost of logistics, and
in almost all cases slows down the process.

changing the financial landscape;

major changes in the payment infrastructure. All one needed to do before was open a transaction
passport in a state bank, but that is no longer the case. It is now necessary to look for a non-
sanctioned bank (most likely outside the top 50). These are additional risks, it is more expensive,
plus there is a risk that such a bank will fall under sanctions in the future. And the bank may not like
your business, and there are fewer and fewer banks suitable for these purposes. This is largely the
result of the Central Bank's work to "clean up" the market, so there are very few banks left. At the
same time, many major players are credited to large banks and have obligations to them to
maintain turnover, which are now impossible to fulfill due to banks being included in the sanctions
lists;
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Results

the goods are now mostly prepaid. Previously, many networks lived on commodity credit from
manufacturers, large ones — even from foreign ones. You can forget about it at all. And when
using "parallel import", you can forget about any preferences from the manufacturer at all,
because the importer purchases the goods informally and, most often, does not have any
relations with the manufacturer at all;

degradation of customer service;

the transition to parallel import reduces the relationship between the manufacturer and the
buyer to the level of "goods-money-goods". You will have to forget about any clear warranty or
technical support through official channels for a long time. Importers will serve the sold goods
within the limits of a small share of their margin allocated for this, while the quality of such
service will be determined solely by their enthusiasm. Given that there is no way to build a long-
term business on parallel imports, importers will have no need to maintain the reputation of the
manufacturer, and at best the risk of receiving legal claims from consumers will motivate them
to good service. In general, such a picture for a domestic consumer who has become
accustomed in recent years to a different attitude (at least from foreign manufacturers) is
unlikely to serve as a motivation to buy;
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Results

consumer lending is slowing down. Borrowers are afraid to borrow. This
trend was especially relevant in the spring — summer of 2022, currently
the pace of lending is recovering, however, this may be a sign of the need
for borrowers to re-credit (take out new loans to repay old ones);

banks are afraid to lend. In particular, the adoption of laws on the write-
off of loans to the mobilized affects the reduction of banks' appetites for
retail lending. On the other hand, banks have no other sources of income,
so there is no need to talk about a significant decrease in lending;

access to modern technologies used in trade. From commercial
equipment to computers, servers, software. Everything is imported,
everything needs to be replaced, or will require in the near future.
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Results

Based on the results of the analysis of the sanctions impact on the retail sector, we can
establish that in order to improve it, it is necessary:

simplification of the format, transition to a discounter, where the brand is not important, but is important is to
have an average quality product at a low price. All this is done — x5 opens "Chizhiks", etc. In conditions when the
consumer has less and less money, secondary advantages like brand, taste preferences, "utility", etc. will fade
into the background. The fight will be between cheap and very cheap. It is worth saying that this is a chance for
domestic brands to increase their share in the overall structure of product categories of retail chains, due to the
construction of an effective model of partnership of domestic manufacturers with retail representatives or an
organization.
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Results

 Based on the results of the analysis of the sanctions
impact on the retail sector, we can establish that in
order to improve it, it is necessary:

e Store brands in everything and everywhere. If the house controls the
brand, the manufacturer is less important and can be different for each
batch. This will avoid supply gaps and reduce dependence on a
particular manufacturer.
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Results

* Based on the results of the analysis of the sanctions
impact on the retail sector, we can establish that in
order to improve it, it is necessary:

* reduction of the assortment. A natural process for creating inventory
with irregular deliveries. The less diversity, the easier it |s to plan
especially in a period of uncertainty. B | | W

ICMS-2023 21



Results

Based on the results of the analysis of the sanctions impact on the retail
sector, we can establish that in order to improve it, it is necessary:

innovative development of the retail sector through the implementation of technological,
managerial and marketing innovations that form a complex of industry development. Modern
trends point to the deployment of global technological innovations in the retail structure, which
implies the integration of domestic trading companies into the online trading market and the
sale of goods through marketplaces.
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Results

Based on the results of the analysis of the sanctions impact on
the retail sector, we can establish that in order to improve it, it is
necessary:

adaptation of domestic companies to the changed conditions of functioning, the
allocation of new categories of players whose activities are based on the import
into the country of goods of foreign companies that have completely stopped or
officially stopped economic activity on the territory of Russia.
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Discussion

* Should foreign retail ever were to return, what
difficulties would it face in the attempt to
regain its market share?
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Suggestions for Further Research

* To observe the dynamics of Russian retail
market,

* To study the effects of changes in adjacent
markets (logistics, wholesale etc.).
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