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Project Russia – travel report 2007-08-23

Participating companies and people 

Enclosed please find a list of the companies and people that participated in the mission to Russia.

Sunday May 20

The week in Russia started with a seminar held at the hotel in Nizhny Novgorod. 

The Russian automotive market - Anatoly Sotnikov, IFL Russia

Anatoly Sotnikov, IFL Russia, gave a short introduction to the economic situation in today’s Russia. The GDP growth is 6-8 % and heavily driven by the power supply (oil and gas). Automotive industry is also one of the prioritised sectors. (See enclosed slides)

Corruption is a problem in Russia, but people tend to speak more about it than experience it. Russian authorities fight corruption and prosecutions take place also involving highly ranked people.

In 1990 2,9 million vehicles were produced in Russia. Then the market collapsed and in 2006 the Russian vehicle production was on the level of 1,5 million of which 8 000 trucks, 80 000 buses and 1 175 000 cars.  285 000 vehicles were foreign brands. The biggest individual vehicle manufacturer was VAZ with 0,9 million vehicles.

The manufacturing of foreign makes is forecasted to increase to 400 000 vehicles in 2007 and to one million in 2011. One of the big problems for foreign producers is the stipulated 50 % localisation of parts supply within three to five years. Companies not reaching the stipulated levels run the risk of having to pay incentive money back. Ford is one of the foreign makes that might run into such problems.

The number of sold cars in Russia in 2006 was around two millions, putting Russia on the 5th place in Europe and 8th place in the world in car sales. There is a clear trend in the direction of more expensive cars. 

How to do business in Russia today. Comments and reflections from a banker. – Per Lundberg, Head of corporate banking, Handelsbanken International in Russia

Handelsbanken has got about 2000 clients and Per Lundberg described both employees and clients as hard working, eager to accept new ideas, sensitive and skilled in IT. The Russian market is rewarding but demanding and the individual relationship is important. Sweden is very well perceived. 

In the financial and banking sector there are a lot of rules. It is difficult to get financial information.

Leasing is popular. There is no standard when it comes to payment. The rouble is controlled by the central bank.

The overall advice from Per Lundberg was: “If you do not believe in success in Russia, do not enter.

Nizhny Novgorod today – Vassily Kozlov, IFL Russia, and Vladimir Vinogradov, Regional Deputy Minister of Industry and Innovations 

Nizhny Novgorod is a 3,5 million people region. The city was previously called Gorki and a closed city due to the big cluster of defence industry companies. The automotive cluster includes some 100 companies with about 56 000 employees. Together with St. Petersburg and Kaluga, Nizhny Novgorod is one of the most important automotive clusters. An underdeveloped sector within the cluster is technical consultants.

Nizhny Novgorod has a one-stop-shop for investments. When investigating the administrative processes for getting investment permits, Nizhny Novgorod found 25 organisations that should approve the investment. That brought the administration to set up a target, that papers should be processed within 104 days. An investment council was established which review applications every month. If the investment is approved the parties will make an agreement which finally will be implemented as a law in the region.

RUSPROMAUTO: Future strategy of the GAZ Group

Erik Eberhardsson, CEO and President of the GAZ Group, Alexander Filatov, Chief of strategy committee, GAZ Group, and Nicholai Gorjunov, head of RM-systems, presented the GAZ Group and its strategy (see enclosed slides). RM-systems is the spun off component manufacturing. Some of the products are core and will be kept within the group, while others are non-core and could be sold or put into joint ventures. RM-systems is a set-up for creating strategic alliances, preferably 50/50 joint ventures.

The latest joint venture for the GAZ group is the deal with Magna, which also is involved with a competitor Auto VAZ. Another joint venture is the one with LDV (light trucks in the UK), which also will start activities in Russia.

About 20 000 light buses are produced in Russia and GAZ had 67 % market share. Cars will be produced as long as it is financially feasible. 

GAZ has to renew about 90 % of the portfolio, which is a significant challenge. 

Of the total turnover assembly of cars, light commercial vehicles and trucks is about 25 %. The rest, 75 %, is components production.

GAZ corporate management moves to Nizhny Novgorod within shortly.

GAZ purchasing is looking for exhaust systems, hydraulic systems, transmissions, fixtures, safety systems, rubber parts, plastic parts, radiators, heat exchangers, shock absorbers and forging. GAZ has got seven forging plants. Airbags will be installed in the vehicles when the legislation requires. 

Purchasing is handled by a separate company. 

The monthly salary for workers is about 12 000 roubles plus 35 % social costs.   

Russia today – Jörgen Sandström, Embassy of Sweden in Moscow

Jörgen Sandström, Embassy Counsellor, has as his main task to promote Sweden, a job quite often made in cooperation with the Swedish Trade Council. The Embassy has about 100 employees of which about 40 are expatriates. 

The trade with Russia is increasing and Sweden is among the 10-12 biggest investors in Russia. In 2006 the export to Russia was 17,1 billion SEK and the import 34,4 billion SEK. The deficit was 17,3 billion SEK. These numbers place Sweden as number 14 in export and 9 in import. 

The main export products are vehicles, telecom and food. IKEA has just built a so called “Mega centre” in Russia. Ericsson has 20% of the Russian market. Scania has about 40 % of the market among foreign makes. Volvo Car has also reasonably good volumes whereas Saab is not active in the market. Other strong Swedish brands are Sandvik and Electrolux.

Banks active in Russia are Swedbank, Handelsbanken, Nordea and SEB. Tele 2 is the 4th largest operator.

Russia is a huge country, 145 million people, and the opportunities are here now. It is important for potential investors to learn as much as possible about Russia. Bureaucracy is significant and the legal institutions are weak. Many laws are unclear and this is also valid for the tax procedures. Inflation is about 10 %.

Sightseeing in Nizhny Novgorod

The first day was ended with a sightseeing (photos are available) and a dinner at Hotel Volna.

Monday May 21

Plant tour at GAZ assembly line

The assembly plant produces the Gaselle light bus as well as passenger cars. A few years ago the plant was in a very bad condition. The new plant manager involved the trade union and the employees and asked the question: What kind of plant would we like to have? With the help of Japanese consultants the lean production philosophy and methods were implemented. The number of organisation levels was brought down from 16 to 4. The management started to measure a number of important parameters.

The plant gave a very good impression, very clean with an excellent house-keeping. It looked like if lean production had been implemented in the right way. From a technology point of view the plant looks like an assembly plant in Western Europe 20 years ago. 

Presentation by Geveko

AB Geveko produces and sells an antirust agent, Merkasur, a thin wax that is spread on the car body in special spray chambers, also provided by Geveko. Geveko has been in Russia for seven years and is now supplying GAZ. GAZ was in the beginning very centralised, but is now easier to deal with. The main difference is that GAZ now has a strategy. GAZ is importing the product and the customs duty is 5 %.

Dinner with Nizhny Novgorod business people

The Monday was finalized with a dinner with business people from the region.

Tuesday May 22

Visit to ZMZ

Starting production in 1958, ZMZ is today an engine company within Seversthal Auto Group with a capacity of 550 000 engines per year. The engines are four cylinder engines with a volume ranging from 2,3 to 5,0 litre engines and horse powers from 152 to 180. Everything built in ferrous materials 

Main customer is GAZ  taking 170 000 engines a year, but ZMZ also supplies to truck producer KAMAZ. Slide bearings are supplied to Auto VAZ

ZMZ, with 380 people, is working in two shifts and has a turnover of 160 million roubles per month.  They have got two casting shops and three assembly lines. The assembly plant has very little automation but there are plans to increase the level. The ppm level is 150.

The average wage level is 10 000 roubles a month including bonuses and social costs. 

ZMZ has more than 100 suppliers and more than one supplier per component. Bulten is already a supplier and AVL is a partner in development. Purchasing is looking for engine components, especially for electrical and exhausts systems. Suppliers have to be quality certified, the levels were not mentioned, and offer an acceptable price level. Open book system is used by ZMZ and suppliers must be good in finding ways to cut costs. ZMZ has also demands on suppliers’ localization.

Good raw material suppliers are reluctant to come to Russia and different types of steel are difficult to find in within the country. ZMZ has to rely on import. For alloys the situation is much better.

ZMZ has no plans to outsource, “what’s in-house is in-house” was the answer.

Purchasing addresses are morozov@zmz.ru and aa.matyshin@zmz.ru.

The Seversthal Auto Group also includes off road vehicle producer UAZ and ZMA, producing small passenger vehicles like Ssangyong and FIAT (CKD)

Negotiations with GAZ and others

A couple of companies took the opportunity to have individual meetings with GAZ management as well as with some other companies.

Flight from Nizhny Novgorod to Vnukovo airport in Moscow

To manage the tight programme and to keep costs down the group flew in a chartered plane to one of the Moscow airports and continued by bus to Obninsk (www.obninsk.ru) 

Dinner in Obninsk

The Tuesday programme ended with a dinner together with people from the Kaluga region, Volvo, Sida and Swedfund.

Wednesday May 23

In the morning of Wednesday 23 the delegation went by bus to Kaluga.

Meeting with Kaluga regional government

The city of Kaluga was founded in 1371 and is located 170 kilometres from Moscow and 68 kilometres from the Moscow ring. The whole region covers 30 000 km2.

High-tech industry is located in Obninsk with 600 innovation companies and research centres. The costs for education are high and Kaluga has also international schools.

Unemployment is 5,3 % which means about 30 000 unemployed. Energy costs are 60 000 roubles/megawatt.

As a region to invest in, Kaluga has been ranked number four among the 80 regions in Russia. The biggest investment so far is Volkswagen 440 million € investment. The Volvo investment in the southern part of Kaluga is more than 100 million €. There are 48 ha left in the Kaluga south region. 4 ha is a minimum for investors.

The supplier BOSAL has also invested in the region. 

Investment attractiveness of the Kaluga region has increased thanks to different measures taken by the government. Administration barriers for investments were taken away and an investment council taking the decisions was created. The region gives financial support and invests in infrastructure

Industrial parks were created to facilitate investments. The Kaluga region has also created a corridor for transports where customs clearance takes only one day. 

Volvo activities in Russia

From Volvo participated

Lars Corneliusson, Managing director of Volvo Russia

Kjell Dalesjö, Managing director, ZAO VTS-Zelenograd

Jan Ohlsson, General Manager, European manufacturing, Volvo Truck

Jan Klingberg, Purchasing Director, Volvo 3P

Jens Holtinger, Project Manager, new Volvo plant in Kaluga

AB Volvo started the activities in Russia 1969. The first truck delivery was made in 1973. The rep office was set up 1994 and the same year Volvo commenced with customer financing activities. The first joint venture with Vostok was made in 1998, a cooperation that ended 2003 when the assembly plant was started.

The current assembly plant, which will be closed down when the Kaluga plant opens up in a few years, is located in Zelenograd, which is about 40 kilometres outside Moscow.

The Russian heavy truck market reached 90 000 vehicles in 2006 and this figure includes both vehicles built in Russia, 50 000, and imported new and old vehicles, 40 000. In the year 2000 the Volvo part of the market was 233 new trucks and 626 imported second hand trucks. Since then the volumes have picked up significantly reaching 2 436 new and 4 900 imported trucks. The Volvo market share is 7,6 %.

Volvo expects the market to reach the level of 130 000 vehicles annually in 2013. The winners will be the Chinese brands and the foreign makes built in Russia. Russian brands and import will be on the loosing side.

Volvo Russia also represents VCE, Volvo Penta and Volvo Bus. There is a Volvo Centre in St. Petersburg as well as a regional Volvo Parts warehouse.

Jan Olsson, head of the European operations within Volvo Truck, explained that Volvo has a need for new capacity in general. Both the Umeå and Ghent plants are currently working night shift and the Tuve plant has set up one more shift. The Kaluga plant is the answer to this capacity problem.

The Kaluga plant annual production, when it is up and running at full speed, will be 10 000 Volvo and 5 000 Renault trucks, split up on 6 models. The commonality between the models will be low. 

The Russian plant will serve the same markets as the other European Volvo plants.

The main reasons for investing in a Russian assembly plant are

· The volume development in Russia

· The need for additional capacity in Europe

· The targets to increase of profitability

· To protect and gain new market shares.

Volvo started the Russian project with 6-7 alternative locations. Moscow and St. Petersburg were excluded and Kaluga was finally chosen from 2-3 alternatives.

The Kaluga region won the battle thanks to the

· strong support of the Volvo project

· general and labour cost level

· current supplier and body builder structure within the region

· geographical location

· VW investment in the region which will boost the development as well as being a future competitor for resources

· Kaluga reputation

Jens Holtinger will be the project manager for the Kaluga project.

The investment in the industrial park Kaluga South will include Renault and Volvo Truck cab trim and assembly lines with joint offices and warehouse. Total investment 2007 through 2009 is 101 million € of which 51,7 is land, 25,0 building and machinery, 14,3 start-up and expansion and 10 is vendor tooling.

Models to be produced are for Volvo Truck FH and FM as well as FE and FL.

Start of production is planned to be Q4 2008 through Q1 2009. Foreseen volumes are for Volvo and Renault together 5000 trucks in 2009, 13 000 in 2010 and 15 000 in 2011. In 2011 the plant will have about 1000 employees.

The 3P purchasing, about 600 people, now also includes the Nissan Diesel purchasing. Nissan Diesel purchasing volume is about 1,2 billion € from about 600 suppliers. The 3P purchasing volume, before merging with Nissan Diesel, is 4,6 billion € from 1550 suppliers. 190 of these suppliers stand for 80 % of the spending. Within three years the total number of suppliers for 3P, including Nissan Diesel, will be back to 1550.

The 4,6 billion € are split 31 % North America, 62 % Europe, 4 % South America, 2 % Asia and 1 % in Africa.

The main strategy for the Russian plant will be local supply and 3P is just about to set up a local team of people to run the project.

Kjell Dalesjö, head of the current assembly plant, elaborated on the most important issues when deciding about an investment in Russia. The first decision is between joint venture and “on-my-own”. Another decision to take is that between green field and brown field. It is important to study the medial supply, i.e. gas, electricity, etc. The support from the local administration is also important as well as offered incentives. It is important to clarify the legal aspects of the deal and language knowledge is crucial. 

Volvo has a very good experience from their own Russian joint venture with AFK Sistema, who holds 34 % of the company. For Volvo it has been the right partner and the dialogue has been very open. The legal aspects were sorted out in a good manner. The partners have also been prepared for the divorce that will come. 

The difference between Russian and West European truck specifications is big.

Federal laws stipulate local content for cars, not for trucks.   

Swedfund

Karin Isaksson, Swedfund, presented the financial services of Swedfund. (See enclosure)

Bong investment in Kaluga

Two years ago the Swedish company Bong invested in the Kaluga region. Based on a three year business plan for the growing Russian market choose Kaluga for the investment. The main reasons were the access to good labour as well as a supporting business environment.

Dinner with Kaluga business people

The last activity on Wednesday was a dinner with the delegation together with Kaluga business people in the restaurant “Slavyanskiy Bazar”.

Thursday May 24

Visit to the Siemens VDO Russian joint venture in Kaluga.

The delegation visited a typical automotive supplier joint venture and met with the management. The company produces electro-mechanical parts for cars and trucks. The plant management is Russian, with exception of the financial director, which is a German.

Like ZMZ, Siemens VDO has more than one supplier per component. Payment conditions are typically 45 days and the supply contracts last one year. The ppm demand from GAZ and VAZ is 50.

Visit to the Volkswagen site including short presentation

The delegation met with Wladimir Holmann, Head of the Planning department, Volkswagen Russia, and project manager for the site and construction works for the new Volkswagen 440 million € investment. The total site is 150 ha plus 120 ha for the supplier park. The assembly plant will include 160 m2 production space with paint shop and assembly line, but no press shop. Buildings for the supplier investments will cover 160 m2. Paint shop is supplied by Dürr and the machinery from Western Europe

Start of production is September 2007. The volume will be 50 000 vehicles per year increasing to 115 000 a year in 2009. 2011 the production volume will be 1000 vehicles a day. The brands will be Passat, Skoda Fabia, Jetta and probably a SUV.

VW will have 3500 employees at the level of 500 vehicles a day. More than 50 % of the employees will be women, simply because they are on average better workers.

30 % localisation has to be reached in three years. VW is looking for companies for example within painting of plastic materials. Quality will be an issue and Russian suppliers will need another 10 years before they reach the right level.  This is mainly a problem of habit and attitude. 

Transportation to Moscow

The delegation was transported to Moscow by bus and checked in at the Radisson SAS Slavyanskaya.

Friday May 25

Welcome to us at the Swedish Embassy: Our way to work in Russia today

Ambassador Johan Molander and Counsellor Jörgen Sandström presented the Swedish Embassy and the current situation in Russia.  

The economic situation in Russia is good. The central power is strengthened and the regional power diminishing. Question marks for civil rights and free media. The Russian elite are nervous in the prospect of the succession of Putin. Will he go or stay? Will he be permitted to leave?

The Embassy assists companies in their relationship with customs, tax authorities and other authorities. This is called the reactive side of the responsibility and the task is in many cases to find out who is responsible.

Planned activities are often assistance together with Swedfund or the Trade Council. Another activity is to facilitate meetings on very high level. Another important resource for assisting in Russia is the law firms and the embassy mentioned Mannheimer & Swartling with six expatriate and about 20 Russian lawyers. 

Bureaucracy is complicated in Russia and a good back-office is a competitive advantage. Security is also an issue in Russia. 

Presentation of the market development and sourcing policy of Ford in Russia - Henrik Nenzén, head of Ford of Russia (see enclosed slides)

In 2006 the GDP growth was 6,6 % with a GDP per capita of 6296 $. Consumer prices increased by 10,2 % and the disposable income increased by more than 15 %.

On the negative side is the banking sector with about 1200 banks. The pension system is non existent and life expectancy for men is as low as 58 years. Independent media are weak.  The competitiveness of Russian companies depends very much on the exchange rate of the rouble. Company tax is 25 % and personal tax is 13 %.

Russia will have seven new automotive manufacturing plants in the next three years. The number of cars per 1000 inhabitants is 180, compared with for example Germany 591 and Czech Republic 389. The Russian car buyer prefers less small cars and more SUVs. In the year 2000 the sales of foreign cars were 4 % of the total sales volume. In 2007 the figure is 64 %.

The Ford plant in St. Petersburg, producing Ford Focus, started 2002 and added a second shift in 2003 and a third one in 2004. The annual capacity is 75 000 vehicles. The cumulative production figure is 150 000 cars. The production includes welding, painting and assembly.

Decree 166 statues a minimum production of 25 000 cars a year. A body construction process is mandatory. The localisation has to be 30 % or above. Ford is currently at 11 % with 20 components localised. Localised components have to meet global standards and decisions are based on cost. Stamping will be done in Russia in the future.

The advice from Mr. Nenzén to the Scandinavian suppliers is to forget joint venture, also those with 51 % share. He also recommended taking a look at the St. Petersburg area, where some additional vehicle manufacturers plan to invest. 

The Swedish Trade Council

Fredrik Häggström, head of the Swedish Trade Council in Russia, reported that the current working force of six consultants will be 12 in a couple of years. The Trade Council runs offices in Moscow and St. Petersburg. The organisation helps companies to enter the market, to evaluate different options and to expand the business. The service includes news services, market analysis, business intelligence, recruitment, company registration, administrative services and sales

Panel discussion: How to be successful in doing business in Russia, reflections and follow-up suggestions from the visit to Russia

The delegation discussed the experiences from the meetings during the week. Some of the companies will take further steps rather quickly. 

The visit to the Swedish Embassy ended with a lunch hosted by the Swedish Ambassador. 
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