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03:
Entry, exit and  
growth of firms
Shifts towards new products and sectors 
occur through the entry and growth of  
new, innovative firms. Russia does not 
currently perform well in this respect. It has 
low entry rates, its small and medium‑sized 
firms make a small contribution to output 
relative to comparator countries in the 
Organisation for Economic Co‑operation 
and Development, and the percentage 
of firms that export is very small relative 
to those countries. These problems 
reflect limited competition in product 
markets, high administrative barriers 
to entry, high fixed costs of exporting 
and other weaknesses in the business 
environment, including corruption 
and a lack of relevant skills. These 
weaknesses have a disproportionate 
impact on innovative firms.

3% 160th
Russia’s 
ranking – out of 
183 countries – 
in the cross‑border 
category of the 
2012 Doing 
Business Report

17%
of total 
employment 
in mining and 
manufacturing 
is concentrated 
in one‑company 
towns

of Russian 
firms exported 
in 2008‑09, 
compared with 
15‑17% in France
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Entry rates
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Chart 3.2
Russian regions: firm entry and institutional 
environment (1996-2008)
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Entry, exit and growth  
of firms

1Bruno et al. (2008).
2See also Bruno et al. (2011).

1. Introduction
Changes in a country’s economic structure and shifts towards 
new products and sectors predominantly occur through the entry 
of new, innovative firms, the growth of successful companies, 
and the exit of older, less successful firms. Free market entry and 
conditions that enable small firms to operate are essential for the 
development of new ideas, particularly in sectors not related to 
natural resources. Firm exit is key as regards transferring scarce 
resources to more productive uses and thereby achieving, over 
time, structural shifts in the economy. Flexibility in terms of firm 
entry and exit and reductions in the cost of doing business can 
also help the economy to adapt to changes in relative prices 
stemming from the volatility of commodity revenues.

Unfortunately, Russia’s business environment does not 
currently appear to be particularly conducive to the entry, exit 
and growth of firms. The playing field is often tilted against small 
and medium-sized enterprises (SMEs), favouring the large firms 
that dominate their markets. In most parts of the manufacturing 
sector, the level of competition is lower than the average for 
countries in the Organisation for Economic Co-operation and 
Development (OECD). The percentage of firms that export to 
other countries – an important source of growth and innovation 
for companies – is much smaller than in western countries, 
and there is evidence that this is linked to administrative and 
tax-related obstacles. Finally, although there has been some 

improvement in the last four years, weaknesses in the business 
environment persist, particularly in areas such as access to skills 
and corruption. New evidence from the Business Environment 
and Enterprise Performance Survey (BEEPS) conducted by 
the EBRD and the World Bank shows that innovative firms feel 
disproportionately affected by these obstacles, as well as by 
customs and trade regulations. This is consistent with other 
evidence indicating the difficulties faced by exporters in non-
commodity sectors in Russia.

This chapter presents information regarding firm entry and 
exit in Russia, competitive conditions, the role of SMEs and the 
level of export activity. We also present some initial evidence 
linking Russia’s weakness in this area to difficulties encountered 
by firms in terms of the business environment. The final section 
summarises the main (national-level) results of the latest round 
of the BEEPS survey (which was conducted in 2011-12) and 
compares them with previous rounds. Regional-level results for 
this survey are presented in the next chapter.

2. The entry and contribution of SMEs 
Firm entry rates in Russia have fallen over the last decade and 
are now relatively low. While entry rates were level with or above 
OECD benchmarks in the second half of the 1990s – in line with 
other European transition countries – they dropped sharply in 
the mid-2000s and have continued to decline.1  By 2007-08 
they stood at less than half of the level observed in 1998-99 
(see Chart 3.1). Within Russia, entry rates vary significantly from 
region to region and appear to be correlated with the quality of 
regional institutions, as proxied by the Expert Rating Agency’s 
index of investment risk and an index of political and economic 
openness (see Chart 3.2).2  
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■ Small enterprises  ■ Medium-sized enterprises  

Sources: European Commission, Kazstat, Rosstat, and authors’ estimates and calculations.
Note: Based on 2007 data for the EU and 2008 data for Kazakhstan and Russia. Definitions of SMEs 
may vary in some respects. SMEs have a maximum of 249 employees in EU countries and Russia.

Chart 3.4
SMEs’ contribution to gross domestic product 
in selected countries
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Chart 3.3
SMEs’ contribution to turnover, employment 
and investment
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3See also Yakovlev and Zhuravskaya (2011).
4 See Centre for Economic and Financial Research (2002) for a further discussion of this phenomenon – the 
“glass ceiling”.

Among other things, the correlation between firm entry and 
measures of the quality of the business environment reflects 
administrative barriers that increase the cost of entry and 
growth for firms. In 2009 the Centre for Economic and Financial 
Research (CEFIR) conducted its most recent assessment (the 
seventh in total) looking at the administrative barriers faced by 
small businesses, finding that 53 per cent of licences obtained by 
firms were in fact illegitimate (that is to say, they were not legally 
required). An average licence cost around US$ 350 and required 
10 man-days of input to obtain.3  Even so, most firms considered 
it cheaper and easier simply to obtain the licence, rather than 
arguing that it was not, in fact, strictly necessary. Russia also 
scores relatively poorly as regards other common measures 
of the business environment, such as the World Bank’s Doing 
Business ranking. Russia was ranked 120th out of 183 countries 
in the 2012 Doing Business report, its position having remained 
broadly unchanged over the last decade. 

Obstacles to firms’ operations and significant effective 
barriers to entry have a disproportionate impact on smaller firms. 
Consistent with this, the Russian economy is characterised 
by small contributions to output, investment and employment 
by SMEs. Indeed, those contributions are around half the size 
of those typically observed in European Union (EU) member 
states (see Charts 3.3 and 3.4). The small contribution made 
by medium-sized enterprises (that is to say, firms employing 
between 100 and 249 people) to overall economic activity is 
particularly striking. This may reflect difficulties faced by small 
firms when seeking to expand their businesses, as well as firms’ 
reluctance to grow and become more “visible” for fear that they 
will face a much larger formal (and informal) regulatory burden 
in the form of checks, inspections, licensing requirements, tax 
compliance and so on.4 

Another indication of very large companies’ dominance of 
the economy is the fact that in 2008 Russia’s listed firms had 
the highest average capitalisation of all stock markets surveyed 
by Standard & Poor’s. In other words, the Russian stock market 
comprises a relatively small number (less than 350) of very large 
firms, with the extractive industries being over-represented.

of Russian firms 
exported in 2008-09, 
compared with 15-17% 
in France

3%
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6  Aghion et al. (2011).
7  Estrin et al. (2009).
8EBRD (2010).
9This section is based on a background paper by Volchkova (2011). 

10Eaton et al. (2004, 2008), Melitz (2006) and Volchkova (2011).
11 Somewhat unexpectedly, productivity is lower for firms exporting to more than 50 destinations, perhaps 

reflecting the fact that many of these are large commodity-related firms.

3. Competition in product markets
Consistent with low entry rates and small contributions to output 
by SMEs, competition in product markets appears to be relatively 
weak in higher-value-added industries. The causality in this 
context could run in both directions. Low levels of competition 
could be a result of high barriers to (and low rates of) firm entry 
and growth. Conversely, weak competition policies could have 
allowed markets to be dominated by powerful incumbents, 
potentially hindering the entry and growth of new players in 
these markets. 

Chart 3.5 shows mark-up (Lerner) indices for a range of 
industries in Russia and compares them with averages for OECD 
countries.5  After declining in the early 2000s, mark-ups began 
increasing again towards the end of the decade. More generally, 
since the 1990s there has been a marked trend towards the 
consolidation of ownership in most industries, leading to market 
structures with less effective competition. Russia’s independent 
competition authority was created relatively recently, in 2004, and 
the revised Competition Law was passed only in 2006. As a result, 
the enforcement of competition has remained weak throughout 
Russia’s transition (although this is gradually improving).

In addition to being conducive to healthy firm entry and exit, a 
sufficiently high level of competition is crucial for diversification by 
giving firms the right incentives to innovate. Strong competition 
can also help to make industrial policy more effective, as 
subsidies or other incentives in a particular sector can promote 
competition in that sector and thus foster knowledge spillovers 
and innovation. This is unlikely to be achieved by earmarking 
subsidies for specific incumbent firms in an environment 
characterised by weak competition. On the other hand, too much 
competition could, in principle, discourage innovation, as firms 
become unable to reap the benefits of their efforts. Empirical 
analysis for Russia finds an inverted U-shaped relationship 
between competition and innovation, suggesting that innovation-
enhancing effects of subsidies are strictly conditional on there 
being strong competition.6 

Analysis also suggests that Russian business groups tend to 
redistribute capital internally, moving it from stronger to weaker 
firms.7  This may, at an individual level, be reasonable behaviour 
in a weak institutional environment or in the presence of market 
failures, where business groups are concerned primarily with 
defending their assets from possible takeovers. However, such 
reallocation of capital away from better-performing firms may 
not be socially optimal. This redistribution may also be due to 
significant concentration of employment, with individual firms 
accounting for a large percentage of local labour markets, which 
often manifests itself in the (extreme) form of one-company 
towns (see Box 3.1). In turn, such concentration of employment 
complicates the exit process, particularly for large firms, and 
locks in valuable resources.

4. Barriers to exporting
One way in which successful firms grow (particularly when 
domestic markets are hard to penetrate because of barriers 

to entry or the power of incumbents) is by exporting abroad. 
Research also shows that exporting firms are often a driver of 
growth and diversification, and that innovation and exporting tend 
to go hand in hand.8  This is because innovation helps to make 
products competitive at international level, while exporting helps 
to spread the high fixed costs of innovation over a much larger 
customer base.

Firm-level data, combined with data from Russian Customs 
on individual cross-border transactions, show that the number 
of Russian firms exporting is fairly small, partly reflecting the 
undiversified export profile discussed in the previous chapter. 
Although Russia does have some successful exporters in non-
commodity sectors (see Box 3.2 for an example of such a firm), 
these are relatively small in number. In 2008-09 just 3 per cent 
of Russian firms exported, compared with 15 to 17 per cent in 
the United States and France.9  This difference is made all the 
more striking by the fact that those Russian firms that do export 
enjoy larger export premia (that is to say, extra returns relative to 
non-exporters) than their counterparts in those two comparator 
countries.10  These premia should, in principle, provide clear 
incentives for other firms to seek to develop exports, unless 
there are barriers and market distortions that constrain their 
ability to do so.

Most Russian exporters serve just one foreign market, and 
the percentage of Russian exporters that sell to more than one 
foreign market is much smaller than in France or the United 
States. Perhaps unsurprisingly, Russian exporters that serve 
between 3 and 50 markets tend to have better productivity 
indicators than firms that export to only one or two markets.11  
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16 The earlier rounds of the survey (conducted in 1999, 2002 and 2005) recorded answers on a four-point 
scale (“none”, “minor”, “moderate” or “major”). These scores were then multiplied by 4/3 to make them 
comparable to the scores on the five-point scale.

17 For the first time, respondents were asked how their costs or sales would change (in percentage terms) if 
a certain aspect of the business environment (such as the electricity supply) ceased to be an obstacle to 
doing business. This innovation appears, in many cases, to have influenced respondents’ interpretation of 
questions regarding obstacles in the business environment.

12 See Volchkova (2011). The ratio of the fixed cost of exporting to the fixed cost of production is estimated 
on the basis of export shares and employment concentration observed in individual industries using an 
extension of the model employed by Melitz (2003). 

13 Volchkova (2011).
14 Allen and Shepherd (2007).
15 This survey was generously supported by the EBRD Special Shareholder Fund and Vnesheconombank and 

was conducted in collaboration with CEFIR and Russia’s Ministry of Economic Development. 

Furthermore, increases in Russia’s penetration of foreign markets 
can be attributed mainly to growth in exports per firm, rather 
than an increase in the number of firms selling to a particular 
destination, suggesting that the intensive margin is relatively 
strong, while the extensive margin is relatively weak (compared 
with countries such as France).

These findings are consistent with the higher fixed cost of 
exporting in Russia. Indeed, the ratio of the fixed cost of exporting 
to the fixed cost of production is estimated to be several times 
the size of that seen in advanced economies such as the United 
States and France. It is also considerably higher than those seen 
in a number of emerging markets with similar income per capita 
(such as Chile)12  and is similar to that observed in Columbia. 

One way to reduce the cost of exporting is to allow firms to 
claim value added tax (VAT) refunds for goods exported. As VAT is 
a consumption tax levied at the point of consumption, exporters 
should not charge Russian VAT and should be able to claim 
back VAT on inputs. Russian legislation generally provides for 
such “zero-rating” of exports, in line with international practice. 
However, the process by which VAT is refunded remains a major 
issue, with anecdotal evidence suggesting that firms may be 
reluctant to persevere with the claiming of VAT refunds for fear 
of retaliation by the local tax authorities in the form of additional 
tax inspections.13  Various customs procedures add to the fixed 
cost of exporting. Indeed, in the cross-border trading category of 
the 2012 Doing Business report, Russia was ranked 160th out of 
183 countries owing to the large number of customs procedures 
and the high effective compliance costs. There is scope for the 
further streamlining of customs regulations and procedures, 
as well as improvements in implementation in the various 
regions as regards both customs procedures and the processing 
of VAT refunds. 

Similar trends can be observed at the regional level, reflecting 
decisions by individual firms in a given region. Data from surveys 
carried out in 20 Russian regions between 2001 and 2006 
looking at administrative barriers for small businesses suggest 
that the severity of the perceived tax burden in a region is 
inversely correlated with the diversity of that region’s exports in 
terms of products. In other words, exporting activity is materially 
affected by Russia’s tax policy and the administration of tax 
affairs, with the principal channel likely to be the discretion that 

the tax authorities have with respect to VAT refunds. Evidence 
from cross-country analysis also suggests that higher trade costs 
and barriers preventing entry to the domestic market tend to be 
associated with less diversified export baskets.14

5. Business environment: new survey evidence
In order to undertake a broader assessment of the quality of 
the business environment which goes beyond narrow regulatory 
issues such as licensing requirements or regulations governing 
the registration of firms, the EBRD and the World Bank have been 
conducting their BEEPS survey in all countries in emerging Europe 
and Central Asia since 1999. The last survey to be conducted 
in all countries was the fourth round, which was carried out in 
2008-09. That survey covered more than 1,200 firms in Russia’s 
manufacturing and service sectors (with respondents in all 
federal districts), making it possible, for the first time, to conduct 
a limited analysis of regional differences within Russia. The fifth 
round of the survey, which was conducted in 2011-12, extended 
the coverage in Russia to more than 4,000 firms, including 
representative samples for 37 of Russia’s 83 regions (again, with 
respondents in all federal districts).15  At this point, the results 
of the fifth round of the BEEPS survey are available only for 
Russia, as the survey is still in the process of being carried out 
for the other countries. 

In those surveys, respondents (who are all directors, owners or 
senior managers of firms) evaluate various elements of the public 
infrastructure and business environment in terms of how much 
they are regarded as a constraint on the firm’s operations. For 
example, access to land could be regarded (on a five-point scale) 
as “no obstacle”, a “minor obstacle”, a “moderate obstacle”, a 
“major obstacle” or a “severe obstacle” to a firm’s operations. 
The questionnaire covers more than 15 different aspects of the 
business environment, as well as including numerous questions 
about firms’ performance indicators. 

The results of the first three survey rounds suggest that 
the business environment in Russia was perceived to improve 
significantly between 1999 and 2002, before improving further 
(albeit only slightly)16  between 2002 and 2005. However, 
the results of the 2008-09 round then point to a perceived 
deterioration in the business environment as of 2005 (see 
Chart 3.6). That appears to have been followed by a marked 
improvement between 2009 and 2012, but this recent 
improvement is likely to relate in part to changes in the way in 
which questions were asked. It will not be possible to assess 
the extent of this “noise” effect until fifth-round results become 
available for other countries.17  Even so, sustained improvements 
have been observed only in the areas of tax administration and 
political instability. In other areas (such as access to electricity, 
the availability of skills and corruption), the results of the latest 
survey suggest that the situation in 2012 is at best unchanged 
compared with 2005.

Looking at individual aspects, firms tend to feel most 
constrained by tax rates, something that is common to many 
countries. Despite all other types of obstacle being regarded 

Russia’s ranking – out of 
183 countries – in the 
cross-border category of the 
2012 Doing Business Report

160th
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Sources: BEEPS survey and authors' calculations.
Note: Data are averages calculated on the basis of a five-point scale, where “0” means that there is no 
obstacle and “4” means that there is a severe obstacle. Thus, higher values correspond to a more difficult 
business environment. Skills and access to land were not included in the 1999 survey.

Chart 3.6
Severity of selected constraints on business: 
1999-2012
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18 As with other charts in this section, Chart 3.8 uses the “raw” response data provided by firms. An 
alternative approach (outlined in Box 4.1 in the next chapter) would be to first rank obstacles for each 
individual firm by subtracting from each score the average score awarded by that firm across all obstacles, 
thereby normalising those scores. This approach would have the advantage of eliminating differences in 
firms’ propensity to complain. This could then be taken one stage further by adjusting scores for firm-level 
characteristics such as size or industry. Applying these more sophisticated methodologies would not 
significantly alter the ranking of business environment constraints shown in Chart 3.8.

19 See World Bank (2012) for a detailed discussion of issues relating to access to electricity and the 
different procedures and requirements in place in the various regions. 

20 Similarly, courts are likely to be regarded as the least binding constraint, not necessarily because they 
are viewed as being of high quality, but because only a small minority of firms have to deal with courts in 
the first place.

as less of an obstacle owing to methodological changes, tax 
rates were actually regarded as more of an obstacle in 2011-12 
compared with 2009 (see Chart 3.7). This was probably a 
reflection of the sharp increase seen in the social security 
contributions paid by SMEs, which rose from 14 to 34 per cent of 
their wage bill in 2011, before being reduced to 30 per cent.

Aside from tax rates, the inadequate skills of the workforce and 
corruption are perceived to be the most binding constraints when 
it comes to doing business (see Chart 3.8).18  These were reported 
as major or very severe obstacles by more than one-quarter of 
all firms in 2011-12. Complaints about electricity, which declined 
during the early 2000s, have since increased again, perhaps 
reflecting high connection costs. (Consistent with this, Russia was 
ranked last, 183rd, in terms of the ease of getting an electricity 
connection in the World Bank’s 2012 Doing Business report.) 
Despite a perceived improvement since 2009, electricity remains 
much more of a constraint in 2012 than it was in 2005, according 
to the survey.19  A similar pattern can be observed for access to 
land, with Russia ranked 178th out of 183 countries in the related 
construction permit category in the 2012 Doing Business survey.

The BEEPS data also show that firms that innovate feel 
even more constrained by the various aspects of the business 
environment than an average firm and that innovative firms 
appear to be constrained in a somewhat different manner. 
Around one-quarter of firms report that they introduced a new 
product or service during the past three years. On average, 
those firms perceive all aspects of the business environment 
to be a greater constraint to doing business than firms that did 
not undertake innovation. This is because innovative firms have 
greater demand for public goods and services such as good 

infrastructure and sound regulation. But causality also runs in 
the other direction, as a difficult business environment makes 
it more difficult for firms to innovate. In particular, we cannot 
see the firms that failed to innovate because of the constraints 
imposed by the business environment. For this reason, the true 
differences in terms of innovative firms’ “greater demand” for 
a sound business environment are, if anything, understated 
when measured by differences in firms’ perception of the various 
obstacles to doing business.

Chart 3.9 shows the spread, for the various aspects of 
the business environment, between the average degree of 
constraint perceived by innovating firms and the average degree 
of constraint perceived by other firms. The order of the various 
elements corresponds to their overall severity as perceived by 
innovating firms, and we can see that the key constraints are 
broadly the same, with corruption, skills, access to finance and 
access to electricity at the top. However, in terms of the additional 
concerns of innovating firms over and above other firms, three 
aspects of the business environment stand out: corruption; 
customs and trade regulations; and skills. 

The result for customs and trade regulations is particularly 
noteworthy. On average, Russian firms do not perceive customs 
and trade regulations to be a key obstacle, but this is because 
only a minority of firms (less than 10 per cent of respondents in 
the BEEPS survey) import inputs or export products.20  However, 
innovating firms have a much greater implicit demand for 
high-quality customs and trade regulations, as many of them 
seek to export their products and need to import various inputs. 

Overall, the survey suggests that the business environment 
remains difficult and firms are significantly constrained by high 
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Chart 3.9
Differences between innovating and non-innovating 
firms’ perception of the business environment 
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6. Policy implications
Improvements to Russia’s business environment (particularly 
measures to facilitate export activity and firm entry and exit) 
should be at the heart of Russia’s diversification strategy. Such 
measures will provide assistance through various channels: by 
allowing a larger number of innovative firms to enter the market; 
by increasing productivity and facilitating the growth of existing 
firms; and by allowing non-commodity sectors to respond in a 
more flexible manner to volatility caused by the price of natural 
resources. Progress in this area will require policy efforts on 
several fronts.

First, in order to yield maximum results, such efforts need to 
be comprehensive, relaxing as many constraints on firm growth 
as possible simultaneously. Recognising this, the Russian 
government and the Agency for Strategic Initiatives began in 
2012 to develop road maps aimed at improving the business 
environment in 21 different areas on the basis of input from 
experts, businesses, civil society and online crowd-sourcing. 
Road maps relating to export promotion and customs were 
among the first to be drafted. These contain specific benchmarks 
(targeting, for example, a gradual reduction in the number of 
clearance and reporting procedures required), as well as an 
indicative timeline for implementation. Such road maps are a 
promising development, provided that they can be effectively 
implemented across all the various regions (an issue to which we 
return in the next chapter).

Second, there needs to be a concerted effort to reduce 
the regulatory burden and provide services aimed specifically 
at start-ups and small firms. For example, on the regulatory 
side, legislation on licensing and certification could be further 
streamlined. At the same time, small firms could be given 
specific support in terms of access to miscellaneous business 
services (such as accounting services and legal advice) 
within business incubators and business parks. Assistance 
for start-ups is discussed further in Chapter 7 in the context 
of innovation policy. 

Third, similar efforts could be made with respect to exporters. 
There needs to be far greater urgency as regards the reform 
of customs procedures in order to reduce both delays and the 
scope for corrupt payments. As regards the very important issue 
of the streamlining of procedures for exporters’ tax refunds, a 
positive step was taken in 2011, when legislation was adopted 
obliging the tax service to refund VAT within 12 working days of 
the end of a tax audit. The key question is how this is enforced. 

Lastly, the overall competitive environment needs 
strengthening. This could be done by further improving the 
enforcement of competition law and increasing the transparency 
of procurement and tendering by public companies and large 
private-sector firms. In addition, measures are currently 
being discussed that would provide foreign investors with 
better access to some of the “strategic” sectors of the 
economy. This might gradually lead to greater transparency 
and market discipline. 
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Chart 3.8
Business environment constraints in 2012 

0

0.5

1.0

1.5

2.0

2.5

levels of corruption, a shortage of skills (an issue explored in 
greater depth in Chapters 5 and 6), access to infrastructure 
and various regulatory issues. Innovating firms appear to be 
more constrained by the business environment than average 
firms, with skills, difficult customs procedures and corruption 
proving particularly problematic. We return to these issues in 
Chapters 6, 7 and 8. 
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One-company towns – towns where a single company accounts for a 
significant share of total employment and shapes people’s livelihoods – 
are a global phenomenon. However, they were particularly common in 
the Soviet Union. This reflected the combination of a vast land mass, 
a relatively low population density and significant deposits of various 
natural resources, often located in areas with extremely inhospitable 
climates. In part, it also reflected central planners’ preference for 
economies of scale and low input prices (that is to say, low energy 
prices). Lastly, a significant number of large industrial enterprises were 
uprooted and moved eastwards during the Second World War. Many 
then remained in their new locations – locations chosen precisely on 
account of their poor accessibility – once the war had ended.

Deciding what constitutes a one-company town is inevitably 
subjective, but for the purpose of analysis, a formal judgement needs 
to be made. Prominent examples of one-company towns and “back of 
an envelope” estimates suggest an employment threshold of around 5 
to 10 per cent of a town’s population.21  

Looking at the Orbis dataset, which contains details of Russian 
manufacturing and mining firms, there are more than 850 firms which 
account for more than 5 per cent of employment in the town where 
they are located and almost 400 that account for more than 10 per 
cent. Together, these one-company towns account for more than 17 
per cent of total employment in mining and manufacturing. They are 
particularly prevalent in Russia’s industrial heartland – the Urals – 
where they employ one-third of all manufacturing and mining workers 
(See Chart 3.1.1). 

Box 3.1 
One‑company towns: characteristics  
and restructuring needs

In terms of the industry breakdown, it is no surprise to see that 
mining comes first, with roughly half of all employment in that sector 
concentrated in one-company towns. However, one-company towns 
also account for 31 per cent of employment in vehicle manufacturing, 
23 per cent of employment in metals, 17 per cent of employment in 
petrochemicals, and 15 per cent of employment in wood processing 
and paper manufacturing (see Chart 3.1.2). Even in light industry, a 
significant share of employment is accounted for by one-company towns 
(up to 10 per cent in the textile sector).

A comparison of firms’ production functions reveals that firms in one-
company towns tend to be characterised by significantly lower marginal 
products of labour and significantly higher marginal products of capital, 
suggesting substantial hoarding of labour. In addition, productivity 
differentials appear, if anything, to have been widening over time, and 
overall productivity is substantially lower in such firms. Those firms were 
also found to be more indebted (and thus financially vulnerable) than 
comparable enterprises located elsewhere, although the estimated 
differences in the level of indebtedness were not as large as those in the 
marginal products of capital and labour.

These results suggest that employment concentration (including 
the extreme case of one-company towns) is a specific and significant 
impediment to diversification in Russia. While many firms in one-
company towns appear inefficient, downsizing or closing down such 
enterprises may have considerable social costs, at least in the short 
run. A well-known example is Pikalyovo, a town in the Leningrad Region, 
where employees of three local enterprises blocked a major road in June 
2009 demanding that wage arrears be cleared and job security ensured. 
At the same time, evidence of the successful restructuring of such 
enterprises remains very limited to date, perhaps as much a reflection of 
technological and geographical challenges as weak incentives to improve 
competitiveness.
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Chart 3.1.1
Share of firms in one-company towns in employment 
by federal district
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Chart 3.1.2
Share of firms in one-company towns in employment 
by sector
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Support for areas where employment is concentrated, drawing on 
revenues from natural resources, may lead to some degree of stability 
in terms of employment and the easing of social tensions. At the same 
time, it would defeat the objectives of diversification and growth to 
permanently subsidise weak and unproductive firms, many of which are 
located in the natural resource sector. Thus, transfer policies need to be 
complemented by policies designed to support the restructuring of firms 
and the reallocation of labour, such as better policies fostering firm entry 
(which could absorb some of the labour currently employed in firms in 
one-company towns), as well as policies supporting retraining and other 
measures aimed at improving the performance of the labour market. 

Box 3.2 
Export case study: a Yekaterinburg‑based  
cosmetics company
Kalina is one of the leading cosmetics companies in Russia. It offers 
a wide range of skin and haircare products, as well as decorative 
cosmetics and oral hygiene products, mostly targeting the 
middle-income market segment. 

From the start, Kalina placed strong emphasis on international 
links as part of its growth strategy. The company was the successor to 
“Uralskie Samotsvety” (“Urals Gems”), a large cosmetics plant built in 
Yekaterinburg in 1942 and privatised in 1992. In 1996 it was acquired 
by a local businessman, who brought in a new management team and 
embarked on an ambitious operational restructuring programme. As 
part of that programme, the company made a number of acquisitions 
in Russia and other countries in the Commonwealth of Independent 
States (CIS) between 1999 and 2001, and its sales increased from 
US$ 15 million in 1996 to US$ 131 million in 2001. 

In 2000 an EBRD-sponsored private equity fund became a minority 
shareholder in Kalina. In 2004 the company listed its shares on the 
Moscow Stock Exchange (MICEX) and Standard & Poor’s named 
it one of the 30 most transparent companies in Russia. In 2005 it 
acquired Dr. Scheller, a German cosmetics firm, and further expanded 
its exports. The company has made active use of external financing, 
including two loans from the EBRD, in order to fund modernisation 
programmes and technological upgrades to production facilities. 

By 2010 Kalina’s annual turnover was more than US$ 380 million, 
with a market share ranging from 15 to 40 per cent across the various 
segments. Exports (primarily to Azerbaijan, Belarus, Kazakhstan, 
Moldova and Ukraine) totalled US$ 25 million. This made Kalina one of 
the top 30 non-commodity exporters in Russia according to business 
media group Kommersant, with the company accounting for almost  
20 per cent of Russia’s cosmetics exports.22 More broadly, sales in 
the CIS and the Baltic states account for up to 40 per cent of the 
company’s revenues. 

The company is constantly innovating. In 2010 it launched 296 
new branded products, followed by 224 more in 2011. In 2011 
Kalina sold Dr. Scheller and was itself acquired by Unilever, a major 
multinational company. 
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