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Delovoe Povolzhe 

Tobacco companies respond to the government by launching new brands 

Today there are more than one thousand brands of cigarettes in the Russian market. To display this number of cigarette packs of at a time, one would need a shelf being 50 meters long. No store or point of sale can afford such a luxury. For this reason, tobacco companies have fierce competition for the place on a shelf. Strict restrictions on advertising of tobacco products force the tobacco companies to look for other channels to communicate with consumers and to constantly change and improve their products. 

*** 

Cigarettes with Special Effects
On February 20, Philip Morris International announced the launch of new brand of cigarettes Marlboro Filter Plus all over Russia. This premium brand of cigarettes from the product range one of the most internationally recognized brands is designed to attract the consumer with lower tar content, with a tobacco section inside the filter (to enrich the flavor) and with a new design - a pack with a sliding cover. At the big conference that took place before launching the brand the at the factory of the company in St. Petersburg, one of the journalists complained that the new pack design was not very convenient and asked what the problem with the previous pack design had been. Director of the Marlboro Brand in Russia Svetlana Konovalova answered that apart from the flavor of cigarettes and the convenience of the pack, the loyal customers of Marlboro highly appreciated the originality, novelty and high technology of packing.
Since 2006 the launches of new brands of cigarettes have been constantly announced by all the largest tobacco manufacturers in the Russian and international markets. Here are some of the new products: black-and-white Virginia, new types of Vogue, Davidoff, perfume-packs Glamour and Virginia, slim-versions L&M, superslim-versions Sobranie London, Winston, LD pinks and 21-y Vek, apple flavored Kiss...All in all, in 2006 and 2007 the variety of cigarettes (the SKU, as it is called in the industry) increased by more than 10%, from 960 to 1070 names. The tobacco manufacturers play with size (slim and superslim), flavor (menthol, apple, rose), special effects (cooling or warming effect), colors of the packs. For example, the packs of the cigarettes for ladies UNO Virginia Slims were manufactured in black and white colors to reflect the mood of a female smoker. 
The objective of the marketing specialists of the tobacco industry is to make a pack fashionable accessory by means of new appearance and new technological solutions. The companies contract famous advertising agencies to develop new design of packing, as in the case with Marlboro Filter Plus, or fashionable artists - the pack of Davidoff Black & White was designed by French designer Ora-Ito. 

Launching new brands is less popular than restyling and creating variables of the existing brands. Among the new brands there are Fortune (Altadis SA), Richmond (Donskoy Tabak and Richmond Tobacco), Arctic and Samurai (American Cigarette Tobacco Company), and Style ( Imperial Tobacco). 

Several years ago, advertising cigarettes on TV and radio was banned in Russia. Since 2008, the ban has covered the outdoors advertising as well, which includes not only billboards, but also any form of advertising bearer which may be read from outdoors. Today tobacco marketing specialists can advertise only in the print mass media, use merchandising at the points of sale and in HoReCa, as well as use BTL-advertising. In such tough environment, a product and its package turns out to be a special channel for communicating with consumers. Not only a pack, but also the film it is covered with are used at maximum capacity. 

*** 

Regions Ask for Fire 

General Director of the All-Russian Tobacco Association Tabakprom Vadim Zhelnin speaks about the main trends of the tobacco market:  

“I would call two major mergers the main news of last year. Japan Tobacco International bought Gallaher Group, which unconditionally made it Number 1 company with the share of 35% of the Russian market. Imperial Tobacco bought Altadis, and at once became Number 4 company with the share of 10% of the market. The second position is held by Philip Morris (25%), the third – by British American Tobacco (20%). The remaining 10% are shared by smaller manufacturers. The mergers made the market players bigger and made the competition even tougher. For the last 5 years, the Russian market has been at the same level of 400 billion cigarettes per year”. 

According to Vadim Zhelnin, a sharp decrease in consumption of cigarettes without filter is good for the health of the nation, but the smaller manufacturers may not survive because of this. The expert thinks that good news is that for the previous two years Russia has been a pure exporter of cigarettes. The export of cigarettes, which are considered in the world as an innovative product and a product of high reprocessing, considerably exceeds the import. Another good news is that tough competition, international standards of business and activity of the law-enforcement bodies created the environment in which there is almost no counterfeit goods in the Russian tobacco market. 

According to retailers and sociologists, with every coming year more Russians prefer lighter cigarettes , more frequently choose slim and superslim cigarettes and try to purchase more expensive brands. Meanwhile, still about 50% of Russian smoke cigarettes of medium and low price segments – cheaper than 20 rubles per pack. By the way, according to Vadim Zhelnin, the tough competition accounts for the fact that the prices of cigarettes have been growing 1.5 to 2 times slower than the rate of inflation. 

In order to get the picture of the regional specifics of the tobacco market, the Delovoe Povolzhe newspaper asked the opinions of sales directors of the leading tobacco companies in Volgograd, large distributors and representative of retail networks. 

Maximum what they agreed to do was to tell about the market trends without mentioning the names or refused to tell anything at all. The competition is too severe, the topic is too risky from the social point of view, and the budgets at stake are too large. Even the representatives of the Volgograd advertising agencies, who usually give profuse comments, refused to discuss the cigarette topics. The point is that due to TV advertising restrictions tobacco companies, unlike other international consumer goods companies allocate lavish advertising and promotional budgets to the regions. 

“Like in the army, we have a very strict hierarchy, clearly defined powers, and not too much independence”, an expert says. Another expert noted, “Nonetheless, severe competition and the sales technologies practiced in the international markets for many years, made the tobacco industry the leader. Everything we do to promote our goods in the retail market and HoReCa, other industries just copy”. 

In the tobacco distribution companies the salaries are high, the career is fast, and people often move from one place of residence to another. They joke that a good wife of a regional manager always has a list of things which she needs to buy for a hired flat at a new location of work of her husband. But also people in the tobacco industry lose the job very quickly, for example, after two times a person refused to move to another region. 

*** 

Entice Competitor’s Customers 

Experts say that the preferences of adult smokers in Volgograd do not differ from the preferences of other Russians or people of the Southern Federal District of Russia. The fact that the Southern Federal District has three tobacco plants belonging to the large manufacturers (Phillip Morris-Kuban, Donskoy Tabak and Reemtctma), does not influence the tastes of Volgograd residents.
The problems of cigarette promotion are similar for all the regions – there are numerous product lines in which the products sometimes double not only between the brands of competitors, but even among the lines of the same company. “The retailers are not eager to accept new SKU and they ask for a payment to introduce a new brand”, says an expert. “The problem is not that essential in the stores because it is possible to expand the space for cigarette products there or install new shelve boxes. But in kiosks the display area is limited and the competition is tougher”, says another expert. 

The HoReCA segment is not that good from the commercial standpoint as it is good for the image, and it is possible to get an exclusive right in this segment. In January, tobacco companies as well as alcohol and juice distributors stood in long lines to big and small restaurant owners in Volgograd. They are prepared to pay money so that the restaurants would use only their brands. In the environment when the market is not growing, it is important to entice clients from competitors. This is more easy to do in a restaurant or café because a client it unlikely will go outside to find the brand he prefers, and he is likely to try what a waiter will offer him. He will try and probably he will get used to it. Also HoReCa is a convenient place for promotions. Today promotions are the main weapon of a tobacco marketing team. 

By the way, advertising companies say that such an active launch of new SKU in the Russian market is an insurance against the risk of a possible ban on promotions, which the legislators frighten the tobacco companies with. Since the promotions are still allowed, it is important to launch and promote a maximum number of products in the market, and then to support them with the advertising means which are still allowed. 

The tobacco companies do not believe that there will be a ban on promotions, but they are expecting other restrictions. Today the tobacco warning label must occupy 11% of the space of a cigarette pack, in the close future this area may be increased up to 30%. The ban on smoking in public places is more dangerous for the industry. This measure which has been recently introduced in Europe is said to have resulted in reduction of the number of smokers. In Russia, according to different estimates, 30 to 40% adults are smokers. 

*** 
Facts: 

65 thousand people are employed with 80 tobacco companies businesses. 

Source: Tabakprom Association 

Annually in Russia 300 thousand people die of smoke-related diseases. 

The information provided by the Health and Social Development Ministry of Russia 
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