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The clothes sector
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We are very glad to present this report on the
opportunities offered by the Russian market in the
clothes sector; it is the second of a series of six
monthly reports introducing the actua opportunities

in different industrial sectorsfor Italian companies.

The series of reports is produced by Inside Partners
in cooperation with its Russian partner “The Pro
Invest Group” on behaf of Sprint Toscang; it is
aimed at providing firms with effective and thorough
information on the opportunities for entering the
market and for possible partnerships or joint ventures
in each sector.

Each report deals with:

Furniture and complements;
Clothes;

Footwear;

Tourism;

Jewellery;

Food and wine.

© 0 &~ w D P

Reports are distributed by Sprint Toscana through a
Newsletter.

For any request of explanation about the reports
contents do not hesitate to contact us by e-mail at the

following address:

russia@inside-partners.com
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Clothes market is one of the fastest-growing sectors
of Russian economy. Its volume rises by 20-30% a

year.
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However, due to widespread “grey” bookkeeping and
undeclared imports, exact size of Russian clothing
market is difficult to assess.

According to “Expert RA” agency, market capacity
amounts to US$ 25 hillion, though reported sales
volumes do not exceed US$ 16-17 billion. Volume of
Moscow market amounts to US$ 6-7 hillion, with a
predicted growth rate of 15%. Saint-Petersburg
market is estimated at US$ 2.5-3 hillion.

The market growth is driven by an increase in
purchasing power of Russian population and by these
people’s desire to “make an impression”. Like their
counterparts in other not-so-rich countries, Russians
with moderate income levels cannot afford to buy
expensive items like rea estate or imported cars, so
they satisfy their desire for “prestigious
consumption” by spending disproportional amounts
of money on fashionable clothes, footwear,
accessories, and other non-durable items.

There ae about 13,000 Russian clothes
manufacturers, though very few of them are able to

meet competition and achieve profitable growth. The

share of Russian products on the clothes market does
not exceed 20%; the rest is supplied by goods
imported from China, Itay, Turkey, Germany,
Byelorussia and other European countries and
countries of former USSR.

The barriers for entry are relatively low (US$ 1-2
million) in this industry. That results in a growing
number of foreign companies willing to enter
Russian market. In the mass-market segment this
number amounts to about 150 companies.

There are no clear market leaders in any of clothes
segments; it can be in part explained by the very
week loyalty to a certain brand among Russian
customers. Therefore, availability is the king, and
many players invest into distribution systems rather
than into promotion of their brands.

& KDS WU 0O DUNHWGHP DQG

DQDO VLV

& X VWR P HUV VWX F W UH

The key factor in determining customer purchasing
behaviour is private welfare (supposed connected to
income pro capite). By this parameter, Russian
consumers could be divided into five main groups
(see Table 1). Every group possesses certain features
that characterizeitstypical purchasing behavior.

Elite
(more than US$ 5000)

Upper-middle class
(US$ 1000 — 5000)

Middleclass
(US$ 400 — 1000)

Low income people (so-called
working class)
(US$ 150 — 400)

The lowest income
(lessthan US$ 150)
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People from the two lowest categories generally buy
low quality and cheap clothes, supplied by “grey
market” importers from China, Turkey and South
East Asia, and could hardly be of strong interest for
Western manufacturers of fashion clothes.

At the same time, the élite and especially middle-
class segments are of extreme interest, as they
represent a large and constantly growing group of

potential consumers of Italian fashion clothes.

e OWH

According to the Bain & Co. consulting group,
Russia accounts for 5% of the globa luxury market
while contributing for less than 3% in global
production. Its domestic market for luxury goods will
continue to grow by 20% annually in the coming
years, as the customer demand for élite brands grows
constantly (Bloomberg Agency, 2005).

Experts estimate volume of Russian domestic market
for exclusive clothes in 2004 at US$ 1.5 hillion
(Business Petersburg). 42% of élite customers buy
only foreign brands, while 58% also buy custom-
made clothes from Russian designers, usually from
those with whom they are acquainted personally.

The main reason (71%) to determine their purchasing
choice is that the clothes should fit them well. Only
10% are attracted by low price for exclusive items.

0 LGGMH FODOVV

The capacity of Russian clothing market in the
middle-price segment amounts to US$ 13 hillion,
with a continuous growth trend. 40% of it belongs to
Moscow and nearly 17% to Saint-Petersburg. Typical
representatives of Russian middle-class spend on
clothes between 13 and 17% of family budget. The
expected income growth in Russia that is largely
occurring within the middle-class (see Fig. 2) gives
ground for optimistic perception of this segment’s
potential.

7.000
6.000 m
5.000
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3.000
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@ Annudl disposable income pro capite @ Consumer spending pro capite

A dsereotype among the Russian middle-class
segment tells that “o urvskFwie sHuvRQ z HDUV P DLOG
wr sruwc rorwenv . AS a result of this, customers
make their purchases guided not by the loyalty to a
certain brand but by the goods presumed country of
origin.

To more than 70% of customers the name of the
brand is not important; being the clothes
manufactured in “status’ countries — Italy, Germany,
France, USA, Sweden, Finland - is more relevant.
The clothes brand is the main factor behind the
purchasing decision only for 20% of middle-class
Russians. People constituting this group pay close
attention to the fashion trend, and they like
conspicuous goods with pronounced style. Nearly

one third of them became loyal to the clothes of a

certain brand.
Shop assistart
Other notives ~ advice
Brand 5% 2%

2% Persord style
preferences,
brand is not

important

73%
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Clothing market can be classified as outer clothes,
business clothes, casual and sports clothes,

underwear clothes and clothes for children.

2 XWHUF®RWHV

Russian climate is notoriously harsh. Cold and damp
weather with rain, fog and snow lasts for 6-7 months
ayear. It resultsin a strong demand for warm knitted
clothes, warm outdoor wear, and durable waterproof

fur-lined footwear.

winter overcoat
light overcoat
warm jacket
duster coat
raincoat

According to official statistics, sales volumes of this
product group grow by 25-30% annually.

The most important factors for buying outer clothes
are good quality, durability, functionality and price.
For winter, wealthy consumers prefer to buy natural
and artificial fur-coats, as well as sheepskin
overcoats which are imported primarily from Turkey.
Consumers who cannot afford fur-coats opt for
woolen overcoats, jackets filled with down, feathers
or synthetic fabric. For spring and fall, people
typically purchase jackets made of leather, wool or
synthetic fabric and raincoats; they are supplied from
China, Korea, and some Western European countries,
such as Italy, Germany, Austria, and others. Fur and
woolen hats and caps are certainly indispensable in
chilly weather and sell well locally.

Experts predict a decrease in demand for outer
clothes from China, Vietnam, Korea and Turkey and
an increase in demand for clothes made in Central

and Eastern Europe in the nearest five years. The

share of Russian goods is unlikely to change and
should remain at the level of 25-30%.

According to a SPLAN-Holding market research,
during last year 44% of the potential customers were
unable to buy what they wanted mainly because of a
lack in the offer.

Absence of the
desire:lkird of Otkﬂlzfﬂe/isofﬁ Hich price

33%

Poor quality of
talloring and
meterial
%

Absence of the
necessary Size
16% nmode or style

This implies that choice becomes more selective and
diverse. The requirements for quality and variety of
assortment grow along with the role of the idea of

“prestige” and “exclusiveness’.

% XVLIQHVYV & MDVVLF FRWHV

In the Soviet period, classic-style clothing was the
main product of local manufacturing.

With the economy growing and businesses maturing,
European dress codes began to be accepted in Russia
and business/classic clothes have become very
popular in the big cities.

Russian business people have started to pay a lot of

attention to their appearance, striving to look more

sophisticated and fashionable.
Morethan
$200 - 400 $400 Less then
15% % $100

$100-
41%
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Capacity of Russian market of business suits is about
50 million pieces per year (Source: “Practical
Marketing” magazine). Today Russian products
congtitute the 70% of sales on the man classic clothes
market. Main Russian manufacturers produce their
clothes according to modern sewing and cutting
technol ogies and using good-quality materias, so the
quality of Russian suits is comparable to the one of
imported products.

Currently, Russian classic clothes are demanded by

customers of the middle and |ow-middle segments.

51% 52%

30%
30% 24%
20%1 13 15%
10% ﬂ
% ‘ ‘ ‘ ‘

Austria United USA Gemary  ltay Russa
Kingdom

In the upper-middle and éite segments the basic
demand is for imported goods. Customers mainly
give preferences to Italian and German suits. Sales of
suits with a price of about US$ 500 per item in 2004
demonstrated the most intensive growth (up to 25%,

according to the “Expert” magazine).

& DVXDODQG VSRUW F®RWHV

The market volume in 2004 reached US$ 1.7 hillion,
exceeding the volume of 2003 by 30% (Sport
Communication Group). According to Rambler-
Media, the demand for sports clothes grows by 30%
annually.

Sales structure of sports clothes is represented on
Fig. 7.

Jogging trousers
andshorts  Swinslits
5% 2% Tracksuts

40%

Stirtsand T-
Sport jackets

50% 9%

During last year the share of man garments increased

by 5-10%.

Sports clothes include:

- professional sports clothes: the most expensive
because the newest technologies are applied and
ergonomic qualities of materiad and specific
features are devel oped for each sport;

- gports clothes (intended for general customer):
the quality is close to professiona ones, but
features are less specific;

- casua garments: sportive outlook but style and
fashion become key factors.

According to Sport Communication Group, more

than 70% of clothes bought in sport shops are never

used for going in for sports, and therefore can be
assimilated to casual clothes.

Nearly 80% of the casua clothes market is

represented by imported products. Clothes provided

by middle-level networks like Benetton, Mango,

Mexx and Sasch are very popular. Prices of authentic

sport and casua wear items are comparable to those

in similar outlets of Western Europe and the USA.

~HDQV
The volume of Russian jeans market is estimated at
US$ 2-2.5 hillion.

Jeans clothes, including trousers, jackets, skirts,
dresses, overalls, bags and belts, are very popular

among younger consumers. Jeans-type clothes are



The clothes sector

characterized by a broad variety of designs and
fabrics (denim, cotton, cannabis, linen, etc.).

There is a growing demand for good-quality jeans
from US$ 30 to US$ 60, the price depending on the
source of supply and the origin of production.

A niche between jeans and casual wear is occupied
by “organic” and ethnic clothes that are sold at a
premium due to the perceived “naturalness’ in terms
of fabrics, dies, hand-sewing, etc. The target
audience for such goods is relatively small and

mostly confined to afew larger cities.

8 QGHUZ HDU

Rea volume of Russian underwear market is very
difficult to assess, due to the large share of “grey”
import.

In Moscow sales on this market are estimated at US$
50-150 million.

The market is mainly represented by woman
underwear, though demand for fashionable man
underwear islikely to grow in the nearest years.

The leader in sales is woman brassiere, followed by
pants, bodies, corsets and bustiers. Underwear also
includes products such as pyjamas, dressing gowns,
bathrobes and other home and swimming clothes.
Fashionable underwear is too expensive for the
majority of customers, resulting in the price to be the
main factor in making a purchase.

Conrfort Price
24% 2%

Brand
1%

ion trend
Hygere 3%

22% Easement ™%
1R%

Low-middle price underwear is supplied by Russian,
Byelorussian and Baltic manufacturers, which are the
leaders in terms of overal sales volume. In the
upper-middle and élite segments German, French and

Italian products are the most popular.

Others Byelorussa

France
9% 25%

6%

Germary
8%

- Baltic courtries
Russia 2206

Fashion underwear is mainly oriented at the age
group upwards 18, though the large share of
customers are teenagers. Only 10% of young people
prefer traditiona style, while the vast majority of
them wear adult models.

& KLOG FOR W HV

The capacity of Russian child clothes market is
estimated at US$ 2.5-3 hillion. Nearly the half of it
(US$ 1.3 hillion) is represented by clothes imported
from China. The overall share of import amounts to
75%.

Children are more heterogeneous customers than
adults as their preferences and styles change
frequently. The Moscow child fashion trend usually
lags by 2-3 years behind the European one. Parents
buy clothes for their children spending from 3 to 10
times less than for their one clothes. With the rise of

disposable income this gap increases.
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The share of Russian products on the clothes market
amounts only to 12-19%. Moreover, over last 3 years
Russian clothing industry has demonstrated clear
decline.
The main reasons for production volume decrease are
the presence of old and outdated equipment, poor
funding and unegual competitive environment due to
aggressive expansion of “grey” imports (more than
70% of the market volume).
Despite the overall growth of Russian economy, light
industry is characterized by a negative trend.
20
5]

174
10 88
54
0 T T

-101
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-11,1

-154 -12,6
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During 2004 Russian clothing industry production
volume decreased by 12.6%. It should be mentioned,
though, that in monetary terms volume grew by 9.9%
to US$ 1.1 billion. This may be an indicator of
changes in the industry output structure towards
products with greater added value.

Coats/ short coats

Fur coats

Raincoats

Dresses

Trousers

Corsdets

W 2004
@ 2003

([ SRUW

Exported clothes are generally made on commission
using imported materials. Most of export is delivered
to just a few countries. Germany, Belgium, Finland,
Netherlands, Sweden and USA account for nearly
90% of Russian exports. Woman clothes constitute

nearly two thirds of exports.

34,351 57,027 31,069 47,137

72,754 133,507 82,45 118,245

,P S RUW

Imported goods constitute about 75% of the market
offer. In the present favorable economic environment

the volume of imports grows constantly for nearly dl

10
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clothes articles. However, this growth may stall or
reverse in case of abrupt changes in Russian key
export commodities.

Imports of the woman clothes grow moreintensively.
The leading exporters to Russia are countries of
former USSR Baltic
countries) and Europe (Germany, Italy, Finland,
France, United Austria,
Netherlands).

(Byelorussia, Ukraine,

Kingdom, Spain,

In the low and low-middle price segments most of
imported goods originate from China, Turkey and
Poland. More than half of the Russian clothes market
is supplied by counterfeit goods from China,
Vietnam and Turkey. “Legitimate” import share is
only 8-10% of the market volume. Experts predict an

increase in the share of imports from European

countries and USA in the coming years.

Man coats/ short coats

Women coats/ short coats

Man stits/ jackets / trousers
Women dresses / jackets / skirts
Man shirts

Woman blouses / blousons / smocks

Shawls/ scarfs/ comforters/ martillas / veils

Stits / jackets / dresses / skirts

Sweaters / pullover / cardigans / waistcoats
T-shirts/ jearseys

Underwear

Blouses / blousons / smocks

0 15 0D 45 60 7B D 16
0 2003 B 2004
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Russian clothes market offers a broad spectrum of

product types and prices, from cheap mass-market
goods to exclusive products.

11

High fashion clothes from Italy, France, Germany
and other European countries account for only 3-5%
of the market and are available mostly in Moscow,

Saint-Petersburg and in afew other large cities.

Low-range
27%

Mid-range
70%

2 XWHUF®RWHYV

Nearly 60% of the imported overcoats are for men;
though, woman models account for 60% in the cost
value. Russian goods account for 25% of the outer
clothes market. The major part of the offer is
supplied by counterfeit Turkish products.

Price segment Brands
Elite, Dior, Dolce & Gabbana, Gucci, Jean-Paul
Gaulltier, Louis Vuitton, Karl Lagerfeld Roberto
more than US$ 1,500 Cavalli, MalaMat, Vito Nachi
Middle, e ’
US$ 300-1,500 Santini, Vinicio Pgjaro, Manola Ravizza
Low, Non-branded Chinese and Turkish manufacturers,
US$ 50-300 low-cost Russian manufacturers

% XVIQHVYV & MDVVLF FRWHV

The share of Russian suits amounts to 70% of the
market; the vast majority of them is offered in low
and low-middle price segments.

Clothes in upper-middle and élite segments are
mainly supplied by foreign brands, especialy Italian.
Though, severa Russian manufacturers have begun
to introduce expensive brands (e.g. Bruno Saint
Hilaire by FOSP).
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Price segment Brands

Elite, Brioni, Isaia, Armani, Patrick Hellman,

Canali, Ermengildo Zegna, Sen Loran,
USS$ 3,000-10,000 Russian Nina Donis and Efremov.

Middle-class, : )

US $200-500 Riter, Digel, Odermark, Hugo Boss
Low, Non-branded Polish and Turkish

US $30-100 manufacturers

F.O.S.P, Onegin, Bruno Saint Hilaire, SP-
fashion, Gintron, Slavyanka, Senio Gepar,
Bacard, Bolshevichka

Russian brands,
US $100-300

Besides ready-made goods, the custom tailoring
segment is growing. The customer chooses material
and model from a catalogue, than the tailor takes
measurements and sends them to a factory in Italy or
Germany. The finished suit is then delivered to
Moscow, where it is finally modified to fit the
customer’s size. This service is becoming very
popular in the élite segment; it is available today at
Auwp DQL  3DWIFN  + HO®P DQ  * LHYHV + DZ NHV
boutiques and at some other multi-brand shops. The
price of custom-built suitsis 12-15% higher than that
of ready-made ones.

& DVXDOF®RWHYV

Casual clothes offer consists mainly of imported
garments. Some Russian brands, accounting for no

more than 10-15% of the casual clothes market, are

exceptions.
Price segment Brands
Elite Gianni Versace, Gianfranco Ferré, Escada,
, Trussardi, Rocco Barocco, Dolce & Gabbana,
US$ 100-2000 Russian: Vereteno, Vassa, Shirpotreb.
Middle Benetton, Sisley, Mango, Jenifer, Sela, Puma,
! Sasch, Glenfield, Zara, Mexx, Russian OGGI,
US$ 10-100 Tvoe
e Non-branded Chinese and Turkish manufacturers
lessthan US$ 10

-HDQV

Despite the presence of high fashion jeans brands on
the market, illegally imported counterfeit jeans of
Turkish origin constitute the major part of the offer.
In the segment of child jeans nearly one third of the
market is supplied by the Russian company Gloria
Jeans.

Price segment Brands
Elite, Versace, Trussardi, Calvin Klein, Grekoff
US$ 200-300 ' ' ’
Middle, Lee, Wrangler, Sasch, Levi's, Guess, Sisley, Rifle,
US$ 30-200 Jordache, Mustang, Motor, Colin’s, Big Star.
Low, Russian Gloria Jeans and Gee Jeans. Non-branded
US$ 10-30 Chinese, Turkish and Polish manufacturers

8 QGHUZ HDU

Russian underwear market comes into the last stage
of development, when new models are offered not
only by new brands (local, less known, etc.), but also
by diversification of the existing ones, resulting in
high market saturation.

Products supplied by speciadlized underwear
companies constitute the major part of the market,
but many producers of sport and casual clothes are
coming into this niche through diversification of their

product range into underwear articles.

Price segment Brands

Elite Millesia, Nina Ricci, Cotton Club, Christian Dior,

Us$ 250'_ 300 Gianfranco Ferré, Givenchy, Lise Charmel, Simone Perele,
Antigel, Allumette, Lejabi, Triumph, Felina
Middle, Triumph, Felina, Cantelle/Passionata, Charmor, Escada,

US$ 35-250 Exellent

Low, Milovitza, Cheremushki and Non-branded goods from

less than US$ 35 Chine, Turkey and South East countries.

& KLOG FOR W HV

The main distinguishing feature concerning child
clothing is that it should meet severa reguirements:
being of good quality, practical, good-looking and
made from natural materials. Child clothes
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manufacturing industry and sale business are

regulated by normative documents, including
certification rules and hygienic standards. Even
though Russian manufacturers produce price

competitive goods, they lose by other characteristics.

Price segment Brands
Elite Christian Dior, Dolce & Gabbana,
more than US$100 Burberry, Confetti, Papermoon.
Middle Gloria Jeans, Gee Jeans, Sela, "Mexx",
US$30-100 "Benetton", "Tati".
Low Non-branded Chinese and Turkish
US$5-30 manufacturers

& KDS WU & RP S HWWYH
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Today Russian clothes market is very fragmented:
main players control 3-4% of the market.

In the last five years the market volume grew
intensively at rates of 10-25% a year. Growth rates of
leading companies were even higher, 30-40%, with

average profitability levels of 12-15%.

5 XVVIDQ FRP SDQLHV

There are more than 13,000 officially registered
Russian garment factories; however, only the top ten
play a considerable role. These firms succeeded in
reorganizing their design and manufacturing
processes and have occupied specific niches of the
market. In genera, they are vertically integrated
holdings controlling the whole-cycle production:
from clothes design and sewing to retail saes
through their own retail network.

Leading Russian clothes manufacturers (saes
volume exceeding US$ 10 million per year) are:

The firm

produces casual knitted wear and jeans

l. 3 * RULD - HDQV”’ FRUS RUDWRQ
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clothing under Gee Jay and Gloria Jeans
brands, which are the sales leaders in the
segment of child and youth jeans;

2. se(rsc The Russian - Isragli

manufacturer of child clothes in the last

FRP SDQ\

years has reoriented into the niche “clothes
for al the family”. SELA retail network is
the largest in Russia (400 shops);

3. 55 xvvibg winrRw] K- Jurxs The group is
specialized in knitted wear production and
controls “Noginka” and “Charm” stockinet
and sewing manufactures and Riteks and
Balashiha spinning-factories. They produce
casual clothes with the trade mark “ Tvoe”;

4. :3uuvrep DA WD\ D =Du\ D' FRP spov TS
one of the leaders in the segment of classic
woman clothes;

5. s3powu rre soov It is one of the
largest Russian manufacturers of youth
textile and knitted clothes;

6. s)263 FOSP is the leader in

the segment of classic clothes for men in

FRP SDQ\

Russia. The company has a portfolio of

brands that covers a broad range of price

segments, from low-middle to upper-
middle;
7. :wroknyirknp: krosoad It IS the second

largest Russian manufacturer of classic
clothes for men;
8. 9 owo rrr soov-  ItisaRussian brand of
high fashion woman clothes.
Nearly all Russian companies operate in the low and
low-middle price segments, and many experts
speculate that these companies will never come into
FOSP,

Pervomayskaya Zarya and Bolshevichka have

upper-middle segment. However,
entered it, introducing brands for the upper-middie

price segment. Their products are in general much
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cheaper than Italian or German ones. Though, |ower
price is an unlikely source of strong competitive
advantage in this segment, because upper-middie
consumers as a rule prefer to buy imported goods for
a higher price to the cheaper Russian clothes.

It is typical for Russian companies working in the
middle and upper-middle price segments to use
“Western-style” brand names (Designi, OGGI, Bruno
Saint Hilaire, Bacard, Kellerman, ci mi), concealing
in such away the true (Russian) origin of goods. This
tactic indicates that Russian manufacturers do not see
or can not formulate their advantages over foreign
designers, concerning upper-middle and élite
segments.

In the upper-middle segment the only brands worth
to be mentioned are Vereteno, Formula Vereteno,
Grekoff, Shirpotreb and Art point. They produce
highly styled clothes of casual and prét-a-porter
fashion for an “artistically-minded” target audience
who are ready to experiment with unusua styles.
These successful (to Russian measure) companies do
not exceed US$ 1 million turnovers each. At the
same time, local awareness of Russian trade marksis

very low: only 5% of customers recognize them.

) RUHLI Q FRP SDQLHV

Foreign companies are intensively developing al the
segments of Russian clothes market. Nearly all of
them establish their presence on the territory through
local importers, either organizing a network of retail
shops or selling their products in multi-brand shops.
Among the advanced networks there are Benetton,
MEXX, Mango, Naf-Naf, Colins, Glenfield, Wool &
Cotton, Sasch, Levis, In Wear/Matinique, Tommy
Hilfiger, Tati, Motivi and some others.

The most significant retail network (about 80 shops)
belongs to Benetton-Sisley, which operates in the
Russian market since 1991.
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In the last two years Mexx made a major inroad into
the market. This company does not have its own
representative office in the country, selling its
the “Enrof”
company, which aso promotes Calvin Klein brand.

Spain  network

products via a Russian importer,
“Mango” is aso successfully
developing its presence in Russia

Another famous Spanish “network player”, Zara,
entered Russian market in 2004 by establishing its
first Russian shop in Moscow.

Mango, Zara, Benetton and Mexx are direct
competitors, working in the same price segment and
offering clothes of comparable quality. However,
each company has its specific image: Zara and
Mango collections include highly conspicuous
clothes, Benetton clothes are characterized by a
bright colour spectrum, even if aso classic models
are offered; Mexx design combines classic and
modern styles.

Many other companies are planning to increase their
presence in Russia, and this results in growing
competition. The Italian “Motivi” is among the new
players: it has opened 7 shops in Moscow and 2 in
Saint-Petersburg since 2000. Also “Miss-Sixty” is
present; it offers good quality clothes in the middle-
price segment. According to the National Trade
Association, another large network, “Hennes &
Mauritz", is expected to enter Russian market.

Nearly all network players switch their attention to
other Russian regions after having established their
presence in the key regions of Moscow and Saint-
Petersburg.

Among the companies targeting the upper-middie
and élite segments of customers there are world-
famous brands such as Armani, Gucci, Prada, Dolce
& Gabbana, Ermenegildo Zegna, Ferré, Versace,
Brioni, Antonio Berardi, Crea, Cavin Klein, Kenzo,
Christian Dior, Cerruti and Jean-Paul Gaultier.
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Though these companies are competitors to each
other in some segments, nearly all of them are
represented by just a few importers. Mercury,
Jamilco, Babochka Gallery and Bosco di Ciliegi.
Luxury clothing sales have been growing in Russia
since 1999. Brioni’s Moscow boutique took first
place in worldwide sales last year, Gucci®local store
came in second after New York, Dolce & Gabband s
boutique placed second after Milan and Fendi®
Moscow store came in third after Rome and New
York.

In spite of growing sales volumes in the middle and
upper-middle segments, it is difficult for many
players to achieve steady growth, since a vast
majority of customers have not become loyal to a
certain brand yet. In the coming years, the market is
expected to be reorganized in favour of the
companies that will create an effective retail network
and that will succeed in developing a clear and

attractive brand image.

& KDS WU LV WULE X WLR Q
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Almost al large Russian manufacturers have their

own retail shops, the others sale their clothes to

Sdesthrough
fashion houses

department stores or to bulk buyers.

Custom-built
clothes

establishments

it

el Multi-brand shops

Internet
S
Retal shops Franchising Small-format
network network outlets at shopping

centres
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Foreign firms sell via importer companies in either
mono-brand or multi-brand franchising boutiques.

Luxury boutiques are usually located in prestigious
streets Stoleshnikov
Tretyakovsky Proyezd in Moscow), or gathered into

(Tverskaya, pereul ok,
large shopping centres (Crocus City Mall, Ohotniy
Ryad, GUM and others).
(Benetton, Mango, Mexx etc) sell in large shopping
centres (MEGA, Ohotniy Ryad, GUM) too, but,

unlike luxury brands, their presence spreads far

Mass-market brands

beyond central regions and large cities. Besides,
there are stock-centers and second-hand shops, some
of them dealing with élite brands and catering to

i

/d  Regular-format

/ multi-brand shops

middle-class customers.

Small-format
outletsat large
shopping centres

Smdl importers

Franchisng
mono-brand and
multi-brand
networks

Largeor
exdusive

importers

Custom-built
clothes
establishments

Little known brands products are aso distributed
through multi-brand boutiques, but these clothes are
sold mostly through lower level shopping centres.
These centres differ from the luxury ones as their
floor space is mainly rented by small trading
organizations (bulk buyers of non famous brand
garments) and they address low-middle and middle-
class customers. It is worth mentioning that their
turnover comes largely from “grey imports”.
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Clothesin the low price segment are generally sold at
open city markets, which are present nearly in every
Russian town today and account for 40% of the
overal retail sales volume. During last years the
share of city markets decreased by 10-15% annually
mainly due to the growth of the middle-class
segment.

0 LGGOH SULFH VHJP HQW P DVV P DUNHW
Middle-class customers prefer to buy clothes in
shopping centres and boutiques. The most important
criteria they use to choose their shop are: product
range (large selection of models, colours, sizes;
stylish fashion; quality assurances); price levels and

convenient |ocation of the store.

Other

16% Assortment

47%

23%

Therefore, large shopping centres are the most
popular. They are well located, have sufficient floor
space and attractive design. As usual, detached
(street) shops, especially the ones belonging to non-
famous brands, are visited several times less
frequently than the sections within large shopping
centres dealing with the same brands.

The trend today is to build new large shopping

centresin all Russian big cities.
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Customers of these segments make nearly half of

their garment purchases during their foreign

journeys. In Russia they prefer to buy clothes in

luxury mono-brand and multi-brand boutiques.

Outside Russia

Mono-brand boutiques

Multi-brand boutiques

Modeller custom-built E]
Fashion houses E

Other E
t T

1
0% 10% 20% 30% 40% 50%

@ Total @ Man O Woman

Today there are nearly 30 networks of multi-brand
boutiques in Russia (mainly in Moscow). Among
them there are “Cashmere & Silk” (11 stores),
“Podium” (5 stores), “Uomo Collezioni” (4 stores)
and “Faraon” (3 stores). Each network has three
shops on average. Top Moscow multi-brand
boutiques are Soho, Lide, Le Form, James, Litz-
collection, Aizel, Podium, Lux and Ita Moda,
followed by Via del Corso, Style, Palermo and Anto
exclusive.

The leader in the élite segment by sales volume is
“Mercury”, the Russian importer company. It owns
boutiques of the most prestige and expensive brands
such as Armani, Brioni, Bulgary, Chanel, Dolce &
Gabbana, Fendi, Gucci, Tiffany and others. Besides
clothing, it deals with other luxury items, for
example high-end Swiss watches. Two other largest
importers, Bosco di Ciliegi and Jamilco, hold the
network of boutiques of a slightly lower level than
Mercury. In the last years other luxury traders have
intensively developed — suce Rt Croworow / x( -

holding and Caligula.
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The main channels used for clothing advertising are
press commercials and outdoor ads. Auxiliary media
include radio (for the announcement of new shop
openings),

cinema and TV (mainly musica

channels).
. . Costson
Media Main issues and channels o
advertising
Femade “Cosmopolitan”, “GALA", “ELLE", “Officid".
Press MER “GQ", “FHM", “Nochnoy portye”, “ Commersant US$ 1.6 million
weekend” and other glossy magazines.
Less expensive Bolshoi Gorod be-weekly.
Outdoor advertisement Mainly in big cities US$ 684 thousand
Radio FM waves US$ 513 thousand
MuzTV, MTV, “Domashniy”, STS and other
TV - na
entertainment channels
Post cards and bookl ets. Restaurants, clubs etc. na

In 2004 total expenditure on advertising in the mass-
market segment amounted to about US$ 2 million.

Advertising costs paid by Mango accounted for 37%
of the total; the share of the first five more active
advertising campaigns (Mango, Motivi, Naf Naf,
Glenfield and TJ Collection) accounted for 68%,
despite the presence of nearly 150 competitive trade
marks in this segment. According to experts
estimates, the cost of advertising for the launch of a
new brand varies from US$ 250 thousand to US$ 1

million.
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Home textile sales volume on the Russian market
grows by nearly 25% a year. Experts admit growing
demand from corporate customers (offices, hotels,
restaurants, educational and medical establishments).
On the curtains and tulles market, products from
Turkey dominate with approximately 80% share. The
average price for curtains is US$ 60-70 per running
meter, with prices varying from US$ 5 to US$ 400.

The most popular non-Turkish brands are DOMUS

(italy), KINNASAND (Sweden), DRAPILUX
(Germany), ARTEDOMO  (Germany), J&M
(Germany) and Styletex (Russia).

25
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The annual capacity of Russian bed-clothes market is
estimated at 41 million sets (RBC Daily, 2003).
Russian manufacturers account for about 50% of the
market supply, mainly in the low (less than US$ 25
per set) and low-middle (US$ 25-100 per set) price
segments.
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In these segments Russian manufacturers cope with
high competition from Turkish non-branded Asian
companies. Elite bed-clothes (US $300-1,500 per set)

are supplied by French, Italian and German

manufacturers.
Price for bed-clothes,
Manufacturer USS per set

FRETTE, Italy 600-1,500
ZUCCHI, Italy 120-310
BIANCA LUNA, France 80-300
GABEL, Italy 80-290
TAC, LA NOTTE, Turkey 25-110
JUNIOR, Italy 40-100
Bellpostel, Russia 40-70
Russian Textile 15-40

' LVWILE X WR Q

Low and low-middle price home-clothes are
commonly sold a city markets or at department
stores. Elite home-clothes are generally distributed
through multi-brand boutiques and specialized shops
(e.g. Linvosges and Lege Alto shop networks in
Moscow and Saint-Petersburg). Russian Bellpostel
trade mark (Bristol-expo) has the broadest Russian

retail network dedicated to “bedroom-related” cloth
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products consisting of about 200 outlets all over
Russia.

Since 2004 Internet purchases of home-clothes
products has grown dgnificantly due to the

development and diffusion of IT technologies.

& KDS WU 2 SSRUWQLWHYV IRU
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For the majority of Russians, except for the élite
segment and some “advanced” customers, brand
plays a minor role in making a choice during clothes
purchases. A partia substitute for brand is the
country of origin. Among the Russians the “Made in
Italy” trademark is a synonym of high quality,
fashion and prestige. Therefore Russian market is
potentially favorable for small and medium Italian

companies.

¢ Today the most promising niche is the classic
clothing for both man and woman in the middle
price segment, where there is a strong demand
for Italian suits, dresses and other business
clothes a moderate prices. Moreover, with the
development of Russian economy, also the
number of office employees, who congtitute the

majority of consumersin this segment, isrising.

¢ For the companies with little-known brands it is
more reasonable to sale clothes through muilti-
brand shops rather than to invest into promotion
of a new trademark; this is especially true for
non-mass-market lines to be sold in regions with
higher competition (Moscow and Saint-
Petersburg). There are many popular multi-brand
shops offering classic clothes of less-known

brands. Many of them aso have a service of
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custom tailoring, which could be attractive for

non-mass manufacturing

Clothes markets in Moscow and Saint-
Petersburg are characterized by tense
competition, while markets of other Russian
regions are far from satiety, and rent charges and
promotion costs are considerably lower, though
the average income level islower too.

Nevertheless, regional markets are attractive for

their future perspective. Nowadays they can
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serve to sell stock cloth, since Russian fashion
trend generally lags behind the European one.

Another  opportunity is franchising and
manufacturing co-operation. There are some
Russian factories that can manufacture clothes of
good quality. Providing Italian brand to them,
Italian companies could use their distribution

systemsto enter the market.
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1. s+ wuw -Hoov rrusruowre Thefirm has 10 fabrics located in Donets Basin and Northern Caucasia regions
and aretail network counting nearly 60 shops. Turnover in 2004 was of US$ 127 million. Growth annual rates
are of 40% on average. The company produces casua knitted wear and jeans clothing under Gee Jay and
Gloria Jeans brands; they are sales leaders in the child and teenager jeans segment (32% of the market). Gloria
Jeans strategy is aimed at the building of alarge retail network of 3,000 shops (including franchising) in Russia
and in former USSR countries.

2. se(/s rrep sooy ItisaRussian-lsradli manufacturer of child and youth clothes. SELA retail network is the
largest in Russia with its 400 shops in large cities and CIS (including the franchise network). Manufacturing
facilities of the company are located mainly in China. The company estimated turnover in 2004 is of US$ 100
million. Strategic targets are the development of a creative brand oriented to young people and the

reorganization of the retail network by increasing shops floor space rather than their number.

3. wnonwre swan rre soov  Theworld leader in production of clothesfor young people operates on the Russian
market since 1991. There are about 5,000 Benetton-Sisley shops al over the world, 80 of them in Russia,
including five megastores (two in Moscow). The company turnover is of about US$ 2.1 billion; the share of
Russia and of former USSR countries amounts to US$ 131 million. The company plans to invest US$ 10
million in 2005 in the opening of 10-12 new shops in Russian cities and in reorganizing existing shops
(increasing their floor space, changing their design and installing new equipment). Experts predict a growth of
Benetton turnover in this region of 5-7% next year.

4. <5 xvwipe wwrwi Kk surxs The group controls “Noginka’ company, “Charm” stockinet manufacture and
“Shuya” spinning-factory. The company produces casud clothes under the trade mark “Tvoe”, sold through the
company retail network of 28 shops. Total turnover of the group in the 2003 was of about US$ 100 million.
The corporate strategy isto develop the Russian brand “ Tvoe”’ by investing into the promotion of the trademark
and the devel opment of awide franchising network.

5. o (:: Mexx designs casud clothes which combine classic and modern styles. The company is present in
more than 50 countries with about 850 shops. Mexx entered the Russian market in 1997. 17 “MEXX” and “XX
BY MEXX" shopsin Moscow and Moscow region, and more than 40 shops in other Russian cities, have been
established since then. The volume of Mexx salesin Russia, according to different estimates, is of US$ 80-100

million.

6. /wviswoxw e r Theworldleader of jeans clothes (world sales volume of about US$ 4 hillion), today has

31 mono-brand and 103 multi-brand shops in Russia. The sales volume in Russian region is not disclosed,
20
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10.

11.

though, according to some estimates, the company sells nearly 300,000 pieces annually. Russian importer of
LS & Co. clothes, the Jamilco company, plans to invest US$ 10 million into the promotion and distribution of
the brand in Russia, expecting a 50% growth of the sales volume in two years.

53 HUYRP D\ VND\ D JDU\ D’ Jurxs Thecompany designs, produces and sales al kinds of woman classic clothes.
The group includes “Pervomayskaya zarya’ (clothes manufacturing company,) “Zarinad’ and “Curt Kellermann
Saint-Petersburg” (“BeFree”, networks of wholesale and retail shops) and “Rika’ (manufacturer of specialized
clothes for medicine, food industry etc.). Sales volume in 2004 was of US$ 20.8 million. “Pervomayskaya
zaryd’ brands (Zarina, Kellermann, ci mi, Di piu and MQ) are distributed through the company warehouses
and retail shops networks Zarina and BeFree. The company strategic priority is to open new shops in Moscow

and Saint-Petersburg and to devel op franchising retail shops network in other Russian regions.

s3poowiu’ Fre soov It is one of the largest Russian manufacturers of textile and knitted clothes. Paninter
collections include office, casual, trend and sport clothes. The company has its own retail network of nearly 50
shops and outlets in Russian cities. The estimated turnover of the company is of US$ 20-23 million. Paninter
strategy is aimed at devel oping the loyalty to the brand among its customers.

sy 263 rre sool  FOSP is the Russian leader in the segment of man classic clothes. The company brands
include: FOSP (mass-market), Onegin (middle-class), Bruno Saint Hilaire (upper-middle class) and SP-Fashion
(youth models). The estimated turnover in the 2004 is of US$ 20 million. Nearly 30% of the company products
are exported. The FOSP distribution chain include 8 company shops and nearly 200 franchising shops. The
firm strategy is to promote its expensive brands and to expand into the niche of woman classic clothes.

swrovkHYLFkND” krosos It IS the second largest Russian manufacturer of man classic clothes. The holding
controls ten companies, including the large retail network “1929 Bolshevichka’. The turnover is estimated at
US$ 20 million. Bolshevichka produces suits under four brands (Basic, Gepar, Senio Gepar and Bacard)
conceived for different price segments. The company is aso planning to create new brands of expensive
clothes in the near future. Bolshevichka advertising campaigns are aimed at promoting its shops rather than its
brands.

9 owo rre sooi It iSthe Russian brand of high fashion woman clothes. The company has developed a retail
system including 10 company shops and franchising network. The turnover is estimated at US$ 10 million.
Corporate strategy is aimed at positioning the brand in the trend and stylish segment; it is also planning to
optimizeitsretail system.
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1. s woavw The large Moscow network of multi-brand shops of classic man clothes sells brands such as Aldo
Rota, Nexus, Ramsey London, Greywool, Ozeta, Mishelin, Lancelot, Philippe Artois, Gintron, Otto Berg and
Albione brands. The company also offers a service of custom tailoring inside its shops.

2. o wurxun It is a Russian importer company which owns exclusive boutiques of the top luxury brands of
clothes, shoes, watches and other goods. Prada, Armani, Dolce & Gabbana, Tiffany, TOD'S, Ermenegildo
Zegna, Gucci, Chanel, Brioni, Jil Sander, John Galliano, Bulgari, Fendi and some others. Total sales volume of
the company is estimated at US$ 300 million. The company strategy is aimed at monopoalizing the top luxury

brandsin Russia.

3. -or wrr. It is a Russian importer company. Jamilco business is divided into three segments. exclusive
boutiques (Hermes, Christian Dior, Cerruti, Y ohji Yamamoto, Escada and Wolford); multi-brand luxury shops
(James and RedCode) where brands such as Jean-Paul Gaultier, Paul Smith, Burberry and others are sold; and
networks of the middle-class brands Naf Naf, Levi's and Shevignon. Jamilco sales volume is estimated at about
US$ 150 million.

4. wrvrr oL e tanac It is @ Russian importer company which holds exclusive boutiques for Givenchy, Marina
Rinaldi, Max Mara, Nina Ricci, Kenzo, Mandarina Duck and Pomellato brands and the network of multi-brand
shops “Bosco di Ciliegi”. The company also sells luxury perfumes, cosmetics and accessories in the Articoli
Gallery. Turnover of the company is estimated at US$ 150 million.

There are aso other European clothes networks: Mango, Motivi, Zara, Promod, Jennifer, Sasch, Froggi, S. Oliver,

Glenfield, Wool & Cotton, Sasch, In Wear/Matinique, Tommy Hilfiger and some others; they operate in similar

segments (middle-class casual clothes) and achieve comparable sales volumes (about US$ 10 million).
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125009 Mosca

1 DP H $ GGUHVV 7 HHSKRQH HE HP DLO
" , , Schelkovskoe highway, 100 Phone +7 095 3800580 ! L
Gloria Jeans' Mosca Fax  +7 095 3800585 http://www.gloria-jeans.ru/
“SEL A" Phone: + 7 095 9811325 http://www.selaru
+ 7 095 9811326 Email: sela@selamsk.ru
Okhotny Ryad' Shop Center
“BENETTON" Manezhnaya Place, Dom 1, Stroyenie 2 [Phone: +7 095 7378397

"Russian trikotazh"

Suschevsky val, 47
127018, Mosca

Phone +7 095 780-61-11

"MEXX"

Mosca

Phone; +7 095 299-62-42,
299-10-53

ZAO “Pervomaiskaya Zarya’

10 Krasnoarmeyskaya st., 22
Saint-Petersburg, 198103

Phone: +7 812 251-51-93
+7 812 251-20-80
Fax: +7 812 251-28-30

http://www.pervozarya.ru

“Paninter”

Phone: +7 095 234-34-02

http://www.paninter.ru

“F.O.SP.”

Nabereznaya Moykariver, 75.

190000, Saint-Petersburg

Phone: +7 812 315 18 73
Fax: +78123126515

http://www.fosp.ru
Email: spcm@fosp.ru

OAO “Bolshevichka’

Kalanchevskayast. 17
107078, Mosca

Phone: +7 095 975-4062
Fax: +7 095 975-3526

http://www.bol shevitchka.ru
Email:office@bolshevitchka.ru

Phone: 912-7260, 911-1829

http://www. vassatrend.ru

Vassa Fax: 274-0048 Email: info@vassatrend.ru
" . ) ! g http://www. realist-msk.ru
Realist AkademikaKorolevast. 3. Phone: 682-0234 Email: info@reaig-msk.ru
“ Jamilco” Kul'nevast. 4 Phone: +7 095 705-9339
121170, Mosca Fax: +7 095 705-9341
“Bosco di Ciliegi” Phone: +7 095 956-67-84 http:/Awwiw. bosco.ru

Email: info@bosco.ru
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_QVLGH 3 DUwQHUV IS an independent vtrategic advisor
focused on helping Smal & Medium Enterprises
during the process of growth, development and
internationalization, and on assisting those investors
that decide to financially contribute to the process.
Inside Partners assists its clients in the following
activities:

e Market analysis

e Financia and strategic partnersresearch

e Target research

*  New market entry strategy definition

e Greenfield investments assistance

e Transaction Services- M&A

« IPO.

Inside Partners is a partnership of professionas
coming from some of the most important
international firms of business consulting and
corporate finance. All professionals of Inside
Partners hold a Master in Business Administration
from a primary international business school
(INSEAD, Wharton, London Business Schoal).

Inside Partners has developed a network of foreign
local independent advisors, being able to organize

multinational teamsfor international assignments.

WwWWw.inside-partners.com

sur ,ovhvw+ urxs IS @ reputed Russian consulting

and advisory firm, founded in 1994 and specializing

in strategic management consulting and research,

business transactions and IT development. It is a

partnership owned by its consultants that provides

independence of any financial, industrial, political or
foreign groups.

It includes such businesses as:

x  swowiiro — Russids first specialised strategic
consulting company.

x sur .ovevw — the only Russian investment
company implementing strategic transactions
through business design innovations and
corporate restructurings, including our top
practice of corporate finance.

x  (rsnuwse vwir v — leading Russian IT company
specializing in off-the-shelf and customizable
information and analytical solutions for business
development and company val ue creation.

X QVWUWKWH IRU $ SSOHG % XVIQHVV  VWXHV —
strategic research company.

The experienced team of Russan and foreign
professionals bring expertise, excellent connections
and a first class reputation to assist companies in
exploiting growth opportunities in the rapidly
developing Russian market. The consulting and
research team is made by 50 experienced
professionals coming from international consulting
firms and graduated from famous international
business schools (Stanford, Kellogg, INSEAD, LSE)
and leading Russian schools.

Www.strategy.ru
WWW.pro-invest.ru

WWW.expert-systems.com



