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This study compares brand competitiveness of European and Korean auto brands in the Rus-
sian automotive market based on cross-sectional datasets for 42 auto brands in Russia of the
year 2022. The econometric models (OLS, WLS, and Robust least squares) are constructed by
employing a theoretical frame of Porter’s diamond model. The results of the regression analysis
allowed us to get to the conclusion that product diversification, accessibility to dealers (or retail
shop) and active social media marketing are critical factors to promote auto sales in the Russian
market. Based on the comparison, we can draw two important conclusions. First, Korean auto
brands are ahead of the European auto brands in value chain management as they have a huge
pool of dealers and maximize contact with potential Russian customers. Secondly, the German
auto brands lead when it comes to product diversification and social media marketing. However,
Korean auto brands are not behind based on those criteria compared to the average European
auto brand, and take an above average-middling position. From the outstanding performance
of Korean auto brands in the Russian market especially, it seems that securing numerous retail
channels is particularly crucial. The results of this study are helpful for national and international
automotives companies to create business strategies in the Russian automotive industry.

Keywords: Russian automotive industry, emerging market, competitive advantages, interna-
tional business, factors of competition, Porter’s diamond model, brand analysis, cross-sec-
tional analysis.

Introduction

In the 21* century the image of the Russian car market began to change due to growing
oil exports and accompanying consumer wealth increase. Due to a complex of economic and
social reasons, Russian local manufacturers decreased the investment into the modernization
of brands and manufacturing facilities, which lead to an escalating long-term quality decrease
(Gal'perin, 2014). At the same time the customs protection in the internal Russian car market
created an artificial price protection for domestic manufacturers. On the one hand, this
prevented the domestic manufacturer’s bankruptcy and collapse of related industries, saving
thousands of jobs. But on the other hand, the situation contributed to the preservation of
many negative and non-market factors of local automobile companies, lacking again the
possibility and stimulus for large-scale renewal and transition to new technologies. The
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outdated design and quality of locally produced cars made the emerging middle class more
willing to pay the extra price of imported foreign automobiles. Later Russian entry to the
World Trade Organization (WTO) decreased the custom protection of the market, meaning
that Russian producers were be forced to exist on the domestic market on equal terms with
major international competitors (Kalmykov, 2019).

Russia is the 20" and 2™ car importer in the world and Central Eastern Europe
(followed by Poland), respectively: its values amounted to 7.999 billion dollars, in 2021".
During 2021, the Russian car market was showing signs of recovery after a decline caused
by the COVID-19 pandemic. According to the Association of European Businesses (AEB),
car sales in Russia in the first eight months of 2021 increased by 35.7 % compared to the
same period in 2020% Going into 2022, the prospect of growth seemed ever so present
but due to known geopolitical events, some manufacturers completely left the market
through asset liquidation or by transferring over their businesses to new management.
This, however, left the market open to the producers that made the decision to stay
as we saw significant growth in market share from both domestic and certain foreign
manufacturers, looking to make their stand. In 2021, worldwide car exports amounted
to 710.4 billion dollars. 19.6 % of total exported cars were from Germany”. Likewise,
the bulk of foreign auto manufacturers are mainly from Germany, France, Italy, and
so forth. However, the Korean auto brands stand out on the Russian market ahead of
the European one based on the good quality and reasonable price. Korean auto brands,
namely, Hyundai and Kia lead in terms of market share in the Russian auto market.
According to the AEB’s report, in 2022, 687,370 cars were sold in Russia, while Kia
(9.62 %) and Hyundai’s market shares (7.97 %) were ranked second and third after Lada
(27.44%) in Russia®.

Previously, there were studies on the competitiveness of certain auto brands, their
industry (for instance, Dixit and Joshi, 2011; Ulengin et al., 2014; Ariffin and Sahid, 2017;
Pascoal et al., 2017; Vosta and Kocourek, 2017; Ziling and Yan, 2018), and the dynamics
and development trends of the Russian auto market (for instance, Kurilov, 2012; Ajupov
et al., 2015; Kurilova and Kurilov, 2016; Alimova, 2017; Zhurova and Moshkova, 2022).
However, there have been no comparisons conducted in order to explore European
and Korean brands in a market like Russias. The purpose of this paper is to compare
competitiveness between European and Korean auto brands, in the Russian market, as they
are the top countries in the world when it comes to car brands and provide practical advice
for them. In addition, our study contributes both theoretically and methodologically: the
econometric models that estimate the auto brand competitiveness in the Russian market
are constructed by employing the theoretical frame of Porter’s diamond model.

The remaining parts of our study are composed as follows. Section 2 covers literature
review on factors of brand competitiveness and hypothesis development. In section 3, data

! World Top Exports. (2023) Cars & Trucks Exports 2020. Available at: https://www.worldstopexports.
com (accessed: 15.04.2023).

2 Association of European Business. (2023) AEB: website. Available at: https://aebrus.ru/ (accessed:
15.05.2023).

* World Top Exports. (2023) Cars & Trucks Exports 2020. Available at: https://www.worldstopexports.
com (accessed: 15.04.2023).

* Association of European Business. (2023) AEB: website. Available at: https://aebrus.ru/ (accessed:
15.05.2023).
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and model specifications are provided. Section 4 deals with main results and discussions.
Finally, in the conclusion, we offer suggestions of business strategies for European, and
Korean auto brands in the Russian market.

1. Literature review

1.1. Theoretical assessment of competitiveness in industry

Throughout the changes in socio-economic conditions, economic researchers have at-
tempted to explain the nature of trade advantages for enterprises, industries and countries in
different ways. One of the first stages in the evolution of the theory of economic advantages
was Smiths theory of absolute advantages, which assigned a key role in their emergence
to natural resources. Ricardo and Mill added the factor of production costs to natural re-
sources, which became the basis for the theory of comparative advantages. It was also sup-
plemented by Heckscher, Olin, and Samuelson and began to include the whole set of pro-
duction factors. Finally, Porter introduced the concept of competitive advantages, referring
all the factors of economic relations in general to their sources (Safiullin and Safiullin, 2002).

It can be stated that the explanations of industry competitiveness can be generally di-
vided into sectoral and external, i. e., formed due to the parameters of the socio-economic
environment. Industry competitive advantages, in turn, can be divided into those that are
formed at the enterprise level and at the industry environment itself, i. e., the level of qual-
ification of professional personnel, infrastructure, availability of demand, etc. Another
type of classification is the division of competitiveness into external and internal. External,
or international, competitiveness is the success of a product or an economic entity among
foreign competitors, the ability to sell on the world market — for example, through the
share of exported products of the industry (Shvandar, 2008).

Since the industry is often defined as a set of firms united by one type of activity and
having similar resources, the competitiveness of the industry can be considered its ability
to effectively manage these resources, introduce innovations, as well as create conditions
for the development of firms in the context of certain basic macroeconomic conditions
(Akulich, 2011). Complex industries are usually influenced by a whole set of factors of dif-
ferent types. Microeconomic factors affect the industry and its competitiveness through
the ability of each individual firm to adapt, introduce innovations, and increase produc-
tion efficiency. Industry factors include the size of the industry, the level of development
of specialized technologies, the complexity of the entry of new players and the stage of
its life cycle. Finally, macroeconomic factors are common to all industries and determine
the basic conditions for their development — demography, socio-cultural factors, infra-
structure of related sectors, and others (Kovalenko, 2013). It is also crucial to emphasize
the importance of innovation, which has gained great influence in the last 20 years. It is
believed that innovation contributes to the development of intra-industry competition,
which indirectly increases the competitiveness of the entire industry through stimulating
demand, increasing product quality and production efliciency.

Interestingly, there are several types of approaches to understanding the concept of com-
petitiveness. The latter is determined either statically, i. ., based on the results already achieved
by the subject, or dynamically, i. e., based on the potential that will allow the subject to achieve
something in the future. In the first case, the real competitiveness is considered — the proper-
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ties and achievements already formed at the moment. In the second case, the prospects for
further development of the subject, its ability to sustainable growth are determined. Unlike
real competitiveness, it takes into account the competition not only with current, but also po-
tential rivals. Quantitative assessment of competitiveness often occurs precisely on the basis of
real indicators, which, of course, limits the scope of the study, because such an assessment does
not reflect future growth and development opportunities, but, on the other hand, allows you to
identify a specific indicator that would best reflect the presence of competitive advantages of
the subject. Nevertheless, if the external environment in which the subject operates has a suf-
ficient level of stability and predictability, then effectiveness assessments of previous activities
can serve as indicators of future ones (Belkin, Belkina and Vladykina, 2015).

In addition, descriptive or explanatory approaches can be used in the analysis of com-
petitiveness. With a descriptive approach, researchers focus on the highest indicators and
economic achievements of the subject, which in this case are an indicator that the subject
has a high level of competitiveness. In other words, the entity that has higher economic
indicators is more competitive. Obviously, in such a situation, differences in the initial
conditions and resources available to each subject, as well as changes in their influence
over time, etc., are not taken into account. In the explanatory approach, factors of com-
petitiveness are considered first of all, and on the basis of their comparison, the competi-
tiveness of subjects is assessed.

Moreover, the definition of industry competitiveness can be formulated as the ability
to attract new investments in the industry, which seems more consistent with the dynamic
nature of competitiveness and the global nature of modern industries (Taranukha, 2017).

Many researchers have developed concepts for a comprehensive assessment of the
factors of competitiveness of the industry. One of the most widespread is the “diamond
model” developed by Porter, focusing on the international competitiveness of a coun-
try or industry. This model allows us to explain why specific countries or sectors have
competitive advantages in foreign markets, while others do not. The meaning of Porter’s
concept is that all four elements create a national context within which enterprises grow
and compete with each other. If the competitive conditions in this situation are favora-
ble, they encourage local companies to continuously innovate and improve themselves.
On the national scale, the model structures the competitiveness of a certain country or
industry into four interrelated components — “Factor conditions”, “Demand conditions”,
“Corporate strategy” and “Supporting industry”. In terms of factorial conditions Porter
does not limit the factors available initially, leaving room for adding new ones if the need
arises during the production process. This gave rise to a row of research on specific fac-
tors influencing different industries, as well as further classifications of key and secondary
impacting factors, like introduction of new technologies or resource scarcity. The demand
conditions in the model are a determining component for the industry development and
include variables of market nature. This approach highlights the requirements imposed by
the domestic market for individual companies. The related industries ensure the smooth
operation of the research object in question, starting from the supply of equipment and
ending with various financial structures and relationships with customers and suppliers.
Finally, corporate strategy features affect the efficiency of production and the ability to
compete seriously with other firms (Porter, 1990).

After the publication of the diamond model, it was also criticized. One of the points
made by critics is the inability of the model to show the impact of national culture and
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the role of technology (Oz, 2002). As the model became popular, there has been a lot
more criticism over the years of model existence and application, resulting in numer-
ous attempts to upgrade the model in one way or another (Tsiligiris, 2018; Vlados, 2019;
Fang et al., 2018).

Some researchers presented their own methods of assessing industry competitive-
ness. Oral and Ozkan (1986) in their article apply a model developed for the Industrial
Development Bank of Turkey. The studied industries (textile, food and stone industry)
in this case are considered as a set of 30 most successful and developed companies-rep-
resentatives of the industry, 10 companies for each. The paper calculates the actual and
potential levels of competitiveness of firms in comparison with their typical foreign com-
petitors in the relevant export markets. Indexes are calculated for each firm based on data
collected by the questionnaire method of representatives of the studied companies. The
value of the actual or potential competitiveness index greater than one indicates that the
firm is more competitive than the competitor with whom the comparison is being made.

Another researcher, Zhang (2014) uses a multiple linear regression model to determine
the degree of influence of foreign direct investment (FDI) on the competitiveness of industry
in China in a specified period of time. In addition to FDI, the model includes an assessment
of the impact of determinants such as human capital, R&D and infrastructure. The depend-
ent variable in this study is determined by the IC (Industrial Competitiveness) index, which
is calculated according to the method developed by the United Nations Industrial Devel-
opment Organization (UNIDO). The index consists of four indicators: value added in the
manufacturing industry per capita, exports of industrial products per capita, the share of
medium- and high-tech products in the manufacturing industry and the share of exports of
medium- and high-tech products in industrial products. The values of each of the four indi-
cators are standardized in the range from zero to one. The IC composite Index is the average
of four standardized indicators without assigning weight coefficients.

There are also more specific techniques for both capital-intensive and knowledge-
intensive industries, similar to the automotive industry studied in our paper. A good ex-
ample is the work on assessing the competitiveness of the pharmaceutical industry. For
example, in his article Lakner (Lakner et al., 2019) determined the relationship between
factors such as R&D costs, the number of patents and the number of scientific publi-
cations, and the competitiveness of the sector. He conducted a cointegration analysis of
the time series of these factors in several developed countries. It should be noted that in
this study, the competitiveness of the pharmaceutical industry is also measured through
the use of the Revealed Comparative Advantage index (RCA). This indicator is generally
widely recognized and used to analyze the competitiveness of various sectors around the
world (Fert6 and Hubbard, 2003; Batra and Khan, 2005; Freund and Pierola, 2020).

Thus, a number of studies (Vosta and Kocourek, 2017; Lee, 2017; Szabo et al., 2021;
Sandu, 2015) identify various specific factors, such as “financial stability”, “human re-
source’, and “innovativeness” as having a greater impact on the formation of the competi-
tiveness of passenger car enterprises.

The summary of the literature review on factors of competitiveness is presented in
Table 1. Despite the fact that many different approaches proposed in the literature, it seems
that in accordance with every research objective the most universal ways to quantify com-
petitiveness remains Porter’s diamond model. We can see that factors of competitiveness
asserted in other studies are usually a subset of components of the Porter’s diamond model.
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Table 1. Summary of factors of competitiveness based on the literature review

Classification Study

Factor conditions Professional personnel and infrastructure (Shvandar, 2008); the
size of the industry and the level of development of specialized
technologies (Kovalenko, 2013); human capital, R&D and
infrastructure (Zhang, 2014); R&D, the number of patents and the
number of scientific publications (Lanker et al., 2019); Financial
condition, human resource and innovation (Vosta and Kocourek,
2017; Lee, 2017; Szabo et al., 2021; Sandu, 2015)

Demand conditions Availability of demand (Shvandar, 2008); demography and socio-
cultural factors (Kovalenko, 2013)

Related and supporting industries | Infrastructure of related sectors (Kovalenko, 2013)

Firm strategy, structure, and rivalry | Resource management, introduction of innovation and creation
of favorable conditions for the firm’s growth (Akulich, 2011); the
complexity of the entry of new players and the stage of its life cycle
(Kovalenko, 2013)

Although the concept is several decades old and the accumulated criticism is substantial,
it is still the most robust method of conditionally measuring the individual indicators that
demonstrate the success of the industry in comparison, comprehensively. The majority of
models developed over the years generally constitute either a partial analysis of competitive-
ness, focus on specific features of the individual industry, or inhale a large number of addi-
tional variables that make appropriate data collection too difficult for consistent application.

The model’s comprehensive structure focuses on competitive advantages with inte-
grated and complex analysis, that allows the installation of various basic and associated
factors applicable to a variety of objects and situations, which has been proven numerous
times by different researchers (Tsai, Chen and Yang, 2021; Castro-Gonzales, Pefia-Vinces
and Guillen, 2016; Harzing and Giroud, 2014; Chung, 2016; Kharub and Sharma, 2016).
As the model allows building structured research combining the corporate, industrial
and national levels, the authors aimed for an attempt to narrow the analysis to industries
competition at a specific country’s market. Such analysis is rarely found in literature and
presents new theoretical and practical insights.

1.2. Hypothesis development

Over the last several decades, due to globalization and hasty technological advance-
ments, the borders between national and international markets have become vague and
companies generally are forced to compete with large established international firms.
This challenge greatly impacts the competition environment and in order to survive
companies have to apply the efforts to implement strategic management, quality support
practices, social media and internet marketing policies, competitive pricing policy, prod-
uct innovation and customer satisfaction control (Gupta and Nanda, 2015; Chobanyan
and Leigh, 2006). The successful application led the company to a sustainable competi-
tive advantage over its competitors on the domestic and international marketplace and
provided a higher profit. Studies show that some dimensions of these strategies building
on scarcely found resource types are more efficient than others, and innovation capac-
ity is among the list of main competitive drivers (Petrakis, Kostis and Valsamis, 2015):
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HI. A company from a nation of higher level in innovation has higher sales.

The relationship between the product price and sales have been one of the pillars
of economic theory and Marketing studies for many decades. Multiple studies point out
the dramatic impact of brand, product quality and price on sales outcomes of companies
(Kukar-Kinney, Ridgwaya and Monroe, 2012; Suardika and Dewi, 2021). The importance
of price is so significant in the majority of ordinary product markets, that in the event of
price wars even the strongest brands cannot avoid decreasing prices to prevent sales drop
(Waiganjo, 2022). This has been made even more apparent especially as the sanctions
from 2014 made the value of the Russian currency volatile and local customers became
highly sensitive to the price:

H2. The relationship between auto prices and sales is negative.

The product range is an important and an integral part of brand success. The unlim-
ited extension of available products can lead to the loss of perceived brand identity, while
deliberate narrowing of available models can result in loss of profit. The balance is rather
difficult to find and requires investments into brand management. Research confirms
that making an effective brand management system aids companies to perform better
than competitors due to sustainable competitive advantages (Santos-Vijande et al., 2013).
A brand management system enables to enhance customer’s perception on a brand, while
from that customers expect a cohesive brand experience by purchasing it. For instance,
purchasing a Mercedes Benz does not only give you a functional utility as a transportation,
but also make you experience luxurious lifestyles. Customers want to buy the whole values
provided by a brand and a strong brand management system strengthen the customer-
brand relationship by providing those comprehensive values consistently, which leads to
increase in brand loyalty. The car markets however are showing a rather stable amount
of model renewal pace’, with major car producers having products suitable for almost
each segment, and a few luxury independent brands with a very limited range®. However,
most of the research on car sales factors focuses on major macroeconomic determinants
like GDP, interest rate, oil consumption, road mileage, car production volumes or Global
Financial Crisis (Makoni and Chikobvu, 2023; Guan, 2023). With regard to available re-
search in the current study the authors aim to check whether the number of car models
within a brand impacts the car sales at the market in question:

H3. The relationship between the number of different car model and the sales is uncertain.

The product accessibility has always been an important feature in the business of
practically any industry. The car market is no different. Studies show that the dealer net-
work and Internet search are the prime sources of customer-assembled data on car models
and brands (Choudhury, Mishra and Mohanty, 2019). Therefore, the point of car sale and
associated staff greatly influence the automotive sales and appropriate brand market share.
Certainly, studies show that as the customer is getting more technology-savvy in their
automotive purchase with more requests for digital experience, the dealer network quality

> Statista. (2023) Number of new car models offered in the U.S. market from 2000 to 2021. September 29.
Available at: https://www.statista.com/statistics/200092/total-number-of-car-models-on-the-us-market-
since-1990/ (accessed: 25.07.2023).

® DatabaseHub. (2023) Car Models by Manufacturer. Available at: https://www.back4app.com/data-
base/back4app/car-make-model-dataset/ford (accessed: 25.07.2023).
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and equipment should follow (Zolkifly, Haron and Hussin, 2018). But despite these 21°*
century trends, it is the density of brand’s dealer network that should have a prevailing ef-
fect on the sales on the market:

H4. The accessibility of the auto to the end consumer is positively associated with the sales.

Social media is greatly impacting the consumer behavior in practically all B2C mar-
kets, as it has become the most effective modern “word-of-mouth” transition instrument.
The negativity waves spread quickly throughout the networks and greatly influence the
sales. The automotive market is not different, although the research of direct correlations
between the follower opinions in social media and car sales is rather controversial. For
example, the volume of online reviews is good for the automotive sales in the long run, but
in the short run it is uncertain with lower-sales-volume cars. To the contrary, the larger
review volumes aid the sales of already higher-sales-volume cars (Wang et al., 2022). In
case of unforeseen negative events social media requires special care from the automotive
manufacturers (Wang, Wang and Calantone, 2021). With regards to our research, the au-
thors presume a specific perception model of online car brand followers, which nonethe-
less can be fostering the car sales if the number of followers is high:

H5. The relationship between sales and the number of followers of the auto brand in
social media is positive.

Generally, the research application of Porter’s diamond model confirms that ease of
doing business greatly improves the relationship between innovation and competitiveness
of national industries, due to reduction of barriers within the economic systems (Morano
et al., 2023). Moreover, the level of difficulty when it comes to launching a business is
affecting the small and medium businesses more, while these companies are more inter-
ested in business barriers relief. They are also capable of following the market trends more
actively due to higher flexibility (Singh, Garg and Deshmukh, 2008; Kharub and Sharma,
2016). As shown in Figure Al, the structure of enterprises in the automotive industry in

Doing
business

environment

Auto price,
product
diversity

H2,
H1——-+/1 Sales revenue —— H3

Product
accessibility,
Social media
marketing

Figure 1. Conceptual framework by employing Porter’s diamond model
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Russia is quite dynamic: we can see that multiple companies which do not belong to the
largest auto group in the world mark high sales units. Korean brands and Lada take the
lead in the Russian market and those are apparently smaller in a size compared to major
German auto brands. Also, it is expected the growing tendency of Chinese auto brands in
the Russian market in the near future due to continuous Sanctions. Focusing the efforts
of policymakers on removal of economic and administrative obstacles supports investors
in making the most appropriate decisions when choosing the countries in which to invest
their resources, thus allowing further production of much more innovative and competi-
tive products with a much higher chance of having sales success overseas:
He6. The brands from the country at where easily starting a business have higher sales.

2. Research objective, methodology and data

42 auto brands’ (including 10 European and 3 Korean one), that generated their rev-
enues in Russia in 2022 are selected as a sample in our study according to the AEB reports
(2023). While, as multiple variables which can be used in this study are not available be-
cause micro-data in Russia are not widely accessible from a single integrated source, it
required us to calculate each corporate dataset by hand from the website and made our
data confined to be cross-sectional due to the lack of time-series. On the other hand, dur-
ing the preliminary research, it was revealed that some brands from the same mother
group share manufacturing sites and employees (e. g., Chery & Chery Exceed). In this
case, we treated them as one brand. Our econometric specifications in the theoretical
frame of the Porter’s diamond model are as follows:

Ln(Units); = By + B1Ln(GII); + BoLn(Prices); +
+ f3Ln(Models); + BsLn(Dealers); + Ps1G; + BsLn(EDB); + €;;

Ln(Share); = By + B1Ln(GII); + ByLn(Prices); + BsLn(Models); +
+ BiLn(Dealers); + PBslG; + LeLn(EDB); + €; .

Ln(Units); is a logarithm unit of a car sold of a brand 7 in the Russian market in the
year 2022. Ln(Share); is a logarithm of the market share (%) of a brand i in the Russian
auto market in the year 2022. Ln(GII); is a logarithm of global innovation index (GII) of
abrand i’s country of origin in the year 2022 and used as a proxy of (advanced) factor con-
ditions. Ln(Prices); is the logarithm of the average prices (current, in dollars) of cars that
are available in 2022 in the Russian market of a brand i, while Ln(Models); is the logarithm
of the number of different car models that are available to purchase in 2022 from a brand
i in the Russian market (date of access to the site: 02.05.2023), and both variables are used
as a proxy of demand conditions. To prevent a potential endogeneity between dependent

7 Audi, AvtoVAZ, BMW & Mini, Cadillac, Changan, Chery & CheryExeed, Chevrolet, DEM, Evolute,
FAW, Foton, GAC, GAZ LCV, Geely, Genesis, Haval, Hino, Honda, Hyundai, Infiniti, Isuzu, Iveco, Kia, Land
Rover & Jaguar, Lifan, Mazda, Mercedes-Benz & Mercedes-Benz LCV, Mitsubishi, Nissan, Omoda, Porsche,
Renault, Skoda, Sollers & Ford LCV, Stellantis, Subaru, Suzuki, Toyota & Lexus, UAZ, Volvo, VW Cars &
VW Vans, Zotye.
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variables and Ln(Models)i, granger causality tests are conducted and it is revealed that
Ln(Units)i and Ln(Share)i do not granger Granger cause Ln(Models)i.

Ln(Dealers); is a logarithm of the number of dealers per a car model in the Rus-
sian market to a sell brand 7’s auto (date of access to the site: 02.05.2023), while IG; is the
number of the official Russian Instagram* account followers (in million) per a car model
of a brand 7, and both variables are used as a proxy of related and supporting industries.
Between units of car sold and the number of dealers and IG followers, there is no clear
causality: dealers (selling points) and IG followers (somehow related to a brand popular-
ity) could have increased due to high car sales or vice-versa. In this sense, we divided the
number of dealers and IG followers by the number of car models to make them exogene-
ous to the dependent variable. Also, as our study only deals with the competitiveness in
the Russian market, we counted the followers of the official Russian Instagram* account
not their international account. For the accurate estimation, we accessed the brands’ ac-
count on the same date of 19.05.2023. Ln(EDB); is a logarithm of the World Bank’s ease of
doing business index of a brand ’s country of origin (benchmarked to May 2019) and used
as a proxy of firm strategy, structure, and rivalry. €; is an error-term (Table 2).

To prevent the issue of multicollinearity, the VIF test is carried out. The result is pre-
sented in Table 3. As the all the variables’ VIF < 3, our model is free from multicollinearity.

Summary statistics of the chosen variables in our study are presented in Table 4. In
terms of econometric methodology, in addition to the baseline model with the OLS esti-
mator, we further conducted the regression analysis by employing WLS and robust least
square (Robust) estimators, which solve the issue of outliers. For the model with the WLS
estimator, we weighted inverse standard deviation of Ln (Models), which has the lowest
p-value in a correlation between itself and the square of residuals. Although our baseline
model shows the constant variance of the residuals, we can see that it has been even im-
proved at the model with the WLS estimator.

3. Results and discussion

3.1. Results

The results of the regression analysis are presented in Table 5. First of all, some im-
portant factors to enhance car sales in the Russian market are identified. Ln (Models) is
positively correlated with Ln (Units) and Ln (Share) at the 1 % significance level (rejection
of H3). The results are consistent with different regression estimators. In indicates that
diversifying different types of auto models promotes sales of an auto brand in the Russian
market. Ln (Dealers) is also positively associated with Ln (Units) and Ln (Share) at the
1% significance level (support of H4). The results are consistent with different regression
estimators. It seems that securing numerous stable and varied retail channels is critical
for the sales of an automobile on the Russian market, whose territories are vast and where
consumers are relatively sparsely located. In the baseline model, IG is positively correlated
with Ln(Units) and Ln(Share) at the 1 % significance level (support of H5). Its significant
and positive impact consistently appears in the WLS and Robust models. This implies that

* Is recognized in Russian Fedeartion as an extremist organization.
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Table 2. Variable Definitions and Data Sources

rivalry

Variable Notation Definition Source

Dependent Ln(Units) A logarithm unit of a car sold of a brand i in | AEB!
variable I | the Russian market in the year 2022
Dependent A logarithm of the market share (%) of a AEB?
variable Ln(Share);  |brand iin the Russian auto market in the

year 2022
Factor A logarithm of global innovation index (GII) | WIPO?
conditions Ln(GII); of a brand i’s country of origin in the year

2022
Demand A logarithm of the average prices (current, in CCarPrices®
conditions Ln(Prices) dollars) of cars that are available in 2022 in

i | the Russian market of a brand i
(accessed to the site on 02.05.2023)
A logarithm of the number of different car | CCarPrices
Ln(Models) model that can be purchased from brand i in
12022 in the Russian market

(accessed to the site on 02.05.2023)
Related and A logarithm of the number of dealers per An official Russian
supporting Ln(Dealers); |model in the Russian market to a sell brand | website of an auto
industries i’'s auto (accessed to the site on 02.05.2023) manufacturer

The number of the official Russian A manufacturer’s

16 Instagram* account followers (in million) official Russian
i per a car model of a brand i (assessed to the | Instagram* accounts

site on 19.05.2023)
Firm strategy, A logarithm of the World Bank’s ease of World Bank®
structure, and Ln(EDB); doing business index of a brand 7’s country of

origin (benchmarked to May 2019)

Notes:

1 Association of European Business. (2023) AEB: website. Available at: https://aebrus.ru/ (accessed:

15.05.2023).
2 Ibid.

> WIPO. (2023) Global Innovation Index 2022. Available at: https://www.wipo.int/global_innovation_
index/en/2022/ (accessed: 20.05.2023).
* CCarPrices. (2023) Latest Car Models in Russia with Prices and Specs. Available at: https://www.
ccarprice.com/ru/ (accessed: 02.05.2023).

5 Ibid.

® World Bank. (2023) Ease of Doing Business rankings. Available at: https://archive.doingbusiness.org/
en/rankings (accessed: 20.05.2023).

Table 3. The results of VIF tests

Ln(GII)

Ln(Prices)

Ln(Models)

Ln(Dealers) IG

Ln(EDB)

1.435143

1.581736

2.133477

1.676724

1.065458

1.445011

* Is recognized in Russian Fedeartion as an extremist organization.
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Table 4. Summary Statistics

Variable Obs Mean Std. dev. Min Max
Ln(Units) 42 7.934523 2.463472 0.000000 12.14762
Ln(Share) 42 -0.900934 2.463472 -8.835458 3.312164
Ln(GII) 42 3.955914 0.168888 3.535145 4.123903
Ln(Prices) 42 12.82583 2.664425 9.217825 20.49390
Ln(Models) 42 2.273420 1.119212 0.000000 5.652489
Ln(Dealers) 42 1.502493 1.667978 -2.656757 4.976734
1G 42 0.008677 0.013427 0.000000 0.068750
Ln(EDB) 42 4.391556 0.044148 4.289089 4.446174

to activate marketing strategies through social media channels significantly contribute to
increasing sales of an auto brand on the Russian market. Also, due to the large distances
from city to city, each could have their own cultures and tastes. Thereby, providing various
selections of models and to advertising through easily accessible social media could be of
crucial importance on the Russian market.

On the other hand, the impact of Ln(GII) on the sales of an auto brand is rather am-
biguous. Its significance does not exist in the baseline model, but appears in the WLS and
Robust models with a negative coefficient.

Meanwhile, some variables, namely, Ln(Prices) and Ln(EDB) turned out to be insig-
nificant. Although, we can see that the coefficient sign of Ln(Prices) is negative, indicating
that lower prices are better for sales, does not generate a significant p-value. Contrary to
our expectation, it was revealed that a low price could be one of the factors to influence
consumption, but not a main factor to lead consumption. Ln(EDB), which is an ease of do-
ing business and proxied as a level of market competition of an origin of country, turned
out to be insignificant. This can be partially explained by the fact that the auto industry
itself has a high threshold. Thereby, a level of competition is relatively low compared to
other industries, and that is why it is difficult to become a main factor to lead sales.

Table 6 presents the summary of sings of independent variables in hypothesis and
results. Two hypotheses are supported, while the other four hypotheses are rejected. The
main factors to promote auto brand competitiveness in the Russian market are summa-
rized by prices, number of models and active social media marketing.

3.2. Discussion and recommendations: The comparison of European
and Korean auto brand competitiveness as critical factors
in promoting sales in the Russian market

From the regression analysis, three critical factors to promote sales in the Russian
market are revealed as follows: the diversity of car models, the accessibility to dealers (or
retail shop), and the active marketing in social media. In this section, the competitiveness
of European and Korean auto brands in the Russian market will be compared in these
three criteria.
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Figure 2. The variety of car models (available in 2022)*
Source: See Table 2.

As described in Figure 2, the German auto brands take the lead in the products’
diversification. VW Cars & VW Vans, Mercedes-Benz & Mercedes-Benz LCV, and Por-
sche vigorously expand their product lines and provide diverse selections for customers.
However, unlike the other German auto brands, Audi rather takes the product con-
centration strategies. Korean auto brands take the high-middle position in the product
diversification. The average number of models excluding the above three German auto
brands among the European and Korean auto brands in 2022 in the Russian market was
16. All three Korean auto brands are above than this level: Hyundai (20), Kia (19), and
Genesis (18). It indicates that Korean auto brands are not excessively diversifying their
product lines compared to the German auto brands, while they provide a pretty large
selection for customers.

On the other hand, from the Figure 3, it is demonstrated that two large Korean
auto brands are ahead of the all-European brands in terms of the number of car deal-
ers and enhance the accessibility of customers to their brands. Securing stable and
various retail channels is critical for the sales of an auto, particularly, in the Russian
market, whose territories are vast and where consumers are relatively sparsely located.
The number of car dealers of Kia amounted to 178, while that of Hyundai amounted to
171. As for the German auto brands, they have room for improvement when it comes
to increasing contact points with the customers. On average, there are 51 car dealers
for the five German auto brands: this is less than % of that of Korean auto brands, Kia
and Hyundai.

8 Models introduced in 2023 are excluded from the tally as our dependent variable of sales units and
market share are in 2022.
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Figure 4. The number of car dealers per model

Source: See Table 2.

Figure 4 presents the number of car dealers after considering the number of car mod-
els of brands. Although Renault (France) and Skoda (Czech. R) are highly ahead of other
brands, South Korean auto brands Kia and Hyundai still show a good performance. While
the accessibility to most of German auto brands excluding Audi is very hard.

While, two German auto brands Audi and BMW & Mini actively participated in a
social media marketing (Figure 5). Audi’s number of the brands’ Russian official Insta-
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Figure 5. The number of the brands’ Russian official Instagram* accounts’ followers (divided by the
number of models) (as of 19.05.2023)

Source: See Table 2.

gram accounts’ followers (divided by the number of models) reached to 68750.00, while
that of BMW & Mini amounted to 27315.00. The position of the Korean auto brands in
a social marketing is average to high: Kia took the 5™ (7000.00), while Hyundai took the
6™ (6600.00).

Conclusions

This study compares brand competitiveness of European and Korean auto brands in
the Russian market based on the cross-sectional datasets. The econometric models are
constructed by employing the theoretical frame of the Porter’s diamond model. From the
results of the regression analysis, it was revealed that the product diversification, acces-
sibility to dealers (or retail shop), and the active marketing in social media are critical
factors in promoting auto sales in the Russian market. The results are consistent with dif-
ferent regression estimators (i. e., OLS, WLS and Robust least squares).

While variables related to prices and levels of competition turned out to be insignifi-
cant, it seems that a low price could be one factor to influence consumption, but not be a
main factor in leading consumption in the Russian market. Also, the auto industry itself
has a high threshold. Thereby, the level of competition is relatively low compared to other
industries, and that is why it is difficult for it to become a main factor in sales. While the
impact of innovation on the sales of an auto brand is rather ambiguous, tits significance
appears or disappears depending on the different regression estimator.

* Is recognized in Russian Fedeartion as an extremist organization.
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From the comparison, we can induce two important conclusions. First, Korean auto
brands are ahead of the European auto brands in terms of supporting and related indus-
tries of the Porter’s diamond model. It has a huge pool of dealers and maximizes the con-
tacting points with potential Russian customers. Secondly, the German auto brands take
the leading position in the product diversification and social media marketing. However,
Korean auto brands are not behind on those criteria compared to the average European
auto brands, and take a middling-high position. In addition to the outstanding perfor-
mance of Korean auto brands on the Russian market, it seems that securing varied re-
tail channels is particularly crucial for the sales of an automobile on the Russian market,
whose territories are vast and where consumers are sparsely located. In this sense, it is
seriously recommended for the European auto brands to expand their sales channels on
the Russian market.

Russian automobile market is relatively large and highly competitive, which requires
companies to form a comprehensive marketing strategy for success. As can be seen from
above, social media is already an integral part of promotion programs for major car mar-
ket players, allowing them to engage a wider scope of potential and existing customers. At
the same time, retail availability remains a crucial importance through letting customers
to physically experience the car before purchase. Social media mostly aims at showcasing
new models, sharing and shaping customer experiences and providing updates on indus-
try news and events. European and Korean brands have already identified their target
audiences and the social media platforms they used. Also, due to long presence at Russian
market, both European and Korean companies know the importance of retail availability,
due to customers desire to see and experience vehicles before making a purchase. All these
brands have retail strategies opening physical showrooms at locations in cities and estab-
lished partnerships with dealerships.

On the other hand, this study contains shortcomings. Due to the Western sanctions
brought on by the Russian-Ukraine crisis, the market share of auto brands has undergone
a drastic change: the sales of the domestic and Chinese auto brands surged dramatically
during 2023. And, multiple foreign auto brands closed their factories or sold their stakes
due to supply chain problems. As was shown above, many brands have left the market and
minimized their retail availability and social media presence. However, we saw that these
are mere temporary setbacks that will be nullified after global politics stabilize. This is
clear when looking at the conditions according to which those stakes were sold: the deals
include an option for the foreign companies to regain their stake from a purchasing com-
pany within a certain designated period. Therefore, the findings in our study are difficult
to implement in the short-term, but are achievable on the mid to long term.

However, in order to have a chance to return in the current situation of drastic mac-
roeconomic and geopolitical changes the companies have to take into account the need
to preserve the crucial elements of market success — retail availability and social media.
Without investment into such foothold at the market the Korean and European brands
may find it difficult to regain their presence in the long term, regardless of the asset buy-
back options. In the current sanction situation, the appropriate strategies should focus
on increasing the social media presence in the country’s most authoritative second-hand
platforms, such as Auto.ru, Avito.ru, Drom.ru, as well as Russian VKontakte network. Due
to impossibility to keep up a formal retail availability and dealer network like before, the
companies should invest into providing the chance for local entrepreneurs to gain access
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to appropriate networks in CIS countries. Combined with a strategy of keeping the public
awareness in media landscape, this would allow the potential consumers to retain the
“brand recall” level. Upon the stabilization of the geopolitical situation this would serve
as a basis for further deployment of marketing campaigns of the brands in question at the
time of their return to the market. Without such long-term planning in these two cru-
cial elements of brand success, it is highly likely that the observed expansion of Chinese
brands would completely eliminate the chance of return.
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ViccnemoBaHye KOHKYPEHTOCIIOCOGHOCTY OPeH/IOB:
CPaBHUTENBHBII aHAIU3 eBPOIEIICKMX U KOPEIICKNX aBTOMOOVIbHBIX OPEHIOB
B POCCUIICKOI aBTOMOOV/IBHOI TPOMBIIITIEHHOCTH

Xancon JTu, C. IO. Yepnuxos, E. A. Jleemepesa, A. M. 30608

Poccuitcknit yHuBepcuteT Apyx6sl Hapopos umenn [Tarpuca Jlymym6bL,
Poccniickas ®epepanns, 117198, Mocksa, yn. Muxnyxo-Maknas, 6

s nutuposanus: Lee, Han-Sol, Chernikov, S. U, Degtereva, E. A. and Zobov, A.M. (2024) ‘A study
on brand competitiveness: A comparative analysis of European and Korean auto brands in the Russian
automotive industry, Becmnuk Cankm-Ilemepbypeckoeo yHusepcumema. Sxonomuka, 40 (1), c.58—
79. https://doi.org/10.21638/spbu05.2024.103

B 3TOM 1CCIefoBaHNY CPaBHMBAETCS KOHKYPEHTOCIIOCOOHOCTD eBPOIEIICKIUX U KOPEICKIX
ABTOMOOWIbHBIX OpEH[I0B Ha POCCUIICKOM aBTOMOOMIBHOM pbIHKe Ha OCHOBe HabOpOB
[aHHBIX 110 42 aBTOMOOMIBbHBIM OpeHpiaM B Poccuu Ha 2022 1. DKOHOMETPUYECKIE MOJIENN
(OLS, WLS n Hajie)xHbIe METO/bI HaMMEHbIINX KBAaZPaTOB) IIOCTPOEHDI C MCIIO/Ib30BAHIEM
TeopeTn4ecKoil 0ocHOBbI Mofienn [laiimonia IToprepa. PesynpTarhl perpeccoHHOTO aHanmsa
IIO3BOJIVIIY TIPUIITY K BBIBOALY, YTO UBepCU(UKALNA ACCOPTUMEHTA, JOCTYIIHOCTD IS M-
7epoB (VM PO3HNYHBIX MarasyHOB) ¥ aKTVBHBII MaPKETUHT B COL[MA/IbHBIX CETAX SIB/IAIOTCA
pertnaromnmu GaKTopami IS MPOJBIDKEHS IPOJaXX aBTOMOOWIEN Ha POCCUIICKOM PhIHKE.
OcHOBBIBasACh Ha 3TOM CPaBHEHMM, MOXXHO CJe/aTh [JBa BaXKHBIX BbIBOJA. Bo-mepBbIX, KO-
peiickie aBTOMOOWIbHBIE OPEH/IBI OLEPEXXAIOT eBPOIIEIICKIe B YIPABIEHNN LIeIOYKOI CO3-
TAHMA CTOMMOCTH, IIOCKOJIbKY Y HUX OTPOMHBIN MY/l AUEPOB ¥ MAaKCMMAJIbHBII KOHTAKT

Becmuux CII6TY. xoHomuka. 2024. T. 40. Boin. 1 77



78

C TIOTeHIVANbHBIMU POCCUIICKUMMU KIMeHTaMy. Bo-BTOPBIX, HeMellKlie aBTOMOOWIbHBIE
OpeH[ibl IMAUPYIOT, KOTA [e/I0 JOXOAUT O AUBepcuMKALMU MPOSYKLIMU ¥ MapKeTHHTa
B COLIMA/IbHBIX ceTAX. OfHaKO KOpeJicKye aBTOMOOM/IbHBIe OPeHMbI II0 9TUM KPUTEPUAM He
OTCTAOT OT CPEJHECTATUCTUYECKMX eBPOIIeIICKMX aBTOMOOVIbHBIX OPEH/IOB M 3aHMMAIOT
MO3UIMIO BBILIE CPEHEro. YUUTBIBAs BBIAAIONINECS [OKa3aTeNnu KOPECKMX aBTOMOOWIb-
HBIX OPEH/I0B, 0COOEHHO Ha POCCUIICKOM PBIHKe, KaXKeTCsI, YTO 0becredeHe 6e30IacHOCTI
MHOTOYJC/IEHHBIX KaHAJIOB POSHMYHOI TOPTOB/IM MMeeT 0COOEHHO BaKHOe 3HaueHue. Pe-
3y/IBTATBl 9TOTO MCCIeNOBAHA MTO/Ie3HbI HAL[VIOHAIbHBIM 1 MEKIYHAPOJHBIM aBTOMOON/Ib-
HBIM KOMIIAaHVAM JUIA pa3paboTKy OM3Hec-CTpaTeruii B pOCCUIICKOI aBTOMOOM/IBHO IIPO-
MBIIIJIEHHOCTH.

Kniouesvie cnosa: poccuiickasi aBTOMOOM/IbHAS IPOMBILIIEHHOCTD, PA3BUBAIOLINIICS PBIHOK,
KOHKYPEHTHbIe IIPeUMYIIeCTBa, MeX/YHAPOIHBI 613HeC, (PaKTOpbl KOHKYPEHIVIN, alMas-
Has Mopienb [loprepa, aHamis OpeHza, mepeKpecTHBIT aHa/IN3.
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APPENDIX

MERCEDES-BENZ &
MERCEDES-BENZ LCV
(Germany); 1.47

BMW & MINI
(Germany); 1.48

Others; 8.52
NISSAN (Japan); 2.14

SKODA (Czech.R); 2.66

VW CARS & VW VANS

[Germang]; 2,71 AVTOVAZ (Russia);

TOYOTA & LEXUS 3-:_: 27.44
(Japan); 3.13 \

HAVAL (China); 4.89

KIA (S. Korea); 9.62

UAZ (Russia); 4.93

(S. Korea); 7.97
CHERY &
CHERYEXEED
(China); 7.59

GAZ LCV

(Russia);
6.13

The market share of enterprises in the automotive industry in Russia in terms of units sold in 2022
Source: Association of European Business. (2023) AEB: website. URL: https://aebrus.ru/ (accessed: 15.05.2023).
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