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Abstract 

______________________________________________________________________ 
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University:   Jönköping International Business School 
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______________________________________________________________________ 

Each day more and more companies choose to become international and to expand to new 
markets looking for bigger profits. However, many of them end up carrying big losses only 
because they lack a deep and detailed analysis of a new market they have chosen to expand 
to. Therefore, the authors of this thesis decided to conduct a deep and profound analysis of 
Russian public transportation market. Russia presents a fast developing economy which 
shows very positive development signs. Russian market became more approachable and 
less risky in legal terms since Russian membership in World Trade Organization in 2012. 
Thus, Russia can be a very interesting market to expand to. For the accuracy of the analysis 
it was chosen to concentrate on the public transportation sector of the market of Moscow, 
as this city has 12 million passengers per day and big transportation and traffic problems.  

It was chosen to conduct a case study and take a Veolia Transdev Company as an empirical 
example for the market analysis. This company was chosen due to its wide international 
presence and successful and sustainable growth. Now the company started to lose its grasp 
and lately has been experiencing financial problems. This company is not presented in Rus-
sia, so it serves for this study as a potential entrant to the Russian market of public trans-
portation. Hence, the analysis was conducted from the view of the company that is looking 
for new markets to expand to. The experience of Veolia Transdev was integrated with the 
market analysis conducted with a help of two models combined together: PESTEL and 
Porter‟s Five Forces. 

As a result, it was discovered that Russian public transportation market limited to Moscow 
area can be very profitable; it has plenty of opportunities to be exploited by international 
companies of Veolia Transdev‟s size and experience. As for a specific case of Veolia 
Transdev, company could become successful in this market with a right integration of its 
experience. Moreover, after the conducted research authors believe that Russian public 
transportation market could help Veolia Transdev‟s future financial success and could be-
come one of its major profit sources. This paper provides a very descriptive analysis of 
Russian public transportation market limited to Moscow area for Veolia Transdev. The 
chosen market proved itself to be open for new entrants; to be full of different domestic 
and international suppliers with a low negotiation power; to have a high popularity of pub-
lic transportation and poor competition from local public transportation providers.  
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1 Introduction  

_____________________________________________________________________________ 

In the first chapter the authors will introduce the topic to the readers and present detailed argumentation on why this 

topic can be interesting for the research. Background information will highlight the most important features of the topic 

and will prepare for the later discussed research problem. For the better understanding of the following research the 

purpose will be formulated together with the research questions and delimitations.  

_____________________________________________________________________________ 

  

“No two countries that both had McDonald's had 

fought a war against each other since each got its 

McDonald's” (Friedman, 1996) 

 

This popular quotation from Thomas Friedman, famous American journalist, states that internaliza-

tion process of the companies supports piece in the world by enforcing globalization. Nowadays 

more and more companies want to benefit from globalization and start to assess more and more 

new markets. But the expansion process is not as easy as it might seem to be and requires from the 

company a very attentive analysis of a new market. The lack of analysis might lead to unpleasant 

consequences. For example, Coca-cola found out in India too late that people are used to drink wa-

ter on every-day basis and they save the soft drinks for special occasions. As a result the company 

had to change completely its marketing strategy (Malhotra, Agarwal, and Peterson, 1996). The other 

example is Pepsodent that started to sell the whitening toothpaste in Southeast Asia. The company 

faced the different beauty standards, which were praising black teeth. Native people were using spe-

cial things to make their teeth black and were not interested at all in buying Pepsodent‟s product 

(Articlebase, 2009). As a result in such kind of situations the companies usually have to withdraw 

their products, and they lose a lot of money. 

However, there are plenty of successful examples of entering international markets around us, which 

means there is always a way to assess a new market. By eliminating possible mistakes the company 

can save millions of its profits, hence the pre-enter analysis of the market is a crucial success driver 

for the international company. The ability to conduct an efficient and effective market analysis be-

fore entering new market seems to be an essential part of the future success in a foreign market. 

1.1 Background 

We live in an everyday changing world. There are new legislations being adopted in different coun-

tries, new discoveries made in science, new opinion leaders and ideas becoming popular.  Forbes 

published the overview of 2007 global companies around the world trying to figure out which are 

the most successful (DeCarlo, 2012). All these companies have to react on every day changes hap-

pening in the world, in the markets where they are presented and also in the markets which might 

open new opportunities for them. As adaptation has always been an important skill in our world, the 
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international company needs it as well. It has to screen the markets around to predict threats and 

opportunities to survive the competition.  

By doing such screening the authors took Russia as an example of an international market for the 

future analysis based on several reasons. To begin with, Russian market has a very low amount of in-

formation in academic environment. It was seen as a very unwelcoming market for international 

companies due to its high level of political risk. This risk is still considered as an important factor by 

foreign companies when taking a decision of doing business in Russia (Zarkada-Fraser and Fraser, 

2002).  

However, the image of Russian market is changing. Russia became a part of World Trade Organiza-

tion (later referred as WTO) agreement and has adopted a plan to develop a competitively strong in-

ternational trade centre (Ministry of economic development of Russian Federation, 2011) to support 

foreign investments. Moreover, after taking a look at the financial figures from Russian ministry of 

finance (Ministry of Finance of Russian Federation, 2013), it is impossible to miss the fact that for-

eign investments almost doubled from 2010 till 2011. At the same time the foreign direct invest-

ment, “money that is invested in companies, property, or other assets by people or organizations 

from other countries” (Cambridge Business English Dictionary, 2013) is also continuing to grow 

with a higher speed.  

Russian market today is one of the biggest in Europe. There are around 142 million inhabitants in 

Russia, 37 cities have more than 500.000 residents, and 14 of those cities have more than a million 

of residents (United transportation system of the country, 2013). All these facts made authors be-

lieve that Russian market is huge, interesting, fast growing and full of opportunities for a multina-

tional company to enter. 

However, in order to find opportunities a detailed analysis needs to be done. Every market has many 

industrial segments that are very different from each other by the target market, competitors, con-

sumer culture and behavior, market demands and many other factors. What is important here for 

the company is to distinguish its industry segment in which it competes. In this paper authors chose 

to concentrate on analysis of public transportation market in Russia by limiting it to Moscow area 

(the city and suburbs) in order to reach the maximum accuracy. According to the Oxford Dictionary 

(2013), the term “public transportation” stands for “buses, trains, and other forms of transport that 

are available to the public, charge set fares, and run on fixed routes”. 

Today in Moscow there are around 12 million of people, 13 intercity bus stations, 9 rail stations and 

5 airports. The biggest problem of this megalopolis is traffic. Because of increase of intensity of 

transportation in the roads the speed of transportation rapidly decreases. This city has around 12 

million passengers each day and 10 billion of passengers a year, 80% of which use public transporta-

tion (United transportation system of the country, 2013). Still, this market may have opened new 

opportunities for international companies which will be examined later within the study. In this pa-

per the authors‟ interest is to analyze Russian market limited to Moscow area and particularly the 

transportation industry in order to provide all the important information needed for development of 

the entry and growth strategies for the multi-national transportation corporation. 
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1.2 Veolia Transdev 

As Veolia Transdev, French biggest public transportation provider, claims itself, it is the most inter-

national (presented in 27 countries on 5 continents) company which provides the biggest range of 

services (14 transport modes) and is deeply involved in every stage of its projects (Veolia Transdev, 

2013a). According to the press-releases and companies goal presented in their Annual report (Veolia 

Transdev, 2011) it is a very environmentally friendly company, oriented on popularizing electric cars 

and buses. Moreover, it cooperates with technological leaders such as IBM to improve urban trans-

portation (Veolia Transdev, 2012). All these factors represent Veolia Transdev as a modern, interna-

tional and very original supplier of public transportation services, making it a great example for the 

following analysis.  

In the interview with the company it has been discovered that Veolia Transdev does not plan any 

new market entry, but it perceives Russian market as very interesting to expand to. In this research 

the company Veolia Transdev will serve as an empirical example of representative multinational 

public transportation company. Hence, the framework of this paper can be later used for any other 

international transportation company with no importance of country of origin.  

1.3 Problem  

Russian Federation is on the sixth place in the rating of largest world‟s economies which represents 

a market of more than 142 million people (The World Bank, 2013). Russian economy has been very 

vulnerable during the financial crisis in 2008. However, the signs of recovery could already be seen 

in the beginning of 2010 (Economy Watch Content, 2010). Statistics of latest years about Russian 

GDP growth represents a positive trend as can be seen on the Figure 1 (Adomanis, 2012 ). 

Russia and G7 countries GDP, 1998 – 2012 (1998 = 100) 

 

Figure 1 Russia and G7 countries GDP growth rate  

A part of this growth can be accounted for huge oil exports, therefore the country became too de-

pendent on this income (evidence of that can be seen from the big economic problems during the 

crisis in 2009) (Adomanis, 2012). Therefore, current government realized the urgent need to move 

from the sales of natural resources to developing production of goods and services in other markets 

(Vedomosti, 2013). One of these markets is a market of passenger transportation.  
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There is a great potential in the transportation market of Russia, which is according to the article 

“Transport strategy of the Russian Federation for the period till 2030” made by Ministry of trans-

port of Russian Federation (2012b) is “not fully used” (p. 4). Simultaneously with the great potential 

there are serious problems with “availability of transportation service to the public” (p. 5). Finally, 

transport safety of the passengers and almost complete absence of environmental concern are the 

problematic areas which also require major improvements.  

The concurrent presence of possibilities and gaps on the transportation markets give a lot of oppor-

tunities for transportation service providers and their customers – individuals and entities.  But not 

only local companies can benefit from those unsolved questions and prospects; that gives plenty 

opportunities for the foreign investors. 

1.4 Purpose 

The purpose of this research is to evaluate Russian market of public transportation (limited to Mos-

cow Area) in terms of its potential for possible entries of foreign transportation companies. As an 

empirical example Veolia Transdev Company will be used. 

1.5 Research Questions 

After an analysis of the empirical purpose of work, it becomes possible to illuminate the research 

questions which are going to be covered in the study: 

a) What are the specifics of the Russian market of public transportation in terms of legislation, 

openness and competition?  

b) How can opportunities for the development of Russian market of passenger transportation 

be used by international transportation companies? Is it possible for them to make profit on 

this market? 

c) How new international transportation companies can use their strengths to create competi-

tive advantages in Russian market? 

1.6 Delimitations 

a) Sector limitations. This study concerns only one sector of the market – sector of public transpor-

tation in Russia.  

b) Geographic limitations. This work is concentrating mainly on Moscow city and its suburbs. 
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2 Theoretical Framework 

_____________________________________________________________________________ 

In this part authors aim to introduce the main theoretical approaches that will be used as a guidance of the future re-

search. Also the argumentation for the choice of particular theories will be presented and a detailed description of the 

chosen models will be given. 

In this part of the work the authors are using several theoretical frameworks in order to reach a clear 

structure of the paper and present all the findings in the corresponding sub-chapters for the conven-

ience of the readers. Additionally by using the theoretical frameworks it is possible to cover all the 

necessary aspects of the public transportation in Moscow region and not to leave out any important 

information.  

The choice of the appropriate theoretical frameworks is crucial in order to collect only relevant in-

formation and later on to be able to analyze the data in a manner which would answer the research 

questions. Therefore, the authors are comparing different theoretical frameworks in order to figure 

out the most appropriate one for the current research.  

2.1 Choice of Theoretical Frameworks 

As mentioned earlier this research is concentrated on providing explicit information about the Rus-

sian market (including its barriers and opportunities which foreign investors might face) and there-

fore the proper choice of theoretical frameworks is crucial for a successful analysis. This research is 

mainly conducted for foreign investors entering Russian market who might not be familiar with this 

market. Therefore, in order to provide general information regarding the market of public ground 

transportation it was decided to use PESTEL (Political, Economic, Social, Technological, Envi-

ronmental and Legal) analysis together with Porter‟s Five Forces model (Porter, 1979). Naturally, 

there are several other models which can be used for evaluating the industry; however, as going to 

be shown later, they all have significant limitations. For example, SWOT analysis is a framework 

which is intended to evaluate Strengths, Weaknesses, Opportunities and Threats of the company 

undertaking specific project. This model can cover several aspects and help to organize collected in-

formation, and even though the authors might refer to this model once or twice throughout the the-

sis work, it is not going to be in the core of empirical analysis of this paper because it still has some 

major limitations. From the authors‟ point of view among limitations there are such as: a) it does not 

provide any solution for the problems revealed; b) it does not prioritize factors, therefore, it is hard 

to say which of them might influence the project greatly and which ones can be completely neg-

lected. 

Another model which is often used in academic researches is Ansoff‟s Matrix (Ansoff, 1957). This 

framework is a marketing tool which tries to come up with suggestions to companies regarding their 

expansion strategy. Variables which model takes in to consideration are: new/existing market and 

new/existing product. Even though this framework is often referred to when companies are ex-

panding to new markets it does not correspond to the requirements of this research in several ways. 

First, the simple two by two matrix does not account for the complexities of the real world situa-

tions. Second, the external factors are not taken into consideration; Therefore, the business decision 

based solely on Ansoff Martix would not be sufficient.  
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Last model the authors would like to use for comparison is called “Situation Analysis” (is sometimes 

referred to as a 5C‟s model). Those 5C‟s in this framework stand for Company, Collaborators, 

Competitors, Clients and Context. This model is intended to describe the situation on the market as 

well as an order of things within the company itself. However, among its limitations is that factors 

are not so interconnected as in Porter‟s Five Forces model and, therefore, it is not the best choice 

for the research which is being conducted. (Lehmann and Russell, 1994) 

At the same time the authors believe that PESTEL analysis and Porter‟s Five Forces model are the 

most appropriate choices for this research. For instance, they cover the most important aspects of 

the general situation on the market (i.e. political and economic situation) as well as providing explicit 

information about the competitive forces and availability of reliable suppliers for new entrants. 

Therefore, the authors believe that the PESTEL and Porter‟s Five Forces models taken together are 

able to provide strong theoretical support in order to evaluate all the important aspects of the cho-

sen market and are the best choice of theory for this paper. 

2.2 PESTEL Analysis  

PESTEL analysis is different from other models because it allows combining the information from 

different spheres of life and does not leave out any important aspects required to make an informed 

decision about the market situation. By classifying information between the six categories this 

framework facilitates an understanding of the environment within the market. One of the earliest 

mentions of the framework was in the book of Francis J. Aguilar (1967) „Scanning the Business En-

vironment‟. Later, in 1980‟s it was developed by several researchers including Michael E. Porter.  

Political 

This category describes political situation in the country as well as external factors which might have 

some particular effect on economic situation. Basic structure of the government and political struc-

tures in the country are also described. This part of the analysis tends to evaluate the amount of in-

fluence government has on the business structures. Besides, there is an attention drawn towards 

specific regulations, barriers to trade, and opportunities for domestic and foreign companies and 

other aspects of legislation. Finally it tries to understand possible future changes of the regulations, 

laws and norms and the way the companies might be affected. (Aguilar, 1976) 

Economic 

In this part economic questions are raised. Among them is a general economic situation in the coun-

try, its GDP, inflation rates, currency and exchange rates. Additionally under this section general as-

pects of taxation, purchasing power of the population, income distribution and investments inflow 

and outflow could be examined. It evaluates growth of the country‟s economy as a whole as well of 

its specific sectors, if required. Lastly, this section tells readers about value and supply chain together 

with needs of the final customers. (Aguilar, 1976) 

Social 

General description of demographic situation in the country including population size, birth and 

death rates, retirement age, literacy rate, basic values and income and expenditures habits are ex-

amined in this part of the analysis. Brand image in the eyes of the customers, behavior models, fa-
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shion standards, consumer preferences and influence of information portals on the population is al-

so examined. Another big aspect of this category is portraying ethical and religious beliefs of people. 

(Aguilar, 1976) 

Technological 

This element of analysis tells about the stage of development of the technology within a country. It 

tends to understand the competitive position of the technological development compare to other 

countries. How technological research is financed and what is the process of making patents on new 

discoveries. Internet coverage of the population, availability of technological devices in terms of 

supply and prices and influence power of the internet on the population is examined in this catego-

ry. Additionally, intellectual property, legislation on technological developments and production 

possibilities are discovered. (Aguilar, 1976) 

Environmental 

This category is concentrating on the surrounding environment and covering factors such as climate, 

geographical location, environmental offsets weather and possible global changes in climate. For 

several industries those factors are playing the crucial role. It also takes into account pollution, regu-

lations about it and steps taken to reduce it. As for topic about public passenger transportation it 

will also play an important role when deciding which type of transport is preferred to others. (Agui-

lar, 1976) 

Legal 

Factors in this category include general legislation of the country such as labor law, consumer law, 

safety standards, import and export regulations and many others. Even though they concentrate on 

the legal aspects, in most of the cases they still have an effect on the economic variables and can 

cause significant changes in the entry and development strategy for some companies. For these rea-

sons it is important to analyze the legal situation and to know legislations within the industry to 

avoid possible pitfalls. (Aguilar, 1976) 

Combined information of these six factors provides general understanding of the trends and level of 

development of the market itself. However, it still describes just the general situation and market 

environment. The following sub-chapter is concentrating on the major forces inside the market.  

2.3 Porter’s Five Forces  

Porter‟s Five Forces (Porter, 1979) is a theoretical framework which is measuring the concentration 

of competitors and buyers and the attractiveness of the market. An “unattractive” industry would be 

the one where the combination of the model‟s components decreases the possible profitability of 

the company operating in the market.  

The following analysis includes several criteria (forces): supplier power, threat of entry, buyer power, 

threat of substitutes and industry rivalry which are to be examined individually. They can have both 

positive and negative impacts on the company within an industry.  
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Even though this framework has probably been the most influential tool within business schools, it 

has several limitations when applying it on practice (Grundy, 2006). First of all, it is oversimplifying 

the reality, i.e. “buyers” can also be separated into different segments. Secondly, it doesn‟t provide 

managers with a strategy or a course of actions even when they can accurately determine the power 

of each group. Additionally, it tends to over-stress macro analysis concentrating only on the industry 

itself and not at the level of different products which in most cases would provide managers with 

clearer picture.  

However, the Porter‟s model has a potential for improvements and future applications. It can be de-

veloped in several ways:  

 To combine a model with other tools (for example PESTEL factors) 

 Examine other sub-forces which are influencing the environment.  

 Examine the dynamics of the industry and its possible future in order to see the pattern of 

change.  

 Segment markets into smaller parts.  

It is also important to understand that Porter‟s five competitive forces are also “highly interdepen-

dent”. It means that each force can affect others and change it in one or other direction. Implication 

of this can be seen on a Figure 2 (Oxford Learning Lab, 2013).  

 

Figure 2 Porter‟s five competitive forces.  

Further in the analysis the authors will provide a closer look at the factors from the Porter‟s model 

and evaluate the competitiveness and the attractiveness of the Moscow market of passenger trans-

portation.  
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For the description of the separate forces the authors are referring to the article by M. E. Porter 

(1979) “How Competitive Forces Shape Strategy”. 

Buyers Power  

In this part several aspects relating to the consumers/customers on the market are examined. With 

the help of this research firms are trying to analyze whether the power of buyers is strong or not and 

therefore whether it will be easy to sell products as they are or there is a strong need for some addi-

tional complimentary services and improved marketing campaign. Price sensitivity can play a big role 

as well as the switching cost to other products. If buyers are fragmented (a lot of small ones) then 

they will have no significant influence on either price or product which they are buying. On the oth-

er hand if buyers are concentrated (few large buyers on the market) and purchasing a significant por-

tion of output then their negotiation power will be strong. (Porter, 1979) 

Supplier Power  

It is important to evaluate how powerful suppliers are on the market and to see whether they can in-

fluence retailers. If there is a high cost of switching a supplier then most of the retailers will continue 

their purchases from the ones they have been working with. However if there are few purchasers on 

the market and they are concentrated then it will be much harder to negotiate with them in terms of 

raising prices and special conditions for delivery and payment. Suppliers are also considered to be 

weak if there is a threat of backwards integration from purchasers. This means that purchasers can 

switch to “in-house” production and in case conditions are getting unfavorable substitute the sup-

plier with an internal production of materials. (Porter, 1979) 

Threat of Substitutes 

From the economic point of view the substitute threat appears when the product‟s demand is af-

fected by the change in price of a substitute product. Additionally, it affects price elasticity. If con-

sumers have a lot of alternatives to the existing product then the price will become vey elastic. Pres-

ence of close substitutes prevents companies from raising prices for some items because of the fear 

that customers will switch from their products. As have been mentioned above the threat of substi-

tutes comes from the products in other industries. For example, tea is a substitute for coffee. Wine 

can be a substitute for a beer in a bar and audio books for the printed versions. (Porter, 1979) 

Even though it is believed that main difference comes from the prices of products, companies can 

still diversify their items to make them more attractive to customers in terms of quality and better 

satisfaction of the need. (Porter, 1979) 

Threat of New Entrants and Entry Barriers 

Company should worry not only about its direct competitors established on the market but also to 

consider possible new entrants. The possibility of new entrants can also affect the competition be-

tween existing players. Each company which has successfully entered the market and has a signifi-

cant share of it is trying to protect their profits by not letting others into the market. (Porter, 1979) 
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Some of the entry barriers are: high initial expenditures on start-ups, government restrictions, pa-

tents, assets specificity and many others. Sometimes established companies may artificially keep 

prices low to prevent new competitors entering the market. (Porter, 1979) 

Rivalry 

This section examines industry concentration, number of players, their size and power to determine 

how it can affect the situation on the market for existing and potential entrants. Among other fac-

tors under examination are - an industry growth which can influence competitive strategies of the 

companies, switching costs determining competitive policies, product differences, brand identities, 

diversity of rivals, etc. When the level of rivalry is low, the industry is said to be disciplined. Some-

times it takes a lot of resources for competing with other companies for a market share. In some 

cases it doesn‟t even result in better profits and therefore the decisions to divide market shares and 

perform best in different ones might prove to be very wise decision between rivaling companies. 

(Porter, 1979) 

As a result of analyzing those five forces the readers are intended to receive relevant information 

about the current situation on the market of public transportation in Moscow. The main aspects 

such as intensity of competition, purchasing power of buyers and availability of substitute prod-

ucts/services are to be enlightened and conclusions regarding the possible profitability of the market 

could be drawn.  
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3 Methodology  

_____________________________________________________________________________  

In this chapter the research philosophy used for the current research will be introduced, the data collection and data 

analysis processes will be described. Together with the description the argumentation of the choice of the particular ap-

proach and strategy will be given.  

_____________________________________________________________________________ 

“Methodological assumptions are a reflection of ontological and epistemological assumptions. Me-

thodology asks what procedures or logic should be followed.” (Arthur, et al., 2012, p.16) 

3.1 Research philosophy  

Research philosophy deals with particular assumptions the researcher makes about the view of the 

world. Depending on the choice of the topic, one form of philosophical principle could be better at 

explaining the research question but not necessary the only best choice. This is due to the fact that a 

research rarely falls neatly into one realm of philosophical principle. There are many philosophical 

principles such as epistemology and ontology with different sub categories of philosophy. Episte-

mology relates to acceptable knowledge in a field of study while ontology concerns nature of reality. 

Two of the common sub categories of principles under epistemology are positivism and interpretiv-

ism (Saunders, Lewis and Thornhill, 2007). When the researcher works with an observable social re-

ality and when generalizations can be made on the results like those produced by natural scientists, it 

is referred as positivism. (Remenyi et al., 1998). Positivism creates a hypothesis based on the theory. 

Thereupon, it is tested for rejection of the hypothesis or failure to reject the hypothesis. Compared 

with positivism, interpretivism treats human interactions to be a complex matter that such important 

complexity is lost in the transition by law like generalizations. Thus, this stance makes a clear differ-

ence between interactions among people and objects and interprets the meanings according to the 

circumstances. It is crucial for the researcher to indulge into the research subjects‟ world and under-

stand their situation from their point of view. On the other spectrum two of the sub categories that 

fall under ontology are subjectivism and pragmatism. Subjectivism refers to how social actors con-

struct the social phenomenon by their actions and communication processes. In other words, a re-

searcher‟s goal is to find meanings of all the motives, actions and intentions of the study. Pragmat-

ism considers a research question as a determinant of the research philosophy. (Saunders, Lewis and 

Thornhill, 2007)  

As a carried research seeks to explore and discover possibilities and barriers of Russian transporta-

tion market taking Veolia as a case example, the authors believe it is more appropriate to take sub-

jective and interpretative stance. As the interview will be held with the representatives from the 

company it is important to understand their subjective point of view. Therefore, the authors will be 

taking subjective stance. The interpretative stance lets the authors make a constructive interpretation 

of the interview questions which makes up the shortcomings of the positivism approach where ge-

neralizations are assumed. So here some degrees of freedom of generalization could be lost, but it is 

necessary to come up with more realistic results given the complex nature of specific market envi-

ronment that will be investigated.  
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3.2 Research approach  

There are three research approaches that can be used; which are – inductive, deductive and abdica-

tive. In the deductive approach the researcher builds the hypothesis on the existing theory and col-

lects all the necessary data to test this hypothesis (Bryman and Bell 2007). Smith (2005), as cited in 

Bryman and Buchanan (2009), mentions that an abdicative research focuses attention on producing 

systematic and inclusive re-descriptions and on interpreting the motives of the actors in different 

situations and the way these motives inform social interaction in complex way. Theoretical concepts 

and interpretations are derived and legitimized from the research subjects' concepts and theories in 

use but not from pre-existing body of abstract theory that is fitted into the research subjects under-

standing. 

The data in qualitative research are nonnumeric and less structured than those quantitatively gener-

ated data and also since the data collection process is less structured it becomes more flexible and 

inductive (Guest, MacQueen and Namey, 2012). The authors will use inductive research approach in 

order to keep flexibility as well as letting the results determine the outcome.  

Based on the choice of the inductive approach it is believed that the collection of data by qualitative 

research would contribute the most suitable results. Most researchers often make distinction be-

tween qualitative and quantitative methods. Indeed there is quite a difference between them in terms 

of how data being collected. A quantitative method utilizes data collection techniques such as ques-

tionnaire and survey or data analysis procedure that generates or uses numerical data. In contrast, 

qualitative method uses data collection mainly through interview or data analysis procedure that ge-

nerates or uses non-numerical data (Saunders, Lewis and Thornhill, 2007). There are studies that 

make use of both of the approaches which most researchers call mixed method or multiple method. 

This method has become popular due to its versatile quality but usually was used by a researcher 

familiar with both quantitative and qualitative methods (Creswell, 2005).  

Qualitative studies will be carried out in this research in order to find possibilities of entering public 

transportation market in Russia. Furthermore, aspect of validity and reliability will be discussed to 

give more concrete and up to date information. The qualitative research method is originated from 

the ethnographic methods in which it is used in investigations amongst individuals or groups within 

a given community, group or organization. The main task of this research method is to uncover and 

explicate the ways in which people in particular settings take action and manage their situations as 

they come across problems and difficulties (Welman, Kruger and Mitchell, 2005). The qualitative 

method was selected over other methods primarily because the nature of this study is exploratory. It 

means that not much has been written about the topic or the population being studied and the re-

searcher seeks to listen to the participants and build an understanding based on that hearing (Cres-

well, 2009). Qualitative data will help to gain more in depth information about insights and opinions 

of the respondents. The research will be conducted through data collection followed by analysis and 

conclusions.  

3.3 Research Strategy  

Research strategy is primarily guided by the research questions and whether it enables the researcher 

to answer those questions. The research will evaluate potential market opportunity in Moscow area 

public transportation and provide information on its specific qualities. The study will give interpreta-
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tion based on the analysis of Russian public transportation market using legislative and statistical da-

ta from internet sources. The extensive data and information available from interviews and pub-

lished annual reports, progress reports, and legal databases will be examined to identify or discover 

opportunities and obstacles when entering this market. As an empirical example French internation-

al transportation company Veolia Transdev will be used. Case study method, which will be described 

next, will serve for collecting and analyzing data on the company.  

3.3.1 Case Study  

Neuman (2003) described a case study as a research in which one studies few people or cases in a 

great detail during a defined time. Case study is the best method for obtaining a rich account of be-

havior. Strengths of a case study are the following: i) it allows in–depth examination of subject; ii) it 

deals with the real life situation; iii) it is easy to understand by non researchers; iv) it is able to focus 

on data rich subjects (Neuman, 2003). The qualitative case study research method was appropriate 

because the study involved interviews with a specific group of people. Creswell (2005) identified that 

the use of the case study design helps to fulfill the goal of the study by exploring the experiences of 

individuals who can describe marketing trends through explaining and relaying their experiences. In 

this research the detailed description of experience is a basic source of empirical information. Ac-

cording to Ghauri and Grönhaug (2010) the concept of case study proves to be useful in situations 

when it is problematic to study phenomenon outside its natural environment and when it is hard to 

identify the quantity of all the variables which are being investigated. As this research is dealing with 

specific market that has its own qualities that are different from other markets the authors believe 

that case study will provide necessary findings on the research topic.  

The research problem and the objective are the main determinants of the appropriate use of case 

method in order to test the theory. From the study at hand the researcher needs to identify and pin 

point unique features of the case as well as the common characteristics (Selltiz, Wrightsman and 

Cook, 1976). Veolia Transdev was chosen as a case study Company for this research to study a spe-

cific and complex Russian market. Ghauri and Grönhaug (2010) have argued that in the case of an 

inductive approach and also seeking specific explanation, the use of a single case is possible. Single 

case study means having one particular case and using it to test and establish theory, while multiple 

case study involves several not so rare or revelatory cases. (Ghauri and Grönhaug, 2010)  

The strength of case studies is increased when a variety of evidence, including documents, articles, 

and interviews, are examined objectively and assessed purposefully (Creswell 2005; Neuman 2003). 

Yin (2003) reported that the case studies are desirable when the researcher is trying to investigate 

complex social phenomena. Yin (2003) mentioned, “case studies allow the investigator to retain a 

holistic and meaningful characteristic of real life events”. Saunders, Lewis and Thornhill (2007) ex-

plained case study as a research that requires collecting empirical information about the particular 

phenomenon within its real environment from several sources of evidence. Hence, the empirical ex-

ample of Veolia Transdev will help to follow the analysis of the market to the real-life context. 
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3.4 Data sources  

3.4.1 Primary data  

Data collected specifically for the particular research is called primary data. (Saunders, Lewis and 

Thornhill, 2007). It includes observations, experiments, surveys (questionnaires) and interviews. 

Since this data is specifically collected for the project at hand the data is more consistent with the re-

search questions and research objectives. Main disadvantages in collecting primary data are that it 

can be time consuming, costly, hard to get access to and people‟s reluctance to give answers. 

People‟s reluctance to cooperate could be due to the lack of incentive and fear of negative conse-

quences of or sensitivity to the information (Ghauri and Grönhaug, 2010). Therefore, it is important 

to explain and iterate the reasons for undertaking the research and how it could help to enrich the 

knowledge in that particular field.  

3.4.2 Secondary data  

Secondary data are those data that have been made available for use by people other than the origi-

nal creators (Trzesniewski, Donnellan and Lucas, 2011). Secondary data includes books, journal ar-

ticles, and online data sources such as catalogues and websites of firms, governments, semi-

government organizations. Secondary data sources help the researchers in answering research ques-

tions or in solving parts of the research problems and in deciding on the appropriateness of a certain 

research method. It can also help to provide benchmarking measures so that those measures can be 

later compared with the results of the current research. There is a large pool of secondary data that 

is available from non-governmental organizations to statistical bureaus (Ghauri and Grönhaug, 

2010). However, the researcher has to be observant of inherent biases in catalogues and company 

websites as the information in them could be set to attract potential customers. Thus it is research-

er‟s duty to check the reliability of the information once secondary data is used (Cooper and Schind-

ler 2001). Another problem that a researcher can stumble upon is that the other study could have 

different objectives and may not completely fit with the research problem. Advantage of using sec-

ondary data is in saving time and money and also it serves to build a base in which scientific conclu-

sions can be made and it helps the researcher to better understand the problem he/she is investigat-

ing. (Ghauri and Grönhaug, 2010)  

In this research secondary sources of information from market review reports, company‟s annual 

reports, statistical bureau, academic reports, legislative and governmental websites, economic books, 

business journals and database websites will be used. Veolia Transdev‟s service quality, advanced 

technologies, environmental friendliness, cost reductions and other external criteria will be obtained 

from their annual reports and website. Secondly, Russian statistical bureau and other governmental 

site information will be used to internalize Russian market and its uniqueness, difficulties and bar-

riers that market entrants could experience while entering.  

3.5 Data collection  

There are many ways in collecting data, as discussed earlier, such as experiment, interview and sur-

vey. Besides, the type of answers received in the interview determines the type of analysis approach, 

which can be either qualitative or quantitative. Simple distinction between quantitative and qualita-

tive research method is that the quantitative researchers employ measurement and qualitative does 
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not (Bryman and Bell, 2003). Qualitative research has a quality that are of rational, explorative and 

intuitive nature and it is often focused on social process rather than social structures (Ghauri and 

Grönhaug, 2010). The skills needed in qualitative research are thinking abstractly, stepping back and 

analyzing situations, recognizing and avoiding biases and obtaining valid and reliable information. 

(Maanen, 1983; Strauss and Corbin, 1990)  

The presented earlier research problem of this thesis seeks to uncover and evaluate potential oppor-

tunities in the Moscow public transportation market. Therefore, the detailed description of the mar-

ket will be provided by using non numerical observations; hence, the use of qualitative method of 

data collection was chosen.  

3.5.1 Sample Techniques  

Maxwell (2005) describes purposeful sampling as distinctive method of selecting particular settings 

and individuals in order to provide information that could not be acquired using probability or con-

venience sampling. In probability sampling each member of the population has equal probability of 

being chosen (Aczel, 2006). Convenience sampling is appropriate method when attempting to learn 

about a category of people who are relatively rare in the population or no data on membership exists 

(Weiss, 1994).  

The main purpose of this study is to find in-depth information thus the characteristics of the inter-

viewee will be of importance (Bryman and Bell, 2007). Authors will adopt purposive sampling as 

they want to limit the research to unique case of Veolia Transdev. Purposive sampling enables the 

authors with best opportunity and flexibility to use their judgment to select cases that best enable the 

authors to answer the research questions and meet their objectives. This form of sampling is often 

used when working with very small samples like case study research and when authors wish to select 

informative cases (Neuman, 2000). In order to get the most reliable information from the right per-

son the researchers will emphasize clearly why and for what purpose the interview is being made.  

3.5.2 Interviews  

Interviews can be performed through mail, telephone, personally and by email. They can be of struc-

tured, unstructured and semi structured nature. The structured interview means the answers have 

fixed response categories while unstructured format does not have any fixed answer which implies 

more open ended questions. An open ended question is a type of question that allows the respon-

dents to choose their position towards research topic. Also referred as non-directive question, open 

ended question provides the respondents of research interviews with opportunity to “construct their 

descriptions and to highlight topics that are meaningful to them” (Roulston, 2008). Semi-structured 

interviews differ from the above mentioned two methods in the sense that the topics and issues to 

be covered, people to be interviewed and questions to be asked have been predetermined before-

hand (Ghauri and Grönhaug, 2010) The answers to the research questions of this thesis will be ob-

tained from the interview with representative manager(s) from Strategic committee of Veolia Trans-

dev. The interview will cover the experience of Veolia Transdev in entering new markets of public 

transportation, especially in Eastern Europe and the way the company assesses new markets for po-

tential entry. The interview will be administered through email due to the lack of resources and time 

including geographical limitation to carry out the interview in face to face format. The email format 
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was chosen over the phone format due to the language differences and possible difficulties for the 

interviewee to conduct a phone interview in foreign language.  

Interview questions will be open ended to allow the authors to get as more detailed information as 

possible. Therefore, open ended questions will be designed and the respondents will have the free-

dom to answer with their insight. However, questions will be made with some overlapping narrative 

to ensure that there are no jumps from one aspect to another in sudden fashion. Questions will be 

phrased in a language easy to comprehend. Very long questions or questions made of two or more 

questions will be avoided (Robson, 2002). The interview result will be transcribed and reviewed by 

the research team for accuracy prior to it being entered for analysis.  

3.6 Data analysis  

The secondary data will be compared with the results from the interviews, relevant documents and 

literatures. It will serve to validate findings from various analyses (Creswell 2005; Leedy and Ormrod 

2005) and it will consist of the resulting data from the interview and relevant documents and as well 

as literature thus the conclusions will reflect only the systematic biases or the limitations of a specific 

source or method while accumulating more broader understanding of the issues investigated (Max-

well, 2005).  

3.6.1 Reliability and Validity  

When conducting an interview there is an issue of reliability and validity as there is a lack of struc-

ture and standardization in the data being collected (Saunders, Lewis and Thornhill, 2007) Internal 

validity is regarded as truthfulness in the respondents answer and interviewers ability to tap on to the 

correct information without much interference (Lincoln and Guba, 1985) In order to get most relia-

ble information slightly overlapping questions will be used so that on the upcoming questions the 

respondent will be prepared. On the other hand, external validity concerns applicability of a one 

study‟s conclusion to other contexts and studies and whether it can be generalized over entire popu-

lation. However, this method is not suitable for case studies as they are based on small unrepresenta-

tive sample (Lincoln and Guba, 1985).  

Data in this qualitative case study will be collected, analyzed and triangulated to obtain in-depth un-

derstanding of the company‟s perspective on the market entry strategies and then comparing them 

with available literature. This is a tool that will be used for validating the findings. Triangulation con-

sists of an integration of the resulting data from personal interviews, relevant documents, as well as 

the literature (Patton, 2002). Triangulation can be characterized by collecting information with a help 

of many different sources and methods. (Fielding and Fielding, 1986).  

Rosengren (1981, p.34), as cited in Lincoln and Guba (1985), states that the reliability is the notion 

that by using same rules and data another researcher should come to the same conclusion as the 

previous study. The following study encompasses several parts that have the propensity to change 

over time such as technology, laws and competitive environment etcetera, thus, it may not be replic-

able in the future although it will be valid in the near future given slower pace of changes in the va-

riables that are significant.  
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4 Empirical Findings 

_____________________________________________________________________________ 

This chapter is covering empirical findings of the conducted research. First, authors will present the secondary and pri-

mary data collected about Veolia Transdev Company. Second, the general information about Moscow market will be 

presented, and finally, the data about transportation market in Moscow will be introduced.  

_____________________________________________________________________________ 

4.1 Veolia Transdev  

As an empirical example for this research authors have chosen the multinational company Veolia 

Transdev. To collect all the necessary data the official website of Veolia Transdev was used together 

with the interview conducted through the email with the strategic committee of Veolia Transdev 

headquarters in Paris. 

Veolia Transdev is a merger of two world‟s biggest transportation companies Veolia Transportation 
and Transdev implemented in April 3, 2011. The company is a provider of public transportation 
services and one of its major activities is to assist local authorities with project management of pub-
lic transportation operations. The revenue Veolia Transdev generated in 2012 was 7.6 billion euro 
(Veolia Environment, 2013b).  

Veolia Transportation was a subsidiary of Veolia Environment founded in 1876 in Paris, France. As 
financial results were worsening, in 2011 Veolia Environment took a strategic decision to withdraw 
from the participation in Veolia Transdev and quit the transportation business. (Veolia Transdev, 
2011). Transdev was an internationally known public transport group, a subsidiary of Caisse des De-
pots et Consignations, a French state-owned financial institution (Veolia Transdev, 2011). The num-
ber of its acquisitions and joint ventures was changing constantly and the company became one of 
the biggest operators in Europe. 

Veolia Transdev is positioned today as a multi-modal transit operator. It provides connections 
through 14 different transport modes: bus rapid transit (BRT), car sharing, light rail, bike, metro, fer-
ries, tram-train, bus, transport on demand, coach, rail, paratransit, taxi and share-ride airport shuttle 
(Appendix 4).  

The board of the company has seven members, including one independent director, and three 
committees: strategy, compensation and audit. (Veolia Transdev, 2011). Veolia Transdev is partly 
owned by French waste and Water Company Veolia Environment SA and other part by the Caisse 
des Depots. As in the late 2011 Veolia Environment, owner of half of the shares, announced a di-
vestment project, it was planning to sell its part of shares of Veolia Transdev. It was planning to 
concentrate on the main 7 markets (France, Netherlands, Germany, USA, UK, Asia and Australia) 
and divest from the rest. At the mean time French-bank controlled fund was willing to get the own-
ership over the half of Veolia's stake in Transdev. At the same time Veolia Environment wanted to 
reduce its share of Veolia Transdev to give the control to The Caisse des Depots (Veolia Environ-
ment, 2013a). 

Company claims its major values are passion, performance, partnership and commitment, while it is 

pursuing the goals to optimize urban assets, to protect environmental assets and to develop human 

assets (Appendix C). Veolia Transdev is presented today in 27 countries across 5 continents. It pro-
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vides its services in Sweden, China, USA, Czech Republic, Poland, France, Slovakia and other coun-

tries.  (Veolia Transdev, 2013b). 

The strategic committee of the company says that Russian market today can be very attractive due to 

its sustainable economic growth, also because Moscow is a big city with a lot of potential customers. 

Still, lately, due to divestment program, company does not plan to enter new markets. Instead, it has 

chosen to focus on the most profitable markets: USA, France, Germany and Netherlands. The 

company representatives believe that USA market is the most profitable one due to an early entry 

and smaller number of competitors. The most profitable projects in American market are the bus 

rapid transit and shuttles. Even though the company is currently pursuing divestment program, it is 

still planning on focusing on Asian, Australian and UK markets as very potential ones. The company 

sees a lot of opportunities in Asia for its fast growth and success. (Interview with Veolia Transdev, 

Appendix A) 

The company discovers new markets by analyzing the new growing markets and comparing their 

profitability, and then by finding an appropriate local partner to work with. The most attractive fea-

tures of a potential markets can be transport culture in terms of high popularity of public transporta-

tion and a high number of passengers, the economic conditions of potential passengers and stable 

legal system allowing low risk when conducting business in a new market. It is obvious that for the 

transportation company like Veolia Transdev the costs of entry can be sometimes quite high, be-

cause of expenses on marketing, logistics, legal establishment (joint venture creation), purchase of 

new transportations, and paying the local professionals for tax and legislation consultancy. (Inter-

view with Veolia Transdev, Appendix A) 

Veolia Transdev is already presented in three countries which are the part of Eastern European 

market: Czech Republic, Slovakia, and Poland. It faced some common problems in these markets. 

First big one was a cultural difference to maintain which the company started to hire managers from 

that country and mix their cultural and professional approach with company‟s one. The second 

problem was corruption which was handled with a help of a partner‟s expertise and network. Also 

the legal and political risks could have been eliminated by a great network, which the partner could 

offer. Thus, the company got the excess to suppliers in local area and enriched its networks in mar-

keting as well. And third and biggest problem, which the company faced in every new market, was 

finding a good partner. To do so, the strategic committee was always focusing on public companies 

to be able to see the real condition of the company.  

Today Veolia Transdev calls itself the best company in public transportation in Eastern Europe with 

contracts in such big cities like Prague and Warsaw. The company makes its biggest revenue on bus 

rapid transit and shuttle services in eastern European markets and promotes itself as the most relia-

ble company with excellent performance. Its competitive advantage over there is its high level of en-

vironmental protection. The company characterizes its services as safe, reliable and efficient. Fuel ef-

ficiency, high technological level and high level of personnel training are the most important factors 

in company‟s activities. Veolia Transdev has a lot of suppliers all around the world, which are social-

ly responsible and have a great performance, for example, Fleetech Company in Sweden. (Interview 

with Veolia Transdev, Appendix A) 
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4.2 Russian market  

_____________________________________________________________________________ 

In this part of the chapter the authors will provide general information about Russia (with concentration on Moscow 

and transportation market within this city). In order to present collected information in the most logical and appealing 

way to the readers it was decided to use a structure of PESTEL analysis.  

_____________________________________________________________________________ 

Out of 14 biggest cities in Russia Moscow was chosen due to its huge number of citizens and poten-

tial passengers as a representative of Russian market in this study.  In order to understand better the 

market of this city it is important to know the way this city functions. This means knowing the main 

players of the market, main decision-makers, and the culture of business and possible risks that may 

occur. This also means knowing the financial potential of the city, the style of life and tastes of its 

citizens, their problems and needs. All these knowledge, as authors believe, may be obtained through 

the available sources, such as news reports, statistics, state documents, official websites of the com-

panies and the organizational reports, etc. But as there is too much information the authors will take 

into the account only reliable sources of information that correspond to the main questions and 

areas of analysis listed in the description of PESTEL model earlier. 

4.2.1 Political 

From the Political point of view the Russian Federation is a federal semi-presidential republic (Con-

stitution of Russian Federation, 1993). The president of Russia (currently V. Putin) is a head of state 

who with parliament‟s approval appoints a prime minister (currently D. Medvedev). At the time of 

fall of USSR in 1991 the political system in Russia was unstable. However, within last couple of 

years, the situation has stabilized (Barry, 2011). Therefore, this fact favors foreign investors in terms 

of predictability of future situation. Russian foreign related strategy is fairly open and currently there 

is an official relationship with 145 embassies and 192 countries (The Ministry of Foreign Affairs of 

Russia, 2013). 

Government Structure  

Moscow Government consists of 18 members, the head of which is a mayor of the city Sobyanin S. 

There are 8 deputy mayors and 10 ministers. The executive powers of Moscow are represented by 

50 agencies apart from Mayor and Moscow Government. Mayor also governs the administrative dis-

tricts and areas of the city. The deputy mayor in Moscow Government, responsible for the transpor-

tation and development of road-transportation infrastructure in the city of Moscow, is Liksutov M. 

He controls and governs the development of all kinds of city transportation and infrastructure, and 

he is a head of the Transportation Department. In the list of department‟s activities there are: deve l-

opment of transportation laws and projects, development of infrastructure, realization of transport 

politics, performance of functions of government buyer of projects, making the long time strategy 

for transportation development, monitoring of roads and transportation, control of finance in trans-

portation sector, participation in international partnerships on development and trade in transporta-

tion, etc. (Moscow Government, 2013a) 
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Next important department controlled by another deputy mayor is a department of Foreign eco-

nomic and International relations of Moscow. The main purpose of this department is attraction of 

foreign investments to the city. This department takes decisions in issuing subsidies, working with 

rating agencies to keep an attractive credit rating of the city, improving legislations and financing 

projects together with foreign partners. (Moscow Government, 2013a) Moscow Government takes a 

great part in controlling and governing all the ongoing projects within transportation area and is a 

main decision maker when it comes to the foreign projects in the area of Moscow city. Meanwhile, 

Ministry of Transportation of Russian Federation takes decisions on a bigger scope and plays a vital 

role in Transportation legislation and allocation of investments.  

Risks 

Risks are very important to analyze too when taking a strategic decision to enter Russian market. 

Zarkada-Fraser and Fraser (2002) conducted the whole research about the most important risks in 

Russian market. The results are presented in Table 1: 

Risk Factor Concerned 

Political environment 80% 

General state of economy 92% 

Legislative framework (land ownership investment and repatriation of profits) 95% 

Difficulty to identify and contact the key decision makers in each organization 84% 

Table 1 Risk Factors 

These most important risk factors are taken directly from their paper and prove that political risk is 

still one of the most important considerations when entering Russian market. 

McCarthy and Puffer (1997) also mention uncertain legal and political environment and oppressive 

tax policies in Russia, which influence investment strategies of foreign companies. Karhunen and 

Ledyaeva (2012) remind about legislative risk when talking about entry choice for Russia, which has 

weak institutions. This proves a high risk level in Russia and importance to consider all these risks 

when taking a decision about the entry strategy. 

4.2.2 Economic 

Russian economy is highly dependent on the sales of natural resources which predetermined its pat-

terns for development during the last decade. However, there is a positive trend of development of 

Russian economy (The World Bank, 2013). With low public debt in 2012 (less than 10% of the 

GDP) and lowest level of unemployment and inflation in last 20 years the economy is showing posi-

tive signs of recovering (The World Bank, 2013). Currency of the Russian Federation is Ruble 

(RUB). It is currently not strong when comparing to Dollars (USD) or Euro (EUR). Exchange rates 

for March 2013 are on average 30.62 RUB for 1 USD and 40.06 RUB for 1 EUR (which will be 

used farther in empirical material to present data originally expressed in RUB). In recent years Rus-

sian GDP has been growing at an average rate of 6% annually (Federal State Statistics Service, 2013).  
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Budget of Moscow 

For the development of transportation system in Moscow in 2013 government allocated 5,7 billion 

EUR out of 8,2 billion EUR of total investment (all the numbers here and later are rounded to the 

decimals for the easier comprehension) (Open budget of Moscow, 2013a). For the planned expenses 

it allocated 207,6 billion EUR for 2012-2016 out of which 20% are planned to be spent on Trans-

portation system (Open budget of Moscow, 2013b). For the year 2012 the budget of Moscow was 

bigger than in London and many other big cities of the world. 

According to the Table 2 “Basic parameters of the budget of cities all over the world in year 2012” 

and other statistical information provided by the Open budget of Moscow (2013c) the following ta-

ble is created: 

City Population (mil-

lions of people) 

Agglomera-

tion (mil-

lions of 

people) 

Revenues 

(billions 

of dollars) 

Expenses 

(billions 

of dollars) 

Deficit (billions of dollars) 

Moscow 11,6 15,5 45,0 52,4 -7,4 

London 8,17 8,59 17,0 18,9 -1,9 

New York 8,2 20,5 65,9 65,9 No deficit 

Madrid 3,26 5,43 6,0 6,1 -0,1 

Paris 11,87 11,87 10,6 10,6 No deficit 

Los-Angeles 3,8 14,9 4,4 4,6 -0,2 

Shanghai 23 20,86 60,3 67,4 -7,1 

Berlin 3,5 3,45 30,2 30,2 No deficit 

Table 2 Basic parameters of the budget of cities 

Cost of Living and Purchasing Power  

The cost of living in Moscow calculated by the Russian government in the year 2012 was 180,4 EUR 

(Federal State Statistics Service, 2013), while the average salary was 1011 EUR, which is 5 times the 

living cost. The minimum salary was reported to be 272 EUR since 2011, which is a little bit higher 

than a living cost (Forbes, 2012). Still the living cost does not include the renting of apartments and 

is calculated under the assumption of full possession of the living property.  

The Swiss bank UBS publishes its research results about 72 cities around the world on topics of lev-

el of living. Comparing to 2010, Moscow did not change much in its positions in 2012; this can be 

seen in a following Table 3 made upon the results from UBS reports (UBS, 2010; 2012) 
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 Position in 2010 Position in 2012 Change 

Price Level 44 40 4 positions 

Wage Level 42 41 1 position 

Domestic Purchasing 

Power 

39 42 3 positions 

Table 3 Level of Living 

The price growth was much faster than the wage growth comparing to the growths in other cities. 

Moscow is 40% behind the rating leader in its price level, although the wage of the Moscow citizen 

is equal to only 30% of the one of New Yorker. UBS (2012) offers to compare the purchasing pow-

er in Moscow by comparing how long one should work to buy IPhone 4: 

 

Figure 3 Purchasing power of people 

Inflation in Moscow in December 2012 since the beginning of year was 7,3%, which is quite high 

comparing to the average inflation in the country, which was 6,6%. (Federal State Statistics Service, 

2013)  

Income tax in Russia is fixed at 13% and it did not change in couple last years. This number is com-

paratively low to the ones in other big cities in Europe (compare to Stockholm and Paris with pro-

gressive tax system). The value added tax is 10% or 18% depending on the products and service, but 

for the transportation services the value added tax is equal to 0% (for example in Sweden it is 25% 

on products and services and 6% on transportation service). 

Each year Mercer tries to find the most expensive city in the world based on the economics of the 

city and currency movements. In 2012 Moscow took the position number four in the global ranking 

of the most expensive cities for expatriates. 

The part of the Table 4 “The world's most expensive big cities in 2012” presented by Mercer Con-

sulting Research (City Mayor Economics, 2012)  

The index is based on cost of living expressed in US dollars.  
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Rank 2012 Rank 2011 City Country 

1 2 Tokyo Japan 

2 1 Luanda Angola 

3 6 Osaka Japan 

4 4 Moscow Russia 

Table 4 World's most expensive big cities 

4.2.3 Social 

It was always a high inequality of income in Russia (with Gini coefficient average of 0.40 for years 

2000 - 2010) mostly due to illegal earnings and non progressive income tax (StatInfo.biz, 2013). At 

the same time HDI index (reflecting on life expectancy, income and education) has increased and 

now Russia is on the 55-th place among other countries in the world. The growth of Moscow popu-

lation increases fast, in 2012 it was 1,5 bigger than the previous year, the population now is 12 mil-

lion which represents a 1,1% growth since 2011. (RIA News “In Moscow”, 2012) Around 25% of 

all the expenses of Russians are spent in Moscow. Most of the expenses were made in service and 

good purchasing (Moscow international portal, 2010). 

Transportation Culture 

“Typical example – people were flying from Israel through Roma to Moscow for three hours, and a 

trip from the airport Sheremetievo to the hotel took them also three hours…” - Sergey Millian, Pres-

ident of Russian-American Board of Trade in USA (Department of Foreign Economics and Interna-

tional Relations of the City of Moscow, Investment Portal, 2012). 

The deputy mayor, the head of transportation department Liksutov, in his interview to RIA News 

agency (2012) stated that around 88% of Moscow citizens in the busy morning and evening hours 

use public transportation. It proves the trust in public transportation by citizens and convenience 

comparing to private transportation in terms of time and safety. He pointed that the goal of Trans-

portation Policy is to decrease the time spent on the trip from home to work from 90 minutes it 

takes today to 50 minutes by 2016. 

The biggest problem of this megalopolis is traffic. Because of increase of intensity of transportation 

on the roads the speed of transportation rapidly decreases. So in busy hours in central districts of 

Moscow the speed slows down to 4-5 km per hour. This city has around 12 million passengers each 

day and 10 billion of passengers a year, 80% of which use public transportation (United transporta-

tion system of the country, 2013). 

It is also known that public transportation in Moscow is less comfortable than before due to in-

crease in density of the population. For instance, today per 1 square meter there are 10 people with a 

norm of 4-5. So far the best alternative to the private transportation is a taxi; each of them on aver-

age transports 50-60 passengers per day running around 300-400 kilometers.   Public transportation 

is necessary in the big city to decrease the occupation of the roads, as one private automobile occu-

pies 250 square meters with a maximum capacity of 4 people, a tram transports 60 people by occu-
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pying 1000 square meters. One tram line in terms of amount of passengers served is equal to 15 

lines of an automobile road (United transportation system of the country, 2013). 

The advantage of a private car was high technical and exploitation speed, which had decreased even 

on the highways due to the high occupation of the roads and increase in number of cars, and now is 

around 40-50 km per hour only (United transportation system of the country, 2013). 

The results of the researches conducted in Russia showed the habits of the car owners and main rea-

sons and frequency of car usage: 

85% During summer 3-4 times a week 

75% For cultural purposes 3 times a week 

60% For Business trips 4-6 times a week 

35% Traveling to suburbs 

20% Traveling around the country 

12% For household needs 

2% For prestige 

Table 5 Statistics of car usage in Moscow 

Today the amount of private cars has catastrophically jumped up, and this created a big problem for 

a number of Russian cities, and especially for Moscow. (United transportation system of the country, 

2013)          

The surveys also showed that at a distance of 5 km trip car owners use public transport, with less 

than 30 km distance almost 70% of owners use their own cars and at a distance of over 30 km trips 

they use public transport. This is due to the cost of travel time duration: 20 - 30 min suit many car 

owners, but with the travel time of more than 40 minutes the frequency of use of personal vehicle is 

reduced by more than 2.5 times. (United transportation system of the country, 2013)             

A good system of urban transport has a great importance for the reduction of business trips by pri-

vate car. For example, the share of business trips by private car (motorcycle) in cities with subway is: 

in New York - 25%, in Boston - 38%, and in cities without metro it is 2 - 3 times higher. Winning 

10% of the time for business trips using public transport can reduce the share of private cars in the 

city by 7%. (United transportation system of the country, 2013) The research center ROMIR (2012a) 

also found out that 49% of Moscow drivers would like to switch to public transportation, when oth-

er 51% of Moscow drivers did not support this idea. 

Still the turnover of passengers in public transportation service increases each year. Here on a Figure 

4 (Ministry of transport of Russian Federation, 2012a) is shown the passengers‟ turnover for the last 

three years:  



 

 
30 

 

Figure 4 Dynamics of Passenger Transportation 

Since autumn 2012 the city government started to create the special dedicated bus lanes to ease the 

traffic for public transportation and increase the attractiveness of it for private car holders.  The fine 

for the riding on the dedicated line for the car was 75 EUR, or 41% of living cost in Moscow. Thus, 

the car drivers directed too many complains to the government, that they had no choice but to li-

quidate the dedicated lanes. The government claims the lanes will not be liquidated forever, but the 

technology for their implementation needs improvement. (G. Smolitskiy, 2012) 

The size of Moscow was recently increased by 2.39 times by joining suburban areas. Hence, today 

the territory of Moscow is 255 thousand hectares (UK Trade and Investments, 2012). The new areas 

are planned to be connected to the Moscow area by metro, bus rapid transit, and rail. (UK Trade 

and Investments, 2012).  

It is known that transportation problem is very big all around Russia. But moreover, government 

has recognized the problem and develops investment plans to improve the transportation systems. 

Ministry of transportation has developed a Russian Federation State Program about transport sys-

tem development till 2020 (Ministry of transport of Russian Federation, 2012c). Also in Moscow the 

administration is planning to spend 52 billion euro on transport development during the period 

2012-2016 (UK Trade and Investments, 2012).  

According to “UK Trade and Investment” (2012) there are 17 strategic groups created by Moscow 

Government to work in following areas: “parking space, taxi infrastructure, metro, state companies 

restructuring, smart ticketing, passenger rail, transport modeling, ITS (information technology ser-

vices) and i-services, truck logistics, public shuttle network, cycle and water taxi, tariff solutions, road 

traffic management, transport infrastructure, LRT (light rail transit)/BRT (bus rapid transit), man-

agement model, MosGorTrans”. 
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4.2.4 Technological  

Russia is a technologically developed country with large annual investments in science and technolo-

gy which is attracting more foreign investors year after year (Henni, 2012). Though there is still a lot 

of potential for development. For example, in 2011 one in two people living on the territory of Rus-

sia was using internet on the daily bases and Russian internet market overcame the one in Germany. 

In 2010 the amount of internet users in Moscow was more than 60% of population, while in some 

age groups it was 100%. (RBC Research of Markets, 2011) According to Moscow mobile operators 

the territory of 3G coverage is almost equal to the territory of Moscow city, and a 4G coverage zone 

is half the city size (MTS, 2013; Beeline, 2013). 

Transportation technologies 

Annual specialized transportation expositions with participation of local and foreign representatives 

are held in Moscow to engage the technological progress in transportation industry. In 2013 the 

most important events were: “Expotraffic”, exposition for the traffic management and highway op-

eration companies in Russian market, where new traffic managements system are being introduced 

(Expotraffic, 2013); “INTERtunnel” exposition of all the necessary products and technologies for 

construction and operation of tunnels; “TransCon: roads and bridges”, V Transportation Congress 

and V Russian International Congress on Intelligent Transportation Systems. (ExpoBusiness Re-

view, 2013) The last one was attended by 300 delegates from around 20 countries (ExpoTraffic, 

2013). 

Some new technologies are being recently tested or implemented in Moscow public transportation. 

The Moscow authorities started the work of a new modernized tram that is controlled by the elec-

tronics through sputnik. It does not have a driver and right now it runs in testing mode on Moscow 

streets. Also the city authorities are planning to supply Wi-Fi connection in public transportation in-

cluding metro. (RIA News “In Moscow”, 2013) 

Mosgortrans, as was reported in 2006 by the company, the leader in public transportation market in 

Moscow, introduced automated systems for passenger monitoring, new systems of control and 

payment for a trip, and satellite navigation. 

4.2.5 Environmental 

The research centre ROMIR (2012b) made a phone survey among 1000 adult Moscow citizens to 

find out the level of their interest in ecological situation in Moscow. As a result it was reported that 

61,6% of questioned citizens showed the high level of concern about ecology in their city. As the 

most dangerous problems they named: air pollution, decreasing number of green plants, rubbish in 

the streets, water pollution and high noise.  

There is a variety of problems associated with air and water pollution in Russia. Main air pollutants 

in 2009 were stationary sources (52.3 %) and motor vehicles (47.1 %) in the country (RUSACO, 

2012). There are around 4 million of vehicles only in Moscow that produce around a million of 

tones of pollution. In 2013 the main air pollutant was public auto transport (87%). The reason of 

this is a fast growing number of auto vehicles and low technical level of these vehicles. 
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Still, the high level of air pollution by motor vehicles does not motivate society to increase the num-

ber of private electric vehicles. Thus, the government takes the role of the motivator. The parking 

for electric cars was decided to be made free (Autovesti, 2013). Ecomotors is a company that pro-

duces and distributes electric vehicles in Russia since 2007 and is the biggest player on the market in 

this area since 2011. The main clients of Ecomotors are Gas prom, AutoVaz, Liotech and other big 

companies (Ecomotors, 2013). The first electro mobile charging station was opened in the begin-

ning of 2012 (Moscow Government, 2013b), which is an evidence of a late environmental concern if 

comparing to other big cities (Stockholm‟s first station in 2008, New York‟s - in 2009). 

Another way of decreasing pollution which Moscow Government finds effective is planting the 

green trees all around the city (Moscow Government, 2013b). So far no more further actions are 

taken to decrease the pollution from the vehicles in the city. 

4.2.6 Legal 

According to Russian civil legislation foreign investors are the subject of the same treatment as Rus-

sian ones and are guaranteed full protection of interests and rights. Foreign companies most often 

use Limited Liabilities companies for their wholly owned businesses in Russia (KPMG, 2012). How-

ever, there is still a high level of corruption in the country. According to the Transparency Interna-

tional Organization (2012) the CPI (Corruption Perception Index) of Russia is 2.8 / 10 which cor-

responds to the high level of corruption within a country.  

Today Russia imports a lot of services in transportation industry, which can be seen in the following 

chart (Figure 5): (Ministry of Transportation of Russian Federation, 2012a)  

 

Figure 5 Import of transportation services 

There are at least three main laws controlling foreign imports. First one “About Basics of Govern-

ment Regulation of Foreign Trade Activity” (2003) sets the basics of regulations within foreign 

trade. Second one “About Measures of Protection of Economic Interest of Russian Federation 

while doing the foreign trade with goods” (1998) puts the protection measures for Russia in foreign 
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trade. And last one “About Foreign Investments in Russian Federation” (1999) sets the basic gua-

ranties of respect of the rights of foreign investors and the conditions of their activities in Russia.  

Russia has always been a big market for European companies for many years. The proportion of ex-

ports of the EU to Russia can be seen on the following chart (European Commission Eurostat, 

2010): 

 

Figure 6 Exports from EU to Russia 

Still, these trading relationships seem to have more opportunities today than ever. Many steps were 

taken to make Russian market closer to European.  

The EU and Russia agreed at the St. Petersburg Summit in May 2003 to create in the long-term a 

„Common Economic Space‟. The objective of the common economic space was to create an open 

and integrated market between the EU and Russia. This space was intended to remove barriers to 

trade and investment and promote reforms and competitiveness, based on the principles of non-

discrimination, transparency, and good governance. (Permanent Mission of the Russian Federation 

to the European Union, 2013) 

A road map agreed in 2005 set out objectives and areas for cooperation for the short and medium 

term. 14 dialogues covering most economic sectors became the base of this agreement. They include 

a number of regulatory dialogues which are aiming at lowering the barriers and simplifying trading 

rules between two bodies. (Permanent Mission of the Russian Federation to the European Union, 

2013) 

Russia and WTO 

There has been a long story of negotiations between Russia with other countries in order to get ad-

mitted into the World Trade Organization (later can be referred as WTO). As European Trade 

Commissioner Karel De Gucht mentioned, including Russia into WTO will “offer plenty of busi-

ness opportunities for both Russian and European companies” (European Union, 2012). Joining 

Russia to WTO in 2011 meant accepting legal ground-rules as well as providing more transparency 

and predictability for both sides. Europe is currently Russia‟s largest market representing 47% of all 

trade. At the same time Russia is third largest European market. It is not possible to underestimate 

importance of Russia as it is now the biggest supplier of oil and gas among countries included in 
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WTO (European Commission, 2013). As Stefan Johannesson (chairman of the WTO's Working 

Party) have said: "I have no doubt that Russia joining our WTO family will strengthen the multila-

teral trading system and enhance global economic cooperation” (World Trade Organization, 2011). 

There have always been and still are good economic relations between Russia and the European Un-

ion. The amount of trade between those two bodies has tripled between years 2000 and 2008 and is 

now finally exceeding $200 billion. Together with trade there is also an investment part which is de-

veloping at high rates. (Permanent Mission of the Russian Federation to the European Union, 2013) 

The EU is the most important investor in Russia. It is estimated that up to 75% of Foreign Direct 

Investment stocks in Russia come from EU Member States (European Commission, 2013). 

Therefore, there are particular steps taken to lower limits and barriers between Russia and the EU in 

order to ensure more transparent and easy trading, allow faster capital movements and to improve 

overall relations between two bodies. 

Transportation Regulations 

“Transportation Strategy of Russian Federation for the period till 2030” (Ministry of transport of 

Russian Federation, 2012b) says that for the establishment of competitive transportation system the 

high quality services are needed, also the safety measures should be followed, and the supply should 

exceed the demand. The main issue today in Russian public transportation industry is implementa-

tion of ecologically friendly technologies which will assist the development of public transportation. 

Among the social priorities concerning transportation the following are named: mobility of popula-

tion, availability of service, decrease of risks of safety, decrease of air pollution. Among the other 

priorities which can be used by foreign supplier as a competitive advantage are: high level of service 

quality, use of innovation technologies, decrease of energy consumption, the liquidation of “narrow 

seats” and capacity problems. 

There are also several documents regarding safety regulations which can be important to study be-

fore introducing a new product to Russian market. One of them is “General technical requirements 

about availability and safety for people with disabilities” (State Standard of Russian Federation, 

1997), which is not different from other such regulations in Europe.  

Since 2004, the project “Service for transportation of people with disabilities “Comfortable Trans-

portation” was launched in Moscow, which provided special services of transportation of these 

people from house to house, and special public transport vehicles were used for this purpose. How-

ever, the technical equipment of the vehicles did not satisfy the needs of passengers, and this created 

a problem. (Moscow State Industrial University, 2006) 

Mosgortrans, one of the local leaders in public transportation industry, organized in 2006 a scientifi-

cally-technological conference, where the major safety measures and technological requirements for 

public transportation were discussed. The representatives of Moscow Government mentioned in 

their speech about transition of Mosgortrans to the alternative fuel. Also the possibilities of adapta-

tion of new speed trams were introduced. (Moscow State Industrial University, 2006) 

The main priorities now in public transportation are said to be the comfort for the passengers, the 

low expenses for its usage, high level of technological equipment. There are 200 buses that have to 
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stop the work in the middle of passengers‟ transportation every day because of technical problems, 

which also influences the decrease in the level of service quality. The other problem which needs to 

be solved is traffic. The Ministry of Transportation would like to decrease time distance between 

vehicles of surface public transportation to 10 minutes during rush hours and to 15 minutes at regu-

lar hours. Additional goal is to minimize the occupation of public transportation to a maximum of 5 

people per 1 square meter. According to the changing passenger turnover for each hour, the use of 

different models of transportation vehicles can be suitable to decrease the expenses. (Moscow State 

Industrial University, 2006) 

One of the requirements for the public transportation today in Moscow is the equipment of the ve-

hicle with the system GLONASS (Global Navigation Satellite System). The system allows the sput-

nik to control and to locate all the public transportation vehicles. In case of not following the law 

the transporter will be required to give up his license (Russian Federation Government Resolution, 

2008) 

Summary 

Moscow is a big city, and each year it is growing bigger. As it was shown in the Figure 4 “Dynamics 

of Passenger Transportation” it has an increasing number of public transportation passengers each 

year, with a highest amount of them in summer period due to the increasing amount of tourists and 

visitors from other cities. Also the size of the city is getting bigger and demands for public transpor-

tation services are growing together with unsatisfied needs of the customers. Unsolved ecological 

and technological problems with transportation services in Moscow open doors into Russian market 

for experienced in this area international transportation companies.  

There are several strategic areas for public transport development that can be identified in Moscow 

according to UK trade and Investments (2012): “(1) metro expanding, building new lines and new 

stations, (2) replacing old transport fleet with new hybrid buses, trolley-buses and trams, (3) con-

struction of high-speed over ground lines (LRT/BRT), (4) public transport management, implemen-

tation of priority lines, (5) ITS (Intelligent Transportation Systems) implementation on public trans-

port, Traffic Control Centre, Smart Travel Card and (6) “Small ring” railway construction.”  

More opportunities can be discovered after following analysis of the empirical findings. In a more 

global view the Russian market represents plenty of business opportunities for transportation busi-

nesses, the problem has reached its top and ministry of country‟s transportation is ready to support 

financially the fresh ideas and products even from the foreign supplier. 

 

4.3 Moscow Transportation Market 

 

In this subchapter the information about Moscow public transportation market will be provided. In order to make it 

more comprehensible and appealing the structure of Porter’s model of Five Forces will be used. 

___________________________________________________________________________ 
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Moscow has a well developed system of public transportation. Major types of transportation are 

subway, city light rail, surface public transport and private transport. From a total of around 7.35 bil-

lion passenger per year there is a following division between mentioned types of transportation in 

year 2011 (in billion of passengers). (MosGorTrans, 2011) 

Subway 2.4 

Light Rail 0.8  

Surface transport 2.2  

Private transport 1.95 

TOTAL: 7.35  

Table 6 Passenger transportaion in Moscow 

Moscow subway with 188 stations and total route length of 312 km has on average 6.55 million pas-

sengers daily (which is more than any other subway in the world) (Moscow Subway, 2013). The city 

administration is investing approx 1.2 Bn Euro in its modernization and 53 km of new lines which 

are planned to be constructed by 2014. (MosGorTrans, 2011). Surface transportation includes buses, 

trolleybuses, trams and fixed-route minivans. Together they represent about 30% share of all daily 

passengers transported.  

Moscow‟s bus network is represented by a mixture of state-owned and private vehicles. State-run 

buses have structured schedule and routes compared to the privately owned vehicles which might 

have significant delays and change the route depending on the amount of passengers.  

Trams which are running in Moscow since 1899 have slowly became less popular since the appear-

ing of subway. However, they are still covering most of the distant parts of the city and are especially 

popular in places without access to subway. Additional benefit is an absence of traffic as trams have 

priority above private transport and usually run on the separate lanes.  

Trolleybuses are electrically-powered trackless vehicles. They are the most common type of state-

owned transport. Even though they are neither particularly comfortable nor attractive they tend to 

be very environmentally friendly and cheap. Majority of the passengers are pensioners and students 

who have discount for this type of transport. However, due to usual traffic especially in the city cen-

ter they tend to be extremely slow.  

Some niches such as transportation between Moscow and nearby airports have several major play-

ers. One of them is Aeroexpress, which is a joint venture of Russian Railways and TransGroup. In 

2012 Aeroexpress had an increase in number of passenger transported to Moscow airports by 20.4% 

compare to the previous year (from 11.9 mln to 14.9 mln).  To demonstrate the size of the market 

of Moscow Air Cluster it is sufficient to say that even such a big player as Aeroexpress has “share in 

the intermodal passenger market ... totaling 23.37%” – Alexey Krivoruchko, CEO of Aeroexpress. 

(RZD Partner, 2013) 
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4.3.1 Supplier Power 

The supplier power on the analyzed market is presented by the manufacture companies which pro-

vide vehicles to the transportation companies. There is a decline in share of Russian bus producing 

brands compared to the foreign ones. The reason for that is an increase in the share of other seg-

ments such as new and used foreign brands as well as locally assembled foreign brands (Ernst and 

Young, 2012). This report suggests that the bus market should be expecting an increase in volume 

of sales due to: 1) existing gap between actual and planned bus fleet renewal and 2) better credit 

availability because of developing Russian economy in total.  

Bus market breakdown by origin, % 

 

Figure 7 Bus Market in Russia 

Leading manufacturer for the Russian bus market is GAZ group which is currently holding around 

60% of the segment (GAZ Group, 2013). Other big players on the market are – “Russian buses” 

Company, bus factory “Volzhanin”, public trade company “Trolza” manufacturing trolleybuses and 

“Trans Alfa” Company.  

Production of trams has been very popular in the Russia Federation before the Second World War. 

Variety of cities such as St.Petersburg, Moscow and Ekaterinburg were supplying trams to the whole 

Russia. After 1945 majority of the domestic production was stopped and a big share of trams have 

been imported from Germany and Czech Republic. Currently the largest part of the tram fleet is 

composed by the trams from Prague factory in Czech Republic. Additionally, suppliers of Russia 

and at the same time largest tram producers in the world are German group Siemens AG and 

French group Alstom. However, domestic production has been developed since that time and now 

there are projects organized by UKVZ and St. Petersburg factory. They are intended to supply Mos-

cow and some other large cities with new and comfortable trams. (Info-portal about trams, 2013) 

Trains for the Moscow metro are currently produced at the domestic company “Transmashholding” 

and account for 4 800 units. However, as the mayor of Moscow – Sergey Sobyanin – have an-

nounced a tender for production of more trains will be also available for international companies 

(Vedomosti, 2013). He also mentioned than the budget for purchase of new trains is 4 Bn Euro.  

However, an increasing share of the foreign brands will inevitably mean an increase of the competi-

tion inside this market. Therefore, it is obvious that Suppliers will have limited power when negotiat-

ing with transportation companies.  
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4.3.2 Buyer Power 

Buyers are represented by passengers using public transportation. This segment includes citizens of 

Moscow of all ages as well as guests of the Russian capital. As mentioned earlier the population of 

Moscow is about 12 million people with daily number of passengers exceeding 12 million (United 

transportation system of the country, 2013). 

Tickets for subway/bus/trolleybus/tram can be bought at the kiosks or metro stations. However, 

since February 1-st, 2013 there is an innovation about tickets for public transport in Moscow. Now 

Moscow authorities have issued universal tickets which will be valid for all types of public transpor-

tation (subway/bus/trolleybus/tram). Those innovations have been made without any change of 

price for passengers (for approximately 0.7 Euro one can acquire a “1 trip” ticket on subway and un-

limited surface transportation for 1.5 hours) (Ivanova, 2013). 

Prices for public transport have always been regulated by the Russian ministry of transportation.  

However, in 2012 in the report from the Federal Antimonopoly Service there was a suggestion to 

remove regulations of price for public transportation and let the market force to bring it to the equi-

librium (Federal Antimonopoly Service of the Russian Federation, 2013) Their argument was based 

on the statistics, showing that a growth of those prices was higher than the level of inflation for last 

several years. An implementation of this law was supposed to bring prices down which would great-

ly benefit passengers. 

Due to the reasons of intense traffic and air pollution Moscow authorities always encouraged people 

to switch from private cars towards using the public transport. However, the lack of comfort, relia-

bility and availability in several regions of Moscow city can still be a serious obstacle. Additionally, it 

is important to mention that even though salaries in Moscow are not that high there is a low risk of 

substitute from public to private transport. The main reason for it is annual increase in prices for 

gasoline. Prices for gasoline in Moscow have grown for 56% between years 2007 and 2012 (Nar-

komstat, 2013).  It is not a rare case when people are leaving their cars at home to use metro or light 

rail for the long distance trips in order to save money on fuel.  

4.3.3 Threat of entry 

Recently a trend of increasing investments into a transport sector has appeared (Ministry of trans-

port of the Russian Federation, 2012) which indicates a raising interest in particular sphere (Figure 

8). Big part of these investments comes from private organizations and individuals from both do-

mestic and foreign markets. On the statistics shown earlier authors base a belief that there is a room 

for new companies. However, those companies should possess a high level of standards of opera-

tions and services.  
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Figure 8 Investments into a transport sector in Russia 

Moscow has always been a region attracting people from other Russian cities and even from abroad. 

The density of the population became very high in recent years and Moscow authorities faced a 

number of problems associated with transport, real estate and others. Therefore, an increase in area 

of Moscow by 2.39 times in 2012 was made in order to solve some of these problems. New regions, 

added to Moscow will become an attraction for several million of people, according to the specialists 

(Info portal M3, 2011). Due to this fact new routes of public transportation will be a necessity for 

people to reach this region. Moscow authorities are planning to build 36 new metro stations with to-

tal length of 75 km in following 5 years (RBC, 2011). However, despite the development of subway, 

several local bus and light-rail routes will also be necessary to provide comfortable means of trans-

portation for new citizens.  

Naturally, already established companies will try to oppose new entrants, but the area to be covered 

is huge and the funds available to the existing companies will be hardly enough to finance those in-

vestments. Therefore, the threat of new entrants appears to be high.  

4.3.4 Threat of substitutes 

This force is projecting the buyers‟ propensity to substitute. For the present case this means choos-

ing a different mode of travelling to the desired destination within Moscow area. Private cars, mo-

torbikes, bicycles and taxies can be considered as a substitute for the surface public transport.   

Moscow has a radial planning scheme and the density of the city‟s road network is insufficient (with 

4.5 km/sq.km compare to the 13.3 km/sq.km in New-York city) (Appendix B). Also, as mentioned 

before the number of private cars in Moscow is very high – there are more than 4 million cars regis-

tered (RIA News, 2011). Due to these facts the traffic on roads is very intense and sometimes it may 

slow down the vehicles to the speed of 4-5 km/hour (United transportation system of the country, 

2013). Additionally, the problem of parking spaces is also getting worse with new restrictions intro-

duced for the city center in 2012. Sometimes people are using private cars as a complimentary means 

of transportation; for example, in order to get from their house to the light rail when travelling long 

distances (in order to avoid extra expenditures on fuel).  
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The situation with bicycles appears to be the opposite of the one with private cars. The number of 

bicycle riders in Moscow was decreasing for the last several years (Karmodi, 2011) and there can be 

several reasons for it. First of all the conditions of the roads were not appealing. There have been no 

separate bicycle lanes until the year 2011 and even when it appeared there were no significant im-

provements to the situation. Many drivers, ignoring the signs were parking on these lanes, some-

times gates or traffic lights were in the middle of the lane and in some spots the two-way track was 

only a meter wide (Karmodi,  2011). Last factor might be the lack of actions undertaken by Moscow 

authorities in order to solve this problem.  

Taxies are quite popular but rather expensive type of transportation (a trip through the city might 

cost a passenger around 40 Euro). In addition they are faced with the problem of extensive traffic 

during the day. However, at night, after closing hours of public transportation they have strong ad-

vantage and are becoming one of the most popular types of transportation among people.  

In total, the power of substitutes is relatively average. Even though public transportation became an 

inevitable part of people‟s lives more and more people prefer to buy cars in order to make trips for 

regions without public transport coverage.  

4.3.5 Industry rivalry 

Rivalry occurs on the market with two or more participants. In this particular case the authors will 

concentrate on the analysis of competition between transportation companies in Russia. 

Analysis will include comparing following characteristics in order to estimate what can be Veolia‟s 

competitive advantage when compared to other companies.  

- Experience 

- Capital 

- Cost of services 

- Safety 

- Comfort  

- Additional services  

Currently there are hundreds of small firms and individual startups on the market of passenger on 

road transportation in Russia. There is also a trend of diversification depending on the region. (Ernst 

and Young, 2012). It is rare that the same company would operate on road passenger transportation 

in different remote regions. 

Additionally, companies are competing with each other by increasing the quality of their services 

aimed on solving the existing problems. A report “State Program of development of public trans-

portation in Moscow for years 2012 – 2016” (MosGorTrans, 2011) is providing information about 

current situation on the market of public transportation in Moscow and ways for developing this 

situation.  
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From the mentioned report several problems of transportation system of Moscow can be illumi-

nated:  

- There is a tendency of increasing time spent on trips within the city.  

- Insufficient development of surface transport (including low transportation capacity as well 

as lack of priorities on the road which leads to delays in schedule due to the traffic).  

- Insufficient management of surface transportation systems.  

- Lack of cooperation between state-owned and private companies.  

 

However, until 2016 several improvements are expected to be made. Among them are intentions to: 

- Increase the capacity of public transportation by 23%.  

- Increase the average speed of public transport from 11 to 13 km/h.  

- Maintain the amount of pollution produced by public transport.  

- Make public transport more comfortable for the population.  

- Decrease a share of population without access to the subway from 22% to 13%.  

Rivalry might as well occur between major players controlling large segments of the market as with 

small companies. Suppliers of services of ground public transportation are presented by a variety of 

state owned, public and private companies. Usually each company is concentrating on its own seg-

ment of transportation. However, the Mosgortrans company is successfully operating in several 

spheres. Mosgortrans is a state owned company. It is currently the biggest operator of public trans-

portation system presented in Moscow. Under the scope of its operations are over 540 bus-, 85 trol-

leybus- and 38 tram- routes. Total market share of all the passenger market is 47% providing Mos-

gortrans with annual turnover of 4.2 Bn passengers. It is the biggest system of ground public trans-

portation in the world. (Moscow State Industrial University, 2006) 

Besides large suppliers, there are many small private companies and investors presented on the mar-

ket. They are holding the rest 53% share of the market. Large share of those companies is dealing 

with fixed – route minivans which are transporting people on the certain routes and have all the ad-

vantages of the bus, avoiding at the same time its negative aspects such as size and low speed. Tick-

ets for those fixed-route minivans depend on the distance and in average are around 0.9 Euro (RBC, 

2011). But there are still several problems with the fixed-route minivans. Moscow authorities point 

out that those transporters are usually avoiding full tax payments and are one of the biggest causes 

for the auto incidents due to disregarding of traffic rules and bad conditions of the cars themselves 

(RBC Autonews, 2012). Therefore, since the beginning of 2014 the project of replacing the fixed-

route minivans with more advanced vehicles will take place (Ermakova, 2013). Ministry of transpor-

tation reports that the requirements for new vehicles will be stricter than before and will expect all 

the vehicles to have: “Euro-5” engine, air conditioning, soft seats and GLONASS (Global Naviga-

tion Satellite System) (RBC Autonews, 2012).  
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As could be seen earlier the market of passenger transportation in Russia is very diversified and cur-

rently there are a lot of different operating contractors. This situation is similar to one which has oc-

curred in 2007 on the American market (Veolia Transportation, 2013). That year Veolia Transporta-

tion Company after a careful analysis has chosen to expand to new market – San Diego, California. 

Back then Metropolitan Transit System of San Diego (MTS) which serves tourists as well as their 

resident population switched their strategy and instead of multiple contractors has made an agree-

ment with Veolia Transportation to operate this exact share of the transport system (including 164 

fixed route buses serving more than 20 million people per year). Close cooperation of Veolia and 

MTS resulted in several millions of dollars in savings as well as in improvements in quality provided 

to the customers. This cooperation is still running well and each year they are trying and implement-

ing new ways of operating their vehicles, offices and facilities. 

Information presented in this part of the empirical findings section is giving a clear picture of the 

competitive situation in the market and is particularly describing the perspectives of buy-

ers/suppliers and competitors. All the presented information covers the strong and weak sides of 

the market and reveals the possibilities of entry and profit making for new companies.  

  



 

 
43 

5 Analysis 

____________________________________________________________________________ 

In this chapter the analysis of empirical findings will be conducted. First, the analysis of general features (political, e co-

nomical, social, technological, environmental, and legal) of Moscow public transportation market will be introduced, ac-

cording to the information found about Veolia Transdev Company. Second, in order to present the results of analysis 

about influencing forces at the market of public transportation in a clear structure the authors decided to use the struc-

ture of the Porter’s five forces model. Both analyses will respond to the structure of theoretical models chosen before and 

implied to the case of Veolia Transdev. The final goal of this analysis is to provide all the necessary information for the 

company to make an entry decision.  

_____________________________________________________________________________ 

From the information available at the official website of Veolia Transdev and listed in the first part 

of Empirical Findings it is possible to assume that the Company is not doing fine, but the opposite, 

it faces big financial problems, and tries to solve them by divestment from unprofitable markets and 

by concentration on the most profitable or promising of them. The company has a very good struc-

ture, a very wide choice of services and very international experience backed up with centuries of 

development. But the fact that Veolia Environment wants to get rid of its subsidiary is not a good 

signification for Veolia Transdev conditions. The company is changing its strategy, because it is be-

coming difficult to carry it in the portfolio for a big company like Veolia Environment. The authors 

think that this strategy is not the best in this situation. The Company Veolia Transdev needs to find 

a market which can generate fast and big profits within a short timeframe. And the authors suggest 

that this exact market that can boost the success of the company is Russian public transportation 

market. The following analysis has a goal to analyze the conditions of Russian public transportation 

market limited to the area of Moscow city for its potential for Veolia Transdev entry and growth. If 

the market will show its profitability, if the analysis will present the proof for concrete opportunities 

for Veolia Transdev to explore, then the authors were right about their assumption and Russian 

market may be a good change of strategic route for Veolia Transdev that leads to success. But what 

is more important in this analysis is to present the full overview of the public transportation market 

of Moscow and to create a framework that could be used by any other international transportation 

company of relevant size and activities as Veolia Transdev. 

5.1 PESTEL  

The analysis by using a PESTEL model was suggested by authors in Theoretical framework and ar-

gued for as the most suitable and effective framework to analyze Moscow transportation market, 

because it grasps all the most important aspects of the market for the entering international compa-

ny. It gives the most detailed description on the most important topics, and the combination of the 

topics is supposed to cover all the essential questions about the market. In the end of this analysis 

the reader is supposed to get a clear idea of the conditions of Moscow public transportation market. 

The whole analysis refers to the Empirical Findings, hence the sources of the data can be found 

back there. Each part of analysis refers to the respective part in Empirical finding, but with the inte-

gration of the information introduced about the Company Veolia Transdev. Hence, if authors will 
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use the information from a different part, then they will provide a reference or explanation about 

where the data comes from. 

Political 

According to the information provided in Empirical findings, there are three persons – mayor, 

deputy mayor in Transportation and deputy mayor in International relations - who have a big power 

over the decision making when it comes to a foreign transportation company selling its services in 

Moscow. But it is important to remember that president has the highest power in the country no 

matter in which city one wants to do a business. Thus, Veolia should look for the partner that is in 

good relationship with president‟s team and city government. Also it is vital to account for risks, 

such as political and legislative. Legislative risks is caused by weak institutions and presented mostly 

by corruption problems. In this case Veolia Transdev should use its expertise which it gained in oth-

er eastern European markets when the company overcame the corruption problem by performing 

through joint ventures it made with local companies. Also the political risk can be leveraged by the 

network management the company developed in Eastern Europe.  

Economic 

Russia presents a developing economy, which gets better each year. The city of Moscow possesses a 

big budget comparing to other big cities, and a very high percent of this budget has been given to 

the development of public transportation today, and will retain at the level of 20% till 2016. This can 

be considered as an opportunity for the foreign transportation companies.  

The economical level of life in Moscow has increased; the average salary is 5 times a living cost, and 

a minimum salary still covers the necessary expenses. This presents the ability of citizens to afford 

public transportation and opportunities for prices to grow. Nevertheless, this also presents the abili-

ty of some people to acquire private transportation and switch from the public transportation. Infla-

tion of prices is quite high, more than 7% in 2012 which depicts a fast growth of prices, the taxation 

is fixed and does not depend on the income, allowing people with a higher salary to afford more and 

be differentiated from the average society class. The purchasing power of the Moscow citizens, on 

the other hand, is not improving according to UBS report (2012), but it occupies position 42 out of 

72 possible. Knowing that Moscow city has a high passenger turnover in public transportation, this 

level of purchasing power may be enough for the public transportation company today. 

The fast growth of prices, improving salaries, no value added tax on the transportation services are 

the opportunities in Moscow transportation market. But the class differentiation may create prob-

lems to attract people of higher class to use public transportation. And as the transportation be-

comes the definition of the class, more and more citizens will aim to posses the things from the 

higher class to become a part of this class. So far the statistics say that only 2% of Moscow drivers 

use the car because of its prestige (subchapter “Social” in chapter “Russian market” in Empirical 

findings). Veolia Transdev had an experience in Eastern European markets with the same cultural-

economic background (Check Republic, Slovenia, Slovakia) and developed particular strategies 

combined with local expertise to overcome this problem, thus, it already has an experience in mini-

mizing its marketing expenditures.  

In economical terms Russia is doing better than other eastern European cities where Veolia already 

started to operate: Moscow is occupying top 4 position in the rating of the most expensive cities 
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(Mercer, 2012); Moscow wages are very competitive with European with an average wage of 1011 

Euro a month and Moscow can offer a much bigger passenger market of around 12 million people 

each day, which with an average price of ticket 0,70 EUR presents at least a 8,4 million euro daily 

market. 

Social 

As it has been discussed above, the distance between social classes in Russia, and Moscow particu-

larly, is big, therefore the company should account for a specific approach of the customers.  Now it 

is more important to move to the second aspect of social features of Moscow public transportation 

market, which is a culture of transportation. 

Moscow citizens will choose public transportation over private, if they do not have one, if there is a 

big traffic (and in Moscow it is very common problem), if it will take less time than the car to get to 

the point of destination (which is not always a case, there are no special lanes for the ground public 

transportation), if it will be cheaper and if they travel a longer distance. They will choose car over the 

public transportation because it is more comfortable (public transportation has problems with over-

load), and they will choose it if it is more safe and faster, and also more convenient (no need to 

change different types of transportation to get to the destination). As statistics show, almost half of 

the drivers are willing to switch to the public transportation today.  

The biggest problem of public transportation in Moscow is speed. The ability to solve the problems 

with overload of  public transportation, to solve technical problems and increase a speed in the city 

of the public transportation, to develop the system of routes increasing the convenience level is a big 

strength of an entering transportation company.  

Veolia Transdev already proved its safety and technology high levels, and with a very innovative 

team and big experience it is able to find solutions to other problems. The company can also offer 

the solution for the problem in Moscow with implementation of bus lanes according to the success 

of its bus rapid transit service in Eastern Europe and USA. The growth of the city territory and in-

creasing amount of passengers according to the statistical evidence (Ministry of transport of Russian 

Federation, 2012d) can be considered as two big opportunities for Veolia Transdev. If the company 

can offer the systems that will reduce the time spent on the travel by public transportation, make the 

transportation more safe and technically more advanced by finding a good supplier, to make it more 

comfortable by decreasing the load of its vehicles, it has all the chances to succeed because of the 

competitive advantages. The company has a big international experience, which can be definitely 

helpful when it comes to such problems. For example, it can use its experience from Chinese mar-

ket, for example, to deal with overload and it has a great success in implementing technologies to 

reduce the time of travel. 

Out of all the areas that the Moscow government wants to upgrade, Veolia‟s expertise can be helpful 

in majority of them: taxi infrastructure, metro, smart ticketing, passenger rail, ITS (Intelligent Trans-

portation Systems) and i-services, public shuttle network, cycle and water taxi, tariff solutions, trans-

port infrastructure, LRT (light rail transit)/BRT (bus rapid transit), management model. Moreover, 

the city government is willing to make a big investment in these solutions. 
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Technological 

Wide Internet coverage and big amount of its users allows Veolia to implement its innovative ideas 

with internet and smart phones applications all around the city. Also Moscow government shows a 

big interest in developing transportation technologies by organizing expositions and annual con-

gresses in order to improve the transportation in the city. The latest technologies used in Moscow 

were sputnik controlled tram, automated systems for passenger monitoring, new systems of control 

and payment for a trip, and satellite navigation. All these innovations are not new in the world, and 

it can be assumed that Moscow is still behind in terms of technological development in transporta-

tion sector. Still many improvements are needed and will be welcomed in case of a valid supplier. 

Veolia Transdev has a lot of technological solutions in this area that can be very useful in Moscow. 

It also can help with implementation of Wi-Fi in ground public transportation and metro.  

Environmental 

From environmental point of view Moscow public transportation is far from being friendly. The 

biggest issues are the costs of changing transportation, low technological level, and low level of con-

cern from the car holders and transportation providers. Still, the local citizens express their dissatis-

faction with high air pollution in the city because of transportation. The first electro mobile charging 

station was opened in the beginning of 2012, showing that Moscow starts to join the cities promot-

ing electric cars and clean air. But there is no progress with environmentally friendly vehicles in pub-

lic transportation sector. Veolia Transdev is known to be environmentally friendly for many years 

and has a lot of expertise in this area, which gives it a strong competitive advantage in Moscow pub-

lic transportation market.  

Legal 

To be clear with legal part the closer look at the listed in “Empirical findings” chapter documents 

will be needed, or even the professional advice from the local professionals and lawyers. The authors 

insist on the additional service of lawyer due to the big number of documents to analyze and possi-

ble language difficulties. Authors believe that the help of professional will save the Company‟s time 

and money that it may spend if it does the research and analysis of these documents itself.  

Russia imports a lot of technological equipment from Europe; moreover, Russia joined WTO which 

simplified the imports of products and services from the European countries. This has definitely de-

creased the legal risks that foreign company could face before when doing business in Russia. That 

is one of the most important features of a new market for Veolia Transdev – well-developed con-

tract legal system. At least now if the company starts its business in Moscow it can be protected by 

the legal system of the World Trade Organization.  

According to the information about Veolia Transdev‟s experience, the company can use its advan-

tages in Moscow market and fulfill following needs that are not fulfilled yet: availability of service, 

decrease of risks of safety, decrease of air pollution, high level of service quality, use of innovation 

technologies, decrease of energy consumption, and capacity problems, which is 90% of all main re-

quirements of the Moscow public transportation market. The ability to provide a well-equipped 

transportation for people with disabilities can also be a great advantage of Veolia Transdev.  
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Apart from that, there are several niches that can be discovered in Moscow public transportation 

market. One of them is transport on demand for people with disabilities. The local players failed in 

performing an appropriate service due to the low technological equipment of their vehicles. And the 

solution was not yet found, so the project was left behind.  

One more problem in Moscow public transportation industry is alternative fuel, with which Veolia 

was working in many countries. As the company has contacts with suppliers and experiences it is 

one step ahead of all the local companies which are only preparing for transferring to the new fuel.  

The extra expense can be associated with the new requirement of implementation in each vehicle of 

the system GLONASS (Global Navigation Satellite System). It is a new law which cannot be ignored 

if the company wants its vehicles to be allowed to operate in Moscow.  

To summarize, there are many opportunities for Veolia Transdev to exploit in Moscow transporta-

tion market. The company has enough of experience to deal with political risks and challenges; 

economy proves itself good, social habits show that public transportation is very popular in Moscow 

and has a big room for farther development. Transportation technology in Moscow is progressing 

but is still behind the European one, giving the entering company the advantages. Same situation 

can be observed with environmentally friendly transportation which is in big demand now in Mos-

cow. Legal conditions became more favorable for international companies than they were before. 

This part of analysis had a goal to integrate the experience of Veolia Transdev and its activities and 

goals together with opening opportunities of Russian public transportation market to give a fair 

evaluation of its condition for a possible entry and growth of the multi-national company. 

5.2 Five Forces Analysis  

In this section the authors will concentrate on the analysis of the situation on the market of public 

transportation taking into consideration all the facts gained and information collected in the empiri-

cal part. As a result of the analysis part the authors intend to present valuable suggestions for the 

transportation companies about the current situation on the target market. In the analysis there are 

many references made to the empirical part. Unless stated otherwise, all the references can be found 

in the corresponding sub chapters of the empirical section.  

Supplier Power 

It could be seen from the presented information in the Empirical part that Russian bus- and train-

production industry has been going through different stages in last decades and is currently develop-

ing on high rates. It is fair to mention that most of the domestically produced vehicles are of lower 

quality (however also of lower price) when compared to the foreign producers. Still, transportation 

companies have a variety of choice due to the openness of the market. According to the new tenders 

and contracts presented by local authorities in Moscow, supply companies have a right to compete 

and present their products openly which in turn benefits transportation service companies presented 

on this market.  

In case of Veolia Transdev the authors believe that it will be no difficulties for them to find reliable 

suppliers and maintain long-term relations with them. Moreover, due to the increasing number of 

suppliers in this market, there is no risk that the supplier will demand to increase the prices or limit 

the supplied goods. 
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Buyer Power  

The general economic situation in the country is developing annually and it has a positive effect on 

the people‟s purchasing ability and life conditions. Simultaneously, the decision of the Russian gov-

ernment to release the control of the prices for public transportation has played a big role. They 

have reached equilibrium and can change according to the competition presented on the market. For 

instance, in 2012 the average salary of a worker in Moscow was 1 011 Euro per month (Federal State 

Statistic Service, 2013). At the same time a monthly ticket for four types of public transportation 

(metro, bus, trolleybus and tram) costs 58 Euro (Moscow Subway, 2013) which represents only a 5% 

share of the salary spent on the transportation.  

In addition to the monthly tickets which are usually purchased by the citizens of Moscow, there are 

single tickets (at a cost of 0.7 Euro each) which are usually bought by the visitors of the Russian cap-

ital. This group also represents a huge segment as Moscow is an important “connection” place for 

many flights or by-rail travelling.  

Therefore, as people consider the public transportation to be of a reasonable price and of high con-

venience they will keep using their services.  

Threat of Entry 

Even though many people might have an assumption that the transportation market in Moscow is 

fully developed and there is no room for new companies – it is not the case. Government programs 

are targeted on the development of the transportation services for people each year. Large fund in-

vestments are made into the sphere of public transportation attracting new service providers. Valua-

ble characteristics of new possible entrants are: technological and ecological standards, high level of 

comfort, availability and reliability for existing and prospective passengers.  

Furthermore, an increase in the area of Moscow (by more than two times) leads to a variety of areas 

not yet covered by any means of public transportation; it also leads to the increase of Moscow citi-

zens and potential customers of public transportation services. Therefore, it could be an attractive 

opportunity for new entrants such as Veolia Transdev. Even though some specialists see negative 

impacts of this project (Nosyrev, N. Telegina, 2011), the authors of this paper are arguing that a 

huge potential is currently available for transportation companies. 

Threat of Substitutes 

The substitutes have been examined earlier and the authors came to a conclusion that their power is 

relatively low. Most of the people are using the public transport on the daily bases and there are sev-

eral reasons for this trend to stay the same in the future. Even though more and more people are 

able to afford personal cars nowadays, the price is not the only factor in the purchase decision. In-

tense traffic together with high fuel cost and lack of parking spaces in certain areas of the city pre-

vent many people from switching from the public transportation. It is even common for car-owners 

to use metro more often than a car due to the mentioned obstacles.  

Every other possible substitute has its own negative sides. For example, when it comes to the taxies 

– relatively high price can stop the majority of people from using them (20 – 50 Euro for a single 
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ride). Bicycles are also not the best means of transportation in Moscow yet due to the lack of sepa-

rate lanes and safety regulations. 

All these facts can open an opportunity for the development of such services as car sharing and bike 

sharing presented by Veolia Transdev in other markets (Appendix C). For example, car sharing 

presents a service where the customer pays for the car only for the time of use. It works the same 

way as with bikes, the vehicles have their public stations where they can be borrowed for a specific 

price paid by the customer after the return of the vehicle. The service of car sharing decreases the 

price of use of the private vehicle and also eliminates the problem with parking. When it comes to 

bike, the absence of bike special lanes presents an opportunity for Veolia Transdev to implement 

them in order to promote its bike service. But due to the climatic zone of Moscow with long and 

very cold winters, this service can be popular only 5 months a year. 

Industry Rivalry 

With open borders and possibilities for foreign companies to enter the Russian market there is a va-

riety of companies currently presented on the transportation market. Yet, it does not mean there are 

no opportunities available for the new entrants.  Especially those opportunities will be available for 

developed companies with high standards and abilities to satisfy customers‟ needs. In case of Veolia 

Transdev, the authors are confident in the possibilities available for them on the Russian market as 

they have an excellent record of performance, continuous R&D (Research and Development) pro-

grams and concentration on protecting the environment.  

It is important to mention the competition and a possible threat from the side of the fixed-route 

minibuses (marshrutkas). Their main advantages are in the flexibility of the routes and ability to cov-

er distant regions. On the other hand, most of the vehicles belong to different owners preventing 

them from using the economy of scale. Therefore, the authors see a possibility for new entrants 

(domestic as well as foreign ones) to substitute this network with a structured system of high quality 

vehicles and centralized information supply about the routes and schedule.  

In the empirical part there was a case study of Veolia Transdev mentioned. The case study is about 

eliminating a variety of small competitors and instead presenting one strong substitute to the market. 

Authors believe that it is possible to repeat the success of Veolia in North American market in Rus-

sia. Even though Veolia will face a large number of competitors, they are mostly not organized ones 

and will not be able to compete with well-structured company with international experience. 

The analysis part has shown that any transportation companies (both domestic and foreign) will face 

a variety of choices when it comes to the suppliers and good purchasing power of buyers (including 

the population of Moscow region and visitors). The situation on the market is rather intense, and 

there are many operators functioning in the capital of Russia, but still many opportunities come 

from newly expanded areas and substitution of lower-quality service companies. Substitutes can be 

seen as a threat to new entrants; however, their power is not very strong due to the disorganized 

structure and lack of centralization of ownership.  
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6 Discussions  

_____________________________________________________________________________ 

In this last chapter of the thesis authors will point out the theoretical contribution of the conducted research and the oc-

curred limitations of it. Also the possibilities of future researches will be introduced. And finally, the conclusions of the 

conducted research and analysis will be presented. 

_____________________________________________________________________________ 

6.1 Theoretical contribution 

The theoretical value of this paper is in the detailed analysis conducted by the combination of 

PESTEL analysis together with Porter‟s Five Forces model (Porter, 1979) and case study of a public 

transportation multinational company Veolia Transdev. There is considerable literature about the 

companies that have entered Russian market, therefore, this paper analyzes the situation of the Rus-

sian market from the view of a company that is not presented there yet, which brings this paper 

much closer to a real life situation. It is known that the Company should investigate the situation of 

the potential markets in order to take a decision whether to plan and develop an entry. 

The value of this thesis is in an implication of two analyses in parallel on the particular market seg-

ment in Russia. Russian market was always famous for its big size and high risks, but the thesis 

showed all the aspects of Russian market by concentrating only on one biggest city - Moscow.  After 

all, it is not only the risks that are being too high, but the economical and cultural differences. Also 

with a special knowledge gained from experience it is possible to eliminate or leverage the risks and 

discover a big profitable market. 

The authors, being native speakers analyzed documents, statistics, news reports, informational bulle-

tins, articles, financial reports, state programs and investment plans originally produced in Russian 

language. The case study research method was used to find out more about the company‟s specific 

experience to adopt analysis to company‟s strengths and weaknesses. The applied basic theories 

were presented by Porter‟s (1979) Five Forces and PESTEL and the structures of these models were 

used to structure the analysis of the public transportation market of Moscow for Veolia Transdev. 

The paper concludes with a detailed analysis of the market and by offering it in English, makes it 

more accessible to a wider audience. 

The authors believe that this paper made a practical contribution as well, this paper may influence 

the decision of the company whether to enter the Moscow public transportation market, and more 

importantly, it can be used by Veolia Transdev in strategic decision-making if the company wants to 

enter the Russian market. This thesis may also be a framework for other public transportation pro-

viders, and the methods and analysis structure of this thesis can be used for any other company no 

matter from which foreign country of origin. 

6.2 Limitations 

One of the limitations with this paper is the small number of interviews conducted. Furthermore, 

the region of Moscow was taken as a representation of the whole Russia. However, the research 
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could have considered differences between various regions in Russia as there might be a slight diver-

sity in economic, social and technological aspects from one city to another. However, this is closely 

connected to the lack of resources, such as time, to carry out all the necessary investigations.  

Lastly, there were no calculations made showing the forecasted profits and expenses of the company 

entering the Russian market of public transportation. Even though it was not one of the goals of 

this paper it would be valuable for the companies in order to get the full picture of market entry.  

6.3 Future research 

This research conducted a basic market analysis that is crucial when taking a decision about entering 

a new market. However, the results have demonstrated that this analysis can be continued in order 

to find the best mode of entry for Veolia Transdev. First, the appropriate analysis is needed to 

choose an establishment mode between acquisition and greenfield and to choose the ownership type 

between wholly-owned enterprise and a joint venture.  

Tan (2009) insists that the choice of establishment mode depends on the MNE‟s (multinational en-

terprise) general strategies and structure or the “inside” of the company, while Dikova and Witte-

loostuijn (2007) take a look at this decision from the outside and offer to consider the institutional 

advancement of the country additionally to MNE‟s strategies to make the most efficient choice. 

Based on transition cost economics (TCE) theory their focus is limited to the institutional environ-

ment of a host country.  

When it comes to the ownership structure, again, Dikova and Witteloostuijn (2007) offer the pers-

pective from environmental point of view: the advancement of institutions of the host country in-

fluences the ownership decision. The other authors, Karhunen and Ledyaeva (2012), talk about the 

impact of corruption distance on this decision, which also represents the institutional advancement 

of the country, but they take a view from the both sides. Going farther than Dikova and Witteloos-

tuijn (2007) they compare the institutional advancement in host country and native country of the 

MNE. Meyer (2001) joins this group of researchers and also supports Dikova and Witteloostuijn 

(2007) on their findings.  

To summarize the findings, the lower the institutional advancement of a host country - the more 

probability for joint venture (JV) type of entry, and the lower the institutional distance between the 

host and home country – the more popular wholly-owned enterprise type is. Most of the foreign 

firms choose JV as the best type of entry into Russian market, but some companies from countries 

with a low institutional advancement distance still prefer wholly-owned enterprise, which can be a 

good decision especially if they are not first movers.  

Second, the time of entry can be analyzed as an important factor when deciding on which activities 

to perform in a new market. Cui and Lui (2005) suggest that for each type of entry (first or follower) 

there is a best strategy to succeed. They proved using the resource-based view (RBV) that first mov-

ing firms in high-growth and/or higher competition industries have a better market performance, 

the first movers who are large firms and/or have a large resource commitment tend to perform bet-

ter in market and in profits, and first movers with a high level of market intensity are better in prof-

its compared to other first movers. When talking about followers they proved that those who have 

high resource commitment perform better in profit and those who have high level of market intensi-

ty are better in profit and in market, compared to other followers.  
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Basically, Cui and Lui (2005) provide strategies for companies depending on choice of entry time. 

They are also convinced that a follower can reach better success in the market or in profit perfor-

mance than a first mover. Hence, time of entry is a very important factor to consider when entering 

the Russian market, to make the right choice of entering strategy. 

Finally, the best type of foreign direct investment can be chosen by future research and analysis. 

McCarthy and Puffer (1997) analyzed the cases of companies which entered the Russian market and 

pointed at six basic types of foreign direct investments. They focused on successful stories. The ad-

ditional analysis of failures can be conducted in order to figure out the possible mistakes and to pre-

vent entering companies from repeating these mistakes. Also the concentration on public transpor-

tation industry while conducting such research may lead to different results. Hence, authors recom-

mend narrowing down the future research to the public transportation market focusing on Veolia 

Transdev as an empirical example. 

As it was stated in the interview with Veolia Transdev, the most important part that can be very dif-

ficult when entering new markets is finding a reliable partner with a good network. Hence, the re-

search on possible partners in the Russian market can be conducted with a goal of finding the best 

partner for Veolia Transdev as a representative foreign company in the public transportation indus-

try. 

6.4 Conclusion 

The general analysis of the public transportation market of Moscow showed that this market is very 

open to new entrants. The government of the city allocates a large part of its budget to finance the 

development of its public transportation services. The city size is growing too fast so that big territo-

ries remain uncovered by public transportation. The supplier power in Moscow public transporta-

tion was discovered to be quite low and a choice of international suppliers presented on this market 

tends to grow fast because of the openness of the market. This simplifies the entry of foreign pro-

vider of public transportation services such as Veolia Transdev. Also the buyer power was not very 

high, as the city has a high culture of public transportation, meaning that citizens of Moscow use 

public transportation daily. And the possibility to easily switch to private transportation is very low. 

Moreover, many people use private transportation but most of the times they tend to use public 

transportation. 

The Moscow market of public transportation is becoming more competitive each day, but the level 

of competition cannot be compared to the European one. Due to low technological and service le-

vels of local providers there is a big gap that can be filled in this market by foreign entrants. The in-

ternational company like Veolia Transdev can compete with small local service providers by using 

the economy of scale, and big providers like Mosgortrans by advanced technology and service, and 

by using its experience. 

Also the terms of legislations became more favorable for the foreign companies. Since Russia be-

came a part of World Trade Organization, all the foreign companies are under the protection of the 

organization‟s legal system. Generally, the requirements for public transportation are very basic and 

common, except for the rule of implementing global navigation satellite system in each vehicle oper-

ating in public transportation service.  
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The analysis presents the opportunities for development in this market for foreign entrants and the 

way these opportunities can be used by international companies such as Veolia Transdev. Some of 

the most observable opportunities are presented by increasing average salary in Moscow: high infla-

tion; fixed taxation of income and no value added tax on public transportation services; and by in-

creasing public transportation passenger turnover which today is about 12 million people per day. 

According to these economical opportunities it can be assumed that the public transportation mar-

ket in Moscow can be profitable for new companies. And in case of Veolia Transdev it can probably 

be a best source of profits. International companies can use the failure of the Moscow public trans-

portation providers to implement the special bus lanes, or to implement Wi-Fi in public transporta-

tion vehicles. Also it can offer solution to other unsolved problems like air pollution and make a 

great input in developing public transportation in the city. It is possible to use the failure in perfor-

mance of “transport on demand” services introduced by the local supplier as an additional opportu-

nity. It can also be interesting to investigate deeper on the topic of implementation of such services 

as “car sharing” or “bike sharing” presented by Veolia Transdev in other markets.  

International companies should use their strengths to create competitive advantages in the Moscow 

transportation market. For example, Veolia Transdev can use its experience gained in Eastern Euro-

pean markets to deal with corruption problems that may occur in Russia. Also the company might 

use the same strategies to overcome the cultural differences. To build up a new and reliable network 

the existing contacts with foreign companies and suppliers may be useful together with the devel-

oped network management. When it comes to developing a strategy to deal with public transporta-

tion overload in Russia the international company may adopt its experience from the markets with 

similar characteristics. For example, the overload problem can be solved by using the experience 

Veolia Transdev gained in Asia. To deal with other big problems such as speed of public transporta-

tion, development of new routes, Veolia Transdev can use its network with suppliers and experience 

for implementation of its services. Also Veolia Transdev has a bigger experience with alternative fuel 

and environmentally friendly vehicles that it can use as a competitive advantage.  

To summaries, this research has shown that the Moscow public transportation market is open to 

new foreign companies and can offer opportunities for profits and development. Moreover, using 

an example of Veolia Transdev, this research provided the framework for international companies 

about the ways of adopting the experience in order to succeed in this market. 
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8 Appendix 

8.1 Appendix A 

Strategic committee of Veolia Transdev. 2013. Interview for Bachelor Thesis “Entering Russian 

market of public transportation. Case of Veolia Transdev”. Interview by Ilya Niklyaev, Yuliya Samu-

seva and Tulga Bayar. [e-mail] Paris, 22 April 2013. 

Q1. Have you ever considered Russian market as a future market to expand to? Do you find 

Russian market attractive for Veolia Transdev? Why?  

Yes, of course. Its economic situation, with all its wealthy resources and primary materials brings 

this country into sustainable growth. Therefore, this is typically a market where we can secure our 

revenues from our activities for a long time.  

We believe that Russian market can be very attractive, but today we do not plan on entering any new 

markets due to the financial strategies of the company. It seems very interesting to expand to due to 

its improving economy, level of living in Moscow is very high and there are many potential custom-

ers. 

Q2. How does Veolia Transdev discover new markets to expand to? 

First of all, we live in the situation of globalization, so we can easily have any information of any 

country in the world. We usually do as follow: first, we select a number of economically speaking 

growing countries (China, Russia, Brazil, for example), then we compare the price of life and the av-

erage wage of people, and at last we search for possible partners for joint ventures. 

Q3. What are the main features of attractiveness of a new market for Veolia Transdev? 

It depends on lots of things: natural wealth and wages of people to guarantee profitability, and the 

culture of transport, because there are places where people use only cars, and high contract legal sys-

tem. 

Q4. What are the general expenditures that Veolia Transdev faces when entering new mar-

ket? 

Marketing, logistics, legal establishment (e.g. joint venture creation), dealing with a new tax system, 

buying new inventory (buses and transportations) – are the main expenditures. 

Q5. Describe the main problems the company faced when entering eastern European mar-

kets? (Czech Republic, Poland, Slovakia) 

Difference of culture on working habits was the main problem for the managers and clients, because 

we may do things very different from what the clients used to have. Corruption – it is on a very high 

level. Finding a suitable partner that has a supplier and marketing network is important in every 

market. 

Q6. How did the company overcome those problems? 
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First, having a joint venture gives us excess to its suppliers and marketing network, which lower the 

costs of entry. Of course we have to share the revenue, but we mitigate the risk. We avoid corrup-

tion by using our partner‟s expertise. To overcome the culture difference we hire local managers. To 

find a best partner we focus on public companies, because we know what is going on in that com-

pany. 

Q7. How does the company estimate its performance in eastern European markets today? 

We estimate it great, especially in Czech Republic and Poland. Because we believe we made a big 

progress, we are number one public transportation service provider there, we overcame the prob-

lems, and we shared our expertise and gained a valuable experience. Also it is representative that we 

have the contracts in all the biggest cities, like Prague and Warsaw, for example.  

Q8. How does the company estimate its profitability in eastern European markets? Whatac-

tivities/services are the main sources of profits in these markets? 

The main activities on the Eastern European Markets are Rapid Bus Transit (RBT) and shuttles. 

Q9. Does Veolia Transdev have an interest to expand more in Eastern Europe? Why? 

Currently Veolia is presented in several Eastern European markets like Poland, Czech Republic, 

Slovakia, Slovenia and Serbia. However we are not planning to expand to any other Eastern Euro-

pean countries due to the strategic preferences – concentrating on 4 main markets – the USA, 

France, Germany and Netherlands. 

Q10. How does Veolia Transdev market itself in Eastern Europe? 

Our company positions itself as a socially responsible company with constant developments and an 

ultimate goal of bringing excellent services to customers and protecting environment at the same 

time. In Eastern Europe we present ourselves as a company with reliable services and excellence in 

performance. 

Q11. Which market(s) and activity/activities are the main sources of profits for the compa-

ny? Why? 

The largest amount of revenues is generated in the US market. There are several reasons for that. 

First of all we saw the opportunity to enter this market quite early and therefore had time to estab-

lish and develop there. Secondly there were a limited number of competitors at that time on that 

market compare to, for example, European one. Main revenues are coming from the Rapid Bus 

Transit and shuttle bus services. 

Q12. Which market(s) and projects are the main areas of current and planned investments of 

the company? Why? 

In year 2012 there was a decision made to concentrate on 4 already established markets – the USA, 

France, Germany and Netherlands and divest from all other markets. At the same time we are plan-

ning to invest in such markets as Asia, Australia and the UK. For example markets in Asia are in-

credibly attractive for our company due to the rapid development of the market itself and appearing 

of new opportunities which were not available several years ago. 
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Q13. How do you evaluate the strengths and weaknesses of Veolia Transdev comparing to 

its competitors? 

Our company provides safe, reliable and efficient service to the passengers and cooperates with local 

authorities closely. We are doing our best to ensure the most efficient use of the available resources 

in order to preserve the environment and optimize urban assets. Our groups of professionals are 

constantly working on development of fuel efficiency situation by investing in both – high quality 

vehicles and personnel training. 

Q14. Could you name your main suppliers and evaluate the relationship level you have with 

them? 

Naturally, our company has contracts with a variety of suppliers depending on the country. We high-

ly value close cooperation and flexibility of all of them. Additionally we choose trusted, socially re-

sponsible suppliers with excellent performance and solid reputation. For example in Sweden we 

have chosen Fleetech company for the partnership. It was chosen for undertaking a fuel efficiency 

project due to their professionalism and experience gained from earlier work. 

 

8.2 Appendix B 

Comparative Road Network Density 

City Road network density, 
km/km² 

Chicago, Tokyo, Osaka >16 

New -York 13,3 

Greater London, Los-Angeles, Philadelphia 8-9 

Budapest, Berlin, Warsaw, Hamburg, Vienna, Milan 5-7 

Moscow 4,5 

 

(Donchenko, Kunin and Kazmin, n.d)  
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8.3 Appendix C 

Information about Veolia Transdev from company‟s official website (Veolia Transdev, 20131): 

Locations of Veolia Transdev 

Australia, Belgium, Canada, Chile, China, Colombia, Croatia, Check Republic, Finland, France, Unit-

ed States, Germany, Israel, Ireland, Morocco, India, New Zealand, Netherlands, Poland, Portugal, 

Serbia, Slovakia, Slovenia, South Korea, Spain, United Kingdom and Sweden. 

 

Activities of Veolia Trandev 

Veolia Transdev is positioned today as a multi-modal transit operator. It provides connections 

through 14 different transport modes. 

1. BRT 

BRT (bus rapid transit) is innovative and effective combination of bus and urban transit. It 

includes all the benefits of both, it is lightweight and versatile transportation providing good 

speed, high frequency and has an on-time performance. Moreover, it has dedicated lanes to 

avoid traffic, has an improved ticketing and updated traveler information. BRT provides 

traveler with comfort similar to rail and efficiency of metro at a comparatively lower cost. 

2. Car sharing 

Nowadays flexible to use vehicle with minimum costs is a car sharing provided by Veolia Transdev.  

 Lower cost: the driver pays only according to use 

 Less ecological harm: a shared vehicle replaces 5-8 individually owned cars 

 Practical and efficient: 24h/24, there's always an available car nearby, accessible without 

formalities 

The system works the same way as self-service shared bicycles, system allows for use adapted to 

each individual's needs, whether for shopping, evenings out or professional trips. A website shows 

the location of available vehicles and allows online booking but no reservations are required for the 

full self-service system. 

3. Light rail 

Rapid transit system that is capable of carrying many people during rush hour in urban areas. It 

avoids traffic by self-contained operation and reliable application, and produces less pollution (CO2 

emissions 4.61 times less than individual car). 

                                                
1 www.veoliatransdev.com 
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4. Bike 

It is a non-motorized, sustainable transport, which is very economical; it also eases urban conges-

tion, increases circulation, reduces pollution and encourages physical activity among citizens. Bike 

serves as a flexible link between other transport modes. 

 Self-serve bicycles, immediately accessible 24h/24, 7/7. 

 Short or long term rentals with all the necessary services for cyclists (tire inflating, anti-theft 

marking, security control). 

 Secure parking with bike racks located near train stations and other exchange points or in 

city centers for residential use, allowing cyclists to safely park their bikes. 

5. Metro 

Metro is the most popular mode of transport in a big city. Requirements: 

 reliable frequency and schedules that are readily available to travelers  

 a network linked with other transport modes 

 improving networks, such as in improving information for passengers and facilitating ticket-

ing 

6. Ferries.  

 encourage regular travelers and occasional visitors to leave their cars at home;  

 help to relieve congestion of city roadways and parking lots;  

 improve the mobility for coastal populations while creating jobs and opportunities that con-

tribute to the regional economy and improve quality of life;  

 low environmental impact;  

 multiple socio-economic benefits for the region; 

7. Tram-train 

Flexibility and accessibility of the tram is united with the train speed. The distance between stops 

can vary from less than 500 meters in the urban environment to a few kilometers outside the city. 

 environmentally friendly  

 air conditioned and quiet 

8. Bus 
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Veolia Transdev claims to reinvent the bus to make it faster, more accessible, more comfortable, 

greener and ever more responsive to passenger needs, more comfortable and spacious, with opti-

mized travel time. 

9. Transport on demand 

Suburban and rural areas are different from urban in transport communications. Transport on de-

mand serves areas that are sparsely populated, newly settled, isolated or underserved by local trans-

port networks. It requires telephone booking, usually it is mini bus or electric shuttle which picks up 

a client and drops off close to home. Transport on demand also includes taxis, vans and wheelchair-

equipped mini-vans. 

10. Coach 

 cost control and customized service for regions 

less pollution per passenger mile 

 level of safety as of rail or plane 

 low carbon energy source  

11. Rail 

Main goal: “leverage our knowledge of regional passenger rail to serve all residents and communities 

as soon as the market opens.” 

The other transport modes Veolia Transdev provides are Paratransit, Taxi and Share-ride airport 

shuttle. 

Values of Veolia Transdev 

1. passion  

“Throughout the world, it is passion that fuels the daily commitment of our teams. Supported by a 

company that promotes cultural awareness, diversity and dialogue, each employee performs his pro-

fessional responsibilities with the same entrepreneurial spirit and the same drive to be a trusted part-

ner.” 

2. performance  

“In committing ourselves individually and collectively, our focus is on performance. Constant quali-

ty improvement, risk management, particularly related to safety and high results-based standards at 

all levels: these are the strengths that enable us to create value and offer solutions with real and en-

during benefits.” 

3. partnership  

“Partnership with each client means remaining close at hand, understanding their culture and listen-

ing and exchanging. This proximity allows us to progress, relying on our diverse, collective strength, 
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through dialogue with local public authorities and passengers, to ensure service that anticipates every 

need.” 

4. commitment 

“Faced with the challenges of mobility, we are committed to ongoing innovation, even as we deliver 

on our daily mission. Inventiveness, creativity, applying modern techniques and sharing best practic-

es - this is our commitment. All carried out with a customer centric focus, a sence of social respon-

sibility and economic efficiency.” 

 

Vision of Veolia Transdev: 

“The global benchmark in sustainable mobility.  Veolia Transdev‟s 102,000 employees around the 

world are focused on serving communities and passengers, going beyond simply moving from one 

place to another, ensuring simpler, easier and seamless mobility: mobility that is reliable and innova-

tive, combining quality of service, economic performance and  dedication to the public interest; mo-

bility that unlocks the economic potential of cities and regions while ensuring the preservation of 

our planet; mobility solutions for the benefit of all, today and tomorrow.” 

Goals of Veolia Transdev: 

“Optimize urban assets by clearing downtown areas of traffic congestion using well-designed BRT 

and light rail systems, and drawing on our intermodal expertise to design the best, most strategic and 

efficient networks.  

Protect environmental assets by seriously reducing the impact of our own activities, taking bold new 

steps to encourage the use of public transportation and taking an active role in the public debate on 

climate change. 

Develop human assets by providing quality opportunities for our employees‟ continual learning and 

growth, and by creating vibrant public transit systems that improve quality of life in urban areas.” 

Strategy of Veolia Transdev: 

1) Superior Performance 

Superior Performance in managing transportation services for clients, they aim to manage their op-

erations with excellence, including safety, maintenance, employee development, sustainability, finan-

cial oversight and communication with our clients. They want to be innovative when solving the 

problems and to satisfy their passengers.  

2) Committed Partnerships 

Committed Partnership includes building a long-term trust of the clients, by keeping the promises, 

listening and responding. Veolia Transdev also strives to build authentic partnerships with their la-

bor unions, service providers, vendors and employees. 
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3) Visionary Leadership 

“We are passionate about creating a better life for city-dwellers through well-designed, innovative 

transportation systems. Veolia Transdev does everything to improve the convenience, reliability and 

user-friendliness of public transportation systems, and to enhance quality of city life and mobility. 

They also care about reducing the ecological harm. 

 


