Research Project: Outlines and Methods
1. Research Project Outline

A research team from the National Research University Higher School of Economics (HSE) has conducted a survey entitled “Illegal turnover of goods in the Russian consumer markets and policy measures,” by order of the Association of Branded Goods Manufacturers (RusBrand). This report presents the main research findings and a summary of views presented by the experts and companies’ representatives with regard to major changes in the development of illegal markets in the 2010s.

Research background
Between 2003 and 2011, the HSE conducted a series of surveys of the Russian market for counterfeit goods and parallel imports, under orders from RusBrand
. Some positive trends regarding the reduction of unfair competition and the production and distribution of illegal products were revealed, together with an explanation of the remaining and unresolved problems. 

Issues related to illegal markets have become more demanding since the onset of an economic recession in 2012, which was followed by an economic crisis from 2014–2016.

Previous experience shows that, during times of economic shock, end consumers increasingly seek to economize. In the process, they lower their requirements regarding product quality and the origin of commodities. This creates additional risks for the development of unfair competition in consumer markets associated with tax evasion and infringements of intellectual property rights, and brings direct and indirect losses to the government and businesses alike. It is not surprising that the Federal Customs Service of Russia reported a 50 percent increase in counterfeit goods imported to Russia in 2015
.

Our previous surveys demonstrated that both public authorities and trademark holders have redoubled their efforts to combat grey imports, the distribution of counterfeit goods, parallel imports, and other forms of non-compliance with the law, such as smuggling and the unrecorded manufacture and sales of goods inside the country. Among other measures, a new state commission to fight the illegal turnover of industrial goods was established in 2015. 

At the same time, other state agencies have suggested policy measures that may have controversial effects on the development of consumer markets and the effectiveness of fighting against unfair competitive practices. For example, the introduction of an international regime for the exhaustion of trademark rights has been debated in the Eurasian Economic Union regarding certain categories of commodities. Understanding the ongoing changes in the most sensitive consumer markets for food products, textiles and apparel, and other markets, and conducting an evaluation of policy measures, requires special study.

Research objective

The present study is an analysis of the major illegal markets for consumer products. It addresses tax evasion and the infringement of intellectual property rights, includes an evaluation of policy measures aimed at combating unfair competition, and makes recommendations for the elimination of non-compliance with the law

Research tasks

·  Analyze the main trends in the development of illegal markets for consumer goods, dealing with tax evasion and the violation of intellectual property rights in the 2010s;
·  Examine specific characteristics of the divergent illegal markets for the consumer goods under study;
·  Assess the impact of excise taxes on the development of illegal alcohol and tobacco markets;
·  Assess the direct and indirect losses incurred from the use of illegal products and transactions for the state and leading market sellers;
·  Evaluate major policy measures undertaken and debated on the competitive practices in consumer markets, with a particular focus on outcomes from the introduction of the international regime for the exhaustion of trademark rights for several categories of goods; and
· Elaborate on policy measures that may increase the effectiveness of fighting against unfair competition and illegal market dealers.
Research focus 

The research is focused on the Russian consumer markets for the following categories of goods: 

·  Food products

·  Alcoholic beverages

·  Tobacco products

·  Textiles and apparel

·  Perfumes and cosmetics

·  Body care and hygiene products
·  Cleansers and detergents
Research team

The HSE expert team has been recruited from the research staff of the Laboratory for Studies in Economic Sociology, which was established at the HSE in 2006 to promote research in consumer market analysis. The research team includes Professor Vadim Radaev (the project director), Dr. Elena Berdyshava, Dr. Zoya Kotelnikova, and Dr. Natalia Conroy. 

The Government of the Russian Federation founded the National Research University Higher School of Economics, or HSE, in 1992. Today, the HSE is a national research university and ranks among the leading analytical centers in the fields of institutional economy and market research.

Acknowledgements

We thank all companies’ representatives and experts who took part in this survey for their fruitful cooperation and, in particular, the RusBrand executives Alexey Popovichev and Ekaterina Astafieva for their valuable organizational support.

Confidentiality rules


The HSE research team complies with the accepted rules of confidentiality. All information provided by the companies and experts during the survey process is considered proprietary to the companies and has been handled confidentially. Interview records and other materials obtained from the companies and experts have not, and will not be, transferred to third parties. Respondents’ names have not been used in the report.

2. Research Methods
The subject complexity and scarcity of systematic data on the illegal turnover of products implies that a survey of the same should be based upon a variety of complementary methods for data collection and processing. 

Statistical data

We have used statistical data collected from many open and licensed sources, including databases maintained by the following state agencies: 

·  Russian Federal State Statistics Service (Rosstat) 

·  Federal Service for Alcohol Market Regulation (Rosalkogolregulirovanie) 

·  Russian Federal Service for Surveillance on Consumer Rights Protection and Human Wellbeing (Rospotrebnadzor) 

·  Russian Federal Service for Intellectual Property, Patents and Trademarks (Rospatent) 

·  Federal Customs Service of Russia 

·  Judicial Department, operating under auspices of the Supreme Court of Russia 

We also used statistics collected by international research agencies, including: 

·  Euromonitor International 

·  Nielsen 

·  Comtrade.com 

In some cases, we have computed data from these sources. A balanced method has been applied to confront data on sales and production volumes for the same goods, or the volume of exports to Russia from certain countries and the volume of import from these countries to Russia. In particular, we have used the mirror methodology of the Bank of Russia to confront data on imports into Russia and data on exports from the Russia’s trading partners with regard to all categories of goods. When applying this mirror methodology, we have relied on the International Monetary Fund’s database of international statistics.

Expert interviews

Given the scarcity and, in some important cases, inconsistency of available statistical data, the HSE research team collected additional data specifically for this project. A series of in-depth interviews was conducted with the companies, including Rusbrand officials and experts who deal with the issues related to illegal markets.

In all, 26 interviews were recorded and analyzed (see the questionnaire in the Appendices). Between two and four interviews on each category of goods were collected. We focused on companies that work with the categories of goods under study and approached experts from the main public agencies and private consulting agencies dealing with the issues of economic security and the protection of intellectual property rights.

Standardized survey
The HSE research team has conducted a special standardized survey of company managers representing members of RusBrand, the Association of European Business, and other major trade associations. The survey was devoted to the estimated level of all forms of illegal turnover of goods. We collected 56 compete questionnaires (see the questionnaire in the Appendices); 14 focused on the food products market, 10 questionnaires on the alcohol market, and the remaining categories were represented by two to four respondents.  

Given the small sample size and the diversity of situations across different categories of goods, we use the collected data as standardized expert estimates on certain markets, rather than as statistical data on consumer markets in total. 

Retail price monitoring

The HSE research team used price-monitoring tools to fix the disparities in retail prices between legal and illegal products in the main categories of goods under study. Retail prices were screened from September 1 through October 15, 2016 in three consequent rounds in outlets of diverse trading formats. Repeated screenings were used to eliminate price fluctuations originating from periodic price discounts applied by many companies (i.e., “sale” pricing).

Using expert interviews and analytical reports, we selected leading brands of mass produced goods that are subject to potential involvement in illegal turnover (See Table 2.1).
Table 2.1. Categories of Goods Selected for Retail Price Monitoring
	Market 
	Goods

	1. Food
	Tea (100 bag-boxes)

Ready to drink tea 1 l

Carbonated water 0,5 l

Still water, 0,5 l

Cheese, 1 kg 

Honey, 0,5 kg

	2. Alcoholic beverages
	Whiskey, 1 l 

Vodka, 0,5 l

	3. Tobacco products
	Cigarettes, premium (1 pack, 1 carton)

	4. Perfumes and cosmetics
	Eau de toilette, male 

Shampoo, universal, 250 мl 

	5. Body care products
	Razors
Diapers 

	6. Cleansers 
	Universal cleanser, 500 мl 

	7. Clothing and footwear
	Children’s rubber boots 

Ladies’ Keds (tennis shoes)
Ladies’ sports trousers

	8. Sports footwear and accessories 
	Men’s tennis shoes
Sports bags 


Price monitoring was applied to both brick and mortar and online stores. Brick and mortar stores surveyed include hypermarkets, supermarkets, discount stores, convenience stores, and open-air markets. Prices in “category killers” selling one category of goods were also fixed in some markets (e.g., alcoholic beverages and tobacco products).

The following parameters were used to reveal the origins of selected commodities:

· Country of origin (local production or imported goods) 

· Deviations in labels, names, fonts, etc.
· Presence of other look-alike commodities in the store

· Justifications of lower prices offered by a store (wholesale price, clearance, promotions, commodities “from duty-free stores,” replicas of original brands, etc.)

Results of population surveys

Population surveys are used to gather data from specific sources. The main source of the micro data employed in this survey is the Russian Longitudinal Monitoring Survey (RLMS–HSE), which was established by Demoscope and the Carolina Population Center at the University of North Carolina at Chapel Hill in 1992. It has been conducted with the National Research University Higher School of Economics since 2010. The RLMS–HSE is a nationally representative panel survey of Russian households and individuals that uses multistage probability sampling, with primary sampling units selected from geographically determined strata. The data represent the population from all regions of Russia and all types of residences. In this study, we use the data collected from the annual surveys of households between 1994 and 2015 to trace the percentage dynamics of consumers in different market segments.

Additional data sources

The HSE research team used the results of previous studies by the HSE and other analytical centers, legislative documents, and mass media reports as additional sources for data. Some additional important information was kindly provided by the surveyed companies.
3. Basic Concepts Used in the Survey
Illegal markets are defined as the manufacture and sale of goods associated with noncompliance to existing legislation of the Russian Federation and international agreements. These markets include markets of unrecorded goods, grey and black imports of goods (smuggling), parallel imports of goods, counterfeit and falsified goods, and the use of false documents in violation of conformity assessment procedures.

Unrecorded goods derive from the illegal manufacture and sale of goods carried out by legal or illegal enterprises without reporting to tax authorities for the purpose of tax evasion
. 
Grey imports are goods imported with an intentional underreporting of customs value for the purpose of evading customs duties and VAT payments.

One particular form of grey imports deals with the illegal transfer of goods across the borders of the states that are members of the Eurasian Economic Union; this is aimed at evading tax and excise payments.

Black imports (smuggling) refers to the importing of goods without customs clearance for the purpose of evading customs duties and VAT payments and/or importing illegal products. 

Trademarking is a tool used for ascertainment by registered denominations, logos, and symbols assigned as company property to ensure a level of distinctiveness among groups of homogeneous commodities.

Parallel imports are goods protected by trademarks and imported through an unauthorized channel without the consent of the trademark owners under conditions of the national regime for the exhaustion of trademark rights.

National regime for the exhaustion of trademark rights refers to the exhaustion of a trademark holder’s rights to prevent the re-sale of its products first sold outside of a country within a different country. 

Regional regime for the exhaustion of trademark rights refers to the exhaustion of a trademark holder’s rights to prevent the re-sale within the country of goods first sold outside the region including a number of countries.
International regime for the exhaustion of trademark rights refers to the exhaustion of a trademark holder’s rights to prevent the re-sale within the country of goods first sold in any other part of the world.

Mixed (differentiated) regime for the exhaustion of trademark rights refers to the coexistence of prohibitions of the parallel importing of some goods protected by trademarks and the legalization of parallel importing of other goods protected by trademarks.

Counterfeit goods are goods manufactured and distributed with the unauthorized placement (forgery) of protected commodity trademarks and which infringe on the exclusive rights of registered trademark holders.

Lookalikes are goods manufactured and distributed with the intent of copying and imitating a protected commodity’s trademarks or its elements and the infringement of the exclusive rights of registered trademark holders. 

Falsified goods are goods accompanied by incomplete and/or unreliable information regarding their chemical composition, characteristics, and properties for the purpose of deceiving consumers.

Violation of conformity assessment procedures is the use of false documents confirming the necessary requirements and quality of products (e.g., sanitary accompanying documents, declarations, and conformity certificates). 

4. Main Findings and Conclusions
This study conducted by the HSE expert team demonstrates multiple variations in the level and main forms of the illegal turnover of goods in Russian consumer markets. To combat illegal market activities more effectively, these particular circumstances should be taken into account. Some of them will be reflected in this section; however, it is equally important to draw general conclusions regarding the emergence and functioning of illegal markets and the main factors that facilitate their development. 

New favorable conditions for the illegal turnover of goods

At present, the Russian economy is in a state of economic crisis; this led to the decline of the state’s GDP and the population’s real disposable income. After the years of 2001–2007, when the average annual increase of real disposable income accounted for 10 percent, such growth slowed to 2 or 3 percent, on average, between 2008 and 2013. Then, real disposable incomes decreased by 1 percent in 2014 and 4 percent in 2015.

The economic growth of the 2000s led to a weakening and shrinking of illegal markets by increasing Russians’ real disposable income and heightening consumers’ demands regarding the quality of goods
. However, economic shocks significantly raise the risks of illegal market proliferation. When final consumers confront decreasing real disposable incomes, they start moving towards less expensive goods and become less alert to the origin and quality of these goods. This creates a favorable environment for illegal market dealers. A resurgence of illegal economic activity was observed during the financial crisis of 2008–2009
. The economic crisis of 2014–2016 provides additional evidence of the positive impact of economic shocks on the revival of illegal economic activities. Combined with fiscal measures and administrative regulations, economic shocks typically accelerate the decline of legal sales and their replacement by illegal products. 

In this research project, we have collected a great deal of empirical evidence pointing both directly and indirectly to the aggravation of this problem. The dynamic nature of registered economic crimes associated with the illegal turnover of goods may serve as a good example of indirect evidence. Remarkably, the number of registered economic crimes was decreasing in Russia before 2014, whereas we observed a resurgence of these crimes in 2015 (or slightly earlier). We will soon see if this is a turning point to a new trend. Overall, the increasing rate of economic crimes is not yet significant (3% in total); however, it is much more impressive in some categories of crimes associated with the illegal turnover of goods. For example, the number of crimes dealing with tax evasion increased 1.5-fold in 2015. The number of registered crimes associated with the use of black cash increased by one third between 2013 and 2015. A number of economic crimes dealing with the production, storage, transportation, and sales of goods without adequate markings also demonstrated steady growth. The number of counterfeit goods seized by customs officials almost doubled in 2015 compared to 2014. Since 2011, there has been a great resurgence of illegal alcohol (mostly vodka and pure ethyl alcohol) seized by the police
. This implies that illegal production and sales are trending toward growth in Russia at present.

Overall, the current period of economic shock should be considered favorable for the proliferation of the illegal turnover of goods. 
Main forms of illegal turnover of goods

The illegal turnover of goods has different forms associated with diverse non-compliances with the law. Grey imports are associated with the evasion of customs duties and VAT payments. The illegal transfer of goods across countries can be associated with efforts to evade excise taxes. Counterfeit products and parallel imports deal with the infringement on the intellectual property rights of trademark owners. Falsified goods violate the rights of final consumers. Illegal activities may originate from the absence of licenses for production and sales, or from unrecorded production and sales arranged by legally licensed enterprises.

Illegal products have diverse origins. These products could be imported or produced within the country, made by artisans or industrial plants, and distributed through legal or illegal trading outlets. In this regard, consumer markets differ not only by the scale of illegal turnover, but also by the combination of forms of illegal turnover. Grey imports and smuggling dominate in some areas, such as the market for fur products. Unrecorded production within a country can be critically important in the other areas, such as the market for vodka and other strong spirits. Some markets, like sports clothing and footwear, are vulnerable to penetration by counterfeit goods. 

Illegal markets are dynamic and flexible, and their structure is continuously reorganized as they adjust to the changing environment. Some traditional illegal markets can decline (for example, the market for homemade distilled spirits), whereas other new markets can emerge (for example, the market for counterfeit tobacco products). 

The level of illegal turnover of goods 

Estimating the level of the illegal turnover of goods is not an easy task. Official statistics on the subject are absent, with some minor exceptions, and when they are available, the methods used to obtain the data are not always clear. Above all, available statistics are incomplete and become controversial when diverse sources of data are compared. For these reasons, our understanding of the illegal turnover of goods is mostly confined to indirect evidence, rather than direct measurements of the activity. The use of indirect and incomplete evidence inevitably leads to controversies in interpretation; for example, an increase in the amount of illegal goods seized by the state protection agencies might be interpreted both as an expansion of illegal markets and as a result of the increasing effectiveness of the state’s protection agencies. 

Apart from deficiencies in statistical data, we have to take into account that illegal markets are maintained by very divergent activities that cannot be treated in similar ways and often require different policy measures. Some products are not recorded by the statistics, due to the intentional tax evasion activities of market sellers. Other products are measured by statistics, but do not comply with intellectual property rights. Further, the different forms of the illegal turnover of goods often overlap in business practices. For example, counterfeit goods might be imported via an illegal reduction of the declared customs value (grey importing), or might be produced as unrecorded local products within the country.  

Due to this subject’s complexity, we must combine many analytical methods and multiple data sources to reach an accurate estimate of the level of the illegal turnover of goods. Additional opportunities are created by the new open and licensed databases that contain ministerial and business statistics; these have become available only in recent years. Survey data accumulated over the last two decades give us an opportunity to reveal major trends in consumer goods consumption, but special studies of a variety of market segments should be added. However, when estimating the level of the illegal turnover of goods, researchers remain constrained and must rely largely upon educated guesses and interviews with industry experts. Thus, all figures presented here on the illegal turnover of goods were obtained from a combination of diverse calculations and expert estimations, and from direct and indirect evidence collected from a variety of available sources.   

Many experts addressing these issues have tried to define an overall percentage of the illegal turnover of goods, but such figures do not make much sense. Instead, it is much more important to reveal the mechanisms that bring the illegal markets to life, to trace the main trends of their development, and to examine the factors facilitating their expansion. However, this report does include some general figures before providing illustrative examples regarding different consumer markets.

The HSE expert team surveyed seven consumer markets, accounting for 60 percent of the total Russian retail turnover in 2015. We estimate the level of illegal turnover of goods at these markets as 2.5 trillion rubles. These goods account for about 9 percent of all retail turnover and 15 percent of turnover in the surveyed markets. We should note some caveats regarding these figures, as follows, given that they largely rely on the experts’ estimations.

Comparing the present obtained results with the findings from our previous study
, we must point out that the share of illegal products in the same clusters of consumer markets accounted for about 6 percent of all retail turnover in 2009. Then, the turnover increased 1.9-fold in nominal prices between 2009 and 2015, whereas the estimated level of illegal turnover of goods increased 2.7-fold. This implies that, after the period of the early 2000s when illegal turnover tended to decrease, illegal turnover has been growing at a higher rate in the 2010s. Therefore, its share of retail turnover increased during this period. 
The illegal turnover of goods in different consumer markets 

Turning to different consumer markets, we start with the textile and apparel industries, which are largely exposed to illegal activities. According to estimates by the Ministry of Industrial Production and Trade, illegal turnover accounted for about 30 percent of total sales in 2015. The major trade association Soyuzlegprom estimated the share of illegal turnover in the markets for clothing and footwear at roughly 25 percent in 2015. The Department of Economic Security and Counteraction to Corruption, which operates under the Ministry of Home Affairs, reported that counterfeit goods accounted for 37 percent of sales in the clothing market.  

Taking all existing evidence into account, we estimate the level of all forms of illegal turnover in this industry to be 35 percent. The illegal turnover is structured in the following way. Grey and black imports (smuggling) from countries outside the Eurasian Economic Union account for about 50–60 percent of illegal turnover, grey imports from the Eurasian Economic Union make about 25–30 percent, and unrecorded domestic production contributes 15 percent of all illegal goods. Roughly half of the illegal goods (both imported and domestically produced) are counterfeit products (fakes) that largely overlap with other forms of the illegal turnover of goods. Significant differences are observed across the main market segments, with the lowest level of illegal turnover in the market for footwear and the highest level of illegal turnover in the market for fur clothing.

The alcohol industry presents a second example of a market that is also largely involved in the illegal turnover of goods, in this case often dealing with excise tax evasion. The share of illegal products differs significantly, depending on the market segment. It has grown to more than 40 percent of sales of vodka and strong spirits (and up to almost 60 percent, if homemade alcohol and alcohol surrogates are taken into account). Illegal turnover is approaching 10 percent in the segment of imported strong alcoholic beverages and includes mainly counterfeit goods. The share of illegal wine is close to 10 percent, whereas the estimated share of illegal beer is 3–4 percent.

The illegal turnover of goods is widespread in the markets for perfumes and cosmetics (about 20% of total sales). Most of these illegal goods are imported. Half of the imported illegal goods come from member states of the Eurasian Economic Union, one quarter of goods are delivered from other countries, and the final quarter are delivered as parallel imports of genuine products. Grey imports largely overlap with counterfeit products (about 10–15% of total sales). Regarding the main product categories, the greatest numbers of illegal goods are observed in perfumes and cosmetics (mostly illegal imports from the Eurasian Economic Union and counterfeit goods), and the lowest level of illegal goods is observed in the skin care products segment (with fewer counterfeits and more imports from countries outside the Eurasian Economic Union).  

Some consumer markets are much less involved in illegal economic activities than those detailed above, but illegal turnover is still tending toward growth. The market for tobacco products is a good example. Estimates of the level of the illegal turnover differ in this market; according to Nielsen data, the illegal goods accounted for 2.2 percent of total sales in 2016, with an obviously growing trend. According to Euromonitor International, the percentage of illegal goods accounted for 2.1 percent in 2011 and reached 3.1 percent in 2015. Global tobacco producers estimate the illegal turnover at a level of 3.5–4 percent. Agency INFOLine reported a 4.4 percent illegal sales rate for cigarettes in 2016. These figures differ significantly across the regions of Russia. Some regions are much more involved into the illegal turnover of goods; for example, illegal sales increased from 0.3 to 4 percent in the regions located on the border with Kazakhstan, and from 2 to 12 percent in the regions located on the border with Belarus. 

Some experts claim that, when the illegal turnover of goods exceeds a vulnerability threshold of 5 percent of all sales, it has a critical effect on the market. However, a market comprised of even 2–3 percent illegal products may lead to significant losses for the leading market sellers. These losses are not confined to diminishing market shares, but also include serious damages for their brands. Above all, a rate of even 1 percent falsified goods should be recognized as dangerous, especially if it creates serious risks for consumers’ health. It should also be taken into account that, if conditions are favorable, the illegal turnover of goods can increase very quickly.

Counterfeit goods

Let us turn to a brief overview of the various forms of the illegal turnover of goods, starting with counterfeit products. Systemic data on the issue is absent, but expert estimates by the market sellers vary from 1–2 to 45 percent across different product categories (10–12% on average). The consumer markets can be divided into two clusters in this respect. 

The first cluster refers to goods made by industries in which counterfeit products are widespread and have reached the level 10 to 20 percent saturation. This includes the apparel industry, perfumes and cosmetics, and household chemicals. 

The second cluster is represented by industries with a moderate involvement in counterfeiting that is kept within the limits of 3–5 percent. This includes food products, tobacco products, and skin and hair care products.

Among the food categories, milk products, mineral water, coffee, and tea were the most attractive for counterfeiting between 2013 and 2015, according to data from the Ministry of Home Affairs. The illegal craft production of cheese that is sold as “imported cheese” expanded in 2015. According to RLMS-HSE survey data, 6 percent of alcohol drinkers in Russia consumed counterfeit alcoholic beverages in 2014. According to a nationwide survey, 42 percent of consumers purchased counterfeit clothing in 2012. Three-fourths (75%) of respondents acknowledged that they had bought counterfeit clothing deliberately, whereas the illegal goods’ dealers had deceived the remaining 25 percent.

In contrast to the alcohol markets, which have been involved in counterfeiting since the beginning of the 1990s, counterfeit cigarettes have been almost absent from the Russian market until recently. Counterfeiting accounted for only 0.2 percent of sales in 2013, but has begun to grow and reached about 1.5 percent by 2015.

The experts also draw attention to the increase of “parasitic” products, or look-alikes, in many consumer markets. Perfumes and cosmetics serve as a good example of a market that has confronted this problem in recent years.

Falsified goods

The production and sale of falsified goods with distorted quality and chemical composition are widespread in the market for food products (mostly in the segments of milk, meat, and fish products). The trade association “Soyuzmoloko” reported that falsified goods could make up to 10–20 percent of all sales of milk products. Roughly 40 to 50 percent of fish products are falsified, according to expert estimates (mostly involving the replacement of more expensive fish by less expensive fish products).

Official statistics on goods of inadequate quality and/or dangerous for health can be used as indirect evidence of falsification. The Russian Federal Service for Surveillance on Consumer Rights Protection and Human Wellbeing (Rospotrebnadzor) gathers these statistics by checking on the quality of consumer goods each year. For example, the share of alcoholic beverages of inadequate quality and/or deemed dangerous for health reached 20–40 percent, on average, in the mid-1990s. Since the 2000s, the number of such beverages declined dramatically, to about 5 percent. However, no further decrease in the number of revealed goods of inadequate quality was found between 2013 and 2015, demonstrating that the situation is not improving at present. This concern is backed by the results of Roskachestvo’s most recent survey to check the quality of consumer goods. For example, it was revealed that, in November 2016, 30 percent of inspected semi-sweet sparkling wines deviated from established technical standards.

Grey imports
We used “mirror statistics” to compare customs data on imports to the Russian Federation with the data from other countries’ exports to Russia to calculate the amount of grey imports found in Russia. We determined that the curve reflecting the dynamics of the grey import market between 1994 and 2015 has a shape of turned parabola, which is valid for the total imports and imports from the EU and CIS countries. 

According to our calculations, grey imports, on average, made up about 18 percent of all imports in the mid-1990s, the number increased to 30 percent by the mid-2000s, and later decreased to 4 percent by 2015. This evidence is confirmed by the data provided by the Central Bank of Russia that claims grey imports accounted for an average of 6 percent of all imports from 2013 to 2014. 

Most grey imports come from EU countries. Their numbers increased from 25 to 42 percent from the mid-1990s to the mid-2000s and then decreased to 20 percent by 2015. The fewest grey imports came from CIS countries (with the exception of a fluctuation between 2009 and 2012). However, we should use caution when assessing any statistics on CIS countries, and member states of the Eurasian Economic Union in particular, given that some commodity flows may have been missed. 

The share of grey imports remains at a very high level in some market segments, exceeding 50 percent of total imports (for outerwear and sports clothing) or even exceeding 90 percent (for fur clothing). The market for footwear is relatively more protected from grey imports, accounting for about 20 percent of all imports.

Market sellers reported on a trend of decreasing grey imports during recent years; however, this trend is inhibited by consumers’ intentions to cut costs during recent the years of economic shock. Above all, traditional grey imports have added to the illegal import of goods from the member states of the Eurasian Economic Union by removing internal customs barriers.

Imports from member states of the Eurasian Economic Union have also been used as a tool for evading food embargos imposed by Russia on August 6, 2014 in its relations with the EU. The experience of Belarus is the most important here. Belarus became the leader in supplying milk products to Russia by increasing its cheese exports from 25 to 81 percent and butter exports from 30 to 78 percent between 2013 and 2015. This dramatic change can be explained by the following. First, after the introduction of the food embargo, the Netherlands decreased its exports of cheese and curds to Russia two-fold. At the same time, the importing of cheese and curds from the Netherlands to Belarus increased eight-fold in 2014 and by ten-fold in 2015. Second, Poland decreased its exports of fruit to Russia two-fold in 2014, while its exports to Belarus increased by 68 percent. Belarus, in turn, took a leading export position by increasing its export of large fruits to Russia six-fold between 2013 and 2015. In total, according to data from Rosselkhoznadzor, the export of fruits and vegetables from Belarus to Russia increased almost three-fold between 2013 and 2015. Some of the imported goods were brought to Russia with inaccurate sanitary certificates, concealing the true origin of these goods. These “transit schemes” can be considered a falsification of food products. For example, Rosselkhznadzor reported that more than 40 percent of milk from Belarus contained dried milk, which is prohibited by the technical standards of the Russian Customs Union.

The problem of parallel importing, a practice that is unauthorized by trademark owners, is not so demanding at present, due to devaluation of the ruble in 2014. However, it still occurs in some markets (particularly in the premium segments of perfumes and cosmetics).

Unrecorded production
The import of many consumer goods decreased by 30–40 percent in 2014 and 2015, due to the devaluation of the ruble and the 2014 introduction of the food embargo. This created new opportunities both for legal and illegal market sellers of domestic products. The unrecorded production of many categories of goods started to grow in Russia as domestic production partially replaced grey imports. For example, the surveyed company managers claimed that between 60 and 90 percent of illegal alcoholic beverages are produced within the country, whereas the other illegal goods are imported (mostly from members of the Eurasian Economic Union). Between 30 and 50 percent of illegal tobacco products are also produced domestically. Roughly 70 to 80 percent of illegal detergents are produced in Russian territory, whereas small-scale and individual entrepreneurs from the Eurasian Economic Union import the remaining 20 percent. 
There are specific forms of unrecorded production and consumption in the alcohol markets. Homemade (artisanal) alcohol accounts for 10 percent of all alcohol consumption. More than 80 percent of homemade alcohol can be classified as homemade distilled spirits (samogon). The bulk of all samogon is consumed within the households where it is made, but some is sold in the illegal market. According to RLMS-HSE survey data, 6 percent of those who had purchased alcoholic beverages in the past 30 days reported having bought homemade alcohol (predominantly samogon) from the illegal market. Alcohol surrogates (such as cosmetic lotions and alcohol-containing medicine) represent another type of unrecorded alcohol that is sold legally, but not intended for consumption
. Reliable data on alcohol surrogates is lacking; however, the percentage of adults consuming alcohol surrogates is estimated to be between 3 and 5 percent.

Major trends in the expansion of illegal products

Some general trends have emerged in the course of this research. First, the scale of grey imports and smuggling seems to be decreasing, due to the increasing effectiveness of the State Customs Service and tighter controls over the supply chain imposed by the leading trademark holders. Second, parallel imports are currently less profitable than in previous years, due to the devaluation of the ruble. Third, there is an increasing inflow of illegal goods from the member states of the Eurasian Economic Union, which is stimulated by very significant price differences and the removal of internal borders among these countries. Fourth, unrecorded domestic production has increased in many market segments as a result of the ruble’s devaluation and the introduction of economic embargoes. Fifth, we have observed waves of counterfeiting in a variety of market segments, with the consequent replacement of fakes by unrecorded original products. These are associated with higher quality for consumers and lower risks for illegal dealers. 

Some other important trends should be also delineated:

· The transfer from artisanal production to the industrial production of illegal products;
· The increasing quality of counterfeit goods, including their chemical composition, packaging, and labels;

· The push of illegal production to peripheral regions and settlements with lower control and lowered consumer sensitivity with regard to product quality; 

· The transfer of illegal products from legal retail outlets to illegal ones, and from brick and mortar to online trading channels; and
· The increasing prices of illegal goods aiming to deceive the customers, so that they are unable to use price signals as a means of distinguishing between legal and illegal goods.
Illegal goods pricing
Commodities’ prices serve as an important indirect indicator of the origin of goods. For example, price monitoring conducted by the HSE research team in September 2016 demonstrated price differences between 10 and 50 percent for one liter of whiskey, when we compared between legal and potentially illegal sellers. As for a “duplicate” of a famous whiskey brand (an apparent fake), its price for one liter was more than ten-fold lower than the price of an original, legitimate bottle. During the course of our price monitoring efforts, we found cigarettes sold online at a price that was two or even three times lower than the price charged by legal offline sellers. 

However, we must note that many illegal products are sold at the same prices as their legal counterparts, or that the price disparities between legal and illegal goods are insignificant. These illegal products hide behind legal commodities, making it very difficult for consumers to discern their true origin. For example, differences in the level of retail prices between legal and illegal goods did not exceed 10 or 15 percent for many food products; this limits consumers’ capacity to distinguish between legal and illegal goods.

 We must also note that illegal goods are not necessarily cheaper than legal ones. For example, if certain goods that are not delivered to the country, their parallel import could be more expensive
. At the same time, the market sellers may provide a significant discount on legal goods that renders less expensive than illegal goods, at least for a time. This implies that retail prices do not always produce reliable signals for helping consumers and experts to reveal the true origin of goods. 

Trading channels for illegal goods

Illegal production is not necessarily associated with illegal retailing. A significant number of illegal goods are sold through the legal retailers. For example, about 60 percent of illegally produced alcoholic beverages are sold through legal outlets. The introduction of the Unified State Automated Information System in Retailing, in 2016, will inevitably contribute to the diminishing of illegal turnover in the legal retail sector. As for the illegal retail trade, it still plays a significant role. Agency INFOLine reported that about a quarter of trade outlets in the surveyed cities sold alcoholic beverages without official licenses. In the tobacco market, 13.4 percent of trade outlets, including traditional stores, kiosks, pavilions, and retail markets, sold illegal cigarettes in 2016.

Open-air markets have always been a channel for the distribution of illegal goods, and in recent years municipal authorities have closed many of them.  In total, the percentage of goods sold through retail markets decreased by more than three times (from 26 to 8%) between 2000 and 2015. At the same time, the contribution of chain stores to the retail turnover rate increased from 51 to 56 percent. The diminishing role of open-air markets has contributed to the reduction of illegal sales. This is also valid for non-food categories. According to Rosstat data, the percentage of cleansers and detergents sold through retail markets decreased from 30.6 to 4.5 percent between 2000 and 2014.

However, in some sectors, the market share held by open-air markets remains significant, and the risks of an expansion in illegal turnover remains high, as in the case of clothing and footwear, where retail markets account for 34.4 percent of total sales, and particularly in the case of outerwear garments (40%).  

At the same time, online trade, including cross-border online sales, has become increasingly important for the distribution of all kinds of illegal products
. Given that state control is much less effective online, an increasing number of illegal products have moved to online trading channels. The share of online trade largely depends on the market segments; for example, online sales remain at a minimum level for food products, namely 0.6 percent for packed food and 0.1 percent for non-alcoholic beverages. Russian consumers prefer to buy fresh food in brick and mortar stores, rather than online.

The number of cleansers and detergents sold online is higher (about 1.5%) than food. For some other markets, online trade is becoming increasingly important. According to Euromonitor data, the online sales of clothing and footwear increased from 0.1 to 7.6 percent between 2011 and 2015, and the percentage of sports clothing and footwear sold online has reached 6.1 percent. Online sales of perfume increased from 2.7 to 8.1 percent between 2010 and 2015.

Russian law bans online sales in some markets; however, they continue to grow as an entirely illegal activity. For example, in the alcohol market, there are special websites illegally selling alcoholic beverages in significant amounts. About 70 percent of these products are counterfeited; 30 percent of them have been smuggled, sometimes via theft from duty-free shops.

Favorable environments for the distribution of illegal goods

The expansion of illegal goods is normally based on three major preconditions: high profitability, a reduced risk of serious punishment, and consumer demand for illegal products. 

The profitability of illegal economic activities is defined by the capacity to produce and distribute goods of similar composition and quality, but with lower costs and higher gross margins. It is remarkable that the profitability of illegal activity normally increases when excessive economic and administrative barriers are imposed on legal production (e.g., taxation load, administrative restrictions). The existence of such barriers provides a competitive advantage for illegal dealers to avoiding these barriers effectively. On the contrary, the removal of excessive barriers for legal market sellers undermines the economic conditions for illegal dealers

Along with the positive incentives for illegal dealers (i.e., profitability of shadow business), negative incentives are also important. Negative incentives are defined by the level of risk of a product’s seizure and distributors being seriously punished. If administrative and criminal liability are low, and punishments can be easily avoided due to the ineffectiveness of protection agencies or corruption, the probability of the expansion of illegal markets is higher.

Finally, it is important to understand to what extent final consumers are ready to buy illegal products. They could purchase illegal goods out of ignorance resulting from the direct cheating by the sellers, or due to their tolerance for infringements of the law. This tolerance could be derived from a willingness or desire to save money by purchasing cheaper goods of similar quality. Tolerance could also demonstrate indifference to the origin of goods and tax-evading activities, if the use of these goods is not damaging to one’s health. 

The surveyed experts brought to light many examples of how illegal dealers adjust to changing purchasing demands by switching among different brands and categories of goods; For instance, they expand into different market segments, including premium and mass production trademarks. However, illegal dealers mostly focus on three types of targets: goods of mass production, well-known brands, and market segments in which an increase of sales has been observed or is expected in the near future.

Impact of fiscal measures on the illegal turnover of goods 

Illegal economic activities may be encouraged by the fiscal measures aimed at increasing tax revenues or restraining the consumption of certain goods. The experience of excise taxes on alcoholic beverages and tobacco products in Russia is highly relevant here. 

The logic of the process is as follows. The accelerated growth of excise taxes in the 2010s led to an immediate increase of retail prices at similar or slightly lower rates. In turn, this resulted in a decrease in sales of legal goods and their replacement by illegal goods. There is a latent price threshold beyond which consumers start moving away from their customary goods to look for less expensive substitutes, including goods of suspicious origin. Usually, decreasing sales of legal goods are only partially replaced by illegal substitutes. However, the expansion of illegal products could be significant and contribute to the further decline of legal sales. Finally, despite increasing excise rates, the collection of excise taxes for the state budget decelerates and, after some point, starts decreasing in both relative and absolute terms.

The alcohol industry may serve as a good illustrative example here. Between 2011 and 2014, excise tax rates increased 2.4-fold on strong spirits, 2-fold on domestic wine, and 1.8-fold on beer. Accordingly, during this same period, average retail prices demonstrated a 2.4-fold increase on vodka and a 1.4-fold increase on domestic wine and beer, whereas the real disposable income of the population increased by 7 percent. This, in turn, contributed to the decline in sales of legal alcoholic beverages packaged in liters between 2012 and 2015, at a rate of 26 percent in total, on vodka and strong spirits by 37 percent, brandy by 25 percent, low-alcohol cocktails by 63 percent, beer by 20 percent, and wine by 7 percent. As for the collection of excise taxes from vodka and strong spirits, the increase of revenues to the state’s consolidated budget amounted to only 9 percent in 2014, and it decreased by 12 percent in 2015 (-40 billion rubles). Revenues collected from excise taxes on beer declined by 9 percent in 2015. State budget revenues from excise taxes on wine also decreased by 9 percent in 2015.

In turn, the increases of excise taxes and retail prices stimulated the expansion of the illegal and unrecorded goods market. As it was pointed out in previous sections, the market percentage of illegal vodka and strong spirits exceeded 40 percent and, in the segments of strong imported alcohol and wine, it approached a sensitive threshold of 10 percent.

The tobacco industry faced similar problems, but on a much smaller scale. The minimal combined rate of excise tax on cigarettes increased 5-fold between 2010 and 2015, and the average retail price of domestic cigarettes increased 3.5-fold, while foreign-trademarked cigarettes saw their prices increase 2.1-fold during these years. The number of legal cigarettes sold in kind decreased by 21 percent between 2010 and 2015, giving way to the illegal turnover of tobacco products, which grew from less than 1 percent to 4 percent of total sales. 

As for the collected excise taxes on cigarettes, state budget revenues increased only 3.6-fold from 2010 to 2015. The collected revenues continue to grow, however, and a turning point could be reached soon. There is a sensitivity threshold beyond which final consumers start searching for less expensive goods, including those of suspicious origin. Normally, diminishing sales of legal products are only partially replaced by illegal substitutes, but this replacement might have a significant effect by stimulating a further decline in legal sales.

Impact of regulations on the illegal turnover of goods 

Illegal markets resemble a warped mirror, reflecting the dynamic of the legal markets in a distorted way. Thus, the regulation of the legal markets is critically important for illegal markets’ development.

Excessive regulations imposed on certain consumer markets may become an important factor that stimulates the growth of illegal markets. Some of these regulations could be aimed at restraining illegal activities, but their practical enforcement will primarily affect legal sellers, not illegal dealers. These regulations may limit consumers’ access to certain commodities (e.g., bans on the open layout of cigarettes in trading outlets) or impose restrictions on sellers (such as bans on the sale of alcoholic beverages at nighttime). Given that these restrictions are effective only for the legal sellers, excessive regulations contribute to an expansion of illegal markets and provide illegal dealers with additional competitive advantages.

The level of risk, as estimated by the illegal market sellers, is also important. It is largely defined by the punishments prescribed by administrative, civic, and criminal legislation, and even more by the effectiveness of the state protection agencies charged with enforcing the existing legislation. If the control is weak due to corrupt activities of the enforcement agencies or the abstinence of the leading market sellers, it may attract illegal dealers who move fast from one region to another and from one category of goods to another.

Lack of harmonized policy measures across states

The lack of policy measure harmonization across different member states of the Eurasian Economic Union, substantive disparities in retail prices on similar goods, and different levels of control over supply chains all have a significant impact on the increasing rate of illegal goods transfers across national borders. The removal of internal borders and customs control over goods moved among the member states of the Eurasian Economic Union has become a significant factor enabling the inflow of illegal goods to Russia from these countries, especially in border regions.

Disparities in the level of excise taxes collected in 2016 may serve as a good illustrative example. If compared to Russia, the excise tax rate on strong spirits recalculated in Euros is almost two-fold lower, and on beer and wine four-fold lower, in Kazakhstan. Differences in excise tax rates between Russia and Belarus are more than 10 percent on strong alcohol and wine and 70 percent on beer. Excise tax rates on strong alcohol and beer in Kyrgyzstan are lower by 70 percent than in Russia.

In the tobacco industry, retail prices in Russia are three to four times higher than in the other member states of the Eurasian Economic Union, which is largely due to a rapid increase in cigarette excise taxes in Russia. For example, in 2016, the excise tax on cigarettes in Russia was 22 to 38 percent higher than similar taxes on relatively expensive foreign cigarettes in Belarus. As for less expensive domestic cigarettes, the difference in the excise tax rates between Russia and Belarus was 330 percent, provoking significant disparities in retail prices. Russian excise taxes on cigarettes exceed the excise taxes in Kazakhstan and Kyrgyzstan by 70 percent and 130 percent, respectively. Armenia is noted for its extremely low excise taxes on cigarettes.

Apart from evident differences in the scale of economies and price levels in the member states of the Eurasian Economic Union, the efforts to protect corporate trademarks are also quite different from one country to the next. According to Eurasian Economic Commission data, the annual number of trademark registration requests submitted to the Russian Federal Service for Intellectual Property, Patents and Trademarks (Rospatent) between 2012 and 2014 exceeded the number of applications submitted to similar state bodies in Belarus and Kazakhstan by 5-6 times, in Kyrgyzstan by 18 times, and in Armenia by more than 30 times. As for already registered trademarks, their number in Russia between 2012 and 2014 was 3.5 times greater than in Belarus, 6 times greater than in Kazakhstan, 12 times greater than in Kyrgyzstan, and 25 times greater than in Armenia. In addition, the number trademarks registered in Russia at the Customs Register of Intellectual Property Objects exceeded the level of similar indicators of all other countries from the Eurasian Economic Union by 100 times.   

Leveling these conditions will require a significant amount of time.

Major losses caused by the illegal turnover of goods

The expansion of illegal markets brings significant losses to legal market sellers, the state budget, and final consumers. First, leading market sellers lose the market share grabbed by illegal dealers. Second, leading sellers face damage to their brands caused by counterfeit products and look-alikes. Deceived consumers may switch to other brands and alternative categories of goods. Third, additional losses derive from the necessity of holding down prices or using extra price discounts. Fourth, there are direct costs associated with combating illegal activity by revealing and identifying illegal products, persuading protection agencies to enforce the law, and initiating legal cases against market sellers who do not comply with the law.  

The state faces a significant loss of collected revenue for the consolidated budget, because some illegal activities are also often accompanied by tax evasion (via counterfeiting or parallel imports), or are primarily aimed at tax evading (grey imports, unrecorded production and sales). It is not easy to estimate the total losses of the state, but it is evident that they account for hundreds of billions of rubles. 

Let us illustrate this situation with a few examples. According to data from the Association of European Business, losses from grey and parallel imports could be up to $3 billion per year. Other experts have reported that the consolidated budget of the Russian Federation loses about 200 billion rubles annually due to the grey importing of clothing. Total losses to the Russian consolidated budget from illegal alcohol production are estimated as 150 billion rubles per year. Agency INFOLine has calculated the losses of retailers selling legal tobacco products as 45 billion rubles, and losses to the state budget from tax evasion at a level of 20 billion rubles.

Apart from direct losses, the proliferation of illegal markets creates negative incentives for economic actors by decreasing the attractiveness of the Russian economy for global and domestic investors, for R&D, and the localization of production by global companies. This leads to a reduction in highly paid jobs, a circumstance that is not compensated for by an increase of employment in illegal markets.

As for final consumers, they suffer when they purchase counterfeit or falsified goods, as they are faced with distorted quality and deteriorated services. Being seduced by lower prices, consumers buy commodities of suspicious origin. They are often deceived with regard to the properties of these commodities; this can be particularly devastating when the use of an illegal product is associated with serious health risks or, sometimes, risks to the consumers’ lives. 

Apart from direct losses, the illegal turnover of goods provides an indirect negative impact by weakening the legal sectors of the economy, reducing the numbers of highly paid and secure jobs, and decreasing the production of public goods. 

Combating illegal markets

The government of the Russian federation took serious measures to combat the development of the illegal turnover of goods between 2014 and 2016. Specific legislation was tightened, and definitions of “serious” and “very serious” crimes were changed to prompt protection agencies to be more alert with regard to illegal activities (the thresholds for alcohol and tobacco products were, for example, set lower than in all other markets). Criminal liability for the smuggling of goods, including their transportation and storage, was revived. Penalties for the production, purchase, storage, transportation, and sales of goods without adequate marking were also stiffened, and liability was tightened for the illegal use of goods with protected trademarks. An experiment with the marking of fur products was launched.

Some positive results have been achieved in fighting illegal activities. The state’s control and protection agencies have become more effective in their enforcement practices, bringing about the following outcomes between 2004 and 2015:

·  The number of legal administrative cases initiated regarding the illegal use of trademarks against infringing companies by the Customs Service increased more than seven-fold. 

·  The number of arbitration trials regarding the illegal use of trademarks increased more than ten-fold.

·  The number of market dealers punished by the courts of general jurisdiction and according to the Administrative Code increased almost seven-fold.

·  The number of market dealers convicted for the illegal use of trademarks according to the Criminal Code increased 14-fold. 

The most significant growth of sanctions was observed prior to 2010. Then, the number of cases stabilized, but at a historically high level.

Leading companies have become more active in the protection of their trademarks in recent years. The number of applications made to the Russian Federal Service for Intellectual Property, Patents and Trademarks (Rospatent) increased 1.5-fold between 2004 and 2015, and the number of trademarks registered in Russia in the Customs Register of Intellectual Property Objects increased almost ten-fold during this same period. The categories of goods surveyed in this study account for 73 percent of all trademarks registered in the Customs Register. Food products (15%), textiles and apparel (14%), and alcoholic beverages (13%) are the most actively protected categories. The number of companies that registered their trademarks also increased between 2011 and 2015, though the average number of registered trademarks per company decreased.

Despite these positive changes in legislation and enforcement practices, the adopted measures also are insufficient constraints for the illegal turnover of goods. Additional policy measures are required.

Main economic policy principles

Specific measures aimed at combating illegal economic activities in the consumer markets have been formulated in the different sections of this study. In this section, we focus on the general principles that should constitute these policies in the field.

First, it is important to improve economic and institutional conditions for the legal market sellers consistently, or at least to prevent these conditions from deteriorating. Excessive regulations and restrictions should be avoided, given that only legal sellers comply with these regulations; illegal sellers often do not comply, therefore obtaining additional competitive advantages. The state’s regulatory policies should be more transparent and not allow for abrupt, unexpected changes capable of provoking explosive price increases and distortions in value chains. For example, fiscal measures dealing with the increase of excise and other tax payments should be introduced gradually after the assessment of their expected impact on legal markets. Overall, it is reasonable to avoid additional regulations and tax burdens during the years of economic shocks
. Economic policies should also avoid measures that stimulate illegal economic activity as a by-product, as might happen, for example, in case of the proposed legalization on parallel imports
.

Second, regulations should be more targeted on illegal market sellers. The point is that, very often, additional restrictions are imposed on the whole market. As a result, the state’s controlling agencies largely focus on the activities of legal market sellers who operate in their sight, thereby increasing the transaction costs of legal businesses while illegal market sellers easily escape these inspections. 

The main policy objective should be to raise sanctions, including administrative, civic, and criminal liabilities, specifically aimed at illegal market dealers. The most critical issue is to increase the effective enforcement of the existing legal norms by the state protection agencies. If regulations are not properly enforced, it may lead to the opposite results, namely, to the proliferation of the illegal economic activities that have a parasitic effect on the growing transaction and transformation costs of legal businesses. 

We should emphasize that the problem of the illegal turnover of goods can hardly be resolved as a domestic issue of the Russian Federation at present. The policies of all member states of the Eurasian Economic Union should be much more coordinated and harmonized, particularly in the fields of excise taxes and the protection of intellectual property rights.

Given that the expansion of illegal activities has been observed in the growing online marketplace, this trading channel deserves much more attention from the state regulators.

Technological systems aimed at recording sales and tracing the origins of goods is attracting a particular level of attention at present. They are being implemented in different forms, including the Unified State Automatic Information System (ЕГАИС) in the alcohol industry, and RFID marking for fur products. However, significant costs to the state and businesses should be taken into account. Decisions regarding these recording and tracing systems should be made after careful expert evaluation and detailed discussion with the leading market sellers. 

The attitudes of the leading market sellers and their trade associations play a significant role in the struggle against illegal markets. They should not wait until the illegal turnover of goods grows to a critical point. Indeed, many leading companies have made serious efforts to combat illegal market activities. They coordinate their actions with the state protection agencies and initiate legal cases against those market players who are infringing on the law. 

We have to conclude that struggling against illegal markets is a complex and embedded phenomenon that cannot be confined to separate regulatory measures and periodic campaigns. It would also be naïve to expect a fast positive outcome of this struggle. Multiple complementary measures should be used in a course of long-term, systemic work aimed at improving economic conditions for the legal market sellers and more target-oriented measures should be implemented against the varying practices related to the illegal turnover of goods in major consumer markets.
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