
183

Background
Around ten years ago, the Russian 
Government and legislators started      
to adopt measures aimed at increasing 
domestic production of goods and 
reducing the country’s dependency on 
foreign goods. The events, which took 
place in Ukraine in 2014, further 
reinforced these measures as it became 
more obvious that it is very dangerous 
for the country’s economy to be overly 
dependent on imported goods that     
(i) could be cut off at any time             
by sanctions; and (ii) are subject to 
currency exchange rates volatility.

Initially, the government’s policy was 
simply aimed at import substitution     
by removing foreign goods from the 
Russian market and imposing 
restrictions on imported goods so that 
domestic goods would take their place. 
However, it quickly became clear that it 
was necessary to simultaneously attract 
foreign direct investments and provide 
incentives for foreign companies to 
localise their production in Russia.

Currently, a weak Russian rouble, 
relatively cheap and qualified local 
labour force, a free access to the CIS 
markets1, including the country’s deeper 
integration with Armenia, Belarus, 
Kazakhstan and Kyrgyzstan, which are 
members of the Eurasian Economic

Import substitution and production 
localisation in Russia 

Union (the “EEU”), together with the 
incentives implemented by the Russian 
Government, have made the country  
an attractive place for production of 
goods.

Measures affecting goods 
importation and current import 
substitution legislation
The Russian Government has adopted 
plans for import substitution in more than 
20 economic sectors. Most of these plans 
initially envisaged a gradual reduction in 
the level of foreign industrial products 
used in Russia and their replacement by 
domestic goods by up to 50-100% by 
2020. Now these plans are under review 
with the aim to set additional indicators 
to be achieved by 2024 and even 2030.  
Similar action plans (or “road maps”) 
have also been adopted in more than    
30 regions in the country.

Also, the government has created a 
Government Committee for Import 
Substitution to coordinate the actions  
of the federal, regional and municipal 

Im
po

rt
 s

ub
st

itu
tio

n 
an

d 
pr

od
uc

tio
n 

lo
ca

lis
at

io
n



184  |  Doing business in Russia

Im
po

rt
 s

ub
st

itu
tio

n 
an

d 
pr

od
uc

tio
n 

lo
ca

lis
at

io
n 

authorities and private companies 
involved in the implementation of the 
import substitution policy. Similar
committees (expert councils) have also 
been set up at regional level. At the 
moment, these committees’ activities 
are, however, limited mostly to regular 
meetings and briefings.

Some protective measures aimed at 
limiting the import of foreign goods 
were implemented within the 
framework of the Industrial Policy Law2. 
In 2015, this law abolished the principle 
of treating domestic and foreign goods 
equally during state procurements of 
goods, as well as procurements by 
state-controlled companies by giving 
preferences to locally-produced goods. 
This concept has been further 
developed in the Procurement Law3 and 
the Law on Procurement by State-
owned Companies4.

Apart from these general import 
substitution measures, the Russian

Government has also implemented 
politically motivated sanctions and 
counter-sanctions against goods from 
the US, EU, Ukraine and Turkey.

Some organisations making state orders 
occasionally try to overcome these 
restrictions by placing additional 
technical requirements on the goods 
that are procured in public tenders, 
which can only be met by foreign 
goods. However, the Russian anti-
monopoly authorities monitor such 
practices in order to prevent them.

Commonwealth of Independent 
States Free Trade Area (CISFTA)
*  Since 1 January 2016 does not apply 
to Ukraine
**Since 2 January 2016 does not apply 
to Russia
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Import restrictions on Russian 
authorities’ procurements 
Generally, under the Procurement Law, 
the state and municipal authorities may 
purchase both domestic and foreign 
goods. However, for bidding purposes, 
some goods from the EEU enjoy a 15% 
pricing preference over goods5 from 
other countries.

There are also certain types of foreign 
goods that can only be procured when 
there are no domestic or EEU analogues. 
The number of such goods  is constantly 
increasing. So far, this prohibition applies 
to the following sectors:

 — military equipment;
 — vehicles;
 — clothes and shoes;
 — electronic goods;
 — medical equipment;
 — pharmaceutical products; and
 — food products.

In some cases, foreign goods are not 
disqualified at the beginning of public 
procurement tenders. Such foreign goods 
are rejected only if two comparable 
Russian goods participate in a tender (the 
“third odd one out” rule). The lists and 
categories of prohibited goods are 
compiled and amended according to the 
Decrees of the Russian Government.

Import restrictions on procurements 
by state-owned and some private 
companies
Any companies which are controlled 
primarily by state or municipal authorities 
are deemed to be state-owned. State-
owned companies’ procurements are

regulated separately from authorities’ 
procurements.

Although the Law on Procurement by 
State-owned Companies does not 
formally introduce any prohibitions or 
place restrictions or limitations on 
purchases made by private companies 
(save for express exceptions), the state 
may prescribe under Decrees of the 
Russian Government that such 
companies must first procure Russian 
goods rather than goods of foreign 
origin.

In practice, it is becoming increasingly 
common for some large “quasi-state” 
companies (in particular, in the oil & gas 
and railways industries) to set certain 
restrictions and limitations on foreign 
goods on the basis of their internal 
regulations, even if they are not legally 
obliged to do so. 

In other cases, even if private companies 
are selling goods to other private 
companies, the sellers may indirectly 
become subject to restrictions if the 
buyers are ultimately dealing with the 
public sector. That is, if the private 
buyer of goods ultimately supplies state 
authorities.

This protectionist regime is also imposed 
on private companies that implement 
investment projects that are subsidised
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by the Russian state and listed in the 
Investment Projects Register. Such private 
companies may not procure certain 
industrial products without obtaining the 
consent of the Government Committee 
for Import Substitution.

Russian sanctions and other trade 
protectionist measures
In addition to the general non-country 
specific limitations on foreign goods, 
Russia has also imposed certain country-
specific sanctions and counter-sanctions 
on some foreign goods.

In response to the economic sanctions6 
imposed mainly by the US and EU, Russia 
has imposed an embargo (through the 
Executive Orders of the Russian President 
and Decrees of the Russian Government) 
and closed most of its food market to 
food items and agricultural goods from 
the US and EU and also from other 
countries (Canada, Australia, Norway, 
Ukraine, Albania, Montenegro, Iceland 
and Liechtenstein).

The banned goods, according to Russian 
Government Decree No. 778 dated       
7 August 2014, include certain 
agricultural products, raw materials and 
food items, which are originating from 
the above-listed countries, namely:

 — meat (including beef, pork and 
poultry) and meat products (including 
sausages) fresh, chilled or frozen;

 — fish, shellfish and seafood;
 — milk and dairy products (including 

cheese and curds);
 — vegetables, edible roots and tuber 

crops;

 — fruits and nuts.

However, beef, poultry, frozen and dried 
vegetables, which are used for making 
baby foods, as well as some other goods, 
were subsequently excluded from the list 
of food items that are under embargo7.

Moreover, at the end of 2015, as a 
result of political tensions with Turkey 
due to the shooting down of a Russian 
fighter jet near the Syrian border, Russia 
also imposed8 a raft of sanctions on 
Turkish companies, goods and froze its 
bilateral cooperation with the country. 
The subsequent improvement in their 
bilateral relations has enabled Russia to 
review and partially lift its sanctions 
against Turkey.

There are also worldwide tariff wars 
that affect Russia. For example, the    
US has increased its import tariffs       
on Russian aluminium and steel, while 
Russia, as a retaliatory measure, has 
increased its import tariffs on some    
US goods, such as road construction 
equipment.

The Russian Government has repeatedly 
said it will continue to respond 
proportionately to any similar 
“unfriendly” actions. The latest example 
of such reaction by the Russian 
Government was the banning of 
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a number of goods of Ukrainian origin 
or goods transiting through the country 
to Russia in December 20189. The ban 
was a response to the Ukrainian 
Government’s imposition of import 
restrictions on Russian goods earlier 
that year. The Russian ban affects food 
products, construction materials, 
machinery and equipment (including 
spare parts), such as tractors, turbines, 
cables and agricultural equipment. 

Other measures
Two Russian agencies, the Federal 
Service for Surveillance on Consumer 
Rights Protection and Human Wellbeing 
(“Rospotrebnadzor”) and the Federal 
Service for Veterinary and Phytosanitary 
Surveillance (“Rosselkhoznadzor”), can 
also impose restrictions on the 
importation of certain goods, most often 
food products, which fail to meet the 
country’s standards or safety 
requirements. Although formally aimed 
at protecting consumers, this mechanism 
is, in practice, often used by the Russian 
authorities against foreign goods for 
political reasons. For example, restrictions 
are implemented on food products from 
Ukraine, Moldova, Poland, Turkey and 
other countries from time to time.

Localisation incentives
Along with the above restrictive 
measures, the Russian Government and 
legislators have created several incentives 
for foreign companies to localise their 
goods in Russia by opening production 
plants in the country, instead of simply 
importing their goods from their 
factories in other countries.

The main types of incentives are:
 — goods produced in Russia are not 

subject to the restrictions imposed 
on imported goods;

 — tax benefits10; and
 — subsidies.

The “Made in Russia” solution
Given the significant share of the public 
sector, especially when combined with 
the procurements of goods carried out 
by state-controlled companies, the 
restrictions imposed on imported goods 
effectively and significantly limit the 
access of importers of foreign goods, 
except those involved in consumer 
goods, to the Russian market.

Accordingly, foreign companies whose 
goods are subject to restrictions can 
maintain their shares or get full access  
to the Russian market if they open 
production plants in the country. Such 
plants can use imported components. 
However, they must carry out 
production activities that will allow their 
end products to be classified as 
“domestic” goods.

The EEU’s customs laws and regulations 
generally determine whether products 
may be regarded as Russian goods.      
A product is assigned a certificate of 
Russian origin if it is fully manufactured 
or is “sufficiently processed” in the 
country.
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There are two main criteria for defining 
sufficient processing:

 — formal criterion: as a result          
of processing, one product is 
transformed into another in such     
a way that, according to the 
classification of goods for customs 
purposes11, leads to a change in the 
first four digits of the product’s 
classification code (e.g. a plank, 
which has code No. 4407, is 
manufactured into a wooden box 
with code No. 4415);

 — value criterion: this is when 
industrial or technical processing 
leads to a certain percentage of 
added value increase in the finished 
product, compared to its 
components. There are specific rules 
as to how to calculate such added 
values for different types of goods 
(e.g. not all assembly works may 
count towards added value for the 
purposes of considering end 
products as “domestic” goods).

The Russian origin of goods is 
confirmed12  in the following ways:

 — by an ST-1 Certificate, which is issued 
in accordance with the Agreement 
on the Rules for Determining the 
Country of Origin of Goods in the 
Commonwealth of Independent 
States, which was adopted in Yalta 
on 20 November 2009;

 — by an expert opinion of the Russian 
Chamber of Commerce; or

 — under a special investment contract 
that was signed with the 
manufacturer. 

General direct investment 
incentives
Quite a few direct investment incentives 
are available in Russia, for example:

 — entering into special investment 
contracts (SPICs), which are now 
being rebooted into SPIC 2.0 due   
to the low efficiency of the initial 
version13;

 — obtaining the status of a regional 
investment project;

 — locating production in an industrial 
park;

 — locating production in a production 
cluster;

 — becoming a resident of a special 
economic zone14;

 — claiming benefits provided by          
a bilateral investment treaty; and/or

 — obtaining subsidies from the state 
budget. 

These instruments may sometimes 
overlap and synergise with each other.

Sector-specific impact of import 
restrictions and localisation 
requirements
Whereas the general rules on import 
restrictions and localisation are the same,
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certain concepts, such as the criteria of a 
unique foreign product (meaning it has 
no equivalents in Russia), sufficient 
processing criteria and procurement 
restrictions may vary, depending on the 
industry sectors. For instance, as outlined 
below, the following sectors have their 
own specific criteria:

 — mechanical and electrical 
engineering and metal industries;

 — food products and food processing;
 — construction machinery;
 — automotive industry;
 — information and computer 

technologies; and
 — medical products and 

pharmaceuticals.

Mechanical and electrical 
engineering and metal industries
For some types of industrial products, 
the production process must satisfy 
specific criteria established by Russian 
Government Decree No. 719 dated     
17 July 2015 for a product made in the 
country to be classified as ‘domestic’. 
Such requirements depend on the types 
of products involved. The most 
frequently used criteria require:

 — certain industrial operations to be 
carried out in Russia;

 — a manufacturer to have sufficient 
rights to the relevant design and 
technical documentation;

 — the percentage of foreign-made 
components used for manufacturing 
the product to be gradually reduced 
from 50% to 10%.

Food products and food processing
The imposition of import restrictions

and sanctions on a wide range of 
foreign food products in a very short 
time adversely affected the local market 
as it was not ready for such negative 
developments. This led to a rise in prices 
and a reduction in the variety and 
quality of agricultural products and 
foodstuffs in the country.

However, with time, the ban of on 
foreign food items led to a significant 
increase in local food production and 
ongoing boom in the industry. Probably, 
this was one of the few industries in 
Russia that showed real and significant 
growth as a result of the government’s 
protective measures.

Preferential treatment
Russian Government Decree No. 832 
dated 22 August 2016 (as further 
amended) stipulates a list of 27 types of 
food products that enjoy a preferential 
treatment in public tenders if they are 
manufactured locally. According to this 
Decree, public authorities, when 
procuring food products included in the 
list, are obliged to reject any bids from 
manufacturers whose products are not 
made in the EEU, if there are two or 
more bids for the supply of the same 
food products that originate from the 
EEU (the “third odd one out” rule).

The list of foreign food products, which 
are restricted for public procurements, 
as approved by Decree No. 832, 
includes fish, shellfish, seafood, meat 
(beef, pork and poultry) fresh, chilled or 
frozen, dairy products (cheese, butter 
and milk), as well as sugar, salt, rice and
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wine. Also, the general price discount 
preferences apply for tender purposes.

Federal Law No. 264-FZ “On the 
Development of Agriculture” dated     
29 December 2006 establishes a raft   
of incentives and support measures, 
such as subsidies, refinancing of loans 
and tax incentives, for local food 
producers.

Sanctioned goods
All the sanctioned goods (listed in 
Russian Government Decrees No. 778 
and No. 1296) are blocked from 
entering the country by customs officials 
at the border (save for their transit 
transportation). Such goods are subject 
to immediate destruction.

Although Russia is a member of the 
EEU, it prohibits importing or reselling 
banned food products through Belarus 
and Kazakhstan (the two members of 
the EEU that did not support the ban), 
provided that the ultimate destination 
of such products is Russia.

There have been some discussions 
about the liability of local retailers, who 
sell banned products, and some draft 
bills were prepared, but no legislation 
has been adopted to date.

Banned goods which are processed in 
Kazakhstan or Belarus for subsequent 
sale in Russia are not prohibited from 
entering the country. However, the level 
of processing required in such case has 
to be significant enough to justify a 
change in the country of origin of such

goods (as indicated by a special 
certificate of country of origin issued by 
the Belarusian or Kazakhstani 
authorities). This means that simple 
re-labelling or re-packaging of banned 
goods in Belarus or Kazakhstan does 
not resolve the issue. Besides, 
processing may not be suitable for many 
banned goods or could require some 
additional investments.

Special criteria for obtaining            
a certificate of country of origin
The countries of origin of agricultural 
products and foodstuffs are determined 
according to the general rules and 
criteria of sufficient processing as 
established by the Agreement on the 
Rules for Determining the Country of 
Origin of Goods in the Commonwealth 
of Independent States dated               
20 November 2009.

Specifically, it is expressly stated that the 
following goods are considered as 
originating from an EEU member state:

 — vegetables that are produced or 
picked (harvested) in an EEU 
member state;

 — animals born or raised in an EEU 
member state and products made 
from these animals in such state;

 — products of hunting and fishing      
in an EEU member state; and 

 — goods made from any of the above 
listed products.

There are, however, specific criteria for 
some types of goods (e.g. beef meat, 
meat products, dairy products, bread, 
chocolate, juice and wine). For such
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goods, the ad valorem rule (mainly 
50%) can be applicable as a separate 
condition, or together with the 
requirement to fulfil certain other 
conditions and perform certain 
industrial and technological operations.

It is worth mentioning that the following 
operations (specific to food production) 
do not meet the requirement of 
sufficient processing:

 — milling and polishing cereals and rice;
 — colouring sugar;
 — peeling, seeding and cutting fruits, 

vegetables and nuts; and
 — slaughtering and meat cutting.

Construction machinery
According to Russian Government 
Decree No. 656 dated 14 July 2014, 
certain types of foreign construction 
machines are not allowed to take part  
in public goods procurement tenders.

Russian Government Decree No. 2781-r 
dated 31 December 2015 applies to 
state-owned companies and listed 
companies. The Decree lists construction 
machines that cannot be bought by 
such companies without the consent of 
the Government Committee for Import 
Substitution.

This list includes, amongst others, 
bulldozers, tractors, excavators, graders, 
loaders and road rollers. The adoption 
of the list has led to an increase in 
tender prices (by up to 40%) and a 
reduction in the variety and quality      
of procured products.  

Special criteria for obtaining            
a certificate of country of origin
There are specific criteria, established by 
Russian Government Decree No. 719 
dated 17 July 2015, for some types of 
construction machines (e.g. bulldozers, 
tractors, excavators, graders, loaders and 
road rollers). These criteria vary, 
depending on the types of products. The 
most commonly used criteria require:

 — certain industrial operations        
(e.g. assembling, welding, painting)       
to be carried out in Russia;

 — a manufacturer to have sufficient 
rights to the relevant design and 
technical documentation;

 — at least one authorised service 
centre to be located in any EEU 
member state (i.e. Armenia, Belarus, 
Kazakhstan, Kyrgyzstan or Russia).

Automotive industry
According to Russian Government 
Decree No. 656 dated 14 July 2014, 
foreign vehicles cannot take part in 
public goods procurement tenders, 
except when such vehicles are produced 
under a SPIC regime within a limited 
period (five years from the time of 
signing the special investment contract 
or three years from start of production) 
or under an industrial assembly regime. 
The importation and use of such 
vehicles are not restricted for other 
purposes. However, high customs tariffs 
(which, in fact, are prohibitive) may 
apply in such case. 

Existing practice
The localisation system in the Russian 
automotive industry was primarily based
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on customs incentives. With its 
accession to the WTO, Russia lost the 
authority to control its customs duties 
and pledged to eliminate customs 
barriers by 1 July 2018. Notwithstanding 
the long transitional period set for the 
Russian automotive industry, the WTO 
rules took effect before the expiration 
of some of the existing investment 
agreements. Starting from 1 July 2018, 
the Russian Government implemented 
special state support measures to 
compensate the importers’ expenses 
related to increased customs rates.

Another acute problem in this space 
stems from the devaluation of the 
Russian rouble. The Russian state usually 
signs investment agreements with 
automobile producers, under which the 
latter commit to increase the added 
value to their vehicles in the country 
over a certain period. In most cases,  
the automakers are initially required     
to ensure 40% of local added value  
and subsequently increase it to 60%. 
Although the automakers have difficulty 
in finding qualified local suppliers (and 
this is public knowledge), they have 
somehow managed to attain these 
percentage benchmarks until the 
rouble’s drastic devaluation. Now it has 
become even more difficult to reach 
these benchmarks as the costs of 
imported materials have increased 
significantly due to the devaluation of 
the national currency.

Since almost all investment agreements 
previously signed in the automotive 
industry have already expired, most of

the manufacturers have entered into 
SPICs.

Information and computer 
technologies
Since 1 January 2016, foreign software 
products have been banned from public 
goods procurement tenders, except 
when:

 — the Unified Register of Russian 
Programmes for Computers and 
Databases (the “Register”) does   
not contain the software product   
of the required category; or

 — the software product in the Register 
does not meet the user’s 
requirements.

All software products, including operating 
systems, are affected. While, thanks to 
the above-listed exceptions, foreign 
software products are not completely 
banned for use by the public authorities 
in Russia, Russian developers are likely to 
squeeze out foreign software products 
from the local market in the long run by 
filling the Register with domestic software 
products.

At the same time, foreign software 
remains in high demand by public 
entities affected by these restrictions. To 
circumvent such restrictions, some local 
public authorities often set their goods 
procurement requirements in such a 
way that only their desired foreign 
software products can fully meet them. 
The authorities are trying to close this 
loophole by imposing the criterion of 
equivalence. Thus, with time, the 
localisation option looks more
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that do not originate from the EEU if 
there are two or more bids by 
manufacturers of the same medical  
devices from the EEU (the “third odd 
one out” rule).

Moreover, all medical devices 
manufactured in Russia are awarded a 
15% pricing preference in public tenders. 
This means if the winning bidder (i.e. the 
bidder offering the lowest price) offers 
non-EEU-made medical devices, it must 
grant an additional 15% discount on the 
price of such goods.

Similar rules are set out by Russian 
Government Decree No. 1289 dated   
30 November 2015. The Decree 
significantly limits the access of foreign 
pharmaceuticals which are included in 
the so-called ‘Essential Drugs List’ to 
public goods procurement tenders and 
provides for a 15% discount.

Existing practice
There have been a few court cases 
where distributors of foreign medical 
devices have tried to appeal the public 
authorities’ decisions to apply the “third
odd one out” rule. However, the 
Russian courts have confirmed the 
legitimacy of the application of the rule 
to all the medical devices included in the 
list provided for by Russian Government 
Decree No. 102, as well as the local 
public authorities’ obligation not to 
consider medical devices, whose country 
of origin is not confirmed by an ST-1 
Certificate or other means, as locally-
made products.

promising for foreign software 
developers who want to stay on or 
enter the Russian software market.

Special criteria for obtaining               
a certificate of country of origin
Under the current procedure for including 
software products in the Register, the 
owner of the software must be:

 — the Russian Federation; 
 — a region of the Russian Federation;
 — a municipality of the Russian 

Federation; 
 — a Russian non-commercial legal 

entity, whose management body is 
directly or indirectly appointed by the 
Russian Government, a Russian 
region or a Russian municipality and/
or Russian citizens, whose decisions 
may not be determined by a foreign 
person or entity;

 — a Russian commercial legal entity, 
provided that 50% of its shares are 
directly or indirectly owned by the 
Russian Federation, a Russian region, 
a Russian municipality, a Russian 
non-commercial legal entity or 
Russian citizens; or

 — a Russian citizen.

Medical products and 
pharmaceuticals
Russian Government Decree No. 102 
dated 5 February 2015 stipulates a list 
of locally-made medical devices that 
enjoy preferential treatment in public 
goods procurement tenders. According 
to this Decree, public authorities, when 
procuring medical devices included in 
this list, are obliged to reject any bids 
from manufacturers of medical devices 
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Undoubtedly, localisation of foreign goods in Russia is the 

key to having an advantage over competitors who do not 

have local operations in the country, as well as enjoying      

the benefits of the CIS Free Trade Area.

Special criteria for obtaining a 
certificate of country of origin
On 2 August 2016, the Russian 
Government adopted Decree No. 744 
“On Amendment of Decree of the 
Russian Government No. 719 dated      
17 July 2015”, which provides for 
specific localisation criteria for different 
types of medical devices.

For most medical devices, a product may 
be deemed to have been made in the 
EEU, provided that: (i) the share of the 
foreign materials used in its production 
does not exceed 50% of its final cost; 
and (ii) a company which is a tax resident 
in the EEU holds the rights to the 
technical and engineering documentation 
of the device to an extent that is 
sufficient to produce it for a period of 
not less than five years.

Furthermore, the localisation criteria 
may include a requirement to operate   
a service centre in Russia which can 
handle warranty service, repair and

technical maintenance of the medical 
equipment, as well as a requirement to 
have exclusive intellectual property 
rights to the software products that are 
required to operate the equipment, etc.   

Regarding pharmaceuticals, under 
Russian Government Decree No. 744 
dated 2 August 2016, any drug may be 
deemed to have been produced in the 
EEU if the following manufacturing stages 
are performed in the EEU: (i) production 
of the final dosage form; (ii) packaging; 
and (iii) quality control release. The list of 
particular technological operations, 
comprising the “production of final 
dosage forms” for different types of 
medicines (tablets, capsules, syrups, etc.) 
was set by Order No. 4368 of the Russian 
Ministry of Industry and Trade dated      
31 December 2015. Such operations may 
include, depending on the dosage form, 
mixing the components, dry or wet 
granulation, capsulation, compression 
and other methods of production of 
pharmaceutical drugs.


