INtroduction to the
Russian Games Market

Opportunities in this submerged market: a broader perspective



Foreword

perspective.

Russiais a dynamic and rapidly growing games
market, currently number 12 in the world in terms of
revenues generated. It is quickly becoming one of
the most important players in the industry and its
complexity warrants further attention and
examination. The Russian market differs from its
European counterparts in many ways and this can be
traced to cultural and economic traditions, which in
some cases are comparable to their Asian
neighbours.

Russiahas been a part of the Newzoo portfolio since
2011, allowing us to witness first-hand the
unprecedented growth and potential within this
market. We have accumulated a vast array of insights
on both the Russian consumers and the companies
that are feeding this growth, allowing us to assist our
clients with access to, and interpretation of, data on
the Russia games market.

Following positive feedback from our report on the
Chinese games market and input from our clients, we
decided to examine the Russian market in detail. This
high level report examines the broader Russian
market context before zooming in on the games
market.
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Following N e w z ofreeM-page report on China and its games market, this report focuses on
Russia. This report aims to provide understanding of the Russian market by putting it in a broader

We hope this helps to familiarize our clients and friends
around the globe with the intricacies of the Russian
market.

This report begins with some basic information on
demographics, politics and cultural context, as well as
brief descriptions of the media, entertainment, telecoms
and internet sectors. It also contains short profiles of the
key local players in these sectors, including the leading
local app stores, Search Engines and SociaNetworks.

In the second part of the report we move onto describe
the games market in more detail, incorporating data
from our own primary consumer research findings as
well as data from third party sources.

We also provide brief profiles of the top games in Russia,
the top game companies and the regulatory bodies that
exist here.

We hope you find this report useful and inspiring. If you
have any questions, or spot any inconsistencies, please
contact the authors below.

Newzoo is aglobal research and analysigirm focused
solelyon the games market. Thenajority of global
game companiessubscribesto its services. Idune
2014, Newzooreleaseda series ofglobal and regional
infographicsand insightsfrom its 2014 Global Games
Market Report. Thénfograhic on EasternEurope is
shown here Newzooalso offers indepth data on the
Russian marketnvolving over 200 topics.
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Quotes

J R u sissoftem compared with Asian markets, where it is simpler to work with local publishers and partners than try
to be successful on your own. Although there are no general restrictions for foreign companies doing business in
Russia, the main barriers to get up and running are language, bureaucracy and low overall business culture . 3

Alexander Karpovich, CEOAlternativaPlatform (Tanki Online)

3 N e w -piratyt and personal data protection policies are welcome developments but appear to have had limited
influence on the overall Russian games industry so far. While no significant restrictive regulations have been
announced for the Russian games industry to date, this remains a key concern for many industry participants. On

the other hand, the government announced various bills aimed at supporting Russian IT companies, for instance via
tax privileges, which are also beneficial for Russian games companies as they are considered part of the IT industry. 3

Julia Lebedeva, Business Development Director atNevosoft

JHaving a knowledgeable | ocal partner is critical i f you
developments continue at a rapid pace and companies need to be able to adapt quickly. A good example was the
fairly sudden prohibition of anonymous electronic payments to foreign companies in May 2014, which actually was
one of the most popul ar payment methods of Russian gamer

Olga Kovinova, Head of account managers at Xsolla
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Introduction

Russia is the bi

Russian Federation

The Russian Federation appeared as one of the 15
independent states after the collapse of the Soviet
Union in 1991. The country went through multiple
radical reforms liberalizing both political and
economic institutions. The 1993 constitution
characterizes the country as a democratic federal
republic with a president as head of the state and a
prime minister as head of the government.

The legislative system is represented by a bicameral
parliament (Federal Assembly). Although there are
multiple political parties in Russia, the legislative
branch is dominated by the pro -presidential political
party EdinayaRossia(United Russia), which holds
52.9% of the seats in the lower chamber of
parliament (State Duma).

In 2012, Vladimir Putin was re-elected as President
for a six year term (with a right to run for a second
term) with 63.6% of the votes. Putin was also
President from 2000 -2008 and then became Prime
Minister under President Dmitry Medvedev, who now

serves as the Prime Minister.
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country in the world,

Territorial Structure

Since March 2014, Russia consists of 85 federal units
including Crimea and Sevastopol. The federal units
include 46 provinces (oblast), 22 republics (respublika), 4
autonomous okrugs (avtonomny okrug), 9 krays (kray), 3
federal cities, and 1 autonomous province ( avtonomnaya
oblast). There are 15 cities with a population exceeding
one million: Moscow (the capital), Saint Petersburg,
Novosibirsk, Yekaterinburg, Nizhny Novgorod, Samara,
Kazan, Omsk, Chelyabinsk, Rostoxon-Don, Ufa,
Volgograd, Perm, Krasnoyarsk and Voronezh.

Regional Organizations

Since the demise of the Soviet Union, Russia has tried to
retain connections with former Soviet republics by co -
organizing the Commonwealth of Independent States
(CIS) in 1991. The organization, which includes the
majority of former Soviet states, is a political union that
gave birth to several other regional organizations with
Russia as a hegemon or an informal leader. The Single
Economic Space is an organization with the highest level
of integration that unites three CIS countries (Russia,
Belarus, and Kazakhstan) politically and economically.

covel
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Demographics

According to a report of the Federal State Statistics Service, the population of the Russian Federation
consists of 143.7 million people (May 2014), making it the ninth most populated country in the world.

Ethnics and Languages Population Trend

The population consists of 80.9% ethnic Russians Bet ween 1992 and 2009, Russi a
and around 160 different ethnic groups constituting fell by two million a year due to social and economic

19.1% of the population. The largest minority groups hardships. The population has been on a slow rise since

are Tatars (3.9%), Ukrainians (1.4%), andBashkirs 2009. The Federal State Statistics Service provides three
(1.15%). Russian is spoken by 138 million of the scenarios concerning population growth in Russia by

population. Other regionally significant languages are 2031. The optimistic scenario predicts a population

Tatar, English, German, Chechen, Bashkir, Ukrainian, growth up to 150 million; the pessimistic scenario

and Chuvash. predicts a decrease in population, while the average

scenario suggests that the Russian population will stay

Concentration of the Population on the current level.

Russia is one of the least densely populated

countries in the world. According to the World 3 F o Russias}

Population Review, the country has a population Although it is common to have a holistic approach to
density of 8.4 people per square kilometre. The Russia, its vast territory, diversity, and uneven
Moscow and Saint Petersburg regions are the most development naturally suggests classifying Russia into
densely populated areas of the country. Population several categories. One useful way is to distinguish
density in the city of Moscow is 10,644 people per among four primary categories:

square kilometre, while it is only 0.07 in the Chukotka
Autonomous Region (the region bordering with

Post-industrial Russia comprises of an urban population
Alaska, the US). p pop

living in big cities. Overall, this population accounts for
around 36% of the countryAs p

Ageing Population represents the Russian middle -class with modern

According to the UN World Population Report, the demands for products and services. Among other things,

popu|ation aged 65 years or older increased from 6% the pOSt -industrial Russia has the majority of internet

in 1950 to 13.5% in 2013. According to the Federal users (around 50%).

State Statistics Service, this population group will

increase to 28% by 2030. Industrial Russia consists of towns with a population
between 25 and 250 thousand inhabitants. Previously

Urbanization being the core of the Soviet industrial machine, these

towns now consist of large numbers of blue -collar

The level of urbanization in Russia is 73.8% of the STh .
workers, constituting 25% of the population.

total population. The process of urbanization
continues at an insignificant rate of less than 1% a

year. Rural Russiais the area of rural territories and small
towns that occupy nearly 30% of the country. The major
Age Breakdown of Russian Population (2013) economic focus is agriculture, leaving other sectors
heavily underdeveloped. Even with nearly 7% of arable
65 YEARS lands in the country, job opportunities are very scarce,
A 0-14 YEARS forcing the younger people to search for opportunities in

urban areas.

Under-developed Russiais the last category, which

15-24 YEARS includes the northern Caucasus and regions of Southern
Siberia. Representing 6% of the population, these
regions heavily rely on special federal programs aiming
to tackle certain social and economic problems. This
Russia is a place for the most corrupt governance and
fierce clan fights over the resources distributed from the
federal budget. 1

55-64 YEARS RIeNN7A

)

& 25-5?@5
Source: Index Mundi, 2013 .

© Newzoo 2014




&

newzoo

Economy

Russia ranks as the 9th biggest economy in the world by nominal GDP and the 6™ in the world by
PPP (purchasing power parity).

Political and Economic Reforms Key economic data (2013)
The Russian economy, as well as the overall political

setup, has experienced substantial reforms since the Nominal GDP 2,118 USD billion
collapse of the Soviet pnlon in 1991, moving from a GDP based on PPP 2,558 USD billion
centrally-planned and isolated system to a more
l'i ber al mar ket economy. Ru s |[sGDP percapita onomy i $4,983tUSD ngl vy
dependent on its export of natural resources. In .
2011, Russia became the worlbﬁi}gcgerqa@ta(g%:? i n J081'(%?3USD

production. Russia also holds the world's largest

natural gas reserves, the second-largest coal Inflation (% per year) 6.7 %

reserves and the eighth -largest crude oil reserves.

The country is also a big exporter of steel and Import 318 USD billion

aluminium. Main import partners China 15.5%, Germany
9.5%, Ukraine 5.5%

GDP Growth (2012)

According to the Worl d Bank,EX&Hssi aiNs econé)Z@stcDbillion
growth has slowed down, moving close to stagnation.
Data shows that the count r yl/AMan@xipértparmerswt h s Netherlands 14.4%,
down from 3.4% in 2012 to 1.3% in 2013. China 6.4%, Italy 5.3%,
Germany 4.5% (2012)

Social Indicators Average salary per month 900 USD

Early economic reforms in the 1990s, such as .
privatizati on, di stributed H\Ae@%nesaladyapprtmé)nthof ?SRQSDcount rvaAs

industry among a handful of former Communist Unemployment rate (% of 5.3 % (2014)
party elite and theiGiniiméxf i | i A fagosSforcef he countryAs
was 40.1 points in 2009. It was revealed that 35% of

the countryAs wealth is owned by 110 oligarchs.

Source: IMF, 2014;Rosstat, 2014.

Investment Climate

After liberalization of the economic system in the Nominal GDP (USD Billion)
beginning of the 1990s, the country has tried to

improve its investment climate. Tools such as the 2,500

creation of special economic zones to attract foreign

investors with significant tax privileges have been 2,000

used. The country also passed through almost 2

decades of negotiations before it finally joined the

World Trade Organization (2012) in order to facilitate 1,500
trade relations with other members of the WTO.

1,000
RussiaAs current position in Wo r| d
Doing Business ranking is 92 out of 185 countries: 500
The government wants to improve this position by
launching a road map to make rules for business 0
easier and simpler. The ambition is to bring Russia
into the tOp 20 of the ranking by 2018. B Ioomberg 1992 1994 19% 1998 2000 2002 2004 2006 2008 2010 2012 2013
argues that the recent international crisis concerning Source: IMF, 2014.

Ukraine seriously damaged the investment climate,

making Russia the least attractive country to invest in

among thg/éiggest world markets.
N 4

© Newzoo 2014
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Media & Entertainment

The Russian media and entertainment industry has shown a steady growth during the last ten years,
surpassing the average growth of the global industry. According to the PwC Global Outlook, the
Russian media and entertainment industry grew by 14% in 2012, reaching 25.4 billion USD. It is
expected to reach 39.8 billion USD in 2017.

Music and Radio

According to the Russian Public Opinion Research

Center, 60% of the population still listen to the radio. The
audience has slowly been decreasing over the years,

while the popularity of online music is on the rise. J A %0 n
Partners Consulting reported that the online music

market increased by 158%, reaching 8 million USD in

2013. This was due in large part due to the expansion of
foreign services such as iTunes.

Market

Video content generally accounts for the majority of
the digital entertainment goods market in the West.
In Russia however, for a variety of reasons, games
make up the majority of this market.

IP Rights
For years, Russia has been criticized for insufficient

=

iy

legislation to protect IP rights of content owners . The
media and entertainment industry has seriously
suffered from illegal downloads and illegal offline
retail. According to the International Intellectual
Property Alliance (IIPA), the software piracy rate was
87% in 2004 and 63% in 2011. ICM reported that the
distribution of pirated film copies was: 55% file-

Segment

Revenue per Segment

Revenue (USD billion)

Average
growth per
year (%)

sharing, 37% online (streaming) and 8% torrents 2012 2013 | 2017E
(P2P). Respondingto domestic and international
criticism, Russia passed a law in 2013 aimed to Internet
protect IP rights. This allowed for the blocking of ACCESS 6.4 7.6 12.7 14.5
accessto illegal content based on a court decision.
The new regulations are expected to have a v 4.2 4.4 5.4 5.4
significant positive effect on the consumption of legal advertising
content in Russia.
Interr.le.t 1.8 2.2 4.4 20
advertising
Film and TV Business
Both the movie and TV segments are rapidly publications 2.5 2.7 3.8 8.4
developing in Russia. The amount of cinemas :
increased by 30% since 2011, reaching 1,053 in ) Movie 1.6 1.7 25 10
2013. The TV segment is also expected to grow as industry
the audience of pay TV isforecast to reach 30 million Pay TV 1.4 1.6 25 11.9
by 2017. The cheap satellite TV providers such as
Trikolor are increasing their market share while the Outd99r 1.3 1.4 1.9 8.2
Russian cable TV market is expected to stagnate. advertising
s 12 | 13| 18 8.4
TV will remain an important information source for a games
large part of the Russian population. According to the Music
Levada Analytical Center, 72% prefer to watch news industry 13 14 17 6.3
on TV, while only 14% of the population prefer to use
the Internet. The TVsegment is dominated by official ConsSy 12 | 12 14 3.5
state owned channels or companies with indirect magazines
connections to the governmental structures.
Newspapers 1.2 1.2 1.3 1.4
. The Russian government launched the Federal Consumer &
\ Target Program 3Devel opment e(aljcatia-nv amd | nadi o4 3.7
broadcasting in the Russian Federation in 2009 - .
20153 . According to the pr 8urblgc¢rt1|(’)ns 8 3% of the
population will be able to have access to 20 digital Radio T 0.4 0.5 0.6 7.5

channels by 2015. All state channels will be

broadca,sgﬂ digitally.

© Newzoo 2014
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Internet Access

According to the Public Opinion Foundation, 66.1 million people accessed the internet at least once a
month in 2013 (57% of the population aged 18+), making it the biggest internet population in Europe.

Internet Penetration Domains

The development of the internet is very dynamic in A'Yandexreport on the development of the Internet in
Russia and is partly boosted by mobile internet Russia states that the number of second -level domain
: : . 4 i i 0

access.Due to its vast territory, internet penetration names in.ru and .S 3increased by 15% to reach 5.1

in Russia diff ion. Th trati e million in January 2013, with 85% of domains using .ru.
NG SIOllICIS RE gy - 1€ Penciraiion rghe/1s The ru domain occupies the sixth position in the global
80% in Moscow and Saint Petersburg and, on ranking of national domains.

average, 55% in the rest of the country. The overall

I 1 0,
online population grows by 11% a year. Internet Regulation

In 2012, Russia passed a law aimed at the creation of an
Internet Penetration Rates (2003  -2013) internet blacklist, which allowed the state to block
websites (without a court decision) with content related
to child pornography, drugs, and suicides. Content
related to other issues could be blocked after a court
decision.

Un February 2014, Russia amen
combating extremist activity } allowing it to block any

websites related to extremism immediately. A court

decision, similar to the law of 2012, is not necessary.

During the international crisis related to Ukraine, the
Russian President commented that the internet was
designed as a CIA project and it still remained as such.
This sent an ambiguous message not only to foreign but
also to domestic internet companies.

Source: The Public Opinion Foundation (FOM), 2014. In June 2014, the President of Russia conducted a
meeting with top Russian internet companies, where he
Market Structure empha;ized the importance Qf balanced and fair .

: _ o _ regulation of the industry . This was generally perceived
During a meeting with industry leaders in 2014, the as an attempt to assure the internet companies.
Russian president said that the Russian internet

ndustryfaccounted FSOITNGE" S %/ of  t he C(ﬂiﬁ’c?atrgheytt{étsrecé%tDréjgulatory changes may lead to

Although the Russian market is open for increased censorship and serious restrictions of the

international market participants, there are a number  Ryssian internet. The Freedom House gave Russia 54

of very strong domestic companies. In search points for its internet freedom in 2013 (0 is the most free
engines, Google trails behind market leader Yandex and 100 is the |l east free). T
and in social networks, Facebook holds the fourth is classified as UYpartly free
position after two Russian companies and one ranking with 6 points, while

American-Russian company. Despite these Iran with 91 points.

peculiarities, the browser segment resembles the
global picture, as illustrated below:

Top 5 Internet Browsers

S@lirce: StatCounter, 2014.
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