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Industrial development under sanctions pressure: evidence from Russia
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Abstract

One of the most important sectors of the
economy in Russia is industry. In this regard, the
state seeks to stimulate the development of
innovations in this area. Over the past few years,
many industrial sectors in Russia have been in a
crisis situation, which is caused by several
factors: a decrease in the level of real investment,
a decrease in the solvent demand of enterprises-
customers and public consumers, and the
introduction of financial and economic sanctions
in 2014 against Russia by the United States and
the European Union countries, as well as the
effect of other macroeconomic factors
independent of the activities of industrial
enterprises. This study aims to identify the main
trends in the development of industrial
production in Russia in recent years, and an
explanation of its causes. This topic is relevant in
connection with the foregoing and may be of
interest to academic economists studying
industry development trends in developing
countries. The aim of the study is to analyze the
state of industry in Russia from 2015 to 2018
during the period of sanction pressure on the
industrial and financial sectors of the Russian
economy. Having examined the latest data on the
results of the activity of Russian industry as a
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AHHOTAIHUA

OnHoM W3 BaXKHEHIIMX OTpaciiel SKOHOMHUKU B
Poccun siBrsieTCsSt IPOMBIIIIEHHOCTD, B 3TOH CBSI3U
TOCyIapcTBO CTpEeMUTCA CTHUMYJIAPOBATH
pa3BuUTHEC WHHOBalMii B JOaHHON cdepe. 3a
MOCNIEIHNE HECKOJbKO JIET MHOTHE OTpaciH
MPOMBIIIJIEHHOTO  MpOW3BOAcTBa B Poccum
0Ka3aJICh B KPU3UCHOM I0JIOKEHHUHU, YTO BHI3BAHO
neiicTBueM psifa (HaKTOPOB: CHHIKCHHEM YpPOBHS

PpCaIbHBIX HHBGCTHHHﬁ, COKpaliCcHUEM
IJIATEXKECIIOCOOHOTO CIIpocCa HpG,Z[HpI/IﬂTHfl'
3aKa34YuKOB n HOTpe6PIT6H€I>‘I'HaCGH€HHSI,

BBe/IeHHE (PMHAHCOBO-3KOHOMHYECKNX CaHKIUI B
2014 r. B angpec Poccuu co croponst CLLA u cTpan
EBpocoro3a, a Takke JeHCTBHE  JpYyrux
MaKpOIKOHOMUYECKHX (DaKTOpPOB, HE 3aBUCSIIUX
OT JAEATEJIFHOCTH IIPOMBIIIICHHBIX MPEeANPUATHIL.
HccnenoBanue  HameneHO Ha  ONperelieHHe
OCHOBHBIX TCHICHIUH Pa3BUTHS IPOMBIIIJICHHOTO
MpOM3BOJICTBA B Poccum B TOCIEAHHE TOXBI,
0o0bsicHeHue e€ mpuuuH. /JJaHHas TeMa akTyallbHa
B CBS3M C BBIIIE CKa3aHHBIM U MOXeT OBITh
HUHTEPECHA YUYEHBIM-DKOHOMUCTAM, H3YyYaroluX
TPEHIBl  PAa3BUTHA  NPOMBIIUIEHHOCTH B
pasBuBaIOIIKXCA cTpaHax. Llenpro nccnenoBaHus
SIBIISICTCSA aHAJIU3 COCTOSTHUS MPOMBIIIJIEHHOCTH B
Poccun B nepuoa ¢ 2015 no 2018 roxe! B nepuox
CaHKI[MOHHOTO JABJIEHHs] Ha MPOMBIIIJICHHBIA U
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whole, one can note positive trends in the
development of industrial production in Russia
despite a number of negative internal and
external factors. It is concluded that today, for
Russia, the strategic tasks in industrial policy are
reduced to  overcoming  technological
backwardness and carrying out technological
modernization of industries based on the use of
innovative achievements, as well as import
substitution for the sectors of the economy that
are sensitive to foreign sanctions.

Key Words: Industrial development, industry and
sanctions, industry in Russia, developing economy.

Introduction

The need for orientation of the innovation
system, formed in Russia over the last decade,
towards a technological breakthrough is
recognized by scholars and practitioners as the
basis for industrial policy in Russia. Otherwise,
Russia may for a long time be far from modern
trends in world scientific and technological
development. Today, the rates and real results in
the technological development of Russia cannot
be considered satisfactory. Moreover, the
technological development of Russia is currently
carried out in the conditions of severe external
constraints. Therefore, Russia has to rely more
on its own resources and search for new long-
term reliable partnerships in terms of technology
and cooperation. In these conditions, the role of
the state and large economic structures in the
technological development of the national
economy is growing (Faskhutdinov, 2015;
Kudrin and Gurvich, 2015).

One of the most important sectors of the
economy in Russia is industry. In this regard, the
state seeks to stimulate the development of
innovations in this area (Frolov et al, 2019;
Vertakova et al, 2016). Industry is a sector of the
economy that has priority socio-economic
importance, as it provides the population with
consumer goods, and provides other sectors of
the economy with the necessary means of
production. Over the past few years, many
sectors of industrial production in Russia have
been in a crisis situation, which is caused by
several factors: a decrease in the level of real
investment (Berezinskaya, 2017), a decrease in
the solvent demand of enterprises-customers and
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(UHAHCOBBIH  CeKTOpa JKOHOMUKH Poccum.
PaccMoTpeB cBexxue naHHBIE MO pe3yJbTaTaMm
JIEATENBHOCTH POCCUMCKONW TPOMBIIIJIEHHOCTH B
LEJIOM MOXXHO TOBOPUTH O TOJOXKUTEIbHBIX
TEHIACHIMSIX B  Pa3BUTUU  MPOMBIIIEHHOTO
mpousBojcTBa B Poccuum HecMoTps Ha psn
HETaTUBHBIX BHYTPEHHHX WM BHEIIHHX (DaKTOpOB.
CrenaH BBIBOI O TOM, YTO CErOmHs misg Poccum
CTpaTeTHYECKHe 3aJadyd B  IPOMBIIIICHHOM
MMOJUTHKH CBEICHBI K MIPEOIOICHUIO
TEXHOJIOTHYECKOH OTCTaJOCTH M BBIIOJIHEHUIO
TEXHOJIOTUYECKOH  MOJEpHM3alUM  OTpacieil
MPOMBIIIJICHHOCTH Ha OCHOBE HCIIOIB30BAHUS
WHHOBAIIMOHHBIX JOCTIDKEHUM, a TaKKe
MMIIOPTO3aMEIICHUI0 NIl YYBCTBUTEIBHBIX K
MHOCTPAHHBIM CaHKIIUSAM OTpacield SKOHOMHUKH.

KiroueBnle cjioBa: Pa3BuTie NpoOMBIIUIEHHOCTH,
Pa3BUBAOIIAsICS SKOHOMUKA, IIPOMBIIUIEHHOCTb U
CaHKIWH, TPOMBIIUIEHHOCTH B Poccuu.

public consumers (Alexeev and Chernyavskiy,
2018), and the introduction of financial and
economic sanctions in 2014 against Russia by the
United States and the European Union countries,
as well as the effect of other macroeconomic
factors independent of the activities of industrial
enterprises (Gurvich and Prilepskiy, 2015;
Ovcharenko et al, 2019).

Studying research in the field of industrial
development, it is seen that the most popular
topic is the sustainable development of industry
and its factors (Azapagic and Perdan, 2000;
Wallner, 1999; Cagno et al, 2019). Another topic
often encountered in the study of industrial
development is effective industrial development
management (Kovacs, 2018). In the framework
of this study, it is necessary to note the works
related to the study of industrial development in
Russia in general (Plotnikov and Vertakova,
2014) and individual industries in particular. The
impact of climate change on the Russian electric
power industry is studied in Klimenko et al.
(2018), it was concluded that there are some
negative factors, but overall climate change will
positively affect the development of Russian
energy systems due to fuel saving. Positive
forecasts are being made regarding Russian
shipbuilding in Vishnevskiy et al (2017).
Prospects of the food industry are considered in
Glinskiy (2018), the paper presents a model for
the growth of the food industry in Russia. The
work by Locatelli (2006) is devoted to the
development of the oil industry in Russia. In
Makarov and Payson (2009), a number of
specific problems facing the Russian space
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industry are considered. However, there are not
so many studies regarding the current assessment
of the development of industry in modern Russia
in recent years and its prospects. This paper aims
to fill this gap.

This study aims to identify the main trends in the
development of industrial production in Russia in
recent years and provide an explanation of its
causes. This topic is relevant in connection with
the foregoing and may be of interest to academic
economists  studying industry development
trends in developing countries. The aim of the
study is to analyze the state of industry in Russia
from 2015 to 2018 during the period of sanction
pressure on the industrial and financial sectors of
the Russian economy. To achieve this goal, the
following tasks are formulated:

— toanalyze the general dynamics of industrial
development;

— to study the development of individual
industries;

— toidentify the development trend of industry
in the near future.

Methodology

The issues of the methodology and methods of
researching the results of activities of industries
in the scientific literature are considered quite
widely, while this topic is characterized by
relevance and causes academic and practical
interest. Taking into account the experience

Table 1.
Economic indicators of the Russian Federation

Volume 9 - Issue 28 / April 2020

accumulated in science in this paper, the
provisions of dialectics are used; traditional
statistical techniques for processing economic
information are applied; methods of induction,
deduction, generalization method (synthesis)
were used; tabular and graphical ways of
presenting research materials were applied. The
research information base was compiled by state
statistics for the period under review, and
materials from academic publications. Since for
quantitative research, science operates only with
official, reliable sources of information, and
statistical publications are published somewnhat
later than the end of reporting periods, the
authors can have “margin” data for 2018.

Results and discussion

Table 1 presents general indicators of the
development of the Russian economy in 2017-
218. Gross domestic product at current market
prices in 2018 compared with 2017 increased
from 92.1 to 103.9 trillion rubles, or 12.8%,
including gross value added of industrial
production increased from 23.0 to 27.8 trillion
rubles, or 20.6%. Industrial production is
growing at a faster pace than the Russian
economy as a whole, which indicates a more
dynamic growth in industrial production than in
other sectors. In general, the share of gross value
added of industrial production in gross domestic
product increased by 2.1% and reached 29.8% in
2018.

2018 by

2017 2018 2017
Gro§s domestic product (at current market prices), 92 101 348 103 875 800 112.8
million rubles
including gross val_ue added of industrial production 23 008 904 27 745 427 120,6
(at current basic prices)
Share of gross value added of industrial production in 277 298 21
gross domestic product, percent
Volume_ indices of gross value added o_f industrial 101,3 1025 12
production, as a percentage of the previous year
Fixed assets, billion rubles 109103 120351,9 110,3
including in industrial production 48685,2 53881,5 110,7
Average annual number of employees, million people 71,8 71,6 99,7
including in industrial production 13,7 13,6 99,3
Share of people employed in industrial production in 19 18.9 01

the total number of employees, percent

Source: Industrial production in Russia - 2019: a statistical compilation. Federal State Statistics Service of the Russian
Federation. Available at: https://gks.ru/bgd/regl/b19_48/Main.htm (in Russian).
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In the period under review, the index of physical
volume of gross value added of industrial
production is also in positive dynamics; in 2017,
it amounted to 101.3%, in 2018 — 102.5%. There
is a positive growth dynamics of the index of
physical volume of gross value added of
industrial production. In 2018, compared with
2017, the volume of fixed assets increased by
10.3% and reached 120.3 trillion rubles.

One should note the dynamics of a decrease in
the number of people employed in Russia as a
whole by 200 thousand people over the study

period, including in industrial production by 100
thousand people.

In more detail, the ratio of the growth of
industrial production and the decline in
employment can be seen in Figure 1. For clarity,
the indicators for 2015 are taken as 100%.
Between 2015 and 2018, industrial production
increased by 7.4%, while the number of
employees in industry decreased by 2.4%. This
was mainly due to the growth of labor
productivity.

110 + 1074

106 T 1043
102.2

102 + el

Percent  [l===ll

93 + — —— Py
98 4 981 97 6

94 +

80 } } {

2014 2016 2017 2018

=== Industrial production

=== Number of emplovees in industrial production

Source: Industrial production in Russia - 2019: a statistical compilation. Federal State Statistics Service of
the Russian Federation. Available at: https://gks.ru/bgd/regl/b19_48/Main.htm (in Russian).

Figure 1. Dynamics of industrial production and the number of employees in organizations (2015 = 100).

The growth of the industrial production index is graphically presented in Figure 2. In general,

an uptrend is visible.
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Source: Industrial production in Russia - 2019: a statistical compilation. Federal State Statistics Service of
the Russian Federation. Available at: https://gks.ru/bgd/regl/b19_48/Main.htm (in Russian).

Figure 2. Industrial production index as a percentage of the average monthly value of 2010.

One of the most acute problems of Russian
industry can be called the high depreciation of
fixed assets of the industry (Table 2), for
example, the degree of depreciation of fixed
assets:

— in mineral wealth mining in 2018, it
amounted to 57.8%, or 1.4% more than in
2017, the share of completely worn out fixed
assets in the total fixed assets of
organizations in 2018 was 23.9%;

— in manufacturing in 2018, it amounted to
50.6%, or 1.8% more than in 2017, the share
of fully worn-out fixed assets in the total
fixed assets of organizations in 2018 was
18.2%;

Table 2.

in electric power, gas and steam supply and
air conditioning in 2018, it amounted to
44.0%, or 0.8% more than in 2017, the share
of completely worn out fixed assets in the
total fixed assets of organizations in 2018
was 13.1%;

in water supply; water disposal, organization
of waste collection and disposal, pollution
elimination activities in 2018, it amounted to
40.3%, or 0.5% more than in 2017, the share
of completely worn out fixed assets in the
total fixed assets of organizations in 2018
was 16.4%.

In general, the situation with the renewal of fixed
assets of industrial production is extremely
difficult, requiring serious investment.

The degree of depreciation of fixed assets and the proportion of completely worn out fixed assets

Mineral wealth mining

including:

coal mining

crude oil and natural gas production
metal ore mining

mining of other minerals
Processing industries

Share of completely

Depreciation degree  worn out fixed assets

of fixed assets in the total volume of
fixed assets
2017 2018 2017 2018
56,4 57,8 22,5 23,9
52,2 51,8 15,8 17,0
58,0 59,4 23,6 25,1
45,9 45,6 13,3 13,9
43,4 45,8 16,0 16,4
48,8 50,6 17,1 18,2
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including:

food production

beverage production

manufacture of wearing apparel

production of coke and petroleum products
manufacture of medicines and materials used for
medical purposes

manufacture of rubber and plastic products
metallurgical production

manufacture of finished metal products, except
machinery and equipment

manufacture of computers, electronic and optical
products

manufacture of electrical equipment
manufacture of machinery and equipment,

not included in other groups

manufacture of vehicles, trailers and semi-trailers
furniture manufacture

Electric power, gas and steam supply and air
conditioning

Share of completely
Depreciation degree worn out fixed assets

Water supply; water disposal, organization of waste

collection and disposal, pollution elimination
activities

of fixed assets in the total volume of
fixed assets
2017 2018 2017 2018
46,7 48,3 12,8 13,6
61,1 61,1 27,5 27,3
48,6 52,3 18,9 19,5
49,6 52,8 19,5 22,2
36,5 37,5 11,0 10,8
51,9 53,4 14,7 15,1
50,2 50,6 19,4 19,9
46,0 45,3 14,6 14,5
45,3 47,0 14,8 15,3
52,7 52,5 18,6 19,0
459 48,7 14,8 16,4
54,2 57,5 24,4 26,0
53,7 54,4 18,5 18,1
43,2 44,0 12,5 13,1
39,8 40,3 16,5 16,4

Source: Industrial production in Russia - 2019: a statistical compilation. Federal State Statistics Service of
the Russian Federation. Available at: https://gks.ru/bgd/regl/b19_48/Main.htm (in Russian).

However, it is worth noting that in recent years
from 2016 to 2018, there has been an increase in
investment in fixed assets of the considered
industries (Table 3). For example, overall
investment growth for the period under review
was:

— in mineral wealth mining — 18%;

— inprocessing — 22.9%;

— in electric power, gas and steam; air
conditioning — 21%;

— inwater supply; water disposal, organization
of waste collection and disposal, pollution
elimination activities — 9%.

Table 3.

The growth of investments should be noted over
the period under review in such industries as:

— coal mining — by 70%;

— mining of metal ores — by 59.7%;

— manufacture of rubber and plastic products —
by 50.9%;

— manufacture of finished metal products,
except machinery and equipment — by
140.7%.

In general, investments in fixed assets for the
period from 2016 to 2018 have a positive trend.

Investments in fixed capital by type of economic activity at actual prices.

470

2016 2017 2018 2018 by
Billion rubles 2016, %
Mineral wealth mining 2710,4 3023,2 3199,6 118,0
including:
coal mining 98,6 139,9 167,6 170,0
crude oil and natural gas production 1597,7 1807,1 1851,7 1159
metal ore mining 159,1 187,1 254,1 159,7
mining of other minerals 58,1 63,2 69,8 120,1
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2016 2017 2018
Billion rubles
2018 by
Processing industries 2103,3 2296,5 2584,9 2016, %
including:
food production 193 237,1 260,2 134,8
beverage production 34,9 36,5 42,6 1221
manufacture of wearing apparel 3,6 4.4 4,5 125,0
production of coke and petroleum products 385,8 4471 443,6 115,0
manufac_:ture of medicines and materials used 286 355 40,7 1423
for medical purposes
manufacture of rubber and plastic products 40,3 47,4 60,8 150,9
metallurgical production 269,2 285,7 310,1 115,2
manu_facture of f|n|_shed metal products, except 48,9 95,8 17,7 240.7
machinery and equipment
mapufacture of computers, electronic and 617 65.9 68.3 110,7
optical products
manufacture of electrical equipment 29,7 40,4 42,8 144,1
man_ufacture pf machinery and equipment, 63 65.7 62,5 99.2
not included in other groups
ma_nufacture of vehicles, trailers and semi- 96.7 82.3 134 138,6
trailers
furniture manufacture 18 11,8 13,4 74,4
Elect_rl_c power, gas and steam supply and air 866 9437 10475 121,0
conditioning
Water supply; water disposal, organization
of waste collection and disposal, pollution 148 1477 162,6 109,9

elimination activities

Source: Industrial production in Russia - 2019: a statistical compilation. Federal State Statistics Service of
the Russian Federation. Available at: https://gks.ru/bgd/regl/b19_48/Main.htm (in Russian).

In general, the results of industrial enterprises in
2017-2018 are presented in Table 4.

The volume of own-made goods shipped, own
works and services provided increased by 15.2%
and amounted to 44 trillion rubles in 2018. It
should be noted that the balanced financial result
(profit minus loss) increased by 37.6% and
amounted to 3.1 trillion rubles in 2018, which
allowed increasing the overall profitability of
goods, products (works, services) sold from

Table 4.
Key performance indicators of processing organizations.

10.9% up to 12%, or by 1.1%. At the same time,
costs per 1 ruble of products (works, services)
decreased from 94.1 to 88.9 kopecks.

Thus, having examined the latest data on the
results of the activity of Russian industry as a
whole, one can note some positive trends in the
development of industrial production in Russia
despite a number of negative internal and
external factors.

2018 by

2017 2018 2017
Volu_me of pvyn-made goods shipped, own works and services 38712 44600 1152
provided, billion rubles
Production index, as a percentage of the previous year 102,5 102,6 0,1
sggeg?ge annual number of employees of organizations, thousand 6896.6 68804 998
Balanced financial result (profit minus loss), million rubles 2294789 3158176 137,6
Profitability of goods, products (works, services) sold, % 10,9 12 1,1
Costs per 1 ruble of products (works, services), kopecks 94,1 88,9 -5,2

Source: Industrial production in Russia - 2019: a statistical compilation. Federal State Statistics Service of
the Russian Federation. Available at: https://gks.ru/bgd/regl/b19_48/Main.htm (in Russian).
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Discussion

Decree of the Government of the Russian
Federation No. 328 of April 15, 2014 (State
Program, 2014).

The priorities of this State Program are focused
on the creation in Russia in the basic sectors of
the economy, primarily in the processing
industry and the agro-industrial sector, of highly
productive export-oriented sectors developing on
the basis of modern technologies and provided
with highly qualified personnel. The priorities of
state policy in the implementation of the State
Program are based on the principle of managing
the risks of industrial development based on a
matrix correlation of the parameters of priority
industries and possible instruments of the
industrial policy. The allocation of industries
and, accordingly, industry subprograms of the
State Program is carried out according to the type
of markets for manufactured products.

Products of the following traditional engineering
sectors are oriented mainly to the domestic
market:

— automotive industry;

— agricultural engineering, mechanical
engineering in  food and processing
industries;

— mechanical engineering of specialized
industries;

— transport engineering.

The following sectors are oriented towards
serving the interests of industry and providing it
with means of production:

— machine tool industry;

— light industry;

— heavy engineering;

—  power engineering;

— robotics;

— additive technologies and technologies of
digital production;

— industrial software.

The following traditional industries are oriented
towards consumer sector:

www.amazoniainvestiga.info

— light industry;
— folk art crafts;
— baby products industry.

The following industries are oriented towards
providing industrial production with materials:

— metallurgy;

—  composites;

— rare and rare earth metals;
— chemical sector.

The State Program includes the following set of
measures ensuring the development of industry
as a whole:

— ensuring a stable financial position of
industry and the formation of a set of
measures of state financial support;

— creating conditions for the technological
development of industries and supporting
innovation;

— measures to manage regional industrial
development, support and coordinate the
efforts of the constituent entities of the
Russian Federation to create and develop
industrial parks, technology parks, industrial
clusters and to implement regional industrial
development programs;

— actions in the field of technical regulation
and ensuring the uniformity  of
measurements that have a system-wide
impact on industrial production.

Key government support measures for some
Russian manufacturing industries are described
in Table 5.

The strategic goal of the State Program is to
create in the Russian Federation a competitive,
sustainable, structurally balanced industry
capable of effective self-development through
integration into the global technological
environment, development and application of
advanced industrial technologies, aimed at the
formation and development of new markets for
innovative products effectively solving the
problem of ensuring economic development and
improving the national defense.
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Key government support measures for some Russian processing industries.

Industry

State support measures

Aviation industry

Automotive industry

Light industry

Specialized engineering

Subsidies for creating service centers; R&D
subsidies; compensation for interest on loans;
reimbursement of costs for entering the global
market

Subsidies for maintenance of jobs; R&D
subsidies; compensation of costs associated with
the issuance and support of warranty obligations
Subsidizing interest on loans to replenish working
capital; equipment subsidies

Subsidizing 15-20% of discounts on equipment;
subsidizing 10% of leasing; subsidizing soft loans
for the purchase of equipment

Source: Report on the competitiveness of the Russian economy in terms of manufacturing 2018 (2019).
Chamber of Commerce and Industry of the Russian Federation. Available at: http://ngtpp.ru/wp-

content/uploads/2019/05/Doklad.pdf (in Russian).

Conclusions

The prevailing macroeconomic and political
conditions are such that the priorities and
development trends of the Russian industry as a
whole, as well as of individual Russian regions,
are predetermined mainly by the interests of the
state and large business structures, since it is
through these resources that the overwhelming
majority of investment and innovation projects
are implemented. For Russia, the strategic
objectives are reduced to overcoming
technological backwardness and carrying out
technological modernization of industries based
on the use of innovative achievements, as well as
import substitution for the sectors of the
economy that are sensitive to foreign sanctions.
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