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The State Defense Order 2012 was implemented nearly 80%. Being limited in labor force, Russia’s defense plants
are facing problems related to drastically increased the State Defense Order 2013. President Putin’s requirements
to create a transparent military economy, establish order in terms of administration in the military-industrial
complex and its pricing have encountered serious difficulties.

A final conclusion of the Accounts Chamber of the
Russian Federation on a draft Federal Law “On the
Implementation of the Federal Budget for 2012” was
posted on the State Duma’s official website on Sep-
tember 17, 2013. The conclusion shed light on certain
considerations related to the implementation of the
State Defense Order (SDO) in 2012

The fact of further cut offs in the SDO 2012 adopted
in the Russian Government’s Executive Order dd. Oc-
tober 22, 2012 No. 1076-21 and December 22, 2012
No. 1385-31 “with regard to the procurement of
weaponry, military and special equipment (WMSE),
including the 10 tasks which are considered as top-
priority”? was finally confirmed. The Accounts Cham-
ber of the Russian Federation pointed out that “prod-
ucts for the procurement and repair of WMSE were
short-delivered under 121 concluded public contracts,
including 65 contracts on the procurement of WMSE,
56 contracts on the repair of WMSE”. Eighteen of the
defense-related R&Ds failed to be completed in due
time in the previous year, of which 35 were fully paid
and 26 implemented over a period of 20 years and be-
yond. Yet, as is known, it didn’t stop those in charge to
report the 99% implementation of the SDO at the very
beginning of 20133,

The Accounts Chamber’s data confirms the state-
ment made in June 2013 by Head of the Military Rep-
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resentative Office under the Ministry of Defense of
the Russian Federation O. Stepanov that the Russian
defense industry short-delivered “nearly 20% of mili-
tary (defense) products” to the Russia’s Armed Forces
in 2012%. It is particularly remarkable that a relative
value of the last-year short-delivery under the SDO
corresponded well with a 19.6% nominal growth in the
federal budget expenditures under the ‘National De-
fense’ line in 2012. Judging by this, our defense indus-
try can’t be equal to the Government’s task of reach-
ing the 15% annual growth in the output of military
(defense) products®, and drastic increase in the SDO
financing provided for by the ongoing State Armament
Program for 2011-2020 (SAP) set apparently impossi-
ble tasks for the industrial sector and discouraged it to
enhance its effectiveness.

The developing situation has been soberly evalu-
ated by the Military-Industrial Commission under the
Government of the Russian Federation and at the
Ministry of Defense of the Russian Federation. For in-
stance, Military-Industrial Commission Deputy Chair-
man O. Bochkarev stated in August 2013 that certain
enterprises’ order volume almost doubled and growth
rates stood at 25—40% in general at enterprises of the
military-industrial complex (MIC), and that “it is a hard-
ship for our colleagues in the industry to achieve such
values”®. In addition, Deputy Minister of Defense for
Armament Y. Borisov confirmed during his visit to the
Primorye Territory in October 2013 that “many-fold
increase in the volume of works on the side of Minis-
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try of Defense of the Russian Federation constitutes a
common problem” and “qualified personnel training is
our heel of Achilles”*.

It is pointless to dispute the fact that labor force
has become the key factor constraining MIC output
growth. According to Member of the State Duma De-
fense Commission A. Zhuravlev, today the Russian MIC
enterprises have almost 900,000 employees (at an av-
erage age of 46) and about 440,000 are employed at
research institutions (at an average age of 48), running
short of engineer technologists (17%), designing engi-
neers (22%), and blue-collar personnel (40%)>.

In spite of that, as early as June 2013 Deputy Minis-
ter of Economic Development A. Klepatch estimated
approximately a 19% growth in MIC output in 2013
and a 15% annual average growth in the period be-
tween 2014 and 2016, although he admitted that “we
have a huge military-industrial complex which earns
very little”®. He also said that the share of the MIC “is
too big indeed, accounting for as little as 5% of the in-
dustrial sector and almost one third of the machine
building industry”%. It should be noted that with re-
gard to the latter A. Klepatch totally disagreed with
Deputy Prime Minister of the Russia D. Rogozin who
noted some time ago that our defense sector or ‘de-
fense segment’, as he put it, “is huge and much big-
ger than the rest of non-defense economy”>. Perhaps,
this is why D. Rogozin defends so easily an unbridled
build-up of military expenditures in the federal budg-
et, considering the MIC the goose “that lays the golden
eggs”®. According to Rogozin, “various industries show
12-14% of growth in production output, in particular
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in the aircraft and shipbuilding industries, and elec-
tronics industry. Now it goes behind nothing but wage
increase, but in general its increase “in the defense in-
dustry” ranged within a significant figure of 23% and
25% annually”’.

In August 2013 the Rosstat (Federal State Statistics
Service) published itemized statistical data on the pro-
duction account and gross value added deflators for
2011 and 2012. Though the data, of course, neither
deny nor confirm the Deputy Prime Minister’s words,
it allow one to assume that defense industry’s output
growth within the first two years of the SAP for 2011-
2020 is at least compensated by a decline in output of
non-defense products in the MIC basic industries, and
the aforementioned wage increase is not linked with
labor productivity. Furthermore, a visible effect of ter-
mination of so called ‘price wars’ with the Ministry of
Defense of the Russian Federation in the shipbuilding
industry in 2012 should be highlighted.

Early in October 2013 an information leaked to
mass media about likely changes to the current fed-
eral budget, in particular with regard to a Rb 35,3bn
cut off in arms procurement of the Ministry of De-
fense of Russia and Rb 21,6bn of military pay costs,
with the saved resources being allocated to capital
construction related to the state armament program
(Rb 43,6bn) and compensation for growth in tariffs of
natural monopolies®. However, a Rb 58,6bn cut off in
classified budget allocations to the Ministry of Defense
of the Russian Federation in the draft Federal Law of
October 22, 2013° is indicative of that the Ministry of
Defense’s arms procurement will be cut off to a far
greater degree than it was expected just a month ago,
thereby resembling a lot the aforementioned situation
with amendments to the SDO in 2012.

Both the manner in which Prime Minister D. Med-
vedev admitted the bias “towards financing of ex-
penditures on the military-related component” at a
meeting with members of the Board of the Council of
Federation in September 2013 and the measures the
Government and the Military-Industrial Commission
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proposed during this year for improving the situation
with the SDO implementation (the Military-Industrial
Commission Operation Headquarters (which holds
weekly meetings), a SDO task team under the public
prosecutor’s office, an increase in legislative pressure
upon those who commit violations), as well as expec-
tations of a new version of the SDO law? to enter into
force in January 2014 after the adoption of eight ad-
ditional Executive Orders by the Russian Government
could do nothing but create the impression of un-
breakable deadlock for Russia.
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Therefore, the recent Military-Industrial Com-
mission Deputy Chairman O. Bochkarev’s statement
about likely establishment of an auditing frame-
work to control pricing in the Russian MIC? should
be viewed with a certain hope. Perhaps, this is the
chance for the Russian government authorities to fi-
nally manage to implement the idea of monitoring
prices of products by their studying which was for-
mulated in 1916 by then Ministry of Finance L. Bark,
almost 100 years ago®.
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