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The defense industry’s 2015 preliminary performance results have been pub-
lished. Early fulfillment of the state armament program’s intermediate target
index shows that military expenditures are of an excessive nature. Agencies’
reporting data are controversial and need be specified. Russia’s leaders
declared about the need of diversification and conversion of the defense
industry.

The Report of the Government of the Russian Federation on operating
results submitted to the State Duma on 19 April 2016 and the published
data of the Ministry of Industry and Trade? permit to assess the outputs of
the Russian defense industry in the past year.

In 2015, growth in the output of the military-industrial complex (MIC)
amounted to 12.9% which is 2.6 p.p. less than a year before®. With taking
into account the dynamics of the past few years, from 2011 the MIC’s output
generally increased by 57.5%, which is 22.5 p.p. short of the earlier declared
target index”.

In 2015, the volume of military products rose by 19.7%. Thanks to the
above, the share of modern samples of armament and military equipment in
the armed forces of the Russian Federation rose to 47.2%, having exceeded
1.5 times over the target index of the armament program (30% by the end
of 2015)°.

Output growth was registered by the Ministry of Industry and Trade in
all the sectors of the MIC, except for the conventional armament industry:
the aircraft industry (5.9%), the aerospace industry (7.6%), the shipbuilding
industry (16.3%), the radioelectronics (32.6%) and the ammunition and spe-
cial chemicals industry (22.3%). At the same time, according to the data of
the Rosstat in the Russian industry in general in 2015 production of special
purpose vehicles and equipment fell by 3.2%, production and repair of ships
rose by 6.3%, aircraft production, including aerospace vehicles increased by
8.1%, production of electronic components, hardware for radio, TV and com-
munications decreased by 10.7% and production of device and instruments
for measuring, checking, testing, navigation, control and other purposes rose
by 6.2%°. Taking into account the fact that the above industries belong to the
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MIC’s sectors, the difference observed in the statistical data of the Ministry of
Industry and Trade and the Rosstat can be explained by a preliminary nature
of the data.

In 2015, the export of military products amounted to $14.5bn which is
6.5% less than the indices of the previous year. It is to be noted that due to
general reduction of the Russian exports the share of military products in it
rose within a year from 3% to 4.3%. Over $26bn worth of new contracts was
concluded, that is, the business portfolio increased from $47.7bn in 2014 to
$56bn by the end of 2015.*

In summing up the results of implementation of the state defense order
(SDO), the official data was made public on 11 March 2016. According to the
above data, the SDO was fulfilled generally in the interests of the Ministry
of Defense for 97% last year, which fact, according to Yu. Borisov, Deputy
Defense Minister was “the highest index in the past years”.? However, the
Deputy Defense Minister mentioned right away growth of Rb 242bn in over-
due accounts receivables (Rb 250bn according to other sources?) due to con-
tract failures which factor makes that above achievement doubtful as the
specified amount of the debt corresponds to the deficiency of not 3%, but
13.4% -13.9% of fulfilment of the SDO amounting to Rb 1.8 trillion in 2015
according to the data available to the mass media.*

In accordance with the list of entities included in the composite register
of MIC entities published by the Ministry of Industry and Trade in 2015, their
total number increased from November 2014 by 14 entities to 1353 entities.®
Specifically, most newly-included entities (10 in 14) were subordinate to the
Ministry of Defense and the Federal Biomedical Agency under which jurisdic-
tion only the Research Institute for Biological Instrument-Making was listed
in the past.

Territorial break-down of MIC entities by regions did not change much:
as before nearly half of them (600 entities or 44.3%) is situated in the
Central Federal District where Moscow (315 or 23.3%) and the Moscow
Region (111 or 8.2%) are the leaders. The 2" and the 3™ places are shared
by the Privolzhsky Federal District (236 or 17.4%) and the North-Western
Federal District (224 or 16.6%) in which the Nizhny Novgorod Region (54
or 4.0%) and St. Petersburg (168 or 12.4%) dominate. In other federal dis-
tricts, the Sverdlov Region (41 or 3.0%) and the Novosibirsk Region (36
or 2.7%) are the leaders. In the Crimea and the city of Sevastopol, the
number of entities in the register rose from two entities to 7 entities (in
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the Crimea there are totally 21 MIC entities, a portion of which is currently
being reorganized).!

According to the data of the Ministry of Industry and Trade, in 2015 MIC
entities carried out capital development at 368 projects of which 37 projects
were put into operation: the aircraft industry (16), the shipbuilding industry
(9), the radioelectronics (5) and the conventional armament industry and
the ammunition and special chemicals industry (7).

Generally, the defense industry of the Russian Federation includes over
4,000 entities engaging one way or another in production of military prod-
ucts and creating — according to T. Shevtsova, Deputy Defense Minister —
14%—-15% of GDP?, that is, the value exceeding the unit weight of all the man-
ufacturing industries combined (13.4% of GDP in 2013).

The Rosstat’s annual data statistics on industrial GDP in a detailed for-
mat simplifies from this year the objective of determination of the direct
contribution of the MIC to GDP#*; for that purpose it is sufficient enough to
exclude the gross added value of production of railway rolling stock and other
transport vehicles (codes 35.2+35.4+35.5) from the aggregate “production
of ships, aircraft and aerospace vehicles, other transport vehicles and other
materials and substances which are not included in other groups” (codes
35+23.3+24.61+29.6). The initial outputs and results of relevant calculations
are shown in Table 1. It is evident that the received estimates of the unit
weight of the MIC are explicitly overestimated due to the fact that output
of medical goods was taken into account, however that makes them more
reliable. The accuracy of such estimates can be upgraded by way of further
itemization of types of economic activities.

Estimation of the indirect contribution of the MIC to GDP requires uti-
lization of the “input-output” tables for taking into account the multiplier
effect of inter-industry relations. As large dimension base tables developed
by the Rosstat in 2015 for 2011 were not published so far, estimates were
made on the basis of historic and foreign analogs, as well as small dimen-
sion tables which do not include explicitly the data on the MIC’s products
and sectors. Utilization of the 1959 interindustry balance of the national
economy® which was declassified after February 2008 permits to determine
ratios of full costs (simple output multipliers) for products of the radio engi-
neering industry (2.10), “other sectors of machinery” (1.79) and “other sec-
tors of the industry” (1.67) omitted in publication of the 1% quadrant of the
balance in 1961.°
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The 2011 “input-output” tables by 34 industries developed for Russia
by the OECD statistical agency include the calculated simple sectorial out-
put multiplier for “Transport Equipment” (2.03) and “Manufacturing, Nec;
Recycling” (2.18)*.

However, the most detailed and open data on simple output multipliers
are included in the 2007 “input-output” tables developed by the Economic
Analysis Bureau of the US Department of Commerce by 389 sectors with ten
of which attributed to the defense industry?. The values of multipliers for
defense sectors are within the range of 1.87 to 2.38 with the average value of
2.11. The above value agrees with the data of the historic example and those
received on the basis of the small dimension tables; it represents a reason-
able estimation of the multiplier as regards the Russian MIC, too. As shown in
Table 2, direct and indirect contribution of the MIC to GDP amounts on aver-
age to two-thirds of the value of the military burden on the national economy
in respective years, while economic return from the MIC is overestimated, to
say the least.

Table 2
THE MIC’S CONTRIBUTION TO GDP IN THE 2011-2015 PERIOD

2011 2012 2013 2014 2015
Military expenditures, % of GDP 3.59 3.97 4.21 4.44 5.30
MIC’s direct and indirect
contribution, % of GDP
MIC’s contribution/mili-
tary expenditures, %

2.15 2.53 2.83 3.35 3.65

59.9 63.8 67.2 75.6 68.9

Source: The Russian Economy in 2015. Trends and Outlooks (Issue No. 37). M.: The
Publishing House of the Gaidar Institute, 2016. p. 465; the author’s own calculations.
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