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Abstract: After Russia launched the special military operation,
Western countries imposed unprecedentedly severe sanctions on Russia,
jeopardizing the country’s key industrial sectors. Therefore, Russia has
adjusted its mechanism and institution of import strategy, accelerated the
revision of industry plans, implemented a series of supporting measures,
further promoted the implementation of import substitution strategy,
and placed greater emphasis on technical sovereignty, safety-related
industries, and non-market means. However, Russia’s import substitution
strategy is still constrained by multiple factors, such as limited path
choice, weak foundations of industry and technology, and the urgent
need to rebuild the production chain and supply chain. However, it
should be noted that Russia’s import substitution does not imply all-
round substitution and comprehensive self-closure, nor will it be a short-
term strategy. Simultaneously, parallel import will become an expedient
measure for Russia to replace import substitution in the future, while
strengthening cooperation with non-Western countries, particularly
Asia—Pacific countries represented by China, is the general trend, so
Sino—Russian pragmatic cooperation will bring along new economic
growth opportunities.
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ussia’s import substitution strategy has been in place for eight years, and
Ithough it has made remarkable progress in agriculture, light industry,
national defense, and other fields, it still heavily relies on Western countries in
high-tech fields. After Russia launched a special military operation in February
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2022, Western countries decided to isolate Russia from the global industrial
and value chains and imposed unprecedented severe sanctions on Russia.
Among them, the scope, strength, and far-reaching influence of export control
are unprecedented, which has caused great losses to many fields of the Russian
economy. Under this background, Russia has further deepened its import
substitution strategy, trying to master key technologies as soon as possible and
realize its technological sovereignty. This paper intends to discuss the dilemma
caused by Western sanctions on Russia’s economic development, the measures
and characteristics of Russia’s new round of import substitution strategy,
and the constraints it faces, so as to grasp the trend of Russia’s economic
development.

Russia’s production pattern and import and export mix have been relatively
stable over the last 20 years, with the ratio of imports to GDP remaining
approximately 20% (calculated in US dollars and constant rubles), but its
reliance on imported inputs from high-tech branches has increased in recent
years. The increase has been particularly pronounced for machinery and
electrical equipment. Russia’s import dependence on inputs provided by these
sectors increased by 12 percentage points between 2013 and 2018." According
to Russian Central Bank data from April 2022, only 8%—-23% of industrial
enterprises in various industries in Russia do not rely on imports in production,
and 30%—-40% of industrial enterprises have difficulty replacing suppliers of
imported inputs, with mining, machinery manufacturing, pharmaceutical, and
metallurgy industries accounting for the highest proportion.” Following Russia’s
launch of the special military operation, Western countries imposed sanctions
on Russia, and hundreds of them suspended cooperation with Russia, making it
difficult for Russia to obtain the technology, equipment, and services needed by
key industries. This results in the disruption of Russia’s supply and production
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chains, and the severe damage in industrial development.

Following the disintegration of the Soviet Union, the production system
and industrial value chain of the Soviet Union’s eastern part were broken and
fragmented, the Russian electronic industry almost disintegrated, and the
semiconductor production process was obsolete. According to the Russian
Kommersant, in the “Basic Principles and Long-term Plan for the Development
of Russian Electronics Industry before 2030 draft, the Russian Ministry of
Industry and Trade pointed out many problems in the Russian microelectronics
industry: key technologies lagging behind the world level for 10—15 years;
insufficient production capacity; heavy reliance on foreign technology for
design, production, software, and raw materials; and high cost of local
components; serious shortage of technicians." Russia’s advanced chips and
related production equipment and materials basically depend on imports, and
servers, data storage systems, and other digital transformation equipment are
heavily reliant on foreign components. Therefore, Russia is considered one
of the “slowest countries” in the global semiconductor industry, with Russian
chips accounting for only 0.5%—0.7% of global chip market share.” Regarding
equipment and technology, Mikron Company, a major chip manufacturer in
Russia, can only produce 90—130 nm chips, and the batch production line of 60
nm chips is still under development.’ As a result of Western sanctions, Intel,
AMD (Advanced Micro Devices, Inc.), Dell, Cisco, Toshiba, and Oracle have
stopped supplying equipment or services to the Russian market, making it
more difficult for Russia to obtain advanced technology and equipment. The
European Union accounts for 45% of Russia’s high-tech imports.* At the end of
June, the US Department of Commerce reported that US semiconductor exports
to Russia had dropped by roughly 90%. Regarding software, Russian industrial,
logistics, and energy departments rely heavily on the technical products of SAP
and Oracle. Once the versions of these products expire, the databases of Russian

' DnexTponuKy HauHyT ¢ umcToro Hyims, accessed October 15, 2022, https://www.kommersant.ru/doc/55588447-
from=glavnoe 4.

* TnoGanbHblil eHUIMT YHIOB — CTHMYI TS IEKTPOHHOI TPOMBIIIIeHHOCTH, accessed August, 25, 2022, https://
plus.rbc.ru/news/617747bc7a8aa9cfel fb478f.

* Tepen oM MEpOBOTO mporeccopa, accessed August 25, 2022, https://www.kommersant.ru/doc/5009185.

*B EBpocoI03€ OLIEHMIN 3aBUCHMOCTh POCCHH OT MMIIOPTa BHICOKMX TeXHONOTHIL, accessed August 26, 2022, https:/
www.rbc.ru/economics/21/07/2022/62d7ec9a9a7947690fec83a4.

New Trends of the Russian Import Substitution Strategy | 95 |

World Economy




World Economy

departments and institutions will become inoperable. According to the National
Research University Higher School of Economics (HSE University) evaluation,
Russia’s reliance on imported software is 68% based on the share of the cost
of purchasing foreign software in total software expenditure.” Furthermore,
the aging of existing equipment in Russia is a serious issue. According to
the Russian Statistics Bureau, fixed assets in the field of information and
communication depreciate at a rate of 66%, whereas computers, electronic, and
optical equipment depreciate at a rate of 99%.” Russia will only dismantle new
equipment parts or use old parts for maintenance to prevent aging and damage
to equipment.

In the aviation industry, Russia relies heavily on air transport because
of its vast territory and underdeveloped land transportation, and cooperates
closely with the West. After 2014, Russia successfully implemented import
substitution of military helicopters (engines had previously been imported from
Ukraine), but approximately two-thirds of commercial aircraft were still leased
from Europe and America, carrying approximately 95% of domestic passenger
traffic. By the end of 2021, among the 801 main aircraft in Russia, Airbus
accounted for 298, Boeing accounted for 236, and Brazil and other countries
made 23.* Russian-made aircraft are mostly short-range regional aircraft, with
a high proportion of imported components. For example, parts from Western
countries account for roughly half of the unit cost of the Russian-made Sukhoi
Super Jet 100 (SSJ100). Because of Europe’s total ban on supplying aircraft
parts to Russia, some parts have been cut off, forcing Russia to disassemble
some components from the same type of aircraft, and the production plan of its
domestic MS-21 passenger aircraft has been affected until 2024.

In the machinery and automobile manufacturing industry, Russia’s import
substitution process slowed down after 2015, and its overall reliance on foreign
countries was high. On November 5, 2020, Russia stated in a new government
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order that domestic metal processing equipment output only accounted for
17% of domestic demand; 80%—-95% of the main shaft, numerical control
system, guide rail, and other parts used in machine tool production must be
imported.' At the same time, because bearing manufacturers from the United
States, Japan, Germany, and Sweden left the Russian market after the special
military operation, bearings necessary for Russian machinery manufacturing
are already in short supply. The predicament of the machinery manufacturing
industry has a wide impact on the automobile, metallurgy, military, and other
industries. In the automobile industry, the Russian import substitution is mainly
realized through localized production, and the level of independent production
is not high. At the end of 2021, Russian foreign brand passenger cars and
light commercial vehicles accounted for 73.6% of the total sales.” Its share of
cars and parts imported from “unfriendly” countries accounts for 27% and
26% respectively.’ After the special military operation, affected by sanctions,
logistics, and other factors, international car companies, which account for
about 45% of the Russian market share, left Russia or stopped delivery, which
greatly reduced the production and sales of new cars in Russia.* According to
the European Enterprise Association data, from January to August 2022, the
sales volume of new cars in Russia decreased by 59.1% compared with the same
period in 2021, and even decreased by 63.6% in August.’

In the energy industry, Russia has mastered basic processes, such as
storage tanks, reactors, compressors, oil and gas purification separators, and
refining catalysts, but more advanced oil and gas production equipment,
digitalization, and information technology continue to rely on imports from the
West. Russia’s fixed assets in the oil industry are generally old. The average
service life of approximately 60% of drilling equipment is estimated to be
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over 20 years, which is close to the standard service life of 25 years." Russia
requires spare parts and repair services from the West. In the field of liquefied
natural gas (LNG), the overall import rate of production equipment is as high
as 68%, with small- and medium-sized projects relying heavily on Western
technology and equipment. At the moment, the Yamal LNG Project’s fourth
production line is Russia’s only domestic LNG production line, with a capacity
of only 900,000 tons, far less than the 5 million tons of comparable production
lines, and frequent failures occur.” According to an assessment by Russia’s HSE
University, Russia’s dependence on imported gas turbines and parts exceeds
90%, with more than 75% of imports coming from countries that have imposed
sanctions on Russia.” In addition to production technology and equipment, the
energy industry has great demand for industrial software such as SAP and
Oracle, and there is no substitute at the same level in Russia, so it will take
several years to develop similar software.

More than 80% of the drugs on Russia’s standing drug list (808 items)
have been localized to varying degrees (half can be localized throughout the
process), and drugs and raw materials from “unfriendly” countries account
for 48% of Russia’s final consumption and 22% of Russia’s pharmaceutical
industry’s intermediate product consumption. In 2021, Russia imported $13.8
billion in medicines, nearly 75% of which came from the United States, the
United Kingdom, and the European Union.* Although pharmaceuticals were
not included in the scope of sanctions following the special military operation,
a large number of enterprises terminated their investment and marketing in
Russia and suspended new clinical trials. Biological companies in Germany,
Switzerland, the United States, and Finland ceased working with Russia,
forcing the Russian research center to postpone the production of some
cancer treatment equipment.” The settlement and logistics issues associated
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