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Abstract. An effective industrial policy in the context of globalization is
becoming increasingly possible thanks to the use of a proactive strategy
based on the principles of the New knowledge economy. It is not so much
import substitution and support for extensive production that comes to the
fore, but rather the strengthening of quality potential, primarily in the field
of IT, innovation and education as the main sphere of human capital
creation. Purpose of this article is to identify the strengths and weaknesses
of Russian industrial policy and to show that only a proactive industrial
policy can achieve the best results in a modern innovative economy. The
authors use research methods such as an analysis of the theoretical aspects
of an effective industrial policy of the future using soft power tools based
on the concept of economic security, as well as an analysis of Russian
experience in this area. This analysis is based on data from statistical
indicators of industrial policy and assessment of import substitution
coefficients. Based on this, the authors conclude that the success of the
import substitution policy directly depends on whether it is an immanent
part of economic policy or is carried out solely for political reasons.

1. Introduction

Import substitution is one of the main problems facing the Russian economy in the “era of
sanctions"” imposed by a number of Western countries (mainly the US, Canada and the EU)
since the beginning of 2014. It is aimed at strengthening the economic independence of the
Russian Federation from imported products. It should be noted that this problem has
become urgent due to the active policy of the international division of labor and the
reduction of certain (less competitive) industries (for example, light industry and
electronics) and agriculture. Since then, the issues of import substitution have been actively
studied by both Russian (Peregorodieva, Gubina, Blagikh) [1-3] and foreign economists
(Bauer, Hart) [4, 5]. Senchagov, in particular, understands import substitution as a process
of “stopping the import of certain goods into the country in connection with the
development of domestic production” [6]. This means that the problem is considered only
within the framework of food security. However, the limitations of this approach became
apparent not long ago. Before the implementation of the sanctions policy, most modern
authors (Gumerov, Tulcheev, Chekmarev) [7-9] considered import substitution mainly
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through the prism of the food market. In this regard, the scientific novelty of this research
is a broader view of the import substitution process. The main goal is to identify the
problems and mistakes of Russian industrial policy, as well as to propose ways to resolve
them. In this regard, the authors set a number of research tasks, including both the
development of an integrated approach to understanding the policy of import substitution,
and the identification of effective mechanisms for its implementation, indicating in which
industries the implementation of this policy is most effective.

2. Methodology: import substitution as a tool of economic
policy

We should start with the fact that import substitution does not always have a positive
impact on the economy of the country that conducts it. Thus, W. Bauer, considering the
consequences of import substitution for the economies of Latin America, notes both the
danger of total protectionist measures and the losses associated with the “advantages of
country’s specialization” in the international division of labor. Protection usually confines
the protected manufacturer to the domestic market and so inhibits the exploitation of
economies of scale, especially in small countries and in industries [10]. Protectionist
policies and an increase in the share of state ownership reduce the motivation for
entrepreneurial risk, which leads to a decrease in efficiency. As a result, deficits and debts
are largely responsible for the Latin American crisis of the 1980s. [4].

Moreover, import substitution can lead to a number of negative consequences, including
environmental degradation. The example of some developing countries (India, Thailand,
China) shows that the intensive development of national industry ,,at any cost* and an
attempt to intensively increase competitiveness by reducing costs (as the implementation of
one of the basic competitive strategies for M. Porter) can lead to environmental crises,
reduced quality of life and even man-made disasters. For example, Lyakin and Rogov, who
argue that ,.the existing rich experience of import substitution in developing countries in the
1960s and 1970s generally showed the low effectiveness of this strategy” [11], clearly
demonstrate that import substitution itself does not solve economic problems, but only
emphasizes the problems associated with protectionism policy.

The above examples show that import substitution is often applied regardless of
sanctions, as an expectedly effective tool of industrial policy. However, at certain points
(sanctions, wars, etc.), import substitution must be carried out on a non-alternative basis.
Thus, the need for an import substitution policy (together with a counter-sanction policy) in
modern Russia is a response to the so-called sectoral sanctions [12]. The fact is that the
modern economic (sanctions) war involves, among other things, a serious undermining of
the enemy’s economy competitiveness [13]. Consequently, the sanctions are not so much
aimed at reducing the country's military potential as blocking the most promising and (or)
competitive sectors of the economy, what could lead to an economic crisis [14]. In the
words of former Minister of Economic Development of Russia Ulyukaev “the so-called
sectoral sanctions are addressed specifically to those sectors of the Russian economy that
occupy impressive positions in world markets and have good development potential. This is
the gas industry, oil industry, chemistry, petrochemistry, this is the military-industrial
complex, financial and banking industry” [15]. Thus, to conduct an effective economic
policy, not only “defensive”, but also “offensive” strategies are necessary, which imply the
use of appropriate tools. This will make it possible to compensate for the decline in sales
and reach a fundamentally new competitive level, which will allow us not so much to
respond to sanctions as to squeeze the companies of enemy countries from their positions in
the global market [16]. This, in turn, will reduce sanctions pressure and may lead to
weakening or even lifting of sanctions in the future. That is, import substitution is the first,
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but not the only tool of economic policy that should be applied in this situation. However, it
is necessary to start with creating a development base, for which purpose import
substitution is used.

So, for example, in their article Polovinkin and Fomichev distinguish the following
objectives of import substitution [17], putting economic security in the first place:

1. Ensuring national and state security of the Russian Federation.

2. Achieving technological independence in critical areas.

3. Promoting trade surplus.

4. Growing national leaders to conquer the global market.

In order to show in which sectors import substitution should be carried out in the first
place, we will try to formulate a number of principles that this state policy should comply
with.

Firstly, import substitution in the era of the knowledge economy should focus on
compensation for imported technologies that are on the list of critical ones. “This is an
electronic component base, this is a high-tech machine tool industry, instrumental industry,
this is equipment for the oil and gas complex, this is the industry of catalysts for chemistry
and petrochemistry. If we secure these positions, then we will save huge volumes of
national domestic product” [15].

Secondly, import substitution should be consistent with the implementation of the
economic security strategy. That is why import substitution cannot be limited to only a few
industries (for example, related to food).

Thirdly, import substitution should lead to the creation of new (advanced) technologies,
and not to stimulate the “previous day” technology (the policy of catching up
development). Otherwise, import substitution will fix only an economic lag and the chance
of technological re-equipment of domestic industry will be lost.

Fourthly, import substitution should be focused on the full production cycle without
increasing dependence on imports. The fact is that during import substitution, resource
flows and business processes should be carefully planned. Otherwise, the actual growth in
the production of domestic goods may entail not a decrease, but an increase in the supply of
imported components, raw materials and equipment, which often occurs when import
substitution is attempted. For example, domestic products are assembled using
“screwdriver” technologies when implementing an import-substitution strategy for
electronics. Moreover, from the domestic often only workers and, in fact, screwdrivers are
present. All tools more complicated than screwdrivers can be imported. In the best case,
innovations relate to engineering, software development, marketing, finance, but these
technologies, as a rule, are not connected with the real sector, do not create the basis for
technological breakthroughs and cannot provide the production of wealth.

Fifthly, the purpose of the import substitution policy is to create a favorable
environment conducive to the growth of national industry. According to Russian President
Vladimir Putin, “the products of our suppliers naturally have to meet strict standards both in
quality and price. In addition, domestic monopolies should not be allowed. Reasonable
import substitution it is our long-term priority regardless of external circumstances” [18].

It should be noted that in a number of industries we have our own developments that
allow us to create the necessary products and technologies. Often this allows (even with
some imperfection) to avoid both serious problems and possible "blackmail™ and potential
external threats to economic security from sanctions. For example, the presence of the
GLONASS system, with all its shortcomings, avoided potential problems with the threat of
disabling the GPS system, which was implemented contrary to public opinion and
accusations of inefficiency and uselessness. This example demonstrates the need to use
certain tools of both industrial and economic policies to implement potentially
breakthrough technologies, including such rather “exotic” technologies as “administrative
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marketing”. It is important to remember that “administrative marketing” as a technology for
introducing substitutes is not universal, because “forced introduction of innovative products
leads to increased corruption and lower quality of the product itself” [19]. Administrative
marketing goes well with stimulating key sectors, which can have a positive effect on the
economy (which happened in the economies of South Korea and China) and stimulate it to
grow [20].

3. Results: import substitution policy for different product
groups

Now let's look at the real state of affairs in the Russian economy and evaluate the
contribution of the economic policy of import substitution to real indicators of self-
sufficiency. When studying the phenomenon of import substitution, we analyzed the
relationship between a number of indicators: the exchange rate (dollar and euro), on the one
hand, as well as self-sufficiency indicators and the import / consumption ratio, on the other
hand. At the same time, the hypothesis was put forward as the basic one: without an active
economic policy, import substitution clearly depends on the exchange rate, while
conducting a horizontal industrial policy, the exchange rate also remains one of the leading
parameters, but when conducting a consistent proactive industrial policy, the impact of the
exchange rate on import substitution is significantly reduced. This applies only to products
for which the share of imports in consumption is high. These trends can be considered on
the example of some products and the state of Russian economy in the period from 2007 to
2018. The research was conducted on different groups of products; both with a high share
of imports and with a low share, as well as for products for which a variety of socially-
oriented state regulation programs (for example, medicines) are applied. For such products,
correlation coefficients (showing the strength of the relationship between the studied
parameters) and determination coefficients (showing the strength of the relationship
between the various parameters) were calculated. Correlation coefficients will help not to
miss the presence of a different type of connection (for example, nonlinear) between the
parameters in the absence of a linear relationship (determination coefficient). Consider the
results for these products, breaking them into groups.

The first group of products analyzed in this research includes meat and poultry,
including co-products. This includes beef, pork, lamb, chicken, etc. This group of products
is characterized by an ever-growing tendency toward self-sufficiency and it is a good
statistical illustration of achieving high indicators of food safety for a group of products that
are significant for the population. The share of imports in consumption, which was 60% in
2007 and less than 15% in 2018, is also very indicative, taking into account the fact that a
little less than half of the decline in this indicator in percentage terms falls in 2014 and
2015.

According to the results of the research, the main factor of import substitution in this
group of indicators is the exchange rate. The analysis demonstrates that the dependence of
the exchange rate and self-reliance, direct (the course increases self-rising), and the import
— reverse (the course is growing and imports falling), which is possible with a high level of
self-sufficiency. The same situation can be observed for cheese, pork, poultry meat, animal
oils.

The cheese market has a unique situation. Here the policy of sanctions and import
substitution carried out in 2014-2018 is extremely strong. If we consider the situation in the
cheese market from 2007 to 2013, we can see that during this period, self-sufficiency in the
product was not achieved and this figure was about 60%, and the share of imports in cheese
consumption during this period only grew and amounted to 40-50%. The impact of
exchange rates on self-sufficiency of a product with an insufficient level of self-sufficiency
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is very small, since the volume of domestic production was not able to meet the needs of
the market, and there was no alternative to imports. However, after the introduction of food
sanctions and the beginning of the implementation of the policy of import substitution, the
situation changed radically and coincided with the situation for the first group of products.

Consider the situation with regard to products for which self-sufficiency has been fully
achieved (including self-sufficiency in production). These include, for example, flour from
cereals and legumes. Self-sufficiency on consumption by the population in this case
steadily exceeds 3, and on production fluctuates about 1. Exports and imports in natural
form are insignificant. The share of imports in consumption is minimal. It can be assumed
that the impact of exchange rates on the market of these products will be negligible. Let's
check this hypothesis.

The results of the analysis show that the coefficient in this product group differs from
the coefficients in other product groups. For example, there is an inverse relationship
between exchange rates and production self-sufficiency, as well as a direct relationship
between the exchange rate and the share of imports in consumption. However, the
coefficient of determination for these parameters is significantly lower than 0.5, which
indicates the absence of correlation.

There may be a multidirectional dynamics of the relationship between exchange rates
and self-sufficiency. As an example we can serve confectionery — a product that is most
suitable for use immediately after production.

The correlation and determination coefficient values for this type of products by the
share of imports in consumption are extremely small, which confirms the hypothesis that
there is no influence of exchange rates on the share of imports in consumption. On the other
hand, the values of the same coefficients on the parameters of self-sufficiency are quite
large, which shows a significant impact on this parameter of the growth of exchange rates.

The example of confectionary is not the only one. Even more illustrative “divide” takes
place in the production of fertilizer, where it is possible to observe multidirectional trends.
The impact of movements in currencies in regards to indicators of self-sustainment is
practically non-existent. Moreover one is able to observe a certain impact on the import
share of consumption. This, under current parameters of self-sustainment of more than
400% shows good export potential.

On the other hand, an insignificant impact of movements in currencies must be apparent
in case of substantial dependency on import, when the value of the self-sustainment
coefficient does not exceed 0,31. As an example let us look into Shoes out of leather.
Problems with self-sustainment in the production of the latter are absolutely apparent. In
the analysis we were able to distinguish a rather unordinary relationship between the
parameters of self-sustainment, the correlation of import/consumption and the movements
in currency. Our impression is as follows: predominantly non-price factors are active in the
market. This is due to the growth of currency being in direct correlation with the growth of
import and in the inverse relationship with the parameters of self-sustainment. The latter
means that in regards to that market it is required to carry out a specific industrial policy.

The hypothesis about the absence of relationship between exchange rate and import in
this case is explained by correlation and determination coefficients, which are insignificant.

In cases when a significant part of goods is produced for export and the internal market
is fully secured by domestic providers the inverse relationship between exchange rates, self-
sustainment and import share can be observed. This is most likely due to the fact that in
case of growth in foreign exchange rates the volume of export increases (that on its part
decreases the share of production incurred by consumption). Thus, Fertilizer mineral and
Timber circular are examples of that.
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Relationship between parameters may differ in cases when the state program of
substitution is realized in regards to the product and depends on the current market
situation.

If the state program of import substitution is carried out in relation to the product,
depending on the situation on the market, the nature of the relationship of indicators may be
different. For example, in the market of medicines self-sufficiency is quite low, and the
share of imports in consumption is much higher than 1. This means that in this market there
is an extremely negative situation: imports are many times higher than production and the
trend to increase the share of imports in consumption remains. Moreover, medicines are
socially important goods. The connection of self-sufficiency with the exchange rate in this
case should not be any noticeable-there is no alternative to imports.

The assumption that there is no effect of the exchange rate on self-sufficiency is
confirmed by the values of the correlation and determination coefficients, which are
insignificant.

The situation in the car market (a state-supported industry) is different. It can be noted
that the impact of the dollar on self-sufficiency and the share of imports in consumption is
extremely high, despite of the huge funds spent on the program of state support for
domestic producers and the placement of foreign enterprises in the country. When imported
cars became less affordable, demand switched to nationally assembled cars. The data show
that the share of imports in automobile consumption is more influenced by the exchange
rate than by industrial policy measures.

It should be noted that the above examples concerned those examples when import
substitution is in line with industrial policy. However, often the decision on import
substitution is made for political (and other) reasons. In this case, import substitution
programs show not so impressive results. This is primarily due to the lack of a base (for
example, the production of motors for ships or microcircuits) or the lack of necessary
legislation (which, for example, led to the "dominance" of dairy products with vegetable
fats (palm oil) on the shelves of Russian stores). In these cases, import substitution is likely
to become a negative factor, not only not improving, but negatively affecting economic
growth indicators.

4. Discussion

The analysis showed that at the moment the process of import substitution in Russia is
inconsistent. In those sectors where the implementation of import substitution took place
from the standpoint of a proactive industrial policy, excellent results have been achieved. In
other cases, the situation is not so good, and the results are more the result of external
factors than economic policy. This predetermined the lack of long-term effect [16, 21]. In
General, the process of import substitution in Russia was very difficult. he implementation
of sanctions showed that the Russian industry is not ready for full self-sufficiency, that
provoked the crisis from which the Russian economy emerged only in 2016.

Significant success occurs when import substitution is accompanied by innovative
development. The right public policy can lead to a kind of “innovation leap”, which is
necessary for achievement of economic growth [22]. Such a situation arose, for example, in
the military-technical sphere, when new technologies and state investments in their
development led to a qualitative leap and allowed Russia to enter the 2nd place in the
global arms trade market [23].

If we present import substitution as a long-term strategy of economic development of
the state, accompanied by the strengthening of sanctions wars, we can assume that it will
not only deplete the country's potential and slow down the pace of its development, but also
have a negative impact on the welfare of all countries participating in the conflict. This
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strategy does not correspond to the current stage of development of the world economy,
which has entered the path of globalization and intensive multilateral cooperation [24, 11].

One of the problems faced by import substitution at the present stage is that this
instrument of industrial policy was introduced mainly as a political measure (the result of a
political decision), and was not the result of a consistent economic policy: awareness of this
problem came 10-15 years ago, but at the same time no significant comprehensive
measures have been taken since then [3,25].

Finally, the extended use of protectionist measures has a negative impact on global
competitiveness, both at the enterprise and industry levels. Therefore, the long-term use of
the practice of import substitution can ruin the national industry. The experience of import
substitution in developing countries at the turn of 60-70s of XX century shows that the
production of imported analogues inevitably caused an increase in imports of technologies,
equipment and raw materials necessary for the organization of national production [11].

5. Conclusion

Import substitution is implemented in our country within the framework of the anti-
sanctions program and is rather a tactical measure, which leads to a political rather than an
economic result [26]. At the same time, import substitution as an instrument of economic
policy and the achievement of economic security goals in the era of globalization can be
considered as the basis of the strategy of structural adjustment of the national economy. In
this case, thanks to the policy of sanctions (primarily by the United States and the European
Union), the Russian economy has a unique chance to change the resource orientation and
develop its own production [27]. However, in general, the import substitution program
should be implemented regardless of political priorities and sanctions [28]. It is impossible
to solve strategic problems by simple prohibitive measures [29], so the policy of import
substitution should be based on a consistent system of measures, which requires an analysis
of different types of economic policy that would take into account the requirements of
economic security and the current situation in the Russian economy [30].
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