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Abstract. The article analyzes the slowdown in the industrial sector of the Russian economy.
According to preliminary data of Federal State Statistics Service Russian GDP value in 2014
amounted to 70.975 billion rubles. Economic growth was 0.6 %, compared to the same period
in 2013 of 1.3 %. The ruble devaluation has revived domestic demand and stabilized the situa-
tion in budgetary sphere to some degree. However, the other side of the process is inflation
rate accelerating and greater concentration of resources in the fuel-energy sector. The state
programs supporting some particular sectors of economics that are in force nowadays do not
function in full. A significant drawback is that elaboration and conducting of the programs
occur in off-line mode, without taking into account the total demand for financial, material-
and-technical, manpower and other limited resources. The uncertainty of the economic envi-
ronment that promotes business activity decline, leads in its turn to profit decrease. Capital
outflow does not encourage investment growth, at that the capital outflow in 2014 was mostly
managed by non-banking sector, proving the reluctance of entrepreneurs to invest in the pro-
duction development. Consequently, this means a reduction of capital investments at the ex-
pense of enterprises’ own funds.

Keywords: economic crisis; loss-making enterprises; net financial result; manufacturing sec-
tor of the economy; investment activity; banking activity.

The total contribution of industry to
the dynamics of the Russian economy
profits is determinant, as its share in
the overall profit of the real sector is
over 50 %. The net financial result has
decreased in industry due to ruble de-
preciation and decline in global oil
prices. Companies’ financial condition
also leaves much to be desired 41 % of
business leaders indicated the current
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lack of financial resources that charac-
terizes the decline in profit. Further-
more, the situation when the cost of
credit resources does not allow enter-
prises of a number of industries to
count on profitable activities has be-
come typical in the Russian economy
in recent years. The share of the loss-
making enterprises in industry is given
in the figure 1.
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Fig.1 The share of the loss-making industrial enterprises by the type of economic activity
(http://www.gks.ru/ (Federal State Statistics Service)

The studies have shown that the
maximum number of unprofitable en-
terprises (the share amounted to
54.1%) for the period January-
October 2014 was noted in the eco-
nomic sectors of production, transmis-
sion and distribution of electric power,
gas and water. This situation was typi-
cal for the entire post-crisis period. In
the mining sector, the figure was
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37.1 %. The share of loss-making en-
terprises in manufacturing industries
was about 30.0 %. The largest share of
unprofitable enterprises is observed in
export-oriented sector particularly in
woodworking and wood products
manufacturing (37.0 %).

Net financial result of activity also
indicates the financial condition of the
industrial enterprises (see table 2).
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Table 2
The net financial result by the type of economic activity in industry
(according to operative data of the enterprises in the ruling prices),
% to the previous period
Type of econom- Years
ic activity 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Industry 163,8 110,3 76,8 66,8 1683 1155 1179 80,1 74,1 9173
Mining 176,7 106,0 92,0 1059 151,7 148,7 984 948 1314 117,4
Manufacturing 1676 1953 740 583 1666 1204 1125 71,3 782 905
industry
Production,
transmission
and distribu- g5 ) 1458 1105 1673 233 333 1972 86,1 969 1194
tion of electric
power, gas,
water

*-A dash means that negative net result has been obtained in one or both of the compara-

ble periods.

Source: http://www.gks.ru/ (Federal State Statistics Service)

At the beginning of recovery from
the economic crisis in 2010, an ener-
getic spurt to improve the financial
situation of the companies was under-
taken, which subsequently deteriorated
and passed on to worsening. In Janu-
ary-October 2013, this figure amount-
ed to 80.1 % [9, c. 30]. In January-
October 2014, it decreased and
amounted to 74.1 %.

The downshift of net financial re-
sult in the manufacturing sector in
January-October 2014 amounted to
21.8 % of the m-o-m figure in 2013,
and in the production and distribution
of electric power, gas and water —
3.1 % respectively according to the da-
ta of Federal State Statistics Service.
In the mining sector net financial re-
sult increased by 31.4 % (compared to
reduction to 5.2 % in 2013), mainly
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due to high oil prices in the first half of
2014.

Among export-oriented sectors of
economy this figure decreased by
51.7% in the chemical industry for the
period January-October 2014 (the pre-
vious year it decreased by 31.6 %)
largely due to lower prices of the
products on the world market. Like-
wise, there was a negative dynamics of
net financial result in the industries
oriented to consumer’s demand. The
net financial result decreased by
51.6 % in manufacturing of rubber and
plastic goods and by 10.8 % in manu-
facturing of food products.

The drop of investment demand has
worsened the financial condition of the
enterprises  producing  investment
goods. Particularly, the net financial
result in  manufacturing of non-
metallic minerals in January-October
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2014 was negative (it decreased by
52.1 % versus 32.2 % reduction m-o-
m in 2013). The net financial result
dropped by 31.7 % (versus fall at
20.1 % m-0-m in 2013) in the machin-
ery and equipment production.

Unlike the dynamics of industrial
output, investment activity fell signifi-
cantly. In particular, the growth of
fixed capital investment in 2013
amounted to 99.8 % in the economy as
a whole, and 97.2 % in January-
November 2014 compared to the same
period of the previous year. The main
factors of investment activity decrease
were as follows: significant profit
shrinkage of non-financial organiza-
tions, the continuing economic uncer-
tainty, low external and domestic de-
mand, unfavorable domestic invest-
ment climate, private capital outflows.
Moreover, budget expenditures ceased
to stir up economy. Many entrepre-
neurs avoid doing risky actions in fa-
vor of investment, innovation and
modernization in current economic
and institutional conditions, if their
businesses are not included in public
programs with guaranteed bonuses.

At the same time, the public pro-
grams in force do not operate to the
full extent. The most significant draw-
back is that they are worked out inde-
pendently without taking into account
the total demand for financial, materi-
al, human and other limited resources
within a specific planning period.
There is no methodic basis of public
programs planning up to now. As a re-
sult, planning often relies on retrospec-
tive data of current programs and is
not supported by the forward-looking
estimates and is based on intuitive or
subjective  assessments.  Therefore,
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adopted public programs are constant-
ly being revised; time frames and effi-
ciency of achieving results are adjust-
ed though as a rule not for the better.
That is, there is no effective mecha-
nism to support investment projects in
Russia.

The studies allow us to conclude
the following. The growth in prices of
manufactured products will be signifi-
cantly ahead of the growth in prices of
agricultural products and services.
However, the growth rate in the short-
term will be slower than the rate of the
Russian currency decline, as the de-
mand has strongly decreased and there
IS no pent-up demand for 2015. Relia-
bly, there will be considerable prob-
lems in automobile industry, mechani-
cal engineering, building trade and all
industries related to construction —
construction materials manufacturing,
steel industry and production of finish-
ing materials.

Capital outflow is one of the most
serious problems of the Russian econ-
omy. Every year, Russia invests in the
global economy about $ 100 billion to
bring in half as much dear money [7,
c. 85]. Our country loses $ 40-45 bil-
lion yearly in favor of the US and Eu-
ropean creditors owing to difference in
rates of interest. The volume of illegal
capital flight is about $ 80 billion. This
figure coincides with the volume of
external credits, which is now lost for
the Russian economy due to sanctions.
Thus, the negative effect of the sanc-
tions could be completely neutralized,
if the illegal capital outflow stopped.

One way to solve this problem is a
sharp rise in the rate of compulsory
foreign-exchange reserves for credit
institutions and mandatory sale of
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most of the foreign exchange earnings,
for instance, 75 % of it [1, c. 430]. It
should be sold domestically to the or-
ganizations exporting products and
services abroad. At that, it is reasona-
ble, in our view, to differentiate the
reserve requirements depending on the
account currencies and to introduce
higher requirements to foreign curren-
Cy accounts.

It is necessary to increase signifi-
cantly the volume of money supply in
the internal market for domestic busi-
ness lending. Money supply should be
formed in conjunction with the objec-
tives of economic development and
relying on internal sources of currency
issue. One of the most important
sources is a refinancing mechanism
aimed precisely at lending the real sec-
tor of the economy and investing in
priorities for development [2, c. 48].
Emission methods can be different:
indirect (refinancing on the security of
State commitments and solvent enter-
prises) and direct (co-financing of pub-
lic programs, provision of state guar-
antees, state funding of development
institutions). Moreover, under condi-
tions of financial war imposed on Rus-
sia by Western countries, the most im-
portant channel of money issue shall
be the acquisition of government lia-
bilities by the Central Bank of the
Russian Federation, as is done in the
US, Japan and EU.

As part of modern national mone-
tary system formation, it is necessary
to follow the main objectives of the
modernization, economy development
and external loans substitution. Herat
there is a need to implement a set of
measures.
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Firstly, the monetary system should
be set up for the development and ex-
pansion of real sector lending. Thereto
the creation of conditions for econom-
ic growth, increase of investment and
employment should be included in the
list of the objectives of monetary poli-
cy and the Central Bank activity by
law.

Secondly, it is essential to turn
mainly to domestic sources of financ-
ing and lending. To achieve this, the
key interest rate should be lowered ra-
ther than raised to a level comparable
with the level of interest rates in the
EU, US and China. The key interest
rate should not exceed the average rate
of return in the investment complex
net of bank margin (2-3 %), and terms
of loans should correspond to the pro-
duction cycle in the manufacturing in-
dustry (seven — ten years) [4, c. 30].

Thirdly, the Central Bank of Russia
relying on the experience of economi-
cally advanced countries should bet on
the formation of long money with low
interest rates, based on the use of gov-
ernment securities and the refinancing
instruments under the enterprises’
commitments.

Fourthly, the Central Bank of Rus-
sia should significantly increase finan-
cial capability of the country's devel-
opment institutions, which in their turn
are intended to finance investment pro-
jects and programs adopted by the
government.

Fifthly, it is necessary to create
conditions for enhancing the capability
of the Russian monetary and financial
system. So it is advisable to replace
credits in the foreign currency issued
by Russian banks and corporations
with credits in the national currency
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granting the appropriate funding from
the Central Bank of Russia. The loss
of opportunity of lending owing to
sanctions should be compensated to
the state banks and corporations.
Thereto it is necessary to establish a
special institute for restructuring and
compensation of external liabilities
and assets of Russian borrowers and
investors, providing it with the neces-
sary resources.

Sixthly, it is necessary to introduce
retention mechanism of rate of ex-
change quotation vis-a-vis the ruble,
rather than vice-versa as it occurs
nowadays. It is also significant to set
in advance the boundaries of ruble rate
fluctuation. Under threat of going be-
yond these boundaries, the exchange
rate should be changed and new
boundaries ought to be set at a time in
order to avoid capital flight and cur-
rency speculation against the ruble.

It is necessary to regulate the
mechanism of the banking system op-
eration. Therefor commercial banks
should have an opportunity to get im-
mediate stabilization loans up to 25 %
of the volume of individual's deposits
to meet the panic claims of individuals
[6, c¢. 290]. Furthermore, it is neces-
sary to resume non-collateral credit
auctions for banks experiencing liquid-
ity shortage conducted by the Central
Bank of Russia. It is also necessary to
introduce a mechanism for maintain-
ing current liquidity of credit institu-
tions, namely: to reduce the amount of
deductions to the fund of required re-
serves, to increase the opportunity of
their lending on the security of “non-
market assets”, to expand the list of
such assets. At that, there is a need to
develop forming methodology and to
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determine the list of strategic enter-
prises, whose loans will be refinanced
on concessionary terms.

Great attention should be paid to
the development of competitiveness,
considering the factor of increase in
demand by developing the quality of
the production itself. This policy
should primarily be focused on the de-
velopment of certain areas that will
bind closely local businesses with for-
eign multinational companies (we are
talking about the five BRICS coun-
tries). One of the most important con-
siderations is increasing the capacity
of the Russian economy with regard to
small and medium-sized businesses
especially at the local and regional
levels.

In this case, it is important to en-
hance the independence of the execu-
tive bodies of constituent entities of
the Russian Federation, as well as to
reduce the dependence of the consoli-
dated budgets of the RF constituent
entities on financial support coming
from the federal budget.

However, the modern fiscal central-
ization is characterized by imperfec-
tion of tax management at regional and
local levels. Specifically, the constitu-
ent entities of Russia and local self-
governments are largely restricted in
establishing the taxation elements. The
tax legislation provides for variation of
rates on certain types of taxes and du-
ties (within the limits prescribed by
Tax Code of the Russian Federation),
the timing and the payment procedure.
It should be noted, that tax privileges
on the regional and local taxes for dif-
ferent groups of taxpayers were fixed
at the federal level.
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The current tax regulation at re-
gional and local levels does not pro-
vide an appropriate balance between
fiscal, redistributing, regulating tax
functions. However, fixed tax remis-
sions for certain types of taxes and du-
ties at the regional and local level can
significantly increase the investment
attractiveness, create better conditions
for accelerated development of the
priority sectors of the economy in the
current macroeconomic conditions. An
optimal level of taxation with reasona-
ble distribution among the different
levels of budgets can serve as a criteri-
on of justice.

In the current economic conditions
in the Russian Federation the foreign
experience of stimulating economic ac-
tivity of small and medium-sized busi-
nesses by means of depreciation policy
may be of greater interest. An acceler-
ated depreciation of equipment as an
incentive to upgrade production facili-
ties iIs widely used in some highly de-
veloped countries. It is also used for
priority development of specific indus-
tries, R&D promotion or for the overall
investment recovery.
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