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RUSSIA’S MILITARY
EXPENDITURE DURING
ITS WAR AGAINST UKRAINE

I. Introduction

This SIPRI Insights paper is devoted to an analysis of military expenditure
by the Russian Federation during its war against Ukraine, and the sources
of funding for that spending. The analysis here shows that the war has been
fought in a way that makes the resource commitment to it sustainable, not-
withstanding the tough sanctions imposed on Russia’s economy. Meanwhile,
in so far as it is possible, Russian President Vladimir Putin and the govern-
ment maintain a business-as-usual approach, attempting to implement policy
goals that predate the war. These include the set of ‘national goals’ for Russia
to 2030 that Putin presented in July 2020 aimed at improving health, welfare
and living standards.! Their importance is often restated, while the pursuit of
‘technological sovereignty’—aimed at reducing Russia’s dependence on the
technologies of ‘unfriendly powers’—is also now a central plank of Russian
economic policy, frequently proclaimed by President Putin.?

From its outset, the expanded invasion that began on 24 February 2022 has
been called a ‘special military operation’ (spetsial’naya voennaya operatsiya,
SVO) by the Russian government. It has arguably been using this term to
avoid the term ‘war’ in its communication with the Russian public. Yet it
also reflects how the Russian government initially conceived the invasion:
it was likely prepared as an operation involving not only the armed forces
but also extensive engagement of the security services. From close analysis of
the available evidence, including official documents captured by Ukrainian
forces, it has been established that this plan was formulated first and fore-
most by Russia’s security services and a core group within the Presidential
Administration, supported by senior officials in the Ministry of Defence
(MOD).3 Initial planning was undertaken by the Federal Security Service
(Federal'naya sluzhba bezopasnosti, FSB) in July 2021.# The use of ‘special’ is
astandard feature of Russia’s military terminology, indicating that non-MOD
forces are involved—usually those of the security agencies, in particular the
FSB, the Ministry of Internal Affairs and the Federal Protection Service. A
good example is provided by the frequently used abbreviation ‘vvst’, from

Lputin sets national goals of development for Russia through 2030’, Interfax, 21 July 2020.

2See e.g. ‘TlyTMH TpU3Ban yKpEIUIATh TEXHONOTMUECKuil cyBepennter [Putin calls for stronger
technological sovereignty], RTA Novosti, 15 Dec. 2022.

3 Zabrodskyi, M. et al., Preliminary Lessons in Conventional Warfighting from Russia’s Invasion of
Ukraine, February-July 2022 (Royal United Services Institute: London, 30 Nov. 2022), p. 7.

4 Zabrodskyi et al. (note 3), p. 7.

SUMMARY

® Russia’s total military
expenditure has increased
since its full-scale invasion of
Ukraine in February 2022, but
not dramatically. Despite dif-
ficulty in accessing information
on budget spending, total
budgeted military spending

in 2023 canbe estimated at
6648 billion roubles. This
represents 4.4 per cent of fore-
cast Russian gross domestic
product. While military spend-
ingin early 2023 seemed to
accelerate beyond the budgeted
amount, the rate of spending
canbe shown to be similar to
thatin early 2022 and does not
suggest any unusual surge.

The Russian government is
attempting to restrain spending
on the war to minimize the
domestic impact and enable
the pursuit of policy goals set
before the invasion. The
Russian economy can afford
thislevel of spending notwith-
standing severe sanctions,
while leaving open the possibil-
ity of increased war-related
funding if the government
considersitnecessaryinthe
future.


https://interfax.com/newsroom/top-stories/69346/
https://ria.ru/20221215/suverenitet-1838931905.html
https://static.rusi.org/359-SR-Ukraine-Preliminary-Lessons-Feb-July-2022-web-final.pdf
https://static.rusi.org/359-SR-Ukraine-Preliminary-Lessons-Feb-July-2022-web-final.pdf
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‘vooruzhenie, voennaya i spetsial’naya tekhnika’ (armaments, military hard-
ware and special equipment), where ‘special’ refers to equipment employed
by the security services and other agencies for ensuring national security.

Besides the categories of forces and equipment involved, the notion of
‘special military operation’ can also be understood in terms of the level of
intensity of war fighting that Russia expected to encounter. Having faced stiff
Ukrainian resistance, Russia’s expectation of a quick victory evaporated but
it was not willing to abandon the term and admit publicly that its invasion
was in fact a fully fledged war of aggression. However, in assessing funding of
the war, this dimension is important. Russia has been engaged in the conflict
in a financially limited manner, as if seeking to minimize its economic cost
and the impact on domestic society. It appears to be fought, not with the
resources of a full-scale war, but indeed as a more limited military operation.
For that reason, the war is at times referred to in this paper as the ‘SVO’. This
does not mean endorsement of this perspective but is intended to reflect a
factor influencing decisions on resource allocation, which this paper focuses
on.

Thevital background for understanding the funding dimension of the waris
the growth of military spending during 2022 and some developments in non-
military chapters of the budget that were probably related to the war. These
issues were explored in an earlier paper.5 This paper updates the previous
publication with an analysis of budget spending in 2022 (in section II), the
budget law for 2023-25 (section III), actual budget spending in the early
months of 2023 (section IV) and prospects for future spending (section V).

Analysis of Russia’s military spending has become increasingly difficult as
the government has limited the access to information on budget spending. In
the spring of 2022, the Ministry of Finance (MOF) stopped publishing details
of budget spending broken down by chapters of the budget and by ministries
and other government departments, revealing only the total monthly budget
revenue and expenditure. The Federal Treasury also ceased its detailed
reporting of budget spending, although with a brief relaxation that was
later reversed.® The main details of the draft federal budget for 2023-25
were made available, but access to the legislation section of the website of
the lower house of parliament, the State Duma, was closed, ending access to
all the documents that usually accompany the legislative process. Reports of
the three readings of the budget in the State Duma were published, but there
was hardly any mention of defence or the ‘SVO’. While the MOF issued its
usual Budget for Citizens with details of the budget law, this gives no detail
of budget spending by subchapters. In addition, access to the government’s
‘Electronic Budget’ website, which details actual budget spending, has been
severely restricted, and on 21 June it stopped reporting open spending by
budget chapter.”

5 Cooper, J., ‘Implementation of the Russian federal budget during January-June 2022 and
spending on the military’, STPRI Background Paper, Oct. 2022.

6 As discussed in Cooper (note 5), p. 4.

7 Kasyanchuk, D., ‘MEH(HH CKPBUI ONepaTHBHbIE JaHHBIC O pacxoiax Giomwkera’ [The Ministry of
Finance hid operational data on budget expenditures], 22 June 2023.


https://doi.org/10.55163/STMI3484
https://doi.org/10.55163/STMI3484
https://thebell.io/minfin-skryl-operativnye-dannye-o-raskhodakh-byudzheta
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I1. The budget for 2022: Expectations and implementation

The law on the federal budget for 2022-24, signed by President Putin on
6 December 2021, envisaged spending of 3502 billion roubles on the budget
chapter ‘national defence’in 2022 (equivalent to 15 per cent of the total budget
spending of 23 694 billion roubles). Including all elements that are covered
by the SIPRI definition of military spending gives a total of 4975 billion
roubles in 2022. The budget was based on a forecast that gross domestic
product (GDP) would be 133.3 trillion roubles and the rate of inflation would
be 4.0 per cent (December to December), so total military expenditure was
to be 3.7 per cent of GDP.8 The budget did not suggest any expectation of
conflict: total planned military spending was then only 2.4 per cent more in
nominal terms than the total for 2021, and the GDP share was expected to
be almost identical (although, after a later revision of GDP, the 2021 military
share fell to 3.6 per cent).?

In the first two months of 2022, budget implementation followed its regular
pattern, but the budget listing—the upper limits on spending—for the year
began to increase; the MOF was taking advantage of flexibility that permits
some increases in planned spending without having to submit an amended
budget for approval by the State Duma. By the end of February ‘national
defence’ had been increased to 3646 billion roubles (15 per cent of revised
total spending); by the end of March, in the last detailed report published, it
had increased to 3667 billion roubles, of which 1054 billion roubles had been
spent.1° By 1 August the budget listing had increased to 4544 billion roubles
(17 per cent of revised total spending); of this, 2894 billion roubles had been
spent—equivalent to 83 per cent of the total in the original budget law.1!
Documents released in October 2022 reported ‘national defence’ spending of
4679 billion roubles.’? This amounted then to 17 per cent of total government
spending of 27 614 billion roubles.

While allocations to ‘national defence’ were steadily increasing, this did
not apply to spending on the budget chapter ‘national security and public
order’. In 2021 just over two thirds of spending under this chapter went to
the security services, the National Guard (Rosgvardiya), the FSB Border
Service and the Ministry of Internal Affairs—all agencies involved to some

8 Russian Federal Law no. 390-03 ‘O (enepansHOM OroKeTe Ha 2022 TOX M HA INIAHOBBIH Tepron 2023
u 2024 ronos’ [On the federal budget for 2022 and the planning period 2023 and 2024], 6 Dec. 2021.

9 Note that the GDP figures and GDP share in this paper differ slightly from those in the latest version
of the SIPRI Military Expenditure Database (Apr. 2023). While the database—which encompasses
data for c. 150 countries—uses a single GDP data set from the International Monetary Fund (IMF),
this paper relies on GDP figures from Russian government forecasts. Similarly, the use of IMF versus
national sources for government spending means that figures for shares of government spending may
also differ.

10 Russian Ministry of Finance, TIpeBapuTebHas OLEHKa HCIOTHEHUs (eIepabHOro GIOIKETa 3a
stuBapb—(espaib 2022 rona’ [Preliminary estimate of federal budget execution for January-February
2022], 17 Mar. 2022; and Russian Ministry of Finance, ‘[IpeaBapurenbHasi OLEHKA HCIIOIHEHHS
denepanbHoro Gromkera 3a supapb—mapt 2022 rona’ [Preliminary estimate of federal budget execution
for January-March 2022],12 Apr. 2022.

11 Cooper (note 5), p. 5.

12 Russian Accounts Chamber, 3axmouenue Cuemnoii nanamur Poccuiickoii Dedepayuu Ha npoexkm
edepanvrozo 3axona «O ¢hedepanvhom 6100xceme na 2023 200 u Ha nianogwlll nepuod 2024 u 2025
20006y (ocnosnwie nonogcenus) [Opinion of the Accounts Chamber of the Russian Federation on the
draft federal law ‘On the federal budget for 2023 and for the planning period 2024 and 2025’ (main
provisions)] (Accounts Chamber: Moscow, 2022), p. 20.


http://actual.pravo.gov.ru/text.html#pnum=0001202112070016
http://actual.pravo.gov.ru/text.html#pnum=0001202112070016
https://www.sipri.org/databases/milex
https://archive.minfin.gov.ru/ru/press-center/?id_4=37814-predvaritelnaya_otsenka_ispolneniya_federalnogo _byudzheta_za_yanvar-fevral_2022_goda
https://archive.minfin.gov.ru/ru/press-center/?id_4=37814-predvaritelnaya_otsenka_ispolneniya_federalnogo _byudzheta_za_yanvar-fevral_2022_goda
https://archive.minfin.gov.ru/ru/press-center/?id_4=37868-predvaritelnaya_otsenka_ispolneniya_federalnogo_byudzheta_za_yanvar-mart_2022_goda
https://archive.minfin.gov.ru/ru/press-center/?id_4=37868-predvaritelnaya_otsenka_ispolneniya_federalnogo_byudzheta_za_yanvar-mart_2022_goda
https://ach.gov.ru/upload/iblock/35d/r2d8d7whira13h9qik1mt45q6vwcrabw.pdf
https://ach.gov.ru/upload/iblock/35d/r2d8d7whira13h9qik1mt45q6vwcrabw.pdf
https://ach.gov.ru/upload/iblock/35d/r2d8d7whira13h9qik1mt45q6vwcrabw.pdf
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extent in the war in Ukraine. In the budget law for 2022 total spending on
the chapter was set at 2826 billion roubles, but in the months following the
invasion the budget listing declined to a modest extent. Thus, in the budget
listing of 1 September the total for ‘national security and public order’ was
down to 2788 billion roubles.?

As the war evolved it soon became clear that it was not going to be the short
operation that was evidently envisaged when the decision to announce the
invasion was made. During the second half of 2022 the government adopted
measures to reinforce the armed forces and boost military production. A
partial mobilization was introduced on 21 September and declared complete
by the end of October. Over 300 000 young men were mobilized to serve in
the armed forces, while many left the country to avoid mobilization, adding
strains to an already tight labour market.1* Clearly, this measure had impli-
cations for the budget as the newly mobilized had to be paid and supplied
with uniforms and equipment, but the scale of additional spending remains
in doubt.

In October 2022 President Putin put some regions on a war footing and
created a new institution to ensure that the weapons, uniforms, equipment
and other materiel needed by the armed forces were manufactured and
delivered as soon as possible.l® The prime minister, Mikhail Mishustin, now
chairs a government coordination council to meet the needs of the armed
forces and monitor the fulfilment of contracts to supply the forces of the
MOD, the National Guard, the FSB and other agencies. Members of the
council include the ministers of key government departments involved in
producing arms, munitions and equipment, as well as the MOD and other
customers. Since this measure was adopted, an increasing number of arms
companies—especially those producing equipment for the ground forces,
munitions (including artillery shells and missiles for aircraft), air defence
systems and naval vessels—have switched to working on a two- or three-shift
basis with the recruitment of additional personnel.1¢ This recruitment has at
times been difficult because of a mounting shortage of engineering specialists
and skilled manual workers with experience in the engineering industry.1”

These measures led to increased military spending, but the extent of this
increase was concealed from public view by strict limits on access to data.
However, in January 2023 provisional budget revenue and expenditure
for 2022 were disclosed that showed significant increases compared with
the original budget law, partly because the rate of inflation, at 12 per cent,
was much higher than predicted. Total revenue was 27 825 billion roubles
and expenditure was 31131 billion roubles, giving a deficit of 3306 billion

13 Russian Accounts Chamber (note 12), p. 20.

14 yhere have Russians been fleeing to since mobilisation began?’, Reuters, 6 Oct. 2022.

15 presidential Decree no. 763 ‘O Koopnunarmmonnom cosere npu IlpaButensctBe Poccuiickoit
Denepanyu no odecrnedeHuto norpedHocrel Boopyxkennsix Cun Poccuiickoii denepaiiu, Ipyrux BOiCK,
BOMHCKHX (popmupoBaHuii u opraHos’ [On the Coordination Council under the Government of the
Russian Federation to meet the needs of the Armed Forces of the Russian Federation, other troops,
military formations and bodies], 21 Oct. 2022.

16 Russian Government, ‘3acenanne KoopaMHAIMOHHOTO COBETa MO OOECIEUEHUIO MOTpeOHOCTEit
Boopyxénnpix Cun Poccuiickoit denepannn, APyrux BOMCK, BOMHCKUX (DOPMHPOBAHMI M OpraHos’
[Meeting of the Coordination Council for ensuring the needs of the Armed Forces of the Russian
Federation, other troops, military formations and bodies], 24 Oct. 2022.

17 Mosolkina, D. and Dubrovina, E., [IpaBUTeIbCTBO IPEIOKIIO GeCIUIATHOE 00yIEHHE A paGOThI
B OIIK’ [Government proposes free training for jobs in the defence industry], Vedomosti, 16 Mar. 2023.


https://www.reuters.com/world/europe/where-have-russians-been-fleeing-since-mobilisation-began-2022-10-06/
http://www.kremlin.ru/acts/bank/48438
http://www.kremlin.ru/acts/bank/48438
http://www.kremlin.ru/acts/bank/48438
https://government.ru/news/46874
https://government.ru/news/46874
https://www.vedomosti.ru/economics/articles/2023/03/16/966713-besplatnoe-obuchenie-raboti-opk
https://www.vedomosti.ru/economics/articles/2023/03/16/966713-besplatnoe-obuchenie-raboti-opk
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roubles.’® When a preliminary GDP estimate (of 151.5 trillion roubles) was
later issued, it confirmed that the deficit (equivalent to 2.2 per cent of GDP)
was modest by international standards.’ The significant increase in total
spending compared with the forecast of 1 September raised the question
of how much of the extra spending was accounted for by defence. This can
now be provisionally answered: spending on the chapter ‘national defence’
totalled approximately 5110 billion roubles, equivalent to 16 per cent of total
budget expenditure and to 3.4 per cent of GDP.20 This total can be calculated
from data presented by Ilya Sokolov, budget specialist of the Gaidar Institute
for Economic Policy, Moscow, who revealed that spending in 2022 on
‘national defence’ was 38 per cent higher in real terms (i.e. accounting for
inflation) than the actual total for 2021.21

I1I. The federal budget for 2023-25

Work on drafting the three-year federal budget for 2023-25 to a large extent
followed the usual schedule. The MOF adopted abusiness-as-usual approach
notwithstanding the war and the impact on the economy of increasingly
severe sanctions imposed by the United States, the European Union (EU), the
United Kingdom, Australia, Canada, Japan and other ‘unfriendly countries’,
as they became known in Russia’s official discourse. To provide the economic
forecast essential for drafting a new budget, the Ministry of Economic
Development (Minekon) issued a first, pessimistic forecast in May 2022 and
anupdated, more optimistic version in mid August.?2 The forecast underwent
further amendment in September before being accepted by the government
(see table 1). It was an optimistic forecast given the circumstances: a modest
decline in 2023 followed by a recovery in industrial output, investment and
GDP, with disposable income growing after a sharp fall in 2022.

The draft budget was sent to the State Duma on 30 September for approval.
With the support of the government and President Putin, the MOF decided
to maintain its well-established policy of ensuring budget stability. It thus
set the basic parameters of the draft budget so that deficits over the three
years would be kept on a manageable scale, notwithstanding the difficult

18 ‘MuHGHH OTMETHII CKa4OK OFOUKETHBIX PacxojoB B aekabpe 2022 roxa’ [Finance Ministry sees
budget spending jump in December 2022], Interfax, 18 Jan. 2023.

19 Russian Federal State Statistics Service (Rosstat), ‘O MIPOM3BOJICTBE M UCIIOIB30BaHUU BaJOBOTO
BHyTpenHero npoaykra (BBIT) 8 2022 rony’ [On the generation and use of gross domestic product (GDP)
in 2022], 20 Feb. 2023. This gives a decline in GDP of 2.1% compared with 2021.

20 Note that the final figure for 2022 spending on the chapter ‘national defence’ in this paper differs
slightly from that used for the latest version of the STPRI Military Expenditure Database (Apr. 2023)
because the figure is based on information that became available after the end of the annual data
collection cycle for the database.

21 30kolov, I. A., ‘Denepanbhbiii 6romket: Mtorn 2022 rona n nepenextnss 2023 rona’ [Federal budget:
2022 results and 2023 perspectives], Monumopune dxonomuuecroti Cumyayuu ¢ Poccuu [Monitoring the
economic situation in Russia], no. 2 (167) (Mar. 2023).

22 Russian Ministry of Economic Development, ‘O6 0OCHOBHBIX MapaMeTpax CIIEHAPHbBIX yCIOBHIl
COLMaIbHO-3KOHOMMYEcKoro passutust Poccuiickoit ®enepanuu Ha 2023 roJ W Ha IUIAHOBBIN MEPUOJ
2024 1 2025 ronos’ [On the basic parameters of the scenario conditions for socio-economic develop-
mentofthe Russian Federationin 2023 and forthe planning period 2024 and 2025], Letterno.17813-I1K/
J103u, 17 May 2022; Butrin, D., ‘Cbeum cBoe’ [Eat our own], Kommersant, 17 Aug. 2022; Grigorieva, 1.
and Eliseeva, Yu, ‘IloBbinieHHbIe 0KUIaHMs: MUHOK CYIIECTBEHHO YIIYUIIAI MAKPOTIPOTHO3 Ha 2022 Tor’
[Expectations raised: Minekon significantly improves macro forecast for 2022], Izvestia, 17 Aug. 2022;
and Vinogradova, E., ‘MuHKOHOMpa3BUTHS yIyunnio oxuaanust no BBIT u joxoxam poccusin’ [Ministry
of Economic Development improves Russian GDP and income forecasts], RBK, 17 Aug. 2022.


https://www.interfax.ru/business/881211
https://rosstat.gov.ru/storage/mediabank/22_20-02-2023.html
https://rosstat.gov.ru/storage/mediabank/22_20-02-2023.html
https://www.iep.ru/ru/doc/38101/federalnyy-byudzhet-itogi-2022-goda-i-perspektivy-2023-goda.pdf
https://base.garant.ru/404767233/
https://base.garant.ru/404767233/
https://base.garant.ru/404767233/
https://www.kommersant.ru/doc/5514325?from=glavnoe_2
https://iz.ru/1380338/inna-grigoreva-iuliia-eliseeva/povyshennye-ozhidaniia-minek-sushchestvenno-uluchshil-makroprognoz-na-2022-god
https://www.rbc.ru/economics/17/08/2022/62fb84559a7947562171ac25
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Table 1. Forecast on which the Russian draft budget for 2023-25 was based

2021 2022 2023 2024 2025

GDP (b. roubles) 131 015 146 065 149 949 159 714 170 598

Rate of change in GDP (%) 4.7 -2.9 -0.8 2.6 2.6
Inflation (CPI), end year (%) 8.4 12 5.5 4.0 4.0
Inflation (CPI), annual average (%) 6.7 14 6.0 4.7 4.0
Industrial production (%) 6.4 -1.8 -1.3 2.2 2.3
Capital investment (%) 7.7 -2.0 -1.0 3.9 3.7
Real disposable income of population (%) 7.8 -6.1 2.7 3.7 3.1
Unemployment (%) 4.8 4.2 4.4 4.3 4.1
Price of oil, Urals ($ per barrel) 69.1 80.0 70.1 67.5 65.0
Exchange rate roubles/$ (annual average) 73.6 68.1 68.3 70.9 72.2

CPI = consumer price index; GDP = gross domestic product.

Source: Russian Ministry of Economic Development (Minekon), I[Ipoeros coyuansro-skonomuueckozo paseumust Poccutickoii @edepayuu
Ha 2023 200 u na nianoswiii nepuod 2024 u 2025 20006 [Forecast socio-economic development of the Russian Federation for 2023 and for
the planning period of 2024 and 2025] (Minekon: Moscow, 2022), pp. 84-89.

economic conditions: the deficit in 2023 of 2925 billion roubles was expected
to be 2.0 per cent of GDP, falling to 1264 billion roubles in 2025, or 0.7 per cent
of GDP.2® Planned expenditure by chapters of the budget almost certainly
reflected expectations of the evolution of the ‘SVO’ and prospects for the
economy when the budget was being drafted (see table 2).

While defence spending was set to increase in 2023 by 6 per cent in nom-
inal terms, it was expected to decline in 2024 and 2025. In contrast, there
was to be a substantial increase in spending on national security and public
order in 2023 compared with the then expected funding in 2022. This sug-
gests that there was a strong expectation that the first military phase of the
‘SVO’ would be coming to an end in 2023, with a transition to operations to
improve control over the territories invaded in 2022. Surprisingly, given the
tough sanctions, spending on the economy was to fall, but there was to be a
significant increase in spending on social policy (i.e. pensions and welfare
benefits). Reflecting higher interest rates, debt-servicing costs were set to
increase.

At the second reading of the budget, on 22 November 2022, many amend-
ments were adopted, although their detailed effect was unclear at the time.
The State Duma held the final, third reading two days later and, after rapid
approval by the Russian upper house of parliament, the Federation Council,
the budget was signed into law by President Putin on 5 December and pub-
lished the same day.24 As usual, only details of open spending were presented,

23 Russian Draft Federal Law no. 201614-8 ‘O (denepanbHOM OromkeTe Ha 2023 TOA M Ha TUIAHOBBIH
nepron 2024 12025 ronos’ [On the federal budget for 2023 and for the planning period 2024 and 2025],
28 Sep. 2022, pp. 1-3, accessed 1 Oct. 2022. GDP shares are calculated from data in the source. Note
that this source is no longer available but the basic features on the draft budget are shown in Russian
Accounts Chamber, 3axouenue Cuemnoii nanamor Poccuiickoii @edepayuu na npoekm gedepanshozo
sarona «O pedepanvrom 6100xceme na 2023 200 u na nianoswiii nepuod 2024 u 2025 20006» [Opinion of the
Accounts Chamber of the Russian Federation on the draft federal law ‘On the Federal Budget for 2023
and for the planning period 2024 and 2025’] (Accounts Chamber: Moscow, 14 Oct. 2022).

24 Russian Federal Law no. 466-®3 ‘O (enepanbaoM Oromkere Ha 2023 o U Ha IUIAHOBBIH MEPUOJ
2024 u 2025 ronos’ [On the federal budget for 2023 and the planning period 2024 and 2025], 5 Dec.
2022.


https://sozd.duma.gov.ru/bill/201614-8
https://sozd.duma.gov.ru/bill/201614-8
https://ach.gov.ru/upload/iblock/cfe/fekz3mbh52t4mj621ck47x01zctj4q4t.pdf
https://ach.gov.ru/upload/iblock/cfe/fekz3mbh52t4mj621ck47x01zctj4q4t.pdf
http://publication.pravo.gov.ru/Document/View/0001202212050007
http://publication.pravo.gov.ru/Document/View/0001202212050007
https://sudact.ru/law/prognoz-sotsialno-ekonomicheskogo-razvitiia-rossiiskoi-federatsii-na-2023/
https://sudact.ru/law/prognoz-sotsialno-ekonomicheskogo-razvitiia-rossiiskoi-federatsii-na-2023/
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Table 2. The Russian draft budget for 2023-25, expenditure by chapter, selected chapters

Figures are billions of roubles.

Chapter 20224 2023 2024 2025

01 General state issues 2629 1994 1993 1835
02 National defence 4679 4982 4 649 4208
03 National security and public order 2788 4417 4332 4344
04 National economy 4318 3519 3560 3597
10 Social policy 6 453 7 343 7 299 7 153
13 Debt servicing 1403 1519 1625 1878
Total 27 614 29 056 28 697 27 782
Uncommitted spending - - 736 1462
Total expenditure 27 614 29 056 29 433 29 244

4 Figures for 2022 are from the budget listing of 1 Sep. 2022.

Sources: Russian Ministry of Finance, ‘Pacxofp! (emepanbHOTo GroKeTa 110 pasienaM | ToApasaesiaM KIacCu(pUKaIiy PacX01I0B OIOKETOB
Ha 2023 roj ¥ Ha IIaHOBbIN epuox 2024 u 2025 ronos’ [Federal budget expenditure by chapter and subchapter of budget expenditure
classification for 2023 and for the planning period 2024 and 2025], 28 Sep. 2022, appendix 11, accessed 1 Oct. 2022. Data also available
in Russian Accounts Chamber, 3axmouenue Cuemnoi nanamet Poccuiickoti @edepayuu na npoexm pedepanvrozo 3axona « O ¢hedepanvrom
610001ceme na 2023 200 u na naanoswlii nepuod 2024 u 2025 20006» [Opinion of the Accounts Chamber of the Russian Federation on the
draft federal law ‘On the Federal Budget for 2023 and for the planning period 2024 and 2025’] (Accounts Chamber: Moscow, 14 Oct.
2022).

with no details of total spending, of open plus classified spending, or of the
breakdown by chapter and subchapter. This meant that it was not possible
to establish total funding for the military in 2023. However, on 31 October
the MOF issued its Budget for Citizens, which outlines the main features of
the new budget, including total spending by budget chapter.?’ The 64-page
document focuses on socio-economic issues and contains nothing to make
the reader aware that the country was engaged in a war—although the
introduction acknowledges the difficult economic circumstances created by
sanctions.

With the publication of this document, it became apparent that there
were indeed significant amendments at the second reading. While budgeted
spending on national defence in 2023 was almost the same as the original
draft, at 4973 billion roubles (areduction of 9 billion roubles), the allocation to
national security and public order had been reduced significantly. It was down
from 4417 billion roubles to 3564 billion roubles (a reduction of 853 billion
roubles), followed by spending of just over 3000 billion roubles in both
2024 and 2025, perhaps reflecting a reassessment of the likely development
of the war. With the money saved, spending on social policy was increased
by 331 billion roubles, on the economy by almost 300 billion roubles and on
inter-budget transfers (between federal and regional budgets) by 122 billion
roubles, perhaps relating to the newly annexed territories in Ukraine. With
respect to military spending, some MOD funding lines underwent modest
changes. Both housing and health increased by almost 5 billion roubles and

25 Russian Ministry of Finance (MOF), Bio0aicem 0151 2pasicoan k hedepanbhomy 3aKony o pedepanvhom
610001ceme na 2023 200 u na naanoswiii nepuod 2024 u 2025 20006 [Budget for citizens for the Federal Law
on the Federal Budget for 2023 and for the planning period 2024 and 2025] (MOF: Moscow, 31 Oct.
2022).


https://minfin.gov.ru/common/upload/library/2023/02/main/BDG.pdf
https://minfin.gov.ru/common/upload/library/2023/02/main/BDG.pdf
https://sozd.duma.gov.ru/bill/201614-8
https://sozd.duma.gov.ru/bill/201614-8
https://ach.gov.ru/upload/iblock/cfe/fekz3mbh52t4mj621ck47x01zctj4q4t.pdf
https://ach.gov.ru/upload/iblock/cfe/fekz3mbh52t4mj621ck47x01zctj4q4t.pdf
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spending on mass media increased from 2361 million roubles in the draft
budget to 3995 million roubles in the budget law.2¢

IV. The military budget for 2023
Military spending in the 2023 budget

Based on the available data on the 2023 budget, it is possible to derive a
plausible estimate of total military expenditure in 2023 of 6648 billion
roubles (see table 3).27 About three quarters of this total is the official ‘national
defence’ budget, with the rest being made up of military-related spending
in other chapters of the budget. Total military spending in the 2023 budget
represents 23 per cent of the total government budget and 4.4 per cent of
forecast GDP. This compares with 21 per cent of total budget spending and
4.4 per cent of GDP in 2022, and 20 per cent of the total and 3.6 per cent
of GDP in 2021. However, the 2022 total is an estimate based on incomplete
information and is likely to be amended at a later date.

It must be emphasized that total military expenditure is not the same as the
cost of the war. Some military spending is unrelated to the war, while some
items of spending from budget chapters other than ‘national defence’—espe-
cially funding under the chapter ‘national security and public order’—must
be war related. The latter includes funding of the security agencies, costs
associated with the territories acquired by force, and the construction of
fortifications, not necessarily all covered by the MOD’s budget. There is no
way of determining the scale of this additional funding.

Moreover, there is the issue of the funding of military activities associated
with the war from sources other than the federal budget. These include costs
associated with the mobilization and initial training of new recruits to the
armed forces. Such costs are covered in part by regional budgets, although
the amount of funding is usually modest: in 2022 the total was 58 billion
roubles, although this was no less than 12.5 times higher than in 2021.28 Sev-
eral regions funded the provision of uniforms and equipment plus support
for the families of mobilized personnel. Businesses and non-governmental
organizations have made voluntary donations to fund the purchase of items
needed by troops but not supplied through official channels in adequate
quantities (e.g. uncrewed aerial vehicles).? Some regions, perhaps up to
20, have created their own volunteer forces to participate in the fighting in
Ukraine supported by local funding, often provided by local businesses.3°
A leading example is the Urals Battalion of Sverdlovsk oblast, which the

26 Russian Ministry of Finance (note 25); Russian Federal Law no. 466-®3 (note 24); and table 2 in
this paper.

27 This equates to approximately US$86.4 billion based on average exchange rates for the period
1Jan.-16 June 2023.

28 Russian Accounts Chamber, Onepamughblii 00K1a0 00 UCNOTHEHUU KOHCOTUOUPOBAHHBIX OI00HCEMO8
cybvekmos Poccuiickoti ®edepayuu sneapb—oexadps 2022 200a [Operational report on the execution
of the consolidated budgets of the subjects of the Russian Federation January-December 2022]
(Accounts Chamber: Moscow, 2023), p. 29.

29 See e.g. Edmonds, J. A. and Bendett, S., Russia’s Use of Uncrewed Systems in Ukraine (Centre for
Naval Analyses: Arlington, VA, May 2023), pp. 20-23.

30 On non-state military and paramilitary forces in Russia see Laruelle, M. and Arnold, R., ‘Russia’s
paramilitarization and its consequences’, PONARS Eurasia Policy Memo no. 839, George Washington
University, Elliott School of International Affairs, Apr. 2023.


https://ach.gov.ru/upload/iblock/07a/f3925icrxo8veiakct2y6mvjqax8zrkb.pdf
https://ach.gov.ru/upload/iblock/07a/f3925icrxo8veiakct2y6mvjqax8zrkb.pdf
https://www.cna.org/reports/2023/05/Russias-Use-of-Uncrewed-Systems-in-Ukraine.pdf
https://www.ponarseurasia.org/wp-content/uploads/2023/04/Pepm839_Arnold-Laruelle_April2023-2.pdf
https://www.ponarseurasia.org/wp-content/uploads/2023/04/Pepm839_Arnold-Laruelle_April2023-2.pdf
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available evidence suggests is partly funded by a wealthy local business-
man with a leading role in the copper industry and a strong commitment
to the Orthodox faith.3! This also appears to be true of another prominent
Orthodox businessman, Konstantin Malofeev, who is known to have been
active in the annexation of Crimea in 2014.32 Similarly, there is a distinct lack
of clarity about the funding of the Wagner Group ‘private’ military company
and some other smaller non-state military groups. It is likely that they are at
least partially funded from federal budget sources, although not necessarily
from the ‘national defence’ chapter. Some of the proliferating private military
battalions have a clear source of funding. These include, in particular, those
of state companies such as Gazprom, with its ‘Potok’, ‘Fakel’ and other units,
some of which are recruited from among the company’s security guards.33
The overall scale of non-budgetary funding of military activities relating to
the war will probably never be known, but it is likely to be relatively modest
in comparison to the budget funding of the MOD. Nevertheless, its existence
means that assessments of total military expenditure in 2022 and 2023, and
perhaps beyond, derived from normal budget sources will be underestimates.

Implementation of the 2023 federal budget

A problem soon emerged with the implementation of the budget in the early
months of 2023: the appearance of an unexpectedly large deficit.

Total revenue for January-April was 7782 billion roubles, of which 29 per
cent was oil and gas income, down from 48 per cent for the same period of
2022. Expenditure was 11 206 billion roubles, giving a deficit of 3424 billion
roubles.3* With a planned deficit for the year of 2925 billion roubles, it is not
surprising that some alarm was voiced by Russian economic commentators.3®
A few were able to access the Russian Electronic Budget website and found
that a large share of expenditure was classified, with hints that this meant
that funding of the war had been sharply increased.3¢

A detailed analysis of the available data, with comparisons of spend-
ing during the first four months of earlier years, permits a more nuanced
assessment of developments in early 2023. Most commentators appear to
be unaware that in recent years it has been normal for military spending to
increase to a significant extent in January-March because this is the time
when payments are made for contracts under the State Defence Order
(Gosudarstvennyi oboronnyi zakaz, GOZ) for the previous year that were not

31 Russian copper billionaire bankrolling military unit fighting in Ukraine’, Moscow Times, 4 Apr.
2023.

32 Arutunyan, A., Hybrid Warriors: Proxies, Freelancers and Moscow’s Struggle for Ukraine (Hurst:
London, 2022), pp. 81-101.

33 Ivanova, P.,, Miller, C. and Seddon, M., “Stream” and “Torch”: The Gazprom-backed militias
fighting in Ukraine’, Financial Times, 2 June 2023.

34 Russian Ministry of Finance, ‘[IpexBapurenbHas OLEHKa MCTIONHEHHs (eiepaibHOTO OrofiKeTa 3a
suBapb—Qespais 2023 roga’ [Preliminary estimate of federal budget execution for January-February
2023], 6 Mar. 2023.

35 See e.g. Petrova, E. and Seibil, N., ‘Bromker Tpesorn Haweit: Uto ket poceniickue Gunanch B 2023
roay’ [Our anxiety budget: What'’s in store for Russia’s finances in 2023], Novye Izvestia, 28 Mar. 2023.

36 War and secretive spending is eating away at Russia’s budget’, Bloomberg, 28 Mar. 2023; and
Mironenko, P., ‘O6beM ceKpeTHBIX pacxoos Oromkera 3a rox yasomics’ [Secret budget spending doubled
in a year], The Bell, 29 Mar. 2023. For an informed presentation of the Electronic Budget data see
Kluge, J., ‘Reading Russia’s war budget’, Riddle, 18 Apr. 2023.


https://www.themoscowtimes.com/2023/04/04/russian-copper-billionaie-bankrolling-military-unit-fighting-in-ukraine-a80702
https://www.ft.com/content/4dd0aa0a-4b37-4082-8db0-0b969c539677
https://www.ft.com/content/4dd0aa0a-4b37-4082-8db0-0b969c539677
https://minfin.gov.ru/ru/press-center/?id_4=38396-predvaritelnaya_otsenka_ispolneniya_federalnogo_ byudzheta_za_yanvar-fevral_2023_goda
https://minfin.gov.ru/ru/press-center/?id_4=38396-predvaritelnaya_otsenka_ispolneniya_federalnogo_ byudzheta_za_yanvar-fevral_2023_goda
https://newizv.ru/news/2023-03-28/byudzhet-trevogi-nashey-chto-zhdet-rossiyskie-finansy-v-2023-godu-402363
https://newizv.ru/news/2023-03-28/byudzhet-trevogi-nashey-chto-zhdet-rossiyskie-finansy-v-2023-godu-402363
https://www.bloomberg.com/news/articles/2023-03-28/war-and-secretive-spending-is-eating-away-at-russia-s-budget
https://thebell.io/obem-sekretnykh-raskhodov-byudzheta-za-god-udvoilsya
https://ridl.io/reading-russia-s-war-budget/
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Table 3. Russian military spending in the budget for 2023

Budget figures are in millions of roubles.

Chapter/subchapter Budget
02 ‘National defence’

01 Armed Forces of the Russian Federation 2 542 297
Ministry of Defence (MOD) 1126 844
Classified residual 1415453

03 Mobilization and extra-forces training 17 976

04 Mobilization preparation of the economy 2712

05 Collective security and peacekeeping -

06 Nuclear weapons complex 49 266
07 International obligations, military-technical cooperation 14 839
08 Applied research and development (R&D) in the field of national defence 409 217
Open spending 24 156
Classified residual 385 061
09 Other questions of national defence 1945 299
Open spending 178 984
Classified residual 1766 315
Total ‘national defence’ 4981 606
Amendments made at second reading -9 0064
Arms recycling 2 410
Total ‘national defence’ less arms recycling/mobilization preparation of the economy? 4967 478

Other military expenditure

Other MOD expenditure:
Housing 93 910
Environment 2 899
Education 88 263
Health 106 326
Culture and cinematography 6 407
Physical culture and sport 4453
Mass media 3995
Pensions of service people 453 949
Social support 429 670
Paramilitary forces®
Troops of the National Guard (Rosgvardiya) 314 401
Border Service of the Federal Security Service 166 302
Support, closed MOD towns, Rosatom 8 952
Support for Baikonur Space Centre 1198
Total other military expenditure 1680 725
Total military expenditure 6 648 203
Total budget expenditure 29 055 564
Open 22 688 991
Classified 6 366 573

Classified as share of total (%) 22
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Chapter/subchapter Budget
‘National defence’ as share of total expenditure (%) 17
Total military expenditure as share of total expenditure (%) 23
Gross domestic product (GDP)4 149 949 000
‘National defence’ as share of GDP (%) 3.3
Total military expenditure as share of GDP (%) 4.4

@ The known ‘national defence’ total in the budget law is 4 972 600 million roubles. It is not known which subchapters were reduced

by a total of 9006 million roubles.

b Arms recycling and mobilization preparation of the economy are subtracted from the total as these items of spending are not
included in the standard SIPRI or North Atlantic Treaty Organization (NATO) definitions of military expenditure.
¢ Inthe absence of firm data for ‘national defence’, the budgets for the National Guard and the Border Service of the Federal Security

Service are assumed to be the same as in the draft budget.

d This is the Ministry of Economic Development’s estimate of GDP on which the budget was based.

Sources: Russian Federal Law no. 466-®3 ‘O denepansaom Gromkerte Ha 2023 1o M Ha IIaHoBbIH nepron 2024 n 2025 rogos’ [On the federal
budget for 2023 and the planning period 2024 and 2025], 5 Dec. 2022; and Russian Draft Federal Law no. 201614-8 ‘O ¢enepanbHoM
OromkeTe Ha 2023 roj1 M Ha TTaHOBLIN niepuo 2024 u 2025 ronos’ [On the federal budget for 2023 and for the planning period 2024 and

2025], 28 Sep. 2022, appendices 12, 15, accessed 1 Oct. 2022 but no longer available.

completed as they should have been by the end of the year. In these cases,
payments are made after the contracted weapons and systems are handed
over to the military customer. Thus, spending in the first four months of 2021
on the budget chapter ‘national defence’ accounted for over 39 per cent of
scheduled annual spending according to the budget law, compared with
33 per cent for total budget spending, and in 2022 the share rose to 48 per
cent compared with 38 per cent for total spending.3” A similar bunching of
spending almost certainly occurred in the early months of 2023. In addition,
spending under the GOZ and other state orders has increased due to a change
of policy made in late 2022 according to which advanced payments under
contracts have been increased to 30-50 per cent of their value and, for the
supposedly annexed territories, up to 90 per cent.38

Budget implementation during the early months of 2023 can be estimated
based on data for 2023 from the official Electronic Budget and implemen-
tation during approximately the same period in 2022 (see table 4). Classified
‘national defence’ spending between 1 January and 11 May 2023 totalled
2041 billion roubles, equal to 59 per cent of total classified spending for the
year according to the budget law. This is entirely credible if payments were
made during the first quarter of 2023 for late deliveries due in 2022 and if
prepayments were made under some GOZ contracts for 2023. Overall, budget
spending on defence in the early part of 2023 was similar to that in 2022 and
does not suggest any unusual surge in military spending,.

An additional factor affected the budget in 2023: falling revenues from oil
and gas exports as sanctions intensified. From 3 December 2022, sanction-
ing countries introduced a ceiling price of $60 per barrel on Russian oil. In

37 Russian Ministry of Finance, ‘IIpexBapurenbHas OLEHKa HCIIOIHEHHs (eiepaibHOTO OrojiKeTa 3a
siHBapb—anpens 2021 roga’ [Preliminary estimate of federal budget execution for January-April 2021],
14 May 2021; and Russian Ministry of Finance, ‘[IpeBaputenbHas oleHKa UCTIONHEHNS (PeIepanbHOro
Grompkera 3a sHBapb—anpelb 2022 roxa’ [Preliminary estimate of federal budget execution for January-
April 2022], 2022.

38 Science and Technology Centre for Business Crisis Support (NTTs APB), TIpaBuiia ka3HaueiicKoro
conposokaenust [oczakasza u [ocoboponzakasza 8 2023 roxy’ [Rules for treasury support for State Orders
and the State Defence Order in 2023], [n.d.].


https://archive.minfin.gov.ru/ru/press-center/?id_4=37478-predvaritelnaya_otsenka_ispolneniya_ federalnogo_ byudzheta_za_yanvar-aprel_2021_goda
https://archive.minfin.gov.ru/ru/press-center/?id_4=37478-predvaritelnaya_otsenka_ispolneniya_ federalnogo_ byudzheta_za_yanvar-aprel_2021_goda
https://archive.minfin.gov.ru/ru/press-center/?id_4=37915-predvaritelnaya_otsenka_ ispolneniya_federalnogo_byudzheta_za_yanvar-aprel_2022_goda
https://archive.minfin.gov.ru/ru/press-center/?id_4=37915-predvaritelnaya_otsenka_ ispolneniya_federalnogo_byudzheta_za_yanvar-aprel_2022_goda
https://apbhelp.ru/blog-grid33.html
https://apbhelp.ru/blog-grid33.html
http://publication.pravo.gov.ru/Document/View/0001202212050007
https://sozd.duma.gov.ru/bill/201614-8
https://sozd.duma.gov.ru/bill/201614-8
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Table 4. Implementation of the Russian federal budget during the first four months of the year, 2022 and 2023

2023 1Jan.-11 May 2023
Open

Share of total spending

expenditure Open Open as share All spending,

inJan.-Apr. Budgetlaw spending Classified  spending ofannual  Jan.-11 May?
Budget chapter (%),2022 (b.roubles) (b.roubles) share (%) (b.roubles) total (%) (b. roubles)
01 General state issues 32.5 2009 1847 8.1 502 27.2 546
02 National defence 48.0 4973 1486 70.1 777 52.3 2 818
03 National security and 24.6 3564 1855 48.0 589 31.8 1133
public order
04 National economy 26.7 3802 3403 10.5 1072 31.5 1198
05 Housing 56.8 591 589 = 214 36.3 215
06 Environment 34.6 352 342 — 130 38.0 134
07 Education 41.9 1393 1378 1.1 660 47.9 667
08 Culture 41.0 197 196 = 87 44.4 87
09 Healthcare 48.4 1524 1452 4.7 633 43.6 664
10 Social policy 43.9 7 674 7 331 4.5 2771 37.8 2901
11 Physical fitness, sport 28.4 71 68 - 28 41.2 29
12 Mass media 25.0 120 118 - 34 28.8 34
13 Debt servicing 34.6 1519 1519 - 501 33.0 501
14 Inter-budget transfers 36.4 1252 1092 12.8 676 61.7 772
Total expenditure 38.0 29 056% 22 676 22.0 8 674 38.3 11 699
Total classified spending 6 380 3025

4 These figures assume that the rate of total spending (open and classified) for each chapter as a share of the budget law total is the
same as the rate of open spending alone, apart from ‘national defence’, with its known prepayments, for which the total shown is the
residual.

b This is the total given in the source, the budget law. The chapter totals above sum to 29 041 billion roubles, suggesting that the total

for one chapter may be 15 billion roubles larger than given in the source.
Sources: January-April 2022: Share of annual total calculated from Russian Ministry of Finance, ‘IIpenBapurenbHast OLCHKa HCIIOTHEHHS
(henepanbHOro GroKeTa 3a sHBapb—anpeib 2022 roxa’ [Preliminary estimate of federal budget execution for January-April 2022], 2022;
and Russian Federal Law no. 390-®3 ‘O denepansaom OromkeTe Ha 2022 IO/ U Ha IUIAHOBEIH neproa 2023 1 2024 10J10B’ [On the federal
budget for 2022 and the planning period 2023 and 2024], 6 Dec. 2021. January-11 May 2023: Open spending by budget chapter and
total spending data from the Electronic Budget, <https://budget.gov.ru>; and budget law data by chapter totals from Russian Ministry
of Finance (MOF), Bro0aicem 0nst padicoan k ghedepanibHomy 3aKoHy o gedepanvrom 6iodxceme na 2023 200 u Ha naanosolil nepuod 2024 u
2025 20006 [Budget for citizens for the Federal Law on the Federal Budget for 2023 and for the planning period 2024 and 2025] (MOF:
Moscow, 31 Oct. 2022). The author is grateful to Janis Kluge of the German Institute for International and Security Affairs (SWP) for
making available the Electronic Budget data.

response Russia diverted oil sales to ‘friendly’ countries such as China and
India and introduced new forms of payment that reduced the role of the US
dollar. As a result, the Urals oil price—which has traditionally been used for
the ‘budget rule’ that determines the volume of extra oil and gas earnings
going to boost budget revenues—has fallen sharply and the MOF has been
obliged to find an alternative formula for calculating oil earnings for budget
purposes. The 2023 budget was based on an expectation that the Urals price
would be $70.1 per barrel (see table 1), whereas it averaged only $48.92 in
the first three months of 2023 (compared with $88.95 in the same period in


https://archive.minfin.gov.ru/ru/press-center/?id_4=37915-predvaritelnaya_otsenka_ ispolneniya_federalnogo_byudzheta_za_yanvar-aprel_2022_goda
https://archive.minfin.gov.ru/ru/press-center/?id_4=37915-predvaritelnaya_otsenka_ ispolneniya_federalnogo_byudzheta_za_yanvar-aprel_2022_goda
http://actual.pravo.gov.ru/text.html#pnum=0001202112070016
https://budget.gov.ru/
https://minfin.gov.ru/common/upload/library/2023/02/main/BDG.pdf
https://minfin.gov.ru/common/upload/library/2023/02/main/BDG.pdf
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2022).%° This has had a serious impact on budget revenues. A new procedure
was introduced from 1 April according to which taxes on oil would be based
on the Brent crude oil benchmark price less a certain sum: $34 per barrel to
the end of April, $31 during May, $28 in June and $25 from 1 July.4° In addition,
at the start of April 2023 the members of the Organization of the Petroleum
Exporting Countries (OPEC) and the extended OPEC+ cartel—including
Russia, Iraq, Kuwait, Saudi Arabia and the United Arab Emirates—decided to
reduce oil production in 2023, with the likely outcome being that benchmark
prices will be higher.#! Thus, the new procedure and the higher expected
prices should ensure that Russian federal budget revenues from oil exports
will remain at a reasonably comfortable level for the rest of the year. Perhaps
more serious for the budget will be the decline in revenue from gas exports.
Having to a large extent lost the European market for gas, Russia is seeking to
compensate by exporting more gas by pipeline or as liquefied natural gas to
China and other non-sanctioning countries; however, this is not easy because
of the rigidities of the pipeline system.42

Another factor influencing budget revenues is the exchange rate of the
rouble. The 2023 budget was based on a forecast annual average exchange rate
of 68.3 roubles to the US dollar (see table 1). However, in the early months of
the year the currency depreciated to the extent that on 6 April 2023 itreached
80 roubles to the dollar for the first time since April 2022, and on 14 June it
reached 85 roubles.®3 A depreciating rouble usually boosts budget revenues,
but sanctions have complicated the situation. An increasing proportion of
Russia’s foreign trade, especially in hydrocarbons, is being transacted in other
currencies, not all of which are fully convertible—in particular the Chinese
yuan and, even more so, the Indian rupee. The government is committed to
a policy of reducing dependence on the currencies of ‘unfriendly’ countries,
in particular the US dollar and the euro. However, as critics point out,
‘dedollarization’ will not be easy or without cost.** A number of special factors
account for the depreciation of the rouble, but it is likely that the exchange
rate will stabilize at about 75 roubles to the dollar, which will, to some extent,
increase budget revenues but also, possibly, the rate of inflation.

Awareness of the pressures on budget revenue may account for the fact
that the MOF was more cautious in increasing the budget listing in the early
months of 2023 than in early 2022. By the end of April 2022 total spending in
the listing had increased by 958 billion roubles from the total in the budget
law (a 4.0 per cent increase). The equivalent increase more than a year later

39 Russian Ministry of Finance, ‘O cpexmeii nene Ha neTs Mapku Urals’ [On the average Urals oil
price], 3 Apr. 2023.

40 Ryssian Ministry of Finance, ‘Mundun Poccuu MOATOTOBHI HM3MEHEHHE TEKYINErO MOPSIKa
ompeelieHHst KOTHPOBOK POCCHICKOI HE()TH, HCIIONb3yeMbIX Julst pacuerta Hastoros’ [The Russian Ministry
of Finance has prepared changes to the current procedure for determining Russian oil quotations used
to calculate taxes], 12 Feb. 2023.

41 ] Dahan, M. and Rasheed, A., ‘OPEC+ announces surprise oil output cuts’, Reuters, 3 Apr. 2023.

42 Jordan, C. and Husbands, S., ‘Europe’s not buying: The impact of lost gas markets for Gazprom
and Russia’, Royal United Services Institute (RUSI), 5 May 2023.

43 Jlonnap na “MockoBeKoii Gupske” moxssuics e 80 py6.” [The dollar rose above 80 roubles on the
Moscow Exchange.], Finmarket, 6 Apr. 2023; and ‘Kypc no/utapa nogHumMascs Bbiiie 85 py6. BIEpBbe ¢
anpenist 2022 roxa’ [Dollar rises above 85 roubles for first time since April 2022], Kommersant, 14 June
2023.

44 gee e.g. Inozemtsev, V., ‘Russia’s dedollarization delusion’, Riddle, 19 May 2023.


https://minfin.gov.ru/ru/press-center/?id_4=38432-o_srednei_tsene_na_neft_marki_urals
https://minfin.gov.ru/ru/press-center/?id_4=38375-minfin-rossii_podgotovil-izmenenie-tekushchego-poryadka-opredeleniya-kotirovok-rossiiskoi-nefti-ispolzuemykh-dlya-rascheta-nalogov
https://minfin.gov.ru/ru/press-center/?id_4=38375-minfin-rossii_podgotovil-izmenenie-tekushchego-poryadka-opredeleniya-kotirovok-rossiiskoi-nefti-ispolzuemykh-dlya-rascheta-nalogov
https://www.reuters.com/business/energy/sarabia-other-opec-producers-announce-voluntary-oil-output-cuts-2023-04-02/
https://www.rusi.org/explore-our-research/publications/commentary/europes-not-buying-impact-lost-gas-markets-gazprom-and-russia
https://www.rusi.org/explore-our-research/publications/commentary/europes-not-buying-impact-lost-gas-markets-gazprom-and-russia
http://www.finmarket.ru/news/5928308
https://www.kommersant.ru/doc/6043460
https://www.kommersant.ru/doc/6043460
https://ridl.io/russia-s-dedollarization-delusion/
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was 836 billion roubles (2.9 per cent) by 11 May 2023.45 This may change in the
months ahead, and any significant increase in the budget listing could signal
that the government has become more relaxed about revenue prospects.

Over the course of the year the budget situation should gradually become
more normal, and the scale of the deficit will not necessarily increase pro-
vided that budget revenues can be maintained at an adequate level. The
MOTF has been borrowing to boost revenues and has the option, if necessary,
to draw on the National Welfare Fund. On 1 May 2023 this was valued at
12 476 trillion roubles (US$155 billion), equivalent to 8.3 per cent of the GDP
forecast for the year.% In short, there is little prospect that Russia will face a
budgetary crisis in 2023, and the conduct of the war is unlikely to be affected
by an inability to fund it.

Other spending related to the war

Russia’s spending on the military is only part of its total spending on the
war. While information on other expenditure is sparse, it is likely to increase
over time. Some detail is becoming available on spending on the territories
that Russia purported to annex in September 2022—the Donetsk People’s
Republic (Donetskaya Narodnaya Respublika, DNR), the Luhansk People’s
Republic (Luganskaya Narodnaya Respublika, LNR) and the occupied parts
of Kherson and Zaporizhzhia oblasts. The Republic of Crimea and Sevastopol
have been claimed as part of the Federation since 2014.

Russia is committed to investing in rebuilding what it refers to as the ‘new
territories’ and creating new government structures there. There are also
additional social costs and pensions to be paid. However, information on
planned budget spending is limited and sometimes contradictory.

Thus, in mid May 2023 it was reported that Russia planned to spend
1.88 trillion roubles over the three years 2024-26 on state organs for the four
newly annexed regions (DNR, LNR, Kherson and Zaporizhzhia): 590 billion
roubles in 2024, rising to 667 billion roubles in 2026. The news agency RBK
claimed that this provision was in the new budget plans of the MOF, a budget
draft that was to be completed by 1 June.#” However, RBK noted that the full
scale of funding to cover all the needs (civil and military) of the new regions
would not be revealed, as some of the spending was sure to be classified. This
story was quickly refuted by the MOF press service: rather than the reported
570 billion roubles to be spent over three years on federal organs in the four
regions, spending of only 22.4 billion roubles was planned; and spending on
‘other’ federal organs of power was to be 70.5 billion roubles, not 940 billion
roubles as claimed by RBK, with the distribution of the funding to be deter-
mined by decisions of the president and government.*8

45 Russian Ministry of Finance (note 25); and Electronic Budget, <https://budget.gov.ru>.

46 Russian Ministry of Finance, ‘O6bem ®on1a HanroHansHoro 6arococtosinus’ [Size of the National
Wealth Fund], 15 May 2023.

47 Vinogradova, E. and Tkachev, I., ‘Bi1acTy 3aII1aHIpOBaIIH ZONOTHATEIbHBIC PACXOBI Ha TOCOPTAHbI
B HOBBIX pernonax’ [Authorities have planned additional spending on state bodies in the new regions],
RBK, 16 May 2023.

48 Munduu onposepr nHpOpMALIIO O pasMepe (HHAHCHPOBAHHS TOCOPTAHOB B HOBEIX PETHOHAX
Poccun’ [Ministry of Finance denies information on the amount of funding for state bodies in Russia’s
new regions], TASS, 16 May 2023.


https://budget.gov.ru/
https://archive.minfin.gov.ru/ru/perfomance/nationalwealthfund/statistics?id_65=27068-obem_fonda_natsionalnogo_blagosostoyaniya
https://www.rbc.ru/economics/16/05/2023/646102119a79474d2813adee
https://www.rbc.ru/economics/16/05/2023/646102119a79474d2813adee
https://tass.ru/ekonomika/17757583
https://tass.ru/ekonomika/17757583
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It is likely that budget support for the four annexed territories in 2023 will
be channelled to the regions through a step-by-step process of amending the
federal budget for the year, in particular its many appendices, to add them to
the list of regions set to receive subsidies to support a wide range of activities.
An example was a government measure of 2 June 2023 allocating an add-
itional 48 million roubles to support water supply measures.%

Some further details are emerging from analysis of data of the Electronic
Budget. In the first four months of 2023 spending on inter-budget transfers
was unusually large (see table 4) and it is likely that allocations to this chapter
of the budget will have to increase during the rest of the year, perhaps to a
significant extent. From the start of 2023 to 27 May, the four ‘new’ regions
received direct transfers from the federal budget of almost 185 billion roubles,
the largest recipient being the DNR with 80.5 billion roubles (87 per cent of
its total budget revenue) and the smallest being Kherson, with 16.9 billion
roubles (no less than 95 per cent of its total revenue during the period). While
22 Russian regions received federal budget transfers that accounted for at
least 50 per cent of regional budget revenue, the 4 occupied regions received
one third of all federal budget transfers to such regions.5° If the spending of
the first five months is sustained, then the four ‘new territories’ could receive
up to 500 billion roubles, equivalent to 1.7 per cent of total planned budget
expenditure for 2023,

Analysis of trends in the budgets of Russian regions in 2022 and the early
months of 2023 reveals negative trends caused by departing foreign com-
panies, reduced profits, problems in collecting taxes and the need to fund
extra spending items.’! In addition, the budgets of Russian regions are
supporting the building of infrastructure in the ‘new’ regions, following a
proposal of the Presidential Administration that they should ‘sponsor’ pro-
jects there.52 There is an increasing expectation that, later in the year, some
regions will require further support from the federal budget. Under these cir-
cumstances, funding projects in the occupied regions presents an additional
complication.

Some regions also face costs directly linked to the war. An example of war-
related funding at the regional level was a decision by the local government
of Bryansk oblast to spend 500 million roubles on building fortifications on
the region’s border with Ukraine. Building of fortifications reportedly started
in the autumn of 2022 and similar construction is reported to have been
undertaken in other border regions, including Belgorod (at a cost of 10 billion
roubles to the local budget) and Kursk.>3 The total sum must be quite large,
perhaps beyond the possibilities of local budgets and thus necessitating
federal budget intervention. Many lines of defence have also been built in

49 Russian Government Decree no. 1449-p of 2 June 2023 (in Russian).

50 Ageeva, O., ‘HoBble pOCCHICKHE PErHOHBI OKa3aJIiCh JOTAIMOHHBIMU [04TH Ha 90%’ [Russia’s new
regions are almost 90% subsidised], Forbes.ru, 6 June 2023.

51 petrova, E. and Seibil, N., ‘BromkeTs! peruosos: Jlyuiee B mporuioM, Tpeeora B Gyaymenm’ [Regional
budgets: The best of the past, the worry of the future], Novye Izvestia, 25 Apr. 2023.

52 Ageeva (note 50).

53Kislov, A., ‘B Bpsnckoit obnmactu Beiaenuin 500 MiIH pyO. Ha CTPOUTEIBCTBO OOOPOHUTEIBHBIX
coopyxkennit’ [Bryansk oblast has been allocated 500 million roubles for the construction of defensive
structures], Kommersant, 24 Apr. 2023; and Sokolov, K. and Chernyshova, E., ‘B Poccuu BO3BeH ThICS4H
oGoponutensHbIx coopyskennii’ [Thousands of defensive structures have been erected in Russia], RBK,
19 May 2023.


http://publication.pravo.gov.ru/document/0001202306030006?index=2
https://www.forbes.ru/finansy/490324-novye-rossijskie-regiony-okazalis-dotacionnymi-pocti-na-90
https://newizv.ru/news/2023-04-25/byudzhety-regionov-luchshee-v-proshlom-trevoga-v-buduschem-405409
https://www.kommersant.ru/doc/5952782
https://www.kommersant.ru/doc/5952782
https://www.rbc.ru/politics/19/05/2023/64675a8d9a794701583136b6
https://www.rbc.ru/politics/19/05/2023/64675a8d9a794701583136b6
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Table 5. The basic forecast of the Ministry of Economic Development, 2023-25, with data for 2022

Because of the major uncertainties, the forecast for 2026 is excluded.

2022 actual 2023 forecast 2024 forecast 2025 forecast

GDP (b. roubles)
Rate of change in GDP (%)
GDP deflator
Inflation (CPI), annual average (%)
Industrial production (%)
Capital investment (%)
Retail trade turnover, change (%)
Real disposable income of population (%)
Export of goods ($ b.)

Including oil and gas exports
Import of goods ($ b.)
Trade balance ($ b.)

153 435 157 777 167 774 178 449

—2.1 1.2 2.0 2.6
115.8 101.7 104.3 103.6
13.6 5.2 4.9 4.0
-0.6 0.2 2.5 2.9
4.6 0.5 3.2 3.7
-6.7 53 H5 3.5
-1.0 3.4 2.6 2.6
588.3 465.9 484.0 496.2
343.7 232.1 232.5 232.2
280.4 313.8 332.8 347.4
307.9 152.1 151.2 148.7

CPI = consumer price index; GDP = gross domestic product.

Sources: Russian Ministry of Economic Development, ‘Crienaprsie ycinoBust hyHKIHOHHPOBaHUs SKOHOMUKH Poccuiickoit Menepannu u

OCHOBHBIE ITapaMeTPhl IPOrHO3a COLUAIBLHO-YKOHOMHUUYECKOro pa3sutus Poccuiickoil denepanuu Ha 2024 ro ¥ Ha IUTaHOBBIH epuozn 2025 u

2026 rozion’ [Scenarios for the economy of the Russian Federation and key parameters of the forecast of socio-economic development
of the Russian Federation for 2024 and the planning period 2025 and 2026], 14 Apr. 2023, pp. 10-15. Inaccessible from the original
source, but accessible from the website of Volgograd oblast, accessed 14 May 2023.

the conflict zone, to a large extent by the engineering troops of the MOD,
and these presumably are funded from the ministry’s budget under ‘national
defence’.

Another example of war-related additional funding is the decision to
provide free training for those wishing to work in the arms industry. The
industry is currently experiencing a serious shortage of workers as its
companies strive to meet increased orders, and many companies are working
on a multi-shift basis. A government decree of 15 March 2023 provided
budget funding of 700 million roubles to train more than 12 000 personnel.5*
It is likely that there are more war-related costs under other budget chapters,
including social policy, healthcare, education, mass media and inter-budget
transfers.

V. Looking to the future: The 2024 federal budget and beyond

Preparations for drafting the federal budget for 2024 and planning for the
years 2025 and 2026 started in early April 2023, when President Putin chaired
a meeting on the economy and the forthcoming budget with the partici-
pation of the government’s economic team. Opening the meeting, Putin
noted that the performance of the economy had turned out to be better than
forecast when the budget for 2023 was being drafted and this optimism was
reflected in the forecast for 2024-26 prepared by Minekon.5® This forecast

54 Mosolkina, D. and Dubrovina, E., ‘[IpaBHTeIbCTBO MPELTOKIIO OeCIUIATHOE 00yUYeHHE T pabOThI
B OIIK’ [Government proposes free training for jobs in the arms industry], Vedomosti, 16 Mar. 2023.

55 president of Russia, ‘CoBemanue no skoHoMuuecknym Bonpocam’ [Meeting on economic issues],
11 Apr. 2023.


https://www.vedomosti.ru/economics/articles/2023/03/16/966713-besplatnoe-obuchenie-raboti-opk
https://www.vedomosti.ru/economics/articles/2023/03/16/966713-besplatnoe-obuchenie-raboti-opk
http://www.kremlin.ru/events/president/news/70897
https://www.economy.gov.ru/material/directions/makroec/prognozy_socialno_ekonomicheskogo_razvitiya/scenarnye_usloviya_funkcionirovaniya_ekonomiki_rossiyskoy_federacii_i_osnovnye_parametry_prognoza_socialno_ekonomicheskogo_razvitiya_rossiyskoy_federacii_na_2024_god_i_na_planovyy_period_2025_i_2026_godov.html
https://www.economy.gov.ru/material/directions/makroec/prognozy_socialno_ekonomicheskogo_razvitiya/scenarnye_usloviya_funkcionirovaniya_ekonomiki_rossiyskoy_federacii_i_osnovnye_parametry_prognoza_socialno_ekonomicheskogo_razvitiya_rossiyskoy_federacii_na_2024_god_i_na_planovyy_period_2025_i_2026_godov.html
https://www.economy.gov.ru/material/directions/makroec/prognozy_socialno_ekonomicheskogo_razvitiya/scenarnye_usloviya_funkcionirovaniya_ekonomiki_rossiyskoy_federacii_i_osnovnye_parametry_prognoza_socialno_ekonomicheskogo_razvitiya_rossiyskoy_federacii_na_2024_god_i_na_planovyy_period_2025_i_2026_godov.html
https://gosim.volgograd.ru/upload/iblock/3e0/Stsenarnye-usloviya-i-osnovnye-parametry-prognoza-sotsialno_ekonomicheskogo-razvitiya-RossiyskoyFederatsii-na-2024-god-i-na-planovyy-period-2025-i-2026-godov.pdf
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was discussed at the meeting, although no details were then made available.
The optimism was reinforced by the fact that, on the same day, the Inter-
national Monetary Fund (IMF) presented a more upbeat forecast for Russia,
with GDP growth of 0.7 per cent in 2023 and 1.3 per cent in 2024, following a
decline of 2.1 per cent in 2022.56

A few details of Minekon’s forecast were made available in the media
soon after the meeting, but the document on its website was not accessible.
However, possibly erroneously, the forecast was later posted on the website
of a regional administration, and the main details of the basic scenario are
presented at some length here since much of it has not been published (see
table 5).

In presenting the data, Minekon noted that the data would be revised to
take account of Zaporizhzhia and Kherson oblasts as official statistical infor-
mation became available. However, it provided an estimate of the addition to
GDP that they would bring: 2033 billion roubles in 2023 (1.3 per cent of total
GDP), rising to 3173 billion roubles in 2026 (1.6 per cent of the total).

Minekon’s forecast is likely to be revised before it becomes the basis for
the budget for 2024. By May it was already clear that some of the assump-
tions were overly optimistic. In its latest report on monetary-credit policy,
the Bank of Russia forecasts a trade balance for 2023 of only $117 billion and a
current account balance of $47 billion, leading to lower than expected budget
revenues.”’ It also noted inflationary risks arising from a shortage of labour,
wage increases, an exchange rate under possible pressure and a larger than
planned growth of the budget deficit.

VI. Conclusions

Since 24 February 2022, as in 2014, Russia has been engaged in military
action against Ukraine in what would normally be termed a war, but which
the Russian government is still officially designating a ‘special military oper-
ation’. Sanctions and trade restrictions imposed by Western countries have
had a significant impact on the economy, although the Russian authorities
and Russian businesses have tried to mitigate their effect. While the arms
industry has been mobilized to increase the production of weapons and other
military hardware, it cannot be said that Russia has entered a ‘war economy’.
The government has been concerned with limiting the impact of the war on
the rest of the economy and on the day-to-day lives of most Russian citizens.
President Putin has continued to emphasize the importance of meeting
his national goals and implementing projects intended to improve living
standards and welfare. More recently he has also focused on the vital need to
enhance the ‘technological sovereignty’ of the country in the face of sanctions
expected to last for a long time. Military expenditure has increased, but not
to a dramatic extent: from 3.6 per cent of GDP in 2021 to 4.4 per cent in 2022,
with a similar share planned for 2023. The costs of the war clearly extend
beyond the military dimension, with a larger overall burden on the economy
and the budget; nevertheless, the government appears to be concerned with
minimizing their impact on the public and on living standards.

56 International Monetary Fund (IMF), ‘Real GDP growth’, World Economic Outlook, Apr. 2023.
57 Bank of Russia, Maii 2023 dox1ad o denesico-kpedumnoii nonumuxe [May 2023 report on monetary-
credit policy] (Bank of Russia: Moscow, 11 May 2023), p. 5.


https://www.imf.org/external/datamapper/NGDP_RPCH@WEO/OEMDC/ADVEC/WEOWORLD
http://www.cbr.ru/Collection/Collection/File/43959/2023_02_ddcp.pdf
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The Russia-Ukraine War is a brutal conflict, by far the largest and most
costly in terms of human lives and suffering on European soil since World
War I1. For Ukraine, it is without question a full-scale war for the country’s
very existence as an independent state. But Russia has been engaged in the
conflict in a more limited manner, as if seeking to minimize its economic
cost and the impact on domestic society and on the president’s goals for the
country. It is being fought in reality not with the resources of a full-scale
war but indeed as a more limited military operation. The use of the term
‘SVO’ can thus be understood from the point of view of Russia’s financial
resourcing: it is an operation being fought in monetary terms at a cost that
the Russian economy can afford, notwithstanding severe sanctions. Indeed,
the possibility that sanctions could bring the war to an end is remote. Like
most wars, it will be concluded on the battlefield, followed by negotiations.
But the cost of the war will be felt for many years to come in economic, social,
political, geopolitical and, above all, human terms.
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Abbreviations

DNR Donetskaya Narodnaya Respublika (Donetsk People’s
Republic)

FSB Federal’'naya sluzhba bezopasnosti (Federal Security Service)

GDP Gross domestic product

GOZ Gosudarstvennyi oboronnyi zakaz (State Defence Order)

LNR Luganskaya Narodnaya Respublika (Luhansk People’s
Republic)

Minekon Ministry of Economic Development

MOD Ministry of Defence

MOF Ministry of Finance

OPEC Organization of the Petroleum Exporting Countries

SVO Spetsial’naya voennaya operatsiya (special military operation)

19



SIPRI is an independent
international institute

dedicated to research into
conflict, armaments, arms
control and disarmament.
Established in 1966, SIPRI
provides data, analysis and
recommendations, based on
open sources, to policymakers,
researchers, media and the
interested public.

GOVERNING BOARD

Stefan Lofven, Chair (Sweden)

Dr Mohamed Ibn Chambas
(Ghana)

Ambassador Chan Heng Chee
(Singapore)

Jean-Marie Guéhenno (France)

Dr Radha Kumar (India)

Dr Patricia Lewis (Ireland/
United Kingdom)

Dr Jessica Tuchman Mathews
(United States)

Dr Feodor Voitolovsky (Russia)

DIRECTOR

Dan Smith (United Kingdom)

STOCKHOLM INTERNATIONAL
PEACE RESEARCH INSTITUTE
Signalistgatan 9

SE-169 72 Solna, Sweden
Telephone: +46 8 65597 00
Email: sipri@sipri.org
Internet: www.sipri.org

SIPRI INSIGHTS ON PEACE AND SECURITY NO. 2023/07

RUSSIA’S MILITARY
EXPENDITURE DURING
ITS WAR AGAINST UKRAINE

JULIAN COOPER

CONTENTS

I
II.
III.
Iv.

V.
VL

Tablel.
Table 2.

Table 3.
Table 4.

Table 5.

Introduction

The budget for 2022: Expectations and implementation

The federal budget for 2023-25

The military budget for 2023

Military spending in the 2023 budget

Implementation of the 2023 federal budget

Other spending related to the war

Looking to the future: The 2024 federal budget and beyond
Conclusions

Abbreviations

Forecast on which the Russian draft budget for 2023-25 was based
The Russian draft budget for 2023-25, expenditure by chapter, selected
chapters

Russian military spending in the budget for 2023

Implementation of the Russian federal budget during the first four
months of the year, 2022 and 2023

The basic forecast of the Ministry of Economic Development, 2023-25,
with data for 2022

ABOUT THE AUTHOR

O 0 0 U1 W

14
16
17
19

10
12

16

Julian Cooper (United Kingdom) is emeritus professor in the Centre for Russian, Euro-
pean and Eurasian Studies (CREES) of the University of Birmingham School of Politics
and International Studies. He is also an Associate Senior Fellow with SIPRI’s Military

Expenditure and Arms Production Programme.

© SIPRI 2023



	I. Introduction
	II. The budget for 2022: Expectations and implementation
	III. The federal budget for 2023–25
	IV. The military budget for 2023
	Military spending in the 2023 budget
	Implementation of the 2023 federal budget 
	Other spending related to the war

	V. Looking to the future: The 2024 federal budget and beyond
	VI. Conclusions 
	Abbreviations 
	Tables
	Table 1. Forecast on which the Russian draft budget for 2023–25 was based 
	Table 2. The Russian draft budget for 2023–25, expenditure by chapter, selected chapters 
	Table 3. Russian military spending in the budget for 2023 
	Table 4. Implementation of the Russian federal budget during the first four months of the year, 2022 and 2023
	Table 5. The basic forecast of the Ministry of Economic Development, 2023–25, with data for 2022


