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I. Introduction

On 24 February 2022 the Russian Federation launched an attack against
Ukraine in what it termed at the time a ‘special military operation’, envisioned
as a rapid invasion to change the regime in Ukraine to one acceptable to
the Russian government. By the time work began in April 2023 on drafting
a three-year federal budget for the years 2024 to 2026, the ‘operation’ had
lasted for well over a year. By the time the new budget comes into force in less
than a month’s time, the ‘operation’ will have turned into a war of nearly two
years’ duration.

Since the war began, Russia has changed to a significant extent in many
ways: not only the economy, but also society, politics and culture. At the same
time, Russian President Vladimir Putin and the government strive to carry
on running the country in a manner designed to convey a sense of normality
to the country’s population and the wider world.! State programmes and
national projects started before the war are rolled forward and new ones
initiated, not connected with the ongoing conflict. The newly occupied
territories in Ukraine are treated as normal parts of the Russian Federation
and have become recipients of budget funding on a significant scale. This
contradictory wartime reality of Russia is reflected in the new federal budget.
But one aspect of that reality may greatly complicate analysis of the budget:
the fact that details of the structure of budget spending have become subject
to an ever more strict classification. Indeed, the implementation of the 2023
budget, like that for 2022, has become almost impossible to follow, making
comparisons with past and future patterns of spending difficult.

This SIPRI Insights paper analyses the drafting of Russia’s new three-year
budget and the economic forecast on which it is based (in section II), as well
as the general features of the budget in terms of the structures of revenue
and spending (sections IIT and IV). The paper then (in section V) makes a
detailed study of military expenditure in terms of the budget chapter ‘national
defence’ and of total military spending according to the SIPRI definition.

L This has become even more pronounced during 2023 but has been the case almost from the start
ofthe war, as noted in Cooper, J., ‘Russia’s military expenditure during its war against Ukraine’, SIPRI
Insights on Peace and Security no. 2023/07, June 2023, p. 1.

SUMMARY

® Russia’s war against Ukraine
has been waged for over

650 days and has had a
significantimpact on the
country’s economy and society.

In April 2023 work started on
anew three-year federal budget,
which was signed into law at the
end of November. Itisbased ona
relatively optimistic economic
forecast and is striking for the
sharp increase in military
spending planned for 2024.
Spending under the budget
chapter ‘national defence’ is
expected to account for 29 per
cent of total budget expenditure.
This means that total military
expenditure will increase to
7.1 per cent of GDP in 2024.
Military spending is not the
same as spending on the war:
there are additional costs, some
shown in the new budget.

The budget indicates that the
Russian government is firmly
committed to pursuing the war
to a successful conclusion,
accepting that this will put
pressure on social and economic
spending.
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This includes addressing the issue of possible budget spending to reduce the
accumulated debt of the defence industry. Military spending as such is not
the same as spending on the war, which also involves other chapters of the
budget, but detailed investigation is difficult given the secrecy that surrounds
the issue and the fact that it draws to some extent on regional and other sub-
federal budgets. The paper concludes (in section VI) with an assessment of
the realism of the budget with respect to its implementation.

The paper is based on the detailed draft budget of 30 September as well
as the final budget as signed into law by President Putin on 27 November.
However, full details will be known only once the Budget for Citizens report
is published, probably at the end of the year as has been the practice of the
Ministry of Finance in recent years. From the outset it must be emphasized
that for any Russian three-year budget it is only the first year, in this case
2024, that has real significance. The spending allocations for the second and
third years are highly provisional and cannot be considered a reliable guide
to the government’s medium- or long-term thinking.

I1. The process of drafting the 2024 federal budget

The first high-level meeting to discuss the 2024 budget was convened by
President Putin on 11 April 2023, with the economic team present: the prime
minister, Mikhail Mishustin, his first deputy, Andrei Belousov, the minister
of economic development, Maksim Reshetnikov, the finance minister, Anton
Siluanov, another deputy prime minister, Marat Khusnullin, the central bank
director, Elvira Nabiullina, and Putin’s economic adviser, Maksim Oreshkin.?
On the agenda was a new economic forecast for the years 2023-26 prepared
by the Ministry of Economic Development (Minekon). This forecast was
significantly more optimistic than that on which the 2023 budget had
been based in the previous year, as Putin noted. This suggested that the
new budget would provide for more generous total funding than hitherto
expected and perhaps an amended budget for 2023 later in the year. Gross
domestic product (GDP) was expected to increase by 1.2 per cent in 2023 and
2.0 per cent in 2024, then by 2.6 per cent and 2.8 per cent during the years
2025 and 2026.3 Annual average consumer price inflation was to fall from
5.2 per cent in 2023 and 4.9 per cent in 2024 to 4.0 per cent in both 2025 and
2026. Exports were set to fall from US$588 billion in 2022 to $466 billion in
2023, but then recover steadily, reaching $505 billion in 2026. Imports were
forecast to gradually increase, giving a fairly constant trade balance of about
$150 billion and a current account balance of $87 billion in 2023, declining to
$64 billion in 2026.

Three days later there was a joint meeting of the boards of the Ministry
of Finance and Minekon at which Mishustin declared that the market char-
acter of the economy had to be retained and strengthened, and that the

2 president of Russia, ‘CoBemanne mo skoHoMHuecknM Borpocam’ [Meeting on economic issues],
11 Apr. 2023.

3 Russian Ministry of Economic Development, ‘ClieHapHbIe yCI0BHS (byHKIIHOHHPOBAHIS SKOHOMHKH
Poccwuiickoit Dejiepaliii 1 OCHOBHBIE [TAPAMETPBI IPOTHO3a COLUAIBHO-DKOHOMHUYECKOr0 pa3BuTHs Poc-
cuiickoit ®enepanun Ha 2024 rox u Ha wiaHoBbI neproa 2025 u 2026 romos’ [Scenario conditions of
functioning of the economy of the Russian Federation and the main parameters of the forecast of
socio-economic development of the Russian Federation for 2024 and for the planning period 2025
and 2026],30 June 2023, accessed 9 Sep. 2023.


http://www.kremlin.ru/events/president/news/70897
https://www.garant.ru/products/ipo/prime/doc/406967690/?ysclid=lmc29jhdjj698918366
https://www.garant.ru/products/ipo/prime/doc/406967690/?ysclid=lmc29jhdjj698918366
https://www.garant.ru/products/ipo/prime/doc/406967690/?ysclid=lmc29jhdjj698918366
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government had to focus more on the medium- and long-term perspectives.*
Siluanov said that the medium-term plan was to normalize budget policy and
work towards a balanced budget by 2025. During the next three months it
became increasingly clear that some of Minekon’s assumptions were over-
optimistic but others perhaps too gloomy. Discussion must have continued
until Minekon produced a new forecast in September, although no meetings
were reported.

In early August, the date on which the draft budget had to be handed
over to the State Duma (the lower house of the Russian Parliament) was
amended from 15 September to 1 October.> On 8 September a government
meeting on the draft was convened by Mishustin, with several deputy prime
ministers present along with Siluanov, Nabiullina and the head of the Federal
Tax Service, Daniil Egorov, but not Reshetnikov of Minekon. As usual at
such meetings, Putin’s economic adviser, Oreshkin, also participated. The
published report on the meeting only gave Mishustin’s opening, which
focused on budget performance in 2023 with an expectation that the budget
deficit would turn out to be about 2 per cent of forecast GDP and on positive
development of the economy.® But he stressed that there were still risks,
with imbalances in the world economy that needed to be monitored closely.
Overall, a pragmatic approach was needed, with avoidance of over-optimistic
forecasts. The meeting went on to discuss the basic indicators of the draft
budget, which had to be completed quite rapidly in order for the president
to be informed of its basic features and for a session of the government to be
able to examine the document before it was sent to the Duma.

On 21 July the Bank of Russia, the central bank, had increased the basic
interest rate from 7.5 per cent (as fixed in September 2022) to 8.5 per cent.
However, the rouble came under mounting pressure and on 14 August the
exchange rate reached 100 roubles to the US dollar. On the next day the bank
raised its key rate by 3.5 percentage points, to 12 per cent, explaining the
change by the need to counter inflationary pressures.” There was speculation
that Putin had intervened as the 100-rouble threshold was approached.?

On 11 September, two days before details of the new Minekon forecast were
made public, the central bank reported that the trade balance for January
to August 2023 was $72.6 billion and the current account balance only
$25.6 billion.® This suggested that the outcome at the end of the year could
well be much less positive than indicated by the April forecast, but Minekon
retained its earlier forecast. In addition, on 13 September the exchange rate
was 96 roubles to the dollar and two days later the bank increased the basic

4Russian Government, ‘Pacumpennas komterus MunucTepcTBa (UHAHCOB M MUHHECTEPCTBA KO-
Homuueckoro passutus’ [Expanded collegium of the Ministry of Finance and the Ministry of Economic
Development], 14 Apr. 2023.

5T 'ASS, TIpoekt Gromkera Ha 20242026 roxsl BHecyT B Tocaymy a0 1 okrsbps’ [Draft budget for
2024-2026 to be submitted to the State Duma by 1 October], 4 Aug. 2023.

6 Russian Government, ‘CoBenanue o npoexre ¢enepanbHoro Oromkera Ha 2024 TOA M TUIAHOBBIH
neprozn 2025 1 2026 ronos’ [Meeting on the draft federal budget for 2024 and the planning period 2025
and 2026], 8 Sep. 2023.

7 Bank of Russia, ‘Bank of Russia increases key rate by 350 b.p. t0 12.00% p.a.’, Press release, 15 Aug.
2023.

8 Petrov, N., ‘What “manual control” looks like during a crisis’, Russia Post, 29 Aug. 2023.

9 Interfax, ‘[IpouuT Tekymero cyera miarexHoro 6amanca PO B suBape—aBrycre ynai B 7,2 pasa’
[Russia’s current account surplus fell 7.2-fold in January-August], 11 Sep. 2023.


http://government.ru/news/48256/
http://government.ru/news/48256/
https://tass.ru/ekonomika/18448275
http://government.ru/news/49451/
http://government.ru/news/49451/
https://www.cbr.ru/eng/press/pr/?id=39489
https://russiapost.info/digest/manual_control
https://www.interfax.ru/business/920197
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Table 1. The basic forecast of the Russian Ministry of Economic Development for 2023-26 as of mid September 2023,
with actual data for 2022

2022 2023 2024 2025 2026

actual estimate forecast forecast forecast
GDP, including newly annexed territories (b. roubles)?® 153435 166 015 179 956 190 637 202 304
GDP, excluding newly annexed territories (b. roubles) 153435 163982 177 557 187 854 199131
Rate of change in GDP (%) -2.1 2.8 2.3 2.3 22
GDP deflator 115.8 103.9 105.9 103.5 103.7
Export price of 0il? ($ per barrel) 79.6 63.4 71.3 70.1 70.0
Inflation (CPI), Dec.-Dec. (%) 11.9 7.5 4.5 4.0 4.0
Inflation (CPI), annual average (%) 13.8 5.8 7.2 4.2 4.0
Industrial production (%) 0.6 3.6 2.6 22 2.3
Agricultural production (%) 102 -34 2.3 1.5 1.3
Capital investment (%) 4.6 6.0 2.3 3.0 3.0
Retail trade turnover, change (%) -6.5 5.8 3.6 3.4 585
Real disposable income of population (%) -1.0 4.3 2.7 2.6 2.3
Number employed in economy (m.) 72.0 73.3 73.3 73.8 74.0
Unemployment (%) 3.9 3.1 3.1 8.l 3.1
Productivity of labour (%) -24 1.7 1.6 1.6 1.9
Exchange rate, roubles/$ 67.5 85.2 90.1 91.1 92.3
Exports of goods ($ b.) 590.8 459.1 471.0 481.1 496.7

Exports of oil and gas ($ b.) 344.1 233.2 242.8 243.9 246.3

Import of goods ($ b.) 276.7 313.8 319.7 326.8 335.5
Trade balance ($ b.) 314.1 145.3 151.3 154.3 161.2
Current account balance ($ b.) 236.1 74.4 80.7 77.8 80.8

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

4 The Russian Federation purported to annex territories in the Donetsk, Luhansk, Kherson and Zaporizhzhia oblasts of Ukraine on
30 Sep. 2022. The annexed territory of Crimea is included in both series. The draft budget law is based on the expanded GDP series
that includes the occupied territories.

b No specific oil price benchmark is defined.

Source: Russian Ministry of Economic Development, ‘IIporso3 conpanbHO-3KOHOMIYIECKOTO pa3suTust Poccuiickoit denepamuu Ha 2024
TOJ1 ¥ Ha I1aHoBbIH iepros 2025 u 2026 royos’ [Forecast of the socio-economic development of the Russian Federation for 2024 and the
planning period 2025 and 2026], Sep. 2023, accessed 24 Sep. 2023.

interest rate from 12 per cent to 13 per cent.!? Nabiullina explained that the
rate of inflation had continued to accelerate and there were still pressures on
the rouble; the forecast for 2023 had been revised, with the rate of inflation
increased to 6-7 per cent. Details of the new forecast began to emerge and it
was soon published in full (see table 1).

In the text of the forecast, Minekon sets out its priorities and lists the
risks that had been identified. It sought to advance towards the goals set by
President Putin, including growth of the economy, strengthened economic
relations with ‘friendly’ states, the promotion of ‘technological sovereignty’

10Bank of Russia, 3assienue Ipencenarens banka Poccun DnbBupsl HaOGuysumiHOW 1Mo WToram
sacenanust Cosera qupextopoB banka Poccun 15 centsiops 2023 roxa’ [Statement by Elvira Nabiullina,
chairman of the Bank of Russia, following the meeting of the Board of Directors of the Bank of Russia
on 15 September 2023], 15 Sep. 2023.


http://www.cbr.ru/press/event/?id=17070
http://www.cbr.ru/press/event/?id=17070
https://www.consultant.ru/document/cons_doc_LAW_457874/
https://www.consultant.ru/document/cons_doc_LAW_457874/
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Table 2. Forecast rate of output growth of some branches of the machine building industry, 2023-26 and actual output

in 2022

2022 2023 2024 2025 2026
Computers, electronic and optical goods® 9.3 34.1 6.9 5.1 4.8
Electrical equipment? 1.1 258 7.1 5.9 5.3
Auto-transport means® -44.2 16.5 6.7 8.6 10.2
Other transport means and equipment? -2.0 26.3 8.3 5.9 6.4
All machine building 7.5 8.2 6.1 55 S50
Deflator for machine building 117.1 107.7 106.1 105.6 104.1

Note: The table does not include the sub-branch ‘Finished metal goods besides machines and equipment’, which includes artillery

systems, multiple launch rocket systems (MLRS), infantry weapons and munitions.

@ This branch includes radio, radar, guidance and optical systems, and other electronic systems and components for weapons.

b This branch includes electric motors, systems and components for weapons.
¢ This branch includes military trucks.

4 This branch includes aircraft, ships, missiles, space systems, uncrewed aerial vehicles (UAVs), tanks and armoured vehicles.

Source: Russian Ministry of Economic Development, ‘IIporao3 couuaabHO-3KOHOMUYECKOTO pa3BuTHs Poccuiickoit Menepanuu Ha 2024

TOJI ¥ Ha IIaHoBkIH mepuon 2025 u 2026 ronos’ [Forecast of the socio-economic development of the Russian Federation for 2024 and the

planning period 2025 and 2026], Sep. 2023, accessed 24 Sep. 2023, p. 35 and table 9.

and the maintenance of a balanced budget.!! But there is no mention of the
‘special military operation’ and only a passing reference to sanctions. Three
risks are identified.!? The first is external: the slowing of the world economy,
reducing demand for Russia’s traditional export goods. The main domestic
risk is seen as a shortage of labour, making increasing labour productivity and
ensuring labour market flexibility key priorities. Third, any further toughen-
ing of monetary and credit policy or its untimely return to softening could
have a negative impact on investment activity. A conservative variant of the
forecast took account of these risks. While Minekon acknowledges that the
demographic situation is unfavourable, no population forecast is provided.
A curious feature of the forecast is the use of an undefined ‘export price of
oil’. However, Reshetnikov, the economic development minister, at a meeting
of the government to discuss the draft budget, gave the price in terms of the
Brent oil price benchmark: $83.5 per barrel in 2023, $85 in 2024, $80.2 in
2025 and $76.2 in 2026.13

Aninteresting table shows the forecast growth of output of certain branches
of the machine building industry. As it happens, the branches shown cover
the main ones concerned with military-related production (see table 2). It
can be seen that the forecast sharp increases in the output of military-related
goods occur only in 2023, moderate in 2024 and return to more normal
levels in 2025 and 2026. The first branch shown includes radar, guidance
and optical systems for weapons and the second includes electric motors
and other systems for them. The auto-transport branch is dominated by the
production of passenger cars, but the forecast growth for 2023 is probably in

11 Russian Ministry of Economic Development, ‘I[Iportos conuaabHO-5KOHOMUYECKOTO Pa3BUTHSI
Poccuiickoit ®enepaiuu va 2024 ron v Ha wianosklii nepuos 2025 u 2026 ronos’ [Forecast of the socio-
economic development of the Russian Federation for 2024 and the planning period 2025 and 2026],
Sep.2023.

12 Russian Ministry of Economic Development (note 11), p. 11.

13 Balasyan, L., ‘Henedreraszossie moxomsl Oromkera B 2024 TOmYy JOMKHBI BIBOE IPEBBICUTH
nedreraszosbie’ [Non-oil and -gas budget revenues in 2024 should be twice as high as oil and gas
revenues], Kommersant, 22 Sep. 2023.


https://www.consultant.ru/document/cons_doc_LAW_457874/
https://www.consultant.ru/document/cons_doc_LAW_457874/
https://www.kommersant.ru/doc/6235922
https://www.kommersant.ru/doc/6235922
https://www.consultant.ru/document/cons_doc_LAW_457874/
https://www.consultant.ru/document/cons_doc_LAW_457874/
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Table 3. The principal indicators of the draft Russian federal budget for 2024-26

Figures are millions of roubles.

20234 2024 2025 2026
Revenue 28 674 100 35065 284 33552353 34050983
As share of GDP (%) 17 19 18 17
Expenditure 30265784 36 660675 34382810 35587392
As share of GDP (%) 18 20 18 18
Open spending 23300807 25650 861 25782908 28018 583
Classified spending 6964977 11009 814 8599902 7 568 809
Classified share (%) 23 30 25 21
Spending, state programmes 25444294 24289417 23168901 25051893
Including classified 6091967 3849 632 3319683 3968618
Classified share (%) 24 16 14 16
Spending, non-programme 4821490 12371258 10354 339 8756129
Including classified 873010 7160 183 5280219 3600191
Classified share (%) 18 58 51 41
Conditionally approved expenditure - 859 570 1779370
Balance -1591684 -1595 391 -830 457 -1536 409
As share of GDP (%) 1.0 0.9 04 0.8
GDP? 166 015 000 179956 000 190 637 000 202 304 000

GDP = gross domestic product.

Note: The explanatory note (p. 25) forecasts 2023 total expenditure of 31 674 800 million roubles and a deficit of -3 000 700 million

roubles (1.8 per cent of GDP).

@ Figures for 2023 are from the budget listing of 1 September 2023.
b The Ministry of Finance based the budget on the enlarged GDP forecast as shown in table 1.

Source: Russian State Duma, Draft Federal Law no. 448554-8 ‘O ¢enepanbrom Oromkere Ha 2024 rox u Ha rutaHoBbIi neprox 2025 1 2026
ronos’ [On the federal budget for 2024 and the planning period 2025 and 2026], 30 Sep. 2023, pp. 1-3, and explanatory note, pp. 21, 25,

131,132, 414.

partaccounted for by an increased output of trucks for the armed forces. This
suggests that the forecast is founded on an assessment of a sharp increase in
procurement for the war in 2023 that is then maintained at this increased
level and more into 2024 and perhaps beyond. That may, however, be for
post-war re-equipment of the armed forces. The defence industry is clearly
expected to remain active.

Not surprisingly, there has been some questioning of the realism of the
forecast. Are the rates of growth too ambitious? Can the rate of inflation
be reduced as rapidly as forecast given the evident inflationary pressures,
including an extremely tight labour market? Is the exchange rate realistic
given the obstinate tendency in autumn 2023 for it to hover close to
100 roubles to the dollar?

In its assessment, the Russian Accounts Chamber—the government audit
agency—noted that the draft budget has been based on a more optimistic
forecast than that drawn up by the central bank, which set GDP growth in
2024 at only 0.5-1.5 per cent. The acting head of the chamber, Galina Izotova,
told the Duma that the oil price projection also seemed too optimistic and


https://sozd.duma.gov.ru/bill/448554-8
https://sozd.duma.gov.ru/bill/448554-8
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expressed surprise that Minekon had not used the usual Urals price.l
A number of commentators questioned the exchange rate forecast. One
observed caustically that the forecast appeared to have been prepared just
as the government needed to permit an apparent large growth of spending
made possible by a depreciated rouble and a relatively high rate of inflation:
the main task of the budget ‘s to give Vladimir Putin the impression that all
is going well. “Everything is fine, Vladimir Vladimirovich, there is money for
the war, and enough for social services and elections.”’15

On 18 September Putin convened a meeting to discuss the draft budget. In
his brief introduction, Putin said that the economic situation was better than
expected earlier in the year, butinflation was now the basic problem, the main
factor being the weakening of the rouble. Timely decisions were needed but
he expressed confidence that the government would act professionally and,
‘most importantly, in a coherent manner’. The restoration of the economy
had been completed, according to Putin. Much work had been done by the
government to achieve it, ‘simply colossal by its volume and complexity’.16

III. The principal features of the draft budget

On 28 September the Ministry of Finance published its ‘Basic directions
of budget, tax and tariff policy for 2024 and the planning period 2025 and
202617 This 162-page document sets out the basic thinking behind the
draft budget and presents its principal features. The draft budget itself was
submitted to the State Duma for approval on 29 September (see table 3). For
the first time it was transferred entirely in a non-paper form, on 14 disks.18
Accompanying the draft budget was the usual explanatory note and the new
economic forecast. It was quickly put on to the Duma’s legislation website
and numbered as Draft Federal Law no. 448554-8.1° Its first reading was
scheduled for 26 October, after the relevant committees had examined it in
detail 20

Although the final budget law is available, the draft budget with its
accompanying documents provides much more detail of the structure of
spending. Apart from noting total expenditure for each year, the final law

14 Stepanov, G., ‘[Ipoekt poccuiickoro Gromkera BbizBan y CueTHoM nanars Hegoymenue’ [Russia’s draft
budget perplexes the Accounts Chamber], Moskovskij Komsomolets, 17 Oct. 2023; and Visloguzov, V.,
‘CuerHas nanara npucmorpenack k orokety’ [The Accounts Chamber took a closer look at the budget],
Kommersant,17 Oct. 2023.

15 Grozovskii, B., ‘Boenublii Growker xopowero Hactpoenns’ [The military budget of good cheer],
Istories, 2 Oct. 2023 (author translation).

16 president of Russia, ‘Coemmanue 1o mpoexTy (exepanbroro Giomkera Ha 20242026 roapt’ [Meeting
on the draft federal budget for 2024-2026], 18 Sep. 2024 (author translation).

17 Russian Ministry of Finance, ‘OCHOBHbIC HanpaBieHHUs OFOPKETHOM, HAIOTOBON M TaMOKEHHO-
TapuHOii monuTuky Ha 2024 rox v Ha mIaHoBBIH neprox 2025 n 2026 ronos’ [Basic directions of budget,
tax, customs and tariff policy for 2024 and the planning period 2025 and 2026], 28 Sep. 2023.

18 Shushkina, A., ‘B TociyMy MoCTynii NpoeKT GiomkeTa cTpanbl Ha 2024-2026 romer’ [The State
Duma has received the national draft budget for 2024-2026], Parlamentskaya gazeta, 29 Sep. 2023.

19 Russian State Duma, Draft Federal Law no. 448554-8 ‘O denepansaom 6rokere Ha 2024 roj u Ha
ruiaHoBsit neproz 2025 u 2026 ronos’ [On the federal budget for 2024 and the planning period 2025
and 2026], 30 Sep. 2023. The Duma website is not normally accessible but some limited access proved
possible.

20 Finmarket, ‘Tocmyma paceMoTput mpoekT Oromkera Ha 20242026 TozibI B I€pPBOM YTEHUH 26 OKTSOps’
[The State Duma will consider the draft budget for 2024-2026 in the first reading on 26 October],
29 Sep. 2023.


https://www.mk.ru/economics/2023/10/17/proekt-rossiyskogo-byudzheta-vyzval-u-schetnoy-palaty-nedoumenie.html
https://www.kommersant.ru/doc/6281366
https:/istories.media/opinions/2023/10/02/voenii-byudzhet-khoroshego-nastroeniya/
http://kremlin.ru/events/president/news/72284
https://minfin.gov.ru/ru/document?id_4=304155-osnovnye_napravleniya_byudzhetnoi_nalogovoi_i_tamozhenno- tarifnoi_politiki_na_2024_god_i_na_planovyi_period_2025_i_2026_godov
https://minfin.gov.ru/ru/document?id_4=304155-osnovnye_napravleniya_byudzhetnoi_nalogovoi_i_tamozhenno- tarifnoi_politiki_na_2024_god_i_na_planovyi_period_2025_i_2026_godov
https://www.pnp.ru/politics/v-gosdumu-postupil-proekt-byudzheta-strany-na-2024-2026-gody.html
https://sozd.duma.gov.ru/bill/448554-8
https://sozd.duma.gov.ru/bill/448554-8
http://www.finmarket.ru/news/6042624
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Table 4. Spending by budget chapter in the draft Russian federal budget for 2024-26

2023 as of 1 Sep.? 2024 draft budget 2025 draft budget 2026 draft budget
Budget chapter b.roubles  Share (%) b.roubles  Share (%) b.roubles  Share (%) b.roubles  Share (%)
1 General state issues 2324 7.7 2071 5.7 2287 6.3 2411 6.4
2 National defence 6407 21 10775 29 8534 25 7 409 21
3 National security, 3226 11 3389 9.2 3275 9.5 3406 9.6
law and order
4 National economy 4126 14 3890 11 3248 9.5 3666 10
5 Housing 857 2.8 881 2.2 507 1.3 381 1.0
6 Environment 347 1.2 478 1.3 470 14 522 1.5
7 Education 1464 4.8 1547 4.2 1312 3.8 1412 4.0
8 Culture 209 0.7 224 0.6 177 0.5 227 0.7
9 Healthcare 1570 5.2 1620 4.4 1634 4.7 1615 4.5
10 Social policy 6493 21 7732 21 7 693 22 7 855 22
11 Physical fitness, 71 0.2 68 0.2 54 0.2 53 0.1
sport
12 Mass media 122 0.4 121 0.3 94 0.3 100 0.3
13 Debt servicing 1519 5.0 2291 6.3 2804 8.1 3316 9.3
14 Inter-budget 1531 5.1 1474 4.5 1433 4.8 1434 4.6
transfers
Conditionally - - - - 860 2.5 1779 5.0
approved spending
Total expenditure 30266 100 36 661 100 34383 100 35587 100

4 These figures are from the budget listing of 1 September 2023.

Source: Russian State Duma, Draft Federal Law no. 448554-8 ‘O denepansaom Oromkete Ha 2024 roj u Ha rmiianosbiii nepuon 2025 u 2026
rozos’ [On the federal budget for 2024 and the planning period 2025 and 2026], 30 Sep. 2023, explanatory note, pp. 443-44.

on the budget is devoted to open budget spending only. It provides no infor-
mation at all on total spending, open plus classified spending, or spending by
budget chapter and subchapter. Hence, this following analysis is restricted to
the draft budget.

Accordingto the explanatory note, total budget expenditure in 2023 is fore-
cast to be 31 674 800 million roubles.?! This indicates that the budget listing
(i.e. the upper limit on spending) is expected to increase by 1 409 016 million
roubles in the final four months of the year, amounting to an additional 4.7 per
cent. However, as of 28 November, the budget listing had reached 32 582 bil-
lion roubles, suggesting that the final total will be even larger, perhaps
33000 billion roubles or more.??

The budget for 2024 is ambitious, with a 22 per cent nominal increase in
revenue and a 21 per cent nominal increase in spending. But this is a one-off
development as both revenue and spending are forecast to fall in the follow-
ing two years. The budget deficit is forecast to decline steadily, remaining at
less than 1 per cent of GDP.

21 Ryssian State Duma, Draft Federal Law no. 448554-8 (note 19), explanatory note, p. 25.

22 Russian Ministry of Finance, ‘DenepalbHBIIl OIOIDKET 10 AaHHBIM budget.gov.ru o cocTosHUIO Ha
28 HosOpst 2023: Pacxomwr’ [Federal budget according to data of budget.gov.ru as of 28 November 2023:
Expenditure], accessed 7 Dec. 2023.


https://minfin.gov.ru/ru/
https://minfin.gov.ru/ru/
https://sozd.duma.gov.ru/bill/448554-8
https://sozd.duma.gov.ru/bill/448554-8
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A striking, and puzzling, feature of the draft budget is the substantial
increase in ‘non-programmed’ spending in 2024 compared with 2023, almost
all classified. Most budget expenditure (84 per cent in the first nine months
of 2023) now takes the form of spending under a set of state programmes
(discussed below). The remainder, known as ‘non-programmed’ spending,
falls under 14 headings. By far the largest is ‘development of the pension
system’; others include ‘the president and his administration’, ‘the chair of
the government, his deputies and apparatus’, ‘the Duma and the Federation
Council’, down to ‘the Federal Courier Service’.?3 The final non-programmed
spending heading is ‘the realization of functions of other federal organs of
state power’, which is also large and appears to be a kind of contingency fund
used in the course of the year to fund subsidies, to give financial support to
loss-making activities, and to fund new initiatives not foreseen in the budget,
among other things. Some of this spending is classified.

The most significant detail of the draft budget is the substantial increase
in spending on ‘national defence’ planned for 2024, when its share of total
spending is to rise to 29 per cent, compared with 21 per cent in 2023 up to
September (see table 4). It is then planned to fall by more than 2200 billion
roubles in 2025 and by a further 1100 billion roubles in 2026. At first sight
this could suggest that the government expects the war to be over by the
end of 2024 or early 2025, or perhaps wishes to give that impression to the
Russian public and the wider world. However, the second and third years of
three-year budgets are highly provisional and usually have limited value for
revealing intentions beyond the first year.

It should be noted that spending on ‘national defence’ in 2023 is nothing
like as large as the 9.7 trillion roubles claimed by a Reuters article that caused
a stir when it appeared in August.? The article, which was apparently based
on a government document obtained by the news agency, was widely cited,
often without any qualification. It appears, however, that the authors simply
added spending on ‘national defence’ to that on ‘national security, law and
order’ and called the total ‘defence spending’.25

Speaking on the draft budget at the Federation Council (the upper house of
the Russian Parliament) on 3 October, Siluanov declared that the first priority
of the budget was ‘strengthening the country’s defence capability and sup-
porting participants in the special military operation. The resources planned
for next year make it fully possible to meet the objectives of the special
military operation.?6 However, when presenting the budget to State Duma
committee members just two weeks later, he underlined that it was, above all,

23 On the origins of the programme system of funding see Cooper, J., Russian Military Expenditure:
Data, Analysis and Issues, Swedish Defence Research Agency (FOI) Report no. FOI-R-3688-SE (FOI:
Stockholm, Sep. 2013), pp. 45-47.

24 Reuters, ‘Exclusive: Russia doubles 2023 defense spending plan as war costs soar’, 4 Aug. 2023.
For amore accurate figure see Cooper (note 1).

25 This is also the view of Janis Kluge of the German Institute for International and Security
Affairs (SWP). Kluge, J. (@jakluge), ‘Back in August, Reuters reported that #Russia plans to increase
defense spending to 9.7 trillion RUB in 2023. According to the recently published budget data, the
sum of national defense and security (incl. police) spending was 9.6 trillion, so that was probably the
confusion.’, X,10ct.2023.

26 RIA Novosti, ‘CuityanoB HasBas 000poHOCnoco0HocTh Poccun mpropurerom Oromkera’ [Siluanov
calls Russia’s defence capability a budget priority], 3 Oct. 2023 (author translation).


https://www.foi.se/rest-api/report/FOI-R--3688--SE
https://www.foi.se/rest-api/report/FOI-R--3688--SE
https://www.reuters.com/world/europe/russia-doubles-2023-defence-spending-plan-war-costs-soar-document-2023-08-04/
https://twitter.com/jakluge/status/1708496533144863152
https://twitter.com/jakluge/status/1708496533144863152
https://twitter.com/jakluge/status/1708496533144863152
https://twitter.com/jakluge/status/1708496533144863152
https://ria.ru/20231003/byudzhet-1900141992.html
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Table 5. Total expenditure of the Russian budget system, 2023 and draft budget for 2024-26

Figures are billions of roubles.

20234 2024 draft 2025 draft 2026 draft
National defence 6466 10 840 8602 7482
National security, law and order 3485 3666 3572 3725
National economy 8812 8879 8393 8943
Education 5965 6408 6481 6908
Health 6001 6740 6918 7229
Social policy 18 352 19716 20 637 21674
Other, including provisionally approved 10 295 11374 12724 14 607
Total 59 376 67 623 67 327 70568

@ Figures for 2023 are from the budget listing of 1 September 2023.

Source: Russian Accounts Chamber, 3axaouenue Cuemnoti nanamor Poccuiickoti ®edepayuu na npoekm gedepanvrozo 3axona «O

edepanvrom 61002ceme na 2024 200 u na nianoewiii nepuod 2025 u 2026 20006» (ocnoeuvie nonodcenus) [Opinion of the Accounts
Chamber of the Russian Federation on the draft federal law ‘On the federal budget for 2024 and for the planning period 2025 and 2026’
(main provisions)] (Accounts Chamber: Moscow, 2023), p. 9.

‘socially orientated’, ‘not military’.2” Most social spending does indeed show
an increase in nominal terms in 2024 compared with the first nine months of
2023, but in some cases may decline when the final total for 2023 is known.

Given the need to respond to sanctions and prepare for a larger volume of
investment, it is surprising that spending on the chapter ‘national economy’
is set to decline in 2024 and even more so in 2025. The planned spending
also reveals the impact of the higher basic interest rate, with debt servicing
forming a rapidly increasing share of total spending; it is set to reach over
9 per cent of the total by 2026, compared with 5 per cent in 2023.

The federal budget is only one component of the whole Russian budgetary
system, and most socially orientated spending is funded from regional and
other sub-federal budgets. In its assessment of the draft budget, the Accounts
Chamber helpfully provides a table showing the structure of spending of the
consolidated (i.e. federal plus sub-federal) budget plus state extra-budgetary
funds (see table 5). It can be seen that the total for ‘national defence’ is larger
to a modest extent than in the federal budget. This is because some expenses
of the system for the mobilization and initial training of service people is
charged to regional budgets. The volumes concerned are 56 billion roubles in
the first nine months of 2023, 65 billion roubles in the draft budget for 2024,
68 billion roubles in 2025 and 73 billion roubles in 2026.

From the perspective of the entire budget system, Siluanov’s claim that it
is socially orientated has validity. Taking the year 2024, the share of defence
and national security is 21 per cent of the total across the budget system, and
that of social policy, health and education is 49 per cent. The equivalent data
is not available for 2021 and 2022, but in 2020 defence and national security
accounted for 13 per cent of actual spending and social policy, education and

27 Filonenko, V., ‘Cunyanos: Brojuker Ha 2024-2026 roasl—He BOEHHBIH, a coluanbHbiil’ [Siluanov:
The budget for 2024-2026 is not military, but social], Parlamentskaya gazeta, 16 Oct. 2023 (author
translation).


https://www.pnp.ru/politics/siluanov-byudzhet-na-2024-2026-gody-ne-voennyy-a-socialnyy.html
https://ach.gov.ru/upload/iblock/278/tuxqzdc2zvaltacz8ysttz1cfe69te0u.pdf
https://ach.gov.ru/upload/iblock/278/tuxqzdc2zvaltacz8ysttz1cfe69te0u.pdf

ANOTHER BUDGET FORA COUNTRY AT WAR 11

Table 6. Revenues of the Russian federal budget, 2023 and draft budget for 2024-26

Figures are billions of roubles.

Change,
20237 2024 2023-24 2025 2026

Total revenues 28674 35065 +6 391 33552 34051

As share of GDP (%) 17.2 19.5 +2.2 17.6 16.8
Oil and gas revenues 8864 11504 +2 640 11760 11415

As share of GDP (%) 5.3 6.4 +1.1 6.2 5.6
Including basic oil and gas revenues 8000 9683 +1 683 9924 9570
Non-oil-gas revenues 19 810 23561 +3751 21792 22636

As share of GDP (%) 11.9 13.1 +1.2 114 11.2
Taxes and duties 13 641 14 782 +1141 15615 16 458

Related to domestic production 7873 8 640 +767 9262 9862

Related to imports 5768 6142 +374 6353 6596
Taxes on profit/income 1988 2210 +222 2295 2359
Other 4181 6569 +2 388 3882 3819

@ Figures for 2023 are from the budget listing of 1 September 2023.

Source: Russian State Duma, Draft Federal Law no. 448554-8 ‘O ¢enepanbHom Gromkere Ha 2024 o 1 Ha iaHoBbIi nepuox 2025 u 2026
roios’ [On the federal budget for 2024 and the planning period 2025 and 2026], 30 Sep. 2023, explanatory note, pp. 48-49.

health 57 per cent, indicating the extent to which the war has had a negative
impact on total social spending.28

IV. Revenues in the draft budget: Are they realistic?

Before considering military expenditure in more detail it is necessary to
consider whether the ambitious budget is realistic from the point of view of
implementation.

Significant nominal increases are forecast for both oil and gas revenues
and revenues from other sources in 2024 compared with 2023 (see table 6).
The main sources of additional revenue in 2024 include a reduction of the
established discount in relation to the price of Brent oil, from $20 a barrel
in 2023 to $15 in 2024 (giving 861 billion roubles); new duties on a range of
exported goods (453 billion roubles); additional turnover tax arising from
increased GDP (767 billion roubles); and various one-off non-tax incomes
(850 billion roubles). The remaining additional revenues of about 3500 bil-
lion roubles are expected to arise from already agreed changes in legislation
and from increased economic activity.?° This is clearly an optimistic forecast
of revenues in 2024 and must be vulnerable to unpredictable development
such as a tightening of sanctions on oil exports; reduced exports because
of a deterioration of international economic conditions; or less favourable
domestic economic development than forecast. With a significant increase
in budget expenditure, this could give rise to a much larger budget deficit

28 Russian Treasury, ‘KonconuaupoBanHblii 6ropket Poccuiickoit denepannu 1 OFOKETOB roCyaapceT-
BEHHBIX BHEOIOmKETHBIX (honnoB 2020’ [Consolidated budget of the Russian Federation and budgets of
state extra-budgetary funds 2020], 1 Jan. 2021.

29 Russian State Duma, Draft Federal Law no. 448554-8 (note 19), explanatory note, pp. 50-54.


https://roskazna.gov.ru/ispolnenie-byudzhetov/konsolidirovannyj-byudzhet/
https://roskazna.gov.ru/ispolnenie-byudzhetov/konsolidirovannyj-byudzhet/
https://sozd.duma.gov.ru/bill/448554-8
https://sozd.duma.gov.ru/bill/448554-8
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Table 7. Forecast value of Russia’s National Welfare Fund, 2023-26

Figures are billions of roubles.

2023 estimate 2024 forecast 2025 forecast 2026 forecast

Value at beginning of year 10435 12178 11191 13003

As share of GDP (%) 6.3 6.8 5.9 6.4
Supplements of NWF 1089 334 1821 1836
Use of NWF -3462 -1302 =7 =
Impact of exchange rate changes 4116 -19 -7 33.6
Value at end of year 12178 11191 13003 14872

As share of GDP (%) 7.3 6.2 6.8 7.4
Means held by Bank of Russia® 5851 4905 6756 8656

GDP = gross domestic product; NWF = National Welfare Fund.

@ The most liquid part of the NWF is the means held by the Bank of Russia.
Note: On 1 November 2023 the NWF was 13 541 billion roubles ($145.22 billion), 9.0 per cent of forecast GDP. Russian Ministry of
Finance, ‘O6beM ®onja HarMoHansHoro Gnarococrosuus’ [Value of the National Welfare Fund], 20 Nov. 2023.

Source: Russian State Duma, Draft Federal Law no. 448554-8 ‘O (enepansrom Orompkete Ha 2024 roj1 1 Ha riaHoBbIi nepuos 2025 u 2026
rozos’ [On the federal budget for 2024 and the planning period 2025 and 2026], 30 Sep. 2023, explanatory note, p. 28.

than envisaged. While this would have to be funded, it may well be possible
without serious economic difficulties.

One source of funding for the deficit is the National Welfare Fund (NWF),
Russia’s sovereign wealth fund. According to the explanatory note to the
draft budget, in 2023 the deficit will be partly funded by 3462 billion roubles
from the NWF, in 2024 by 1302 billion roubles, falling to only 1.7 million
roubles in 2025 and zero in 2026. The rest of the deficit will be funded by
state borrowing.3? The NWF is certainly large enough to cover larger deficits
than forecast: as a share of GDP, the NWF is forecast to be almost the same at
the end of 2026 as it will be at the end of 2023 (see table 7).

According to Siluanov there are no plans to change the rates of basic taxes
over the three years of the budget.3! However, there are still many ways of
increasing revenues, often by stealth or short-term measures. In principle,
the government should be able to fund the ambitious spending planned for
2024 and the planned deficit is, by international standards, modest. However,
many questions remain, not least if the war continues into 2025 or even
beyond and there is a protracted fall in the rate of investment (see also below).

In mid October a measure was adopted to check the steady depreciation of
the rouble. It obliges companies, not identified, of many sectors to repatriate
at least 80 per cent of their export earnings and sell 90 per cent of these sums
on the domestic market.3? This measure is supposedly to be in force only for
a six-month period, but it could easily be extended.

30 Russian State Duma, Draft Federal Law no. 448554-8 (note 19), explanatory note, p. 28.

31Kostereva, M., ‘Cuiyanos: MuHQHH He IIAHAPYET MCHSATH HAJNOTOBBIC CTABKH B 5Ty TPEXJICTKY’
[Siluanov: Finance Ministry does not plan to change tax rates in this three-year period], Kommersant,
16 Oct. 2023.

32 Ktyuchkova, E., ‘Beipyuke HasHaummu mpoueHt [Revenue has been assigned a percentage],
Kommersant,13 Oct.2023; and Prokopenko, A., ‘Kypc Ha Be1G0opbI. 3adem B Poccun BepHyitH 00s13aTebHYy 10
nponaxy samore’ [Heading for elections: Why Russia has brought back the compulsory sale of
currency], Carnegie Endowment for International Peace, 16 Oct. 2023.


https://www.kommersant.ru/doc/6281165
https://www.kommersant.ru/doc/6279802
https://carnegieendowment.org/politika/90778
https://carnegieendowment.org/politika/90778
https://minfin.gov.ru/ru/perfomance/nationalwealthfund/statistics?id_57=27068-obem_fonda_natsionalnogo_blagosostoyaniya
https://sozd.duma.gov.ru/bill/448554-8
https://sozd.duma.gov.ru/bill/448554-8
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Table 8. Spending in the budget chapter ‘national defence’ in the draft Russian federal budget for 2024-26 plus some
other military- and security-related spending of other chapters

Figures are millions of roubles.

20234 2024 2025 2026

Armed Forces 5363076 3293656 3020556 3502048
Mobilization and training 17510 18870 18672 19148
Mobilization of economy 2737 2713 2713 2745
Peacekeeping 4131 - - -
Nuclear weapons 49 266 62 746 56932 62 094
Military-technical cooperation 16576 17 857 18050 18475
Applied R&D 406 046 396 233 324966 345510
Other questions of national defence 547351 6983367 5092 255 3458944
Total ‘national defence’ 6406 703 10 775 442 8534144 7408 964
National Guard troops 411661 351703 353722 367103
Border troops 180492 201350 205179 219 061
Security services 507 589 548412 509 890 522401
State material reserves 230162 132553 97 639 98 345
Civil defence 59374 58982 51974 53815

Including GUSP .. 35594 30923 31343

GUSP = Glavnoe Upravlenie Spetsial’nykh Programm (Main Directorate of Special Programmes); R&D = research and development.

@ Figures for 2023 are from the budget listing of 1 September 2023.

Source: Russian State Duma, Draft Federal Law no. 448554-8 ‘O denepansrom Oromkete Ha 2024 rox 1 Ha ruiaHoBbIi nepuox 2025 u 2026
ronos’ [On the federal budget for 2024 and the planning period 2025 and 2026], 30 Sep. 2023, explanatory note, appendix 15.

V. Military spending in the draft and final budget

Details of planned spending on the military in the draft federal budget can be
found in appendix 12 (on open spending by government agency) and appen-
dix 15 (on open spending by budget classification) of the budget itself and in
the explanatory note, in particular appendix 15 (which sets out total spending
by budget chapter and subchapter) and appendix 13 (on open spending on
state programmes). In addition, it has been possible to access the Accounts
Chamber’s assessment of the draft budget, but not its detailed appendices.

Alongside the ‘national defence’ chapter, some military- and security-
related spending appears in other chapters (see table 8).

Trends in the national defence budget

In some respects the data for national defence is puzzling, not least the fact
that in 2024-26 such a large proportion of the total is under the subchapter
‘other questions of national defence’: 65 per cent in 2024, 60 per cent in
2025 and 47 per cent in 2026. This has never been the case in earlier draft
or approved budgets: the largest share has always been the first subchapter,
‘Armed Forces of the Russian Federation’, which covers payment of person-
nel, most operations and maintenance, and arms procurement. One possi-
bility is that the decision to allocate such large sums to defence was taken late
in the process of preparing the budget, not giving time for the government
and the Ministry of Defence (MOD) to decide on its allocation.


https://sozd.duma.gov.ru/bill/448554-8
https://sozd.duma.gov.ru/bill/448554-8
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Table 9. Spending on ‘national defence’ in the law on the Russian federal budget for 2023 compared with the budget

listing of 1 September 2023

Figures are millions of roubles.

2023 budget law 2023 listing, 1 Sep. 2023 Difference
Armed Forces 2542297 5363076 +2 820770
Including open spending 1126 844
Mobilization and training 17976 17510 -466
Mobilization of economy 2712 2737 +25
Peacekeeping - 4141 +4141
Nuclear weapons (classified) 49 266 49 266 -
Military-technical cooperation 14 839 16576 +1737
Including open spending 7005
Applied R&D 409217 406 046 -3171
Including open spending 24156
Other questions of national defence 1945299 547351 -1397948
Including open spending 178 984
Total 4981606 6406 703 +1425 097
Open spending 1354965
Classified spending 3626 641

R&D =research and development.

Note: Open spending as of 1 September 2023 is not available.

Sources: Budget law: Cooper, J., ‘Russia’s military expenditure during its war against Ukraine’, STPRI Insights on Peace and Security
no. 2023/07, June 2023, p. 10. Budget listing: table 8.

To understand this shift in budget lines in 2024, it is worth exploring
2023 by comparing the data on spending up to September with the budget
law for the year, as adopted in December 2022 (see table 9).33 Given the
increased scale of the armed forces and procurement of a large volume of
arms and munitions, enhanced spending on the armed forces would have
been expected. But the scale of the increase is surprisingly large. In contrast,
the sizeable reduction in spending on ‘other questions’ is also surprising but
suggests the possibility that, going into 2024, this subchapter is being treated
as a reserve for reallocation during the year depending on developments in
the war.

It cannot be ruled out that another factor may be involved, namely that an
opportunity has been taken to help the defence industry to pay off some of
the large debt it has accumulated. There is little doubt that many defence
industry companies are now experiencing financial difficulties. Since the
start of the war, costs have been rising inexorably. Many inputs have become
more expensive, especially those obtained from abroad, often with resort to
parallel imports and much more costly supply chains. At the same time, many
enterprises have been facing difficulties in finding workers and often have
no choice but to increase rates of pay. With transition to multi-shift work
and work over holiday periods, extra pay has to be offered to compensate
for work at unsocial times. But, while costs have been rising, the customer—
the MOD—still maintains its traditional opposition to increasing the price

33 Cooper (note 1), p. 10.


https://doi.org/10.55163/UVUX1392
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of weapons, munitions and other materiel above the level specified in
contracts.3* This inevitably leads to losses that companies have to cover, often
by resort to bank borrowing at high rates of interest. In earlier years (e.g. 2016
and 2017), substantial budget allocations were made to the defence industry
to pay off accumulated debts. The possibility that part of the large increase
in funding for ‘national defence’ is for debt relief has been noted by informed
commentators. In particular, Pavel Luzin and Aleksandra Prokopenko stress
the seriousness of the debt problem, which had reached 3 trillion roubles
by the end of 2020 and threatened to engulf large state companies such as
Rostec.® Already in 2022 Roscosmos had a loss of 50 billion roubles and the
United Shipbuilding Corporation lost 20 billion roubles.3¢ Possible additional
evidence for debt repayment is a claim by Sergei Aleksashenko, a former
deputy finance minister, that funding of the state defence order has been
increased from approximately 1.5 trillion roubles in 2022 to about 3 trillion in
2023, with more than 5.5 trillion planned for 2024.37 The first two figures are
indeed entirely plausible, but the third would appear to be too large unless
it includes an element of debt repayment. If some of the funding in 2023 is
indeed for debt relief, then not all the large planned increase in funding for
2024 may be directed to increasing military capability to fight the war.
However, there may be another means of paying off defence industry debt
without resort to the ‘national defence’ budget. Indeed, in January 2020
Putin signed a classified edict authorizing debt restructuring and the use
of budget funding to reduce the defence industry’s debt burden by about
450 billion roubles. This appears to have been realized through the principal
bank serving the industry, Promsvyaz’bank, probably by a budget transfer to
enhanceits capital.38 There is no evidence that this was done from the defence
budget, as was the practice in earlier years. It is quite possible that it was
done by drawing on classified non-programmed funding, probably allocated
to ‘the realization of the functions of other federal organs of state power’.
This is a non-transparent but large component of the annual federal budget.
According to the explanatory note to the 2023 draft budget, its uses include
allocations to various reserve funds to assist federal bodies in realizing their
functions, subsidies, contributions to the capital of companies (often used as
a means of strengthening their finances) and other measures of support.3® In
effect, it is a contingency fund that is steadily run down in the course of a year.

34 These developments are very similar to those that occurred after 2014 when many defence
companies were sanctioned after the annexation of Crimea, leading to numerous enterprises making
losses and debt rapidly building up, reaching 2 trillion roubles by the end of 2019. Lugacheva, L. I. and
Solomennikova, E. A., ‘OrHaHCOBO-XO035ICTBEHHbIE UCOANTaHChl KOMITAHUH 000POHHO-TIPOMBILIIICHHOTO
KOMILIEKCA U pyHKIMOHANbHAs NojyiepkKa rocyapersa’ [Financial and economicimbalances of military-
industrial complex companies and functional support of the state], Ekonmika, Predprinimatel’stvo i
Pravo, vol. 10, no. 12 (Dec. 2020), pp. 3253-55.

35 Luzin, P. and Prokopenko, A., ‘[lymku BaxHee Bcero. Uro mnpoekr Gromkera—2024 roBopur o
npuopurerax Kpemis’ [Guns are more important than anything else—What the draft budget 2024 says
about the Kremlin’s priorities], Carnegie Endowment for International Peace, 29 Sep. 2023.

36 Luzinand Prokopenko (note 35).

37Rybakova, T., ‘B Poccun—ycroitunsocts 1 [ocruian, B Mupe—o6ops6a CIIA u Kuras ¢ kpusucom’ [In
Russia—sustainability and Gosplan; in the world—the USA and China struggle with crisis], Republic,
1Dec.2023.

38 Vedomosti, ‘KoctuH pacckasai 0 3aKpbITOM yKa3e MPE3UICHTA 10 J0JIraM 000POHHBIX MPEAPUATHIA’
[Kostin has spoken of a classified presidential edict on the debts of defence enterprises], 23 Jan. 2020.

39 Russian Federation Council, ‘TlosicHuTebHas 3amucka K npoekty (enepanpHoro 3akona “O
dbenepanbaom Grokete Ha 2023 roj 1 Ha ru1aHoBbIi epron 2024 u 2025 ronos”’ [Explanatory note to the


https://1economic.ru/lib/111466
https://1economic.ru/lib/111466
https://carnegieendowment.org/politika/90666
https://carnegieendowment.org/politika/90666
https://republic.ru/posts/110666
https://www.vedomosti.ru/politics/news/2020/01/23/821338-kostin
http://council.gov.ru/media/files/Qulh2hVvqtqSKTWVRmOkAeLYvJClXJvi.pdf
http://council.gov.ru/media/files/Qulh2hVvqtqSKTWVRmOkAeLYvJClXJvi.pdf
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Table 10. Non-programmed Russian federal budget expenditure in 2023 and 2024

Figures are millions of roubles.

2023 budget listing,
2023 draft budget 1 Sep. 2023 2024 draft budget
Total non-programmed expenditure 8 411241 4821490 12 371258
Open spending 4086 335 3948480 5211075
Classified spending 4324906 873010 7160183

Sources: 2023 draft budget: Russian Federation Council, ‘[TosicuuTenbHas 3amucka K mpoekTy (enepanbHoro 3akona “O ¢enepanibHoM
oromxere Ha 2023 rox v Ha ruiaHoBbIi nepuox 2024 u 2025 ronos”” [Explanatory note to the draft federal law ‘On the federal budget for
2023 and the planning period 2024 and 2025], accessed 18 Oct. 2023. 2023 budget listing and 2024 draft budget: Russian State Duma,
Draft Federal Law no. 448554-8 ‘O ¢enepansuom Oromkere Ha 2024 roj v Ha 1ianoBbii iepuos 2025 u 2026 ronos’ [On the federal budget
for 2024 and the planning period 2025 and 2026], 30 Sep. 2023, explanatory note, p. 414.

299

Almost 80 per cent of the large allocation for classified non-programmed
expenditure in the 2023 draft budget had been spent by the beginning of
September (see table 10). However, no information on its use is available. The
allocation in 2024 is much larger—more than 7 trillion roubles in classified
spending. There would thus appear to be significant scope for paying off
defence industry debt.

Approval of the budget

The budget had its first reading in the State Duma on 26 October and
was approved with 80 of the 450 deputies (from the Communist and A
Just Russia parties) voting against. In the discussion the war was hardly
mentioned, perhaps because Siluanov opened with a firm declaration: “The
first and crucial task, unquestionably our priority, is strengthening the
defence capability of the country and supporting the participants in the
special military operation. Next year the resources of the state have been
concentrated on the achievement of the basic goal—our victory 4% Gennady
Zyuganov, leader of the Communist Party, argued that it was not sufficiently a
‘budget for victory’, hence his party’s vote against.

The second reading, on 15 November, voted on amendments. The
government itself submitted no fewer than 769 amendments redistributing
spending to a total of 6.7 trillion roubles.*! There were several amendments
to ‘national defence’, but they appear to have been mainly transfers from the
classified part of spending to open. These amendments totalled 725 billion
roubles in 2024, including 370 billion roubles relating to pay and 305 billion
roubles relating to procurement. In addition, pensions and social support for
military personnel were also increased, plus support for the newly annexed
regions.*? The third reading was held on 17 November, when it was approved
with little discussion by 325 votes to 81, and five days later the Federation

draft federal law ‘On the federal budget for 2023 and the planning period 2024 and 2025’], pp. 456-66.

40 Siluanov, A. G., Russian minister of finance, Address to the State Duma, Transcript, 26 Oct. 2023
(author translation).

41 Ryssian Ministry of Finance, ‘[TornpaBku K npoekTy (enepaibroro Gromkera Ha 2024-2026 rr.
BHeceHbl B [ocynapersennyio Jlymy’ [Amendments to the draft federal budget for 2023-26 submitted to
the State Duma], 7 Nov. 2023.

42 RBK, ‘Bractn nepepacnpenensT 6onee P1 TpIH U3 3aKpbITOil YacTh GromkeTa B OTKpbITyH0’ [The
authorities will redistribute more than P1 trillion from the closed part of the budget to the open],
15 Nov. 2023.


http://transcript.duma.gov.ru/node/6217/
https://minfin.gov.ru/ru/press-center/?id_4=38748-popravki_k_proektu_federalnogo_byudzheta_na_ 2024-2026_gg._vneseny_v_gosudarstvennuyu_dumu
https://minfin.gov.ru/ru/press-center/?id_4=38748-popravki_k_proektu_federalnogo_byudzheta_na_ 2024-2026_gg._vneseny_v_gosudarstvennuyu_dumu
https://www.rbc.ru/economics/15/11/2023/655363029a79475deb5b0942
http://council.gov.ru/media/files/Qulh2hVvqtqSKTWVRmOkAeLYvJClXJvi.pdf
http://council.gov.ru/media/files/Qulh2hVvqtqSKTWVRmOkAeLYvJClXJvi.pdf
https://sozd.duma.gov.ru/bill/448554-8
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Council gave unanimous backing, enabling President Putin to sign it into law
on 27 November, when the 4937-page document was quickly published.*3
However, the total for ‘national defence’ will not be known until the Ministry
of Finance publishes its Budget for Citizens at the end of the year.

Total military expenditure in 2024-26 in the budget law

So far the analysis has been restricted to the draft budget but, when
considering military spending, the final budget law offers a more reliable
account of intentions. The available data makes it possible to calculate total
military expenditure planned for 2024-26 (see table 11).44 It can be seen that,
compared with the draft budget, spending on the ‘Armed Forces’ has been
increased and also to a very significant extent for 2024 on ‘military-industrial
cooperation’. This sub-chapter relates to spending on armaments under
intergovernmental agreements and the increase could reflect the import of
drones from Iran and munitions from North Korea.
Whiletotal military expenditure canbe calculated for2024t02026,evidence
is still lacking for 2023 and the figure for 2022 is approximate in the absence
of a firm final total for spending on ‘national defence’. However, according
to Luzin and Prokopenko, in 2022 ‘national defence’ reached 5500 billion
roubles, not 5100 billion roubles as this author earlier estimated.*® From this
and the law on the implementation of the 2022 budget it can be calculated
that total military spending was approximately 7150 billion roubles in 2022.46
A likely final total of military spending in 2023 can only be estimated on the
basis of the figure for the first nine months, 6407 billion roubles. The evi-
dence suggests, as noted above, that total budget spending in the year may
reach 33 000 billion roubles. As of 1 September ‘national defence’ was 21 per
cent of total budget spending (see table 4), but this share may increase as
the year ends, perhaps to 23 per cent, giving a total of 7600 billion roubles.*”
Over recent years spending under the ‘national defence’ chapter has formed

43 RIA Novosti, ‘Tociyma npumsiia 3akoH o denepanbaom Gromkere’ [The State Duma approved
law on the federal budget], 17 Nov. 2023; Kommersant, ‘CoBde/ eAMHOIIacHO 0f00pHI (enepanbHbli
Gromker Ha 20242026 ronsl’ [The Federation Council unanimously approved the federal budget for
2024-2026], 22 Nov. 2023; and Russian Federal Law no. 540-®3 ‘O ¢enepansrom Gromkere Ha 2024 rog
1 Ha ru1aHoBsI tepuo 2025 1 2026 ronos’ [On the federal budget for 2024 and the planning period 2025
and 2026], signed into law 27 Nov. 2023.

44 The total military expenditure data presented here differs slightly from the usual STPRI defin-
ition. The SIPRI definition does notinclude one category of expenditure thatis included here (i.e. gen-
eral international spending, fees, etc.) and the SIPRI Military Expenditure Database uses a different
source for GDP (the International Monetary Fund’s International Financial Statistics). On the SIPRI
definition of military expenditure see SIPRI Military Expenditure Database, ‘Sources and methods’,
[n.d.]. SIPRT’s military expenditure data for Russia relies on the methodology and sources provided
by the present author.

451,uzin and Prokopenko (note 35). Before the war started, Prokopenko worked as adviser to the
firstdeputy chair of the Bank of Russia (at that time Ksenia Yudaeva) and will have had access to official
data. For the earlier estimate see Cooper (note 1), p. 5.

46 Russian Federal Law no. 329-®3 ‘O6 ucroMHEHHH (benepansroro Gromkera 3a 2022 rox’ [On the
execution of the federal budget for 2022], 24 July 2023. Note that the final spending in 2022 on the
National Guard and the Federal Security Service Border Troops is not known so the budget listing as
of 1 Aug. 2022 has been used. See Cooper, J., ‘Implementation of the Russian federal budget during
January-July 2022 and spending on the military’, STPRI Background Paper, Oct. 2022, p. 8.

47 On the implementation of the 2023 budget to the end of November see Kluge, J., ‘How Russia
saved the 2023 budget’, Riddle, 7 Dec. 2023. Kluge estimates that spending on ‘national defence’ in
2023 will be between 7.3-7.9 trillion roubles.


https://ria.ru/20231117/byudzhet-1910025459.html
https://www.kommersant.ru/doc/6351662
https://www.kommersant.ru/doc/6351662

http://publication.pravo.gov.ru/document/0001202311270070


http://publication.pravo.gov.ru/document/0001202311270070
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https://base.garant.ru/407426496/
https://doi.org/10.55163/STMI3484
https://doi.org/10.55163/STMI3484
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Table 11. Military expenditure in the Russian federal budget for 2024-26

Figures are millions of roubles.

Chapter/subchapter 2024 2025 2026

02 ‘National defence’

01 Armed Forces of the Russian Federation 3293 656 3020 556 3502 048
Ministry of Defence 1926 940 1670 349 1712 380
Classified residual 1366 716 1 350 207 1789 668

03 Mobilization and extra-forces training 19 235 19 037 19 513

04 Mobilization preparation of economy' 2713 2713 2 745

05 Collective security and peacekeeping 2 968 - -

06 Nuclear weapons complex! 62 746 56 932 62 094

07 International obligations, military-technical cooperation 149 293 32336 32 745
Open spending 138 759 22 008 22290
Classified residual 10 334 10 328 10 464

08 Applied R&D in field of national defence 396233 324 966 345510
Open spending 25284 26 710 27 713
Classified residual 370 949 298 256 317 797

09 Other questions of national defence 6 980 034 5091 890 3458 579
Open spending 259 039 296 130 204 400
Classified residual 6 589 559 4781 474 3254179

Total ‘national defence’ in federal budget 10 775 442 8534 144 7 408 964
Open spending 2372 425 2034 234 1986 297
As share of total (%) 22 24 27
Classified spending 8403 017 6499 910 5422 667
As share of total (%) 79 76 74
Arms recycling 2410 2428 2428

Total ‘national defence’ less arms recycling and mobilization 10 770 319 8 529 003 7 403 791

preparation of the economy“

Other military expenditure

Other MOD expenditure:

Fees, international organizations 12 12 12
Housing 96 968 96 773 98 378
Environment 3190 3 346 3556
Education 100 807 102 857 107 732
Health 137 423 124 896 127 359
Culture and cinematography 9224 9 450 13 368
Physical culture and sport 4581 4 640 4738
Mass media 4007 2463 2 509
Pensions of service people? 501 331 546 450 568 310
Social support 557 559 362 367 371145

Paramilitary forces

Troops of the National Guard (Rosgvardiya) 358 845 352123 366 691
Open spending 339 266 334777 347 503
Including state defence order (GOZ) 19 579 17 346 19 188

Border service of Federal Security Service 210 350 205 179 219 061
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Chapter/subchapter 2024 2025 2026
Support, closed MOD towns, Rosatom 8 952 8 952 8952
Support for Baikonur Space Centre 1716 1198 1198
Total other military expenditure 1994 965 1 820 706 1 893 009
Total military expenditure 12 765 284 10 349 709 9 296 800
Total budget expenditure 36 660 675 34 382 810 35 587 392
‘National defence’ as share of total expenditure (%) 29 25 21

Total military expenditure as share of total expenditure (%) 35 30 26

Gross domestic product 179 956 000 190 637 000 203 304 000
‘National defence’ as share of GDP (%) 6.0 4.5 3.6

Total military expenditure as share of GDP (%) 7.1 5.4 4.6

T = classified spending; GDP = gross domestic product; GOZ = Gosudarstvennyi oboronnyi zakaz (State Defence Order); MOD =
Ministry of Defence; R&D = research and development.

@ 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.

b In draft budgets, military pensions are not shown for the second and third years, so are estimated here on the basis of known
planned increases of 10.5 per cent from 1 October 2023 and 4.5 per cent from 1 October 2024.
Sources: Open spending and total budget spending: Russian Federal Law no. 540-®3 ‘O denepansaom Gromkere Ha 2024 tox U Ha
rianoBbli nepuox 2025 u 2026 ronos’ [On the federal budget for 2024 and the planning period 2025 and 2026], signed into law 27 Nov.
2023. ‘National defence’ and FSB border troops as draft budget: ‘I[Ipoexr ®enepanbroro 3akona N 448554-8 “O (enepanbHOM OrOIKETE
Ha 2024 rox 1 Ha riaHoBbIi nepuos 2025 u 2026 ronos” (pex., Buecennas B IJ] ®C P®, teket mo cocrosuuio Ha 29.09.2023)° [Draft Federal
Law no. 448554-8 ‘On the federal budget for 2024 and for planning period 2025 and 2026’ (rev. introduced into the State Duma of the
Federal Assembly of the Russian Federation, text as of 29 Sep. 2023)], Konsultant Plyus, 12 Oct. 2023, <https://www.consultant.ru/
cons/cgi/online.cgi?req=doc;base=PRJ;n=239332>, accessed 13 Oct. 2023. National guard: open spending plus GOZ of draft budget.
The author is grateful to Dr Janis Kluge of German Institute for International and Security Affairs (SWP), Berlin, for drawing attention
to the extent of the increased spending on ‘military-technical cooperation’.

a gradually increasing share of total military spending and it seems that this
process is intensifying during the war (see table 11): in 2024 total military
spending will be about 18 per cent larger than ‘national defence’, increasing
to 21 per cent in 2025 and 25 per cent in 2026. In 2022 it appears to have been
about 30 per cent, and 36 per cent in 2021. Taking a figure of 22-23 per cent
for 2023 gives a total military expenditure of 9300 billion roubles, equivalent
to 5.6 per cent of GDP.

As it happens, military spending declined in real terms in 2021, since no
war was expected, but in 2022 it grew by 27 per cent followed by a slightly
smaller likely increase in 2023 and a 29 per cent increase forecast for 2024, to
be followed by declines in 2025 and 2026 (see table 12). However, intentions
for the second and third years of a three-year budget are always highly
provisional and do not provide a reliable guide to future policies.

Defence- and security-related state programmes

As mentioned above, for about a decade much of Russia’s budget spending
has been allocated in the form of state programmes. The 2024-26 draft
budget has funding for 51 state programmes, 9 of which are treated as a dis-
tinct category: programmes devoted to defence, security and international
relations (see box 1).

The first programme clearly consists of direct military funding of the MOD
plus some other MOD funding. When details of the scope of the programme


http://publication.pravo.gov.ru/document/0001202311270070
http://publication.pravo.gov.ru/document/0001202311270070
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Table 12. Changes in total Russian military expenditure in real terms, 2015-26

GDP GDP Military expenditure
Year Total (m. roubles) Real-terms change (%) deflator Total (m.roubles) Real-terms change (%) As share of GDP (%)
20267 202304 000 +2.2 103.8P 9296 800 -13 4.6
2025 190 637 000 +2.3 103.6° 10 349 709 -22 5.4
20244 179 956 000 25 106.0° 12 765 284 +29 7.1
2023 166 015 000 +2.8 105.3P 9 300 000¢ +24 5.6
2022 153435 000 -2.1 115.8 7 150 000¢ +27 4.7
2021 135295 000 +5.6 119.0 4859 035 -5.8 3.6
2020 107 658 100 -2.7 100.9 4335251 +2.1 4.0
2019 109 608 300 L2 103.3 4209 409 +4.1 3.8
2018 103 861 700 +2.8 110.0 3911323 -4.0 3.8
2017 91843154 +1.8 105.3 3704 4224 -8.2 4.0
2016 85616 100 +0.2 102.8 3 8305484 -7.5 4.5
2015 83087400 -2.0 107.2 4026 284 +17 4.8

GDP = gross domestic product.

@ Figures for 2024-26 are from table 11, with GDP and military spending in current prices.
b The Minekon figures for the GDP deflator shown in table 1 are not consistent and have been recalculated here taking the nominal

GDP and the rate of change as accurate.

¢ Figures for total military expenditure in 2022 and 2023 are estimated.
d Figures for total military expenditure in 2016 and 2017 exclude payments to clear past debts (792 billion roubles in 2016 and
187 billion roubles in 2017).

Sources: Calculated on the basis of data of the above tables and text, plus the author’s analysis of earlier years. GDP: the latest Rosstat
data. Debt clearance in 2016 and 2017: International Institute for Strategic Studies (IISS), The Military Balance 2019 (Routledge:
Abingdon, 2019), p. 176.

were first published in 2013 it included MOD housing, education, health,
culture, sport and pensions.#® It probably also includes Rosatom’s nuclear
weapon programme as the open spending shown in 2013 included some
Rosatom activity. However, all funding of the defence industry is covered
separately in the sixth listed programme, on development of the defence-
industrial complex.

While figures for open funding of these programmes are available (see
table 13), detailed classified figures are not. However, some of these military-
related programmes certainly account for a large proportion, if not almost all,
of the classified funding in state programmes.

After the publication of the budget law the Ministry of Finance revealed
details of the budget classification on which it is based.*® Significantly,
under the state programme for the defence industry there is provision for
a range of subsidies to defence industry companies, including ones for debt
restructuring and warding off bankruptcy. There are also allocations to the
capital of some companies, including Almaz-Antey and a number of the main
missile and space companies, under Roscosmos. This supports the suggestion

48 Cooper (note 23), pp. 56-57.

49 Russian Ministry of Finance Order no. 185u ‘O BHeceHMH H3MeHeHHMil B npuka3 MuHHCTEPCTBA
¢unancos Poccuiickoit deneparmu ot 1 nrons 2023 1. Ne 801 «O6 yTBepKAeHUH KOAOB (IEpeYHeii KOIOB)
oropketHO Kinaccupukanuu Poceniickoit denepannu Ha 2024 rox (Ha 2024 rox 1 Ha IUIaHOBBIN IIEPHOL
2025 12026 ronos)»’ [On amendments to Russian Ministry of Finance Order no 80u of 1 June 2023 ‘On
approval of codes (lists of codes) of the budget classification of the Russian Federation for 2024 (for
2024 and for the planning period 2025 and 2026)’], 20 Nov. 2023.


https://minfin.gov.ru/common/upload/library/2023/11/main/185n.pdf 
https://minfin.gov.ru/common/upload/library/2023/11/main/185n.pdf 
https://minfin.gov.ru/common/upload/library/2023/11/main/185n.pdf 
https://minfin.gov.ru/common/upload/library/2023/11/main/185n.pdf 
https://doi.org/10.1080/04597222.2019.1561031
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Box 1. The nine Russian state programmes devoted to defence, security and international affairs as of 1 September 2023
1. Securing the defence capability of the country 2019-31 (Ministry of Defence)

2. Securing state security 2012-30 (Federal Security Service)

3. Securing the protection of the person, society and state 2021-30 (National Guard)

4. Securing chemical and biological security of the Russian Federation 2021-30 (Ministry of Health)
5. Management of state material reserves 2020-30 (Federal Agency for State Reserves)

6. Development of the defence-industrial complex 2016-27 (Ministry of Industry and Trade)

7. Foreign political activity 2013-30 (Ministry of Foreign Affairs)

8. Supporting international development 2022-30 (Ministry of Foreign Affairs)

9. Support and promotion of the Russian language abroad 2022-30 (Ministry of Foreign Affairs)

Source: ‘Ilepevyensb TOCYIapCTBEHHBIX TporpamMm Poccuiickoit ®enepannn’ [List of state programmes of the Russian Federation],
approved by Russian Government Order no. 1950-r, 11 Nov. 2010., as amended by Order no. 695-r, 24 Mar. 2023.

Table 13. Open spending under Russia’s nine defence, security and foreign policy state programmes, 2023-26

Figures are millions of roubles.

State programme 20234 2024 2025 2026

1. Defence 2986 225 2993 049 2584174 2 569 045
2. State security 2700 2782 2 882 2927
3. Defence of the person, society and state 392411 363 500 359 895 373217
4. Chemical and biological security 4709 4146 3872 3461
5. State material reserves 16 770 19188 17 473 18179
6. Defence industry 11235 10 169 8 669 8669
7. Foreign political activity 130565 154 804 155 502 157 467
8. Support for international development 267 319 285 72
9. Russian language abroad 500 502 509 508
Total open spending 3545383 3548459 3133261 3133545

@ Figures for 2023 are from the budget listing of 1 September 2023.

Source: Russian Federal Law no. 540-®3 ‘O ¢enepansHoM Oromkete Ha 2024 roj v Ha 11aHoBbii eprof 2025 u 2026 ronos’ [On the federal
budget for 2024 and the planning period 2025 and 2026], signed into law 27 Nov. 2023.

discussed above that the new budget includes measures for debt relief for the
defence industry.

Other war-related spending

As underlined in this author’s publication of June 2023, Russia’s military
expenditure is not the same as spending on the war.5° Part of the military
budget has no direct relation to the war, not least the spending on nuclear
strategic systems and much of the navy. Equally, defence spending does not
cover other costs of the war, such as the costs of absorbing occupied terri-
tories of Ukraine into the Russian Federation, the repair and development of
transport links to these regions, and the rebuilding of structures in Russia’s
border regions and beyond damaged by Ukrainian missiles and uncrewed
aerial vehicles. These expenses are borne by other budget chapters and, to
some extent, by regional and other sub-federal budgets.

50 Cooper (note 1), pp. 14-16.
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Unfortunately, few details are available on spending of these types, except
for programmes in the federal budget specifically developed to meet costs
associated with the occupied territories. The draft budget now contains
two state programmes for this purpose, one new for the support of the
infrastructure and economic development of newly annexed regions, and
the other old for the socio-economic development of Crimea and the city of
Sevastopol. Under the new state programme, 193 billion roubles have been
allocated for 2024, rising to 213 billion roubles in 2026.5! Thus, the parts of
Ukraine occupied by Russian armed forces are now treated as component
parts of the Russian Federation just like other regions of the country.

However, this is not the only budget funding going to the occupied terri-
tories. Because Moscow City Duma decided to exercise patronage over
Donetsk city and Luhansk city, the draft budget for Moscow City allocates
95 billion roubles to the restoration and development of the infrastructure of
the two cities over 2024-26 (35 billion roubles in 2024 and 30 billion roubles
each in 2025 and 2026). In addition, speaking at the end of September 2023,
Irek Faizullin, minister of construction, said that regions that are exercising
patronage over the territories newly annexed in the war invested a total of
115.6 billion roubles in them in 2023.52

There may also be funding of new fortifications and additional outlays on
the work of the defence industry that are not covered by the federal ‘national
defence’ budget, but no details are available.>3

VI. Conclusions

Russia’s federal budget for 2024-26 marks a striking break with Russia’s
post-Communist development to date by its significant increase in military
expenditure. This is made necessary, in the view of the Russian government,
by the imperative of bringing the ‘special military operation’ to a successful
conclusion, even if this takes a long time. The ways in which this increased
spending will be spent are far from clear and, given the strict secrecy now
veiling the economic dimension of the war, clarification may not come for a
long time. It may only be with the budget process in 2024 that more details
will become available on actual military spending in 2023. As for spending
plans for 2025 and 2026, the draft budget cannot be considered a reliable
guide to Russian government thinking as the forecasts for later years are
highly provisional and the eventual annual budgets could be very different.
Commentaries on the budget and its implementation have varied widely
in tone and assessment. Many are critical, as can be seen in such article titles
as ‘The costs of Russia’s war are about to hit home’ and ‘The government has
seen the spectre of a budget catastrophe’.>* Criticisms tend to focus on the

51 Russian State Duma, Draft Federal Law no. 448554-8 ‘O (exepanbHoM GromkeTe Ha 2024 roa u Ha
ruianoBslii iepros; 2025 1 2026 ronos’ [On the federal budget for 2024 and the planning period 2025 and
2026], 30 Sep. 2023, explanatory note, p. 412.

52 Tkacheyv, 1., ‘Mocksa Beigenut P95 mipa Ha Bocctanosnenue Jounenka u Jlyrancka’ [Moscow to
allocate P95bn to rebuild Donetsk and Luhansk], RBK, 17 Oct. 2023.

53 This funding is noted in Cooper (note 1), pp. 15-16.

54 The Economist, “The costs of Russia’s war are about to hit home’, 28 Sep. 2023; Dzhultaeyv, K.,
‘TIpaBUTENBCTBO YBUIEIO pHU3paK OrokeTHOI Karactpodsl’ [The government has seen the spectre of a
budget catastrophe], Octagon, 2 Oct. 2023; and Milov, V., ‘Bleeding Russia dry: How Putin’s inflated
war budget will lead to economic ruin’, The Insider, 3 Oct. 2023.
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planned scale of budget spending in 2024, the fact that increased military
spending could well reduce spending on social needs, and the difficulty of
raising adequate revenues to fund increased spending on the war. There are
indeed many uncertainties, as acknowledged here, but there is a widespread
tendency to overstate the potential problems. As Yuri Danilov argues,
the Russian economy is relatively robust and, ‘In the short term, there are
practically no risks of a “collapse”’, but economic difficulties could mount in
the medium and long terms.>5

Itisnotclear at this stage how the significantly increased allocation of fund-
ing to defence will be used as there are clearly limits to the extent to which
the armed forces can be rapidly increased in size and procurement stepped
up sharply. But there are sizeable potential reserves in the large ‘other ques-
tions’ subchapter of the ‘national defence’ budget that could be drawn on in
the event of unexpected developments. Also, as Luzin and Prokopenko argue,
there could be serious problems in winding down greatly increased military
spending if the war were to end as this ‘will inevitably lead to a significant
structural shock that will take considerable time to overcome’.5¢ This leads
them to the conclusion that ‘the Kremlin is forcing the economy into the
snare of perpetual war’.

Although there has been widely expressed surprise at the extent to
which the military spending budget has increased, it cannot be considered
unexpected. With a presidential election scheduled for 2024, the country’s
leadership is clearly anxious to ensure that there will be some positive news
about the course of the war, with a prospect that it can be concluded success-
fully in the foreseeable future—even if the nature of ‘success’ is not at all
clear. However, in these circumstances and with a lack of transparency, the
government may well have decided to use the opportunity to reduce the debt
burden of the defence industry in order to facilitate a future restoration of
the country’s military capability. Overall, the budget, while ambitious, is not
unrealistic in terms of implementation. Yes, problems can indeed be expected
in implementing the budget, but they are unlikely to be of a critical nature.

Meanwhile, the war grinds on with no end in sight and with appalling loss
oflife and destruction. A hard winter now lies ahead not only for Ukraine, but
also for the Russian forces and society more broadly.5” The budget is not just
the usual annual end-of-year financial document; it is a political statement
of intent by Russia’s leadership, a signal not just to the people of Russia but
to the wider world that there is a firm commitment to bringing the war to a
successful conclusion.

55 Danilov, Yu., ‘What explains the Russian economy’s robustness?’, Russia Post, 29 Sep. 2023.

56 Luzinand Prokopenko (note 35). English translation from Luzin, P. and Prokopenko, A., ‘Russia’s
2024 budget shows it’s planning for a long war in Ukraine’, Carnegie Endowment for International
Peace, 11 Oct. 2023.

57 Watling, J., ‘Ukraine must prepare for a hard winter’, Royal United Services Institute (RUSI),
19 Oct.2023.
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