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About This Paper

The Russian federal budget for 2025 and planning years 2026 and 2027 (Federal Budget 2025—
2027) outlines the priorities of the Putin government for this year and the next two. According to
Russian Finance Minister Anton Siluanov, these priorities include the ongoing war in Ukraine,
investments in the defense-industrial base to reconstitute Russia’s military, and targeted social
spending to improve Russia’s demographics.' The federal budget serves as the means to achieve these
goals, but achieving them will be challenged by factors internal and external to Russia, such as
sustainable economic growth amid sanctions, a dwindling labor force, and inflation. This analysis of
Federal Budget 2025-2027 is instructive for policymakers for two reasons: (1) It illustrates the
government's priorities through the allocation of resources, regardless of political rhetoric or stated
intentions, and (2) it highlights the constraints on the allocation of those resources. Such an analysis
can both help policymakers understand the near-term developments that could affect the realization of
President Vladimir Putin’s goals and inform policy options for the United States and its allies.
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The Russian Federal Budget 2025-
2027

The Russian federal budget for 2025 and planning years 2026 and 2027 (Federal Budget 2025—
2027) outlines the priorities of the Putin government for this year and the next two. According to
Russian Minister of Finance Anton Siluanov, these priorities include the ongoing war in Ukraine,
investments in the defense-industrial base to reconstitute Russia’s military, and targeted social
spending to improve Russia’s demographics.' The federal budget serves as the means to achieve these
goals, but achieving them will be challenged by factors internal and external to Russia, such as
sustainable economic growth amid sanctions, a dwindling labor force, and inflation. This analysis of
Federal Budget 2025-2027 is instructive for policymakers for two reasons: (1) It illustrates the
government's priorities through the allocation of resources, regardless of political rhetoric or stated
intentions, and (2) it highlights the constraints on the allocation of those resources. Such an analysis
can both help policymakers understand the near-term developments that could affect the realization of
President Vladimir Putin’s goals and inform policy options for the United States and its allies and
partners.

Background

The Russian Federation passed into law what is known as its budget code in 1998, and it regularly
updates different aspects of the code.? For example, in 2004, the budget code established sovereign
wealth funds and a fiscal rule governing the transfer of energy revenues above a certain threshold into
the National Wealth Fund (NWF), and in 2007, the budget code was updated again as Russia
transitioned to three-year budgets, similar to those used by many European countries.” Three-year
budgets make budgeting and planning a continuous exercise; the first year, or budget year, presents the
funding deemed necessary for various ministries and programs to achieve the policy goals of the
administration within a baseline economic forecast. The second and third years, or planning years, are
conditionally appropriated with adjustments for inflation and an unassigned appropriation for future
changes that could arise.* The planning years are useful for analyzing trends more broadly, although

! Russian Ministry of Finance (MinFin), “Anton Siluanov Comments on the Priorities of the Federal Budget for 2025-2027"
[“AHTOH CuyaHoB pacckasan o mpuopuTeTax defepanbHoro 6omkera B 2025-2027 rr”], September 24, 2024a.

2 Budget Code of the Russian Federation, No. 145-FZ, July 31, 1998, effective January 1, 2023; Megan McKernan, Stephanie
Young, Timothy R. Heath, Dara Massicot, Mark Stalczynski, Ivana Ke, Raphael S. Cohen, John P. Godges, Heidi Peters, and
Lauren Skrabala, Planning, Programming, Budgeting, and Execution in Comparative Organizations: Volume 1, Case Studies of China
and Russia, RAND Corporation, RR-A2195-1, 2024.

> Budget Code of the Russian Federation, 2023.
*McKernan et al,, 2024.



they are conditional. For example, the Federal Budget 2024-2026 allocated 8.5 trillion rubles in 2025
and 7.4 trillion rubles in 2026 to National Defense (the primary appropriation for the Russian
Ministry of Defense [MoD)]), significantly less than the amount allocated in the planning years in the
Federal Budget 2025-2027, in which appropriations for National Defense may exceed 12 trillion
rubles annually going forward (see Table 1). The federal budget is drafted from March through
September by the Russian Ministry of Finance (MinFin) and economic forecasts are provided by the
Russian Ministry of Economic Development (MinEcon). It is then submitted to the Federal
Assembly, Russia’s legislature, by October 1, for debate and passage by both the lower (Duma) and
upper (Federation Council) houses before being signed into law by the president on or before
December 31.°

This analysis of the Federal Budget 2025—2027 relies on documents and data produced by the
Federal Assembly, MinFin, MinEcon, the Central Bank of the Russian Federation (“Bank of Russia”),
and other Russian ministries and entities, such as Rosstat (the statistical agency) and Rosneft (the
state-owned corporation responsible for oil production and export). It should be noted that the
Russian government has reduced transparency with regard to its reporting of the federal budget since
the Russia-Ukraine war began in 2022. At that time, MinFin and the Russian Treasury stopped
publishing detailed expenditures by month, quarter, and year to conceal the costs of the war and
hinder sanction efforts; however, data on unclassified spending (i.e., a share of total spending) are still
available on the Russian government’s open budget website, although impediments to foreign-based
internet access have been added.® By accessing budget data to analyze the unclassified share of
spending and the totals for the main expenditure categories published by MinFin in its annual Budget
for Citizens publications, one can extrapolate the share of classified spending.” The classified share of
the federal budget in 2025 has risen to nearly 30.0 percent versus approximately 22.0 percent in recent
prior years.® It is also important to acknowledge that expenditures can exceed the federal budget as
passed into law. For example, total expenditures in 2024 were estimated to be 39.4 trillion rubles in
the Budget for Citizens 2025—2027 versus 36.7 trillion rubles in the Federal Budget 20242026 as
passed into law.” Table 1 presents a condensed version of the Federal Budget 2025-2027 for
reference, including 2024 estimates. The analysis that follows starts with economic forecasts and

revenues.

5 Debate by committees in the Duma is more thorough than in the Federation Council; research shows that changes between the
draft budget and the budget law does take place during the readings, but for defense spending, these changes have historically
been less significant outside major economic disruptions (Julian Cooper, “The Russian Budgetary Process and Defence: Finding
the ‘Golden Mean,” Post-Communist Economies, Vol. 29, No. 4, October 2017).

® The author was able to access MinFin budget data on January 31, 2025, from budget.gov.ru; “Russia to Restrict Budget Data in
Response to Western Sanctions,” Reuters, June 14, 2022.

7 Julian Cooper, “Russia’s Military Expenditure During Its War Against Ukraine,” SIPRI Insights on Peace and Security,
Stockholm International Peace Research Institute, No. 2023/07, June 2023a.

8 “Secret Spending Hits Record Level,” The Bell, October 2, 2024.
° MinFin, “Budget for Citizens 2024-2026,” 2023; MinFin, “Budget for Citizens 2025-2027," 2024c.



Table 1. The Russian Federal Budget 2025-2027

Category Estimated 2024  Budget 2025 Planned 2026 Planned 2027
Revenues

Income & Imports® 24,801 29,360 31,277 33,388
% change from prior year 22.2% 18.4% 6.5% 6.8%
% GDP in that year 12.7% 13.7% 13.6% 13.4%
Oil & Natural Gas 11,310 10,936 10,564 9,766
% change from prior year 28.2% -3.3% -3.4% -7.6%
% GDP in that year 5.8% 5.1% 4.6% 3.9%
Total revenues 36,111 40,296 41,841 43,154
% change from prior year 24.0% 11.6% 3.8% 3.1%
% GDP in that year 18.4% 18.8% 18.1% 17.4%
Expenditures

Government Administration 2,524 2,514 3,048 2,930
% change from prior year 8.6% -0.4% 21.3% -3.9%
% GDP in that year 1.3% 1.2% 1.3% 1.2%
National Defense 8,867 13,491 12,798 13,069
% change from prior year 38.4% 25.2% -5.1% 2.1%
% GDP in that year 4.5% 6.3% 5.5% 5.3%
National Security & Law 3,658 3,460 3,565 3,745
Enforcement

% change from prior year 10.3% -2.8% 3.0% 5.0%
% GDP in that year 1.8% 1.6% 1.5% 1.5%
Social Policy 9,034 6,492 7,191 7,249
% change from prior year 39.1% -28.1% 10.8% 0.8%
% GDP in that year 4.6% 3.0% 3.1% 2.9%
National Economy 4,851 4,355 4,787 4,712
% change from prior year 17.6% -10.2% 9.9% -1.6%
% GDP in that year 2.5% 2.0% 2.1% 1.9%
Other Expenditures® 5,458 6,593 6,714 6,936
% change from prior year 17.6% 20.8% 1.8% 3.3%
% GDP in that year 2.8% 3.1% 2.9% 2.8%
Debt Service 2,291 3,182 3,475 3,594
% change from prior year 50.8% 38.9% 9.2% 3.4%
% GDP in that year 1.2% 1.5% 1.5% 1.4%




Category Estimated 2024  Budget 2025 Planned 2026 Planned 2027

Transfers and Unassigned® 2,825 1,383 2,444 3,681
% change from prior year 84.6% -51.0% 76.7% 50.6%
% GDP in that year 1.4% 0.6% 1.1% 1.5%
Total expenditures 39,407 41,470 44,022 45,915
% change from prior year 30.2% 5.2% 6.2% 4.3%
% GDP in that year 20.1% 19.3% 19.1% 18.5%
Deficit (3,296) (1,174) (2,182) (2,761)
% GDP in current year 1.7% 0.5% 0.9% 1.1%

SOURCE: Author’s analysis of data from MinFin, 2024c, in select budget expenditure categories consolidated by the
author.

NOTE: Revenue and expenditure amounts are shown in billion rubles. GDP = gross domestic product.

?Income & Imports includes revenues from the value-added tax (VAT) on consumption (i.e., a sales tax), excise taxes
on exports other than petroleum products and natural gas (e.g., fertilizer or minerals), and the corporate and personal
income taxes that are levied on Russian companies and individuals, respectively.

® Other expenditures includes Culture, Education, Environment, Health, Housing, Media, and Sport categories.
¢Unassigned appropriations for planning years 2026 and 2027 are approximately 1.1 and 2.3 trillion rubles,
respectively.

Economic Forecasts and Revenues

Federal budget revenues increase or decrease in any given year based on two factors: (1) the
economy (i.e., the tax base or the level of resources available on which taxes, licenses, and fees are
levied) and (2) policy, such as raising or lowering tax rates, offering credits or exemptions, and the
sunsetting of certain provisions within the law. MinEcon produces a baseline economic forecast for the
development of the federal budget and a conservative forecast for internal use. Table 2 presents some
of the key economic indicators from the baseline forecast used to inform the Federal Budget 2025-
2027.



Table 2. Select Economic Indicators for Baseline Forecast, as of September 2024

Estimated Budget Planned Planned

Indicator 2024 2025 2026 2027
Nominal GDP (trillion rubles) 195.8 214.6 230.6 248.3
Real GDP (% change from prior year) 3.9% 2.5% 2.6% 2.8%
Export price of oil (U.S.$ per barrel) $70.0 $69.7 $66.0 $65.5
Export price of natural gas (U.S.$ per MCM) $279.9 $259.1 $247.6 $240.2
Exchange rate (ruble to U.S. dollar) 91.2 96.5 100.0 103.2
Inflation (% change from prior year) 7.3% 4.5% 4.0% 4.0%
Russian imports (U.S.$ billions) $295 $322 $343 $357
Russian exports (U.S.$ billions) $428 $445 $455 $476
Industrial Production Index (% change from prior year) 4.0% 2.0% 2.4% 2.6%
Real disposable income (% change from prior year) 7.1% 6.1% 4.6% 3.4%
Real wages (% change from prior year) 9.2% 7.0% 5.7% 4.1%

SOURCE: Features information from MinEcon, “Forecast of Socio-Economic Development of the Russian Federation
for 2025 and for the Planning Period 2026 and 2027” [“IIporaos conyuaabHO-3KOHOMUYECKOTO PasBUTHSI POCCUIICKOIT
denepauyu Ha 2025 rof 1 Ha IIAHOBBIIT Tepuop, 2026 u 2027 ronos”], September 2024.

NOTE: MCM = thousand cubic meters.

Two of the most important indicators with respect to revenues are GDP and the export price of
Russian crude oil. The change in GDP correlates closely with Income & Imports, one of two major
revenue categories, which accounted for nearly 70 percent of total revenues in 2024 (see Table 1).
Income & Imports includes revenues from the VAT on consumption (i.e., a sales tax), excise taxes on
exports other than petroleum products and natural gas (e.g., fertilizer or minerals), and the corporate
and personal income taxes that are levied on Russian companies and individuals, respectively.' Figure
1 presents the nominal change (including inflation) in GDP and Income & Imports revenues from
2012 through planning year 2027 (based on the Federal Budget 2025-2027). Significant differences
in growth in past years can be attributed to the timing of collections and changes in tax policy. In
outlier years, such as 2020 in which nominal GDP declined by 1.8 percent because of the coronavirus
disease 2019 (COVID-19) pandemic, Income & Imports revenues increased by 9.9 percent reportedly
thanks to digital upgrades that improved tax collections and an increase to the mineral excise tax."" In
2022, another outlier year, Russia’s invasion of Ukraine and resulting sanctions disrupted the Russian
economy, businesses, and tax collections; real GDP absent inflation declined by 2.9 percent, while
inflation was in excess of 13.0 percent. Thus, the Bank of Russia stepped in with large rate hikes and

19 MinFin, “Appendix 3.1, Brief Information on the Federal Budget Execution (billion rubles)” [“TIpunoxenne 3.1, KpaTtkas
nHpopmars 06 ucnonHeHun ¢enepanbHoOro 6romkera (MiIpa py6)”], spreadsheet, December 30, 2024b. Data on the
Russian Federation GDP are from World Bank Group, “GDP (current US$)—Russian Federation,” webpage, undated;
calculation by the author.

1 Office of the Chief Economist, “Country Assessments: Russia,” in Ralph De Haas and Alexander Plekhanov, eds., Transition
Report 2020-21: The State Strikes Back, European Bank for Reconstruction and Development, November 10, 2020.



capital controls, and by the end of the year, the economy began to grow on the back of unprecedented
defense spending.”

In 2025, Income & Imports revenues are forecast to increase by 18.4 percent. Some of the gains
can be attributed to economic growth, but approximately 2.5 trillion rubles will be attributed to
increasing the corporate income tax from 20 percent to 25 percent (with those additional revenues
shifting from regional budgets to the federal budget), moving to a tiered personal income tax from a
flat tax, and smaller increases to excise duties on gasoline, alcohol, and cigarettes.” There are plans to
transfer 25.0 percent of fines from road violations to the federal budget from regional budgets.**
MinEcon’s forecast for 2026 and 2027, presented in Figure 1, illustrates the correlation between GDP
and Income & Imports revenues (see the red arrow) once current laws are carried forward, as
evidenced by the convergence in growth rates in the planning years.

Figure 1. Nominal Change in GDP and Income & Import Revenues
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SOURCES: Author’s analysis of data from World Bank Group, undated (current [nominal] GDP); MinFin, 2024c (Income
& Imports revenues); and MinEcon, 2024 (economic forecasts).

NOTE: Values have not been adjusted for inflation. The red arrow points to the convergence of GDP and Income &
Imports revenues in forecast years.

Controlling for inflation, MinEcon forecasts Russian real GDP growth of 2.5 percent, 2.6 percent,
and 2.8 percent in 2025, 2026, and 2027, respectively, in its baseline forecast (see Table 2). For

12 MinFin, “Budget for Citizens 2023-2025,” 2022; Yuriy Gorodnichenko, Iikka Korhonen, and Elina Ribakova, “Russian
Economy on War Footing: A New Reality Financed by Commodity Exports,” Centre for Economic Policy Research, CEPR
Policy Insight No. 131, May 2024.

13 Iwona Wisniewska, “Russia’s Budget for 2025: War Above All,” Centre for Eastern Studies, November 22, 2024; Alexander
Kolyandr, “Russia Budgets for Its Forever War,” Center for European Policy Analysis, October 11, 2024.

4 “RBC: Russian Authorities Propose to Send 25% of Funds from Fines for Traffic Violations to the Federal Budget. Currently,
the Regions Receive the Entire Amount” [“PBK: Bractu P® npeparator oTnpasiaTh 25% cpefcTs ot mTpados 3a
Hapymenue IT1]] B penepanbublit 61omxKer. Ceifdac BCIO CyMMY IIOTy4aloT pernonbl” ], Meduza, December 10, 2024.



comparison, these forecasted rates fall between the International Monetary Fund’s (IMF’s) forecast of
1.8-percent real GDP growth for “advanced economies” and 4.2 percent for “emerging/developing
economies” in 2025."” MinEcon reports that the main driver of GDP growth in Russia is strong
domestic demand, especially for outputs from the manufacturing industry (as well as imports), which,
although not explicitly stated, is presumably from defense orders. Growth in real wages, disposable
income, and demand for Russian exports (as long as global growth does not slow) contribute to
MinEcon’s forecast, which assumes that inflation will approach Bank of Russia targets of 4.0 percent
(see Table 2)."° MinEcon’s conservative forecast predicts real GDP growth of 1.7 percent, 1.0 percent,
and 2.6 percent in 2025, 2026, and 2027, respectively, a scenario in which there is less demand for
Russian exports, the placement of secondary sanctions on Russia’s main trade partners leads to a
decline in imports, and labor productivity is constrained due to demographics (i.e., the labor force), as
well as the failure to meet inflation targets."” The conservative forecast is more in line with the IMF’s
forecast for Russia in 2025, in which real GDP is estimated to grow by 1.3 percent, as consumption
and investment slow because of a tight labor force and slower wage growth while inflation remains
closer to 5.9 percent year over year, despite tight monetary policy.'® A simple analysis of revenues
suggests that a 1.0-percent year-over-year decline in Income & Imports revenues in the federal budget
would equate to an average loss of about 285 billion rubles per year.”

Oil & Natural Gas is the second largest category of revenue, accounting for approximately
30 percent of total revenues in 2024 (see Table 1). In the early 2010s, Oil & Natural Gas revenues
comprised approximately half of total revenues.” In the Federal Budget 2025-2027, Oil & Natural
Gas revenues are forecast to decline by 3.3 percent, 3.4 percent, and 7.6 percent in 2025, 2026, and
2027, respectively. Some of the decline is explained by the sunsetting of an extraction tax on natural
gas, established in 2022, to ease the burden on Gazprom, the largest state-owned producer and
exporter of natural gas, which recently experienced its first net loss in more than 20 years.” Prior to
the Russia-Ukraine war, Europe imported nearly 80 percent of Russia’s natural gas exports and
accounted for two-thirds of Gazprom's annual profit.*® In 2021, these imports were equivalent to
about 184.4 billion cubic meters (bcm) of natural gas (167.0 bem via pipeline and 17.4 bem via
liquified natural gas [LNG] shipments).” Since the onset of the war, Europe has largely shifted away

15 IMF, World Economic Outlook: Policy Pivot, Rising Threats, October 2024b; MinEcon, 2024.

'® MinEcon, 2024.

' MinEcon, 2024.

'S IMF, 2024b.

' Income & Imports revenues have been forecast to grow by 18.4 percent in 2025 (to0 29.6 trillion rubles), 6.5 percent in 2026
(to 31.3 trillion rubles), and 6.8 percent in 2027 (to 33.4 trillion rubles); see Table 1. However, a simple sensitivity analysis

forecasts 17.4 percent in 2025 (29.1 trillion rubles, or 248 billion rubles less), 5.5 percent in 2026 (30.9 trillion rubles, or 294
billion rubles less), and 5.8 percent in 2027 (33.0 trillion rubles, or 313 billion rubles less).

20 MinFin, 2024b.

21 “Russian Oil and Gas Revenue Seen Falling in 2025-2027 as Tax Burden on Gazprom to Ease, Document Shows,” Reuters,

September 30, 2024.

%2 Paul Goble, “Despite Moscow’s Bravado, Russia Faces Mounting Problems with Oil and Gas Exports,” Eurasia Daily Monitor,
Jamestown Foundation, Vol. 21, No. 2, January 9, 2024.

23 Energy Institute, Statistical Review of World Energy, 71st ed., 2022; Energy Institute, Statistical Review of World Energy, 72nd
ed., 2023; Energy Institute, Statistical Review of World Energy, 73rd ed., 2024; calculations by the author.



from Russian natural gas; total Russian imports to Europe were 69.3 bem in 2023 (49.8 bem via
pipeline and 19.4 bem via LNG shipments).* It is unlikely that major pipelines to Europe, Nord
Stream 1 and 2, which were sabotaged, will return to operation in the near term.” Furthermore, in
January 2025, Ukraine stopped allowing Russian natural gas to transit through the country via
pipeline to such destinations as Slovakia, accounting for approximately 5.0 percent of European gas
imports, although countries such as Hungary and Serbia still import Russian natural gas via pipelines
from Turkey.” Europe has plans to totally transition from Russian natural gas.”” Russia would likely
need additional pipeline or LNG investments for flows to China to reach prewar European volumes.
For example, natural gas flows to China via pipeline were 21.3 bem in 2023 with an additional

11.0 bem of LNG.?® The Power of Siberia, Russia’s natural gas pipeline to China, will likely have
reached 38 bem by the end of 2024 (already at 29 bem as of November 2024), but this is still far from
prewar European delivery levels, and China has not yet reached a deal with Russia for a Power of
Siberia 2.7

This leaves Oil & Natural Gas revenues largely reliant on Russia’s seaborne crude oil shipments.
However, import bans on Russian petroleum and a $60 price cap per barrel on Russian crude oil using
Western shipping, insurance, or financial services have effectively applied downward pressure on the
price of Russia’s primary export blend, Urals. For example, in 2021, the Brent spot price per barrel
was an average $70.9 (U.S. dollars) according to the U.S. Energy Information Administration (EIA),
while Urals was at $69.1 per barrel (according to data from Rosneft)—a differential of about $1.9 per
barrel. The differential then increased from $1.9 to $21.3 per barrel by the end of 2022 with the onset
of the war, import bans, and the eventual price caps on Russian crude.”

Russia has been very adept at avoiding the $60 price cap, using “gray” or “shadow” tankers (i.e.,
recently purchased but older tankers that frequently switch ownership and fly “flags of convenience”
from nations such as Panama or the Marshall Islands). Windward and Vortexa, energy analytics
firms, estimate that Russian crude oil delivered on gray tankers has increased by approximately 42.3
percent per year on average since 2022, supplying oil to China, India, Turkey, Singapore, and the
United Arab Emirates.’ From there, the oil can be refined into product that is no longer sanctioned.”
While crude oil exports to China and India surpassed those to Europe in 2023 (107.0 million tons to
China and 81.8 million tons to India versus 32.4 million tons to Europe), total exports were about

2 Energy Institute, 2022; Energy Institute, 2023; Energy Institute, 2024; calculations by the author.

%U.S. Energy Information Administration (EIA), 2023 International Energy Outlook, U.S. Department of Energy, October 11,
2023.

26 priscila Azevedo Rocha, Daniel Hornak, and Anna Shiryaevskaya, “Russia and Ukraine End Five Decades of Gas Transit to
Europe,” Bloomberg, January 1, 2025.

" Ewa Krukowska, “Poland Ready to Help Ukraine If Slovakia Cuts Off Power in Gas Spat,” Bloomberg, December 29, 2024.
* EIA, 2023.
29 “Russia’s Daily Pipeline Gas Flows to China Set New Record,” Bloomberg, December 21, 2024.

30 EIA, 2023; Rosneft, Spearheading the Energy Transition, annual report, 2021; Rosneft, Cutting-Edge Technologies to Lead,
annual report, 2022; Rosneft, Empowered by Innovation, annual report, 2023.

31 Windward and Vortexa, I lluminating Russia’s Shadow Fleet, April 2024; calculations by the author.

32 Windward and Vortexa, 2024; calculations by the author.



240.8 million tons that same year, slightly lower than a prewar volume of 263.6 million tons in 2021.”
MinEcon continues to forecast a positive differential for Urals relative to Brent, likely a function of the
$60 price cap, import bans, and Asian customers buying Russian oil at a discount. The differential is
forecast to be $12, $11, and $9 per barrel in 2025, 2026, and 2027, respectively, in the baseline
forecast (see Figure 2), suggesting that Urals is slowly returning to a prewar differential with Brent.
However, in the planning years (2026 and 2027), Russia will continue to lose Oil & Natural Gas
revenues as a whole, unless natural gas exports to Asia reach prewar levels to Europe. As of early
January 2025, the United States placed additional sanctions on 161 shadow oil tankers and the
Russian companies Surgutneftgas and Gazpromneft, which resulted in many tankers being stranded
or prohibited from entering Chinese ports, putting further pressure on Russian revenues.**

Figure 2. Brent and Urals Crude Oil Price per Barrel
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SOURCES: Author’s analysis of data from EIA, 2023; Rosneft, 2021; Rosneft, 2022; Rosneft, 2023; and MinEcon, 2024.
NOTE: The red arrow points to the convergence in Brent and Urals crude oil prices as the differential decreases.

Expenditures

The federal budget appropriates resources via expenditure categories. These categories are broadly
organized by policy area, with funding for the administration and operations of the various ministries
or agencies, and their responsibilities and federal programs. It is apparent that the Federal Budget
2025-2027 prioritizes the ongoing war in Ukraine. While Finance Minister Siluanov has made
overtures to include social spending in his budget address and in the media, it is undeniable that the
National Defense appropriation is at an unprecedented share of GDP in the history of the Russian

33 Energy Institute, 2022; Energy Institute, 2023; Energy Institute, 2024; calculations by the author.

34]ulian Lee, Serene Cheong, and Alex Longley, “Oil Tankers U-Turn and Buyers Go Elsewhere as Russia Sanctions Bite,”
Bloomberg, January 17, 2025.



Federation. It is helpful to compare expenditures relative to the size of the Russian economy, as a
share of GDP, and gauge whether expenditures are forecast to keep pace with inflation. Because the
planning years are preliminary and often display large increases and declines, generally masking
growth, it is useful to measure the average annual change from 2025 through 2027, in an effort to
smooth trends to better account for inflation. For example, the category Government Administration,
largely spending on ministries involved in international relations or the president’s administration, will
remain relatively flat in 2025. Such spending decreased by 0.4 percent from 2024 to 2.5 trillion rubles,
but Government Administration will still be funded at around 1.2—1.3 percent of GDP through 2027,
relatively unchanged from 2021 and comparable with prior years’ budgets (see Table 1). The
Government Administration expenditure is forecast to grow by approximately 8.0 percent on average
per year from 2025 through 2027, above Bank of Russia inflation targets of 4.0 percent annually (see
Table 2). The largest driver of the growth reported in the unclassified spending is the subcategory
Other Government Administration, which is forecast to grow from 423.3 billion rubles in 2025 to
816.2 billion rubles in 2027.%° Half of this spending is identified as “financial support for the
functioning of government entities,” with 93.5 billion in 2025 specifically earmarked for the
socioeconomic development of the occupied Ukrainian territories of Donetsk, Kherson, Luhansk, and
Zaporozhe. Appropriations will rise to 101.1 billion rubles and 161.7 billion rubles in 2026 and 2027,
respectively.*

National Defense is the largest expenditure category in the Federal Budget 2025-2027 and is the
largest appropriation to the MoD. Historically it has included funding for the armed forces’ personnel,
operations, and maintenance, as well as annual funding for the State Defense Order, which includes
the procurement of military equipment and military research and development.’” In the Federal
Budget 2025-2027, nearly 80 percent of National Defense spending is classified.’® It is forecast to
increase by 52.2 percent to 13.5 trillion rubles in 2025, reaching 6.3 percent of GDP, and will remain
the largest expenditure in each of the planning years thereafter, settling at 5.5 percent and 5.3 percent
of GDP in 2026 and 2027, respectively (see Table 1). Although National Defense is the largest
military expenditure in the federal budget, it does not cover the full definition of defense spending as
articulated by the North Atlantic Treaty Organization (NATO) and the Stockholm International
Peace Research Institute (SIPRI); other expenditure categories, such as Health, Housing, and Social
Policy, for example, appropriate funding to the MoD for military health care, housing, and pensions.*
For comparison, in the Budget for Citizens 2024-2026 published by MinFin, it reports a National
Defense expenditure at 6.4 trillion rubles, or 3.7 percent of GDP in 2023, versus the more robust
SIPRI defense spending estimate of 5.9 percent of GDP that same year.* The SIPRI estimate

3> MinFin, Federal Law on the Federal Budget for 2025 and for the Planning Period of 2026 and 2027 [DenepanbHblil 3aKOH O
¢denepanbHOM 610/>KeTe Ha 2025 TOf 1 Ha IaHOBBI mepuoy 2026 u 2027 rogos], EPBS_105_001_report, undated. Data
were accessed on January 31, 2025.

36 MinFin, undated. Data were accessed on January 31, 2025.

37 Julian Cooper, Russian Military Expenditure: Data, Analysis and Issues, Swedish Defense Research Agency, FOI-R--3688--SE,
September 2013.

3% MinFin, undated. Data accessed on January 31, 2025.
39 Cooper, 2013.
40 MinFin, 2023; SIPRI, “SIPRI Military Expenditure Database,” undated.
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includes the National Defense appropriation and all appropriations to the MoD for military health
care, housing, education, and veterans’ pensions, as well as appropriations to entities outside the MoD,
such as the National Guard and the Border Service paramilitary troops within the Federal Security
Service (under the National Security and Law Enforcement category).”

The change to National Defense spending is a large divergence from the Federal Budget 2024—
2026, in which the National Defense appropriation was forecast to reach 6.0 percent of GDP in 2024
and then decline to 4.5 percent and 3.7 percent of GDP in 2025 and 2026, respectively. For
comparison, prewar National Defense spending as a share of GDP was approximately 3.1 percent on
average from 2011 to 2021.* There seem to be two possible reasons, which are not mutually exclusive,
for such a significant change to the Federal Budget 2025-2027. The first reason is that the Putin
government may have believed that the war in Ukraine would be over in 2025 and was seeking to
return National Defense to a more fiscally responsible level of spending that would be more acceptable
to the public and certain constituencies within government (such as Finance Minister Siluanov, who
was seeking a balanced budget, or the Bank of Russia Chair Elvira Nabiullina, who was seeking to
control inflation).” The war clearly was not over as of December 2024, and Russian media
announcements and official statements about the Federal Budget 2025-2027 were careful not to
highlight National Defense spending at such a high share of GDP, supporting this possibility.* The
second reason may be that other constituencies in Moscow are now convinced that economic growth
amid sanctions is dependent on high levels of military expenditure, at least in the near term. The
Russian economy surpassed expectations after the initial invasion and unprecedented sanctions, with
real GDP growing by 3.5 percent—4.0 percent in 2023 and 2024, buoying Putin’s assertions that
sanctions have been ineffective and, if anything, have helped Russia pivot to a new, more dynamic
economic model.* There is, however, evidence to suggest that this is not the case (see the
“Conclusion” section for more information). After National Defense spending reaches 13.5 trillion
rubles in 2025, the spending during the planning years declines by an average of 1.6 percent per year to
2027—still well above prewar levels as a share of GDP (around 5.5 percent versus around 3.1
percent).

National Defense spending also continues to be increasingly opaque. Prior to the Russia-Ukraine
war, it was estimated that approximately half of National Defense spending was allocated to the State
Defense Order, specifically, the classified portions of the subcategories Armed Forces and Research &
Development.* The other half was for operations, maintenance, and personnel, and other smaller
spending subcategories within National Defense, such as Military-Technical Cooperation,

41 Cooper, 2023a.
*2 MinFin, 2024b. Data on the Russian Federation GDP are from World Bank Group (undated); calculation by the author.

B Alexandra Prokopenko and Alexander Kolyandr, “Russia on Track to Set New Military Spending Records,” The Bell,
September 28, 2024.

# “Russia’s 2025 Federal Budget Outlines Record Military and “Top Secret’ Spending—and Tax Hikes for Ordinary Citizens,”
Meduza, October 3, 2024,

# Alexandra Prokopenko, “Russia’s Economic Gamble: The Hidden Costs of War-Driven Growth,” Carnegie Politika,
December 20, 2024.

46 Cooper, 2013.
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Peacekeeping, and (maintaining) Russia’s Nuclear Weapons Complex.” Now, an estimated 80
percent of the National Defense appropriation is classified, while approximately 2.5 trillion rubles
allocated in the unclassified portion (about 18.5 percent of the total National Defense appropriation)
is broadly classified under the state program “ensuring the country's defense capability.”*® Had the war
ended in 2024, Russia may have been able to reduce National Defense. However, as the war
continues, Russia’s stockpiles of Soviet weaponry and armored vehicles are being consumed and the
defense industry needs greater investment to produce new systems, not just modernize and maintain
existing ones.”

The increases to National Defense have translated into sequestration in other areas of the Federal
Budget 2025-2027, with initial cuts in 2025 and adjustments within inflationary targets through
2027. For example, National Security & Law Enforcement will decline in 2025 by 2.8 percent to 3.5
trillion rubles, but remain funded at the same level, roughly 1.5-1.6 percent of GDP (not unlike
prewar years), through 2027, and keep pace with inflation targets. Approximately 37.0 percent of this
expenditure category is classified, and roughly 20.0 percent fits the NATO and SIPRI definitions of
defense spending, because it contains funding for the National Guard and Border Service paramilitary
troops.”® Within the unclassified portion, there are concerns about understaffing and limited resources
elsewhere, such as in the Federal Penitentiary Service, which have led to poor conditions and fewer
staff, possibly spilling over into more inmate uprisings in recent years.”!

National Economy is a category set to decline to about 2.0 percent of GDP over the next three
years, down from approximately 3.2 percent in 2021 before the war.”> This expenditure category has
historically been for infrastructure and support to businesses, various sectors of the economy (e.g.,
fishing, mining, and timber), and state-owned corporations, but it is also used for such initiatives as
import substitution.”” The largest subcategory, “road management,” at roughly 30 percent of the
expenditure, will grow by about 8 percent a year through 2027 to 1.5 trillion rubles. The second
largest subcategory, Other National Economy, will grow by 3.7 percent a year, somewhat under
inflation targets, from 1.3 to 1.4 trillion rubles through 2027.** National Economy overall will decline
by 10.2 percent in 2025 to 4.4 trillion rubles and then grow by 4.0 percent per year thereafter, in line
with inflation targets (see Table 1).

Social Policy, which was the largest expenditure in the federal budget prior to the war and
comprises pensions, maternity payments, social security and disability payments, orphan payments,
and payments to the families of deceased or injured servicemen, will decline to about 3.0 percent of

# Based on the methodology to calculate the State Defense Order from Cooper (2017).
* MinFin, undated. Data accessed on January 31, 2025.
49 Prokopenko and Kolyandr, 2024.

>0 Julian Cooper, “Another Budget for a Country at War: Military Expenditure in Russia’s Federal Budget for 2024 and Beyond,”
SIPRI Insights on Peace and Security, Stockholm International Peace Research Institute, No. 2023/11, December 2023b.

>! Valerie Hopkins and Ekaterina Bodyagina, “Inmate Revolts Highlight Failings and Miseries of Russian Prisons,” New York
Times, August 31, 2024; Prokopenko, 2024.

>2 MinFin, 2024b. Data on the Russian Federation GDP are from World Bank Group (undated); calculation by the author.
%3 Wigniewska, 2024.
> MinFin, undated. Data accessed on January 31, 2025.
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GDP on average over the next three years, down from about 4.9 percent in 2021, prior to the war.”
Some of the decline is related to longer-term pension reforms that were initiated in 2018 to raise the
retirement age; other declines are the result of declining demographics.*® Spending in this category is
forecast to decrease by 28.1 percent in 2025 to 6.5 trillion rubles, likely the result of one-time high
payouts in 2024 for military sign-on bonuses and potentially from large payouts to families for war
casualties.”” Through 2027, however, Social Policy spending will grow by 5.7 percent per year on
average, above the 4.0 percent inflation target, driven by changes in the following largest areas:
Pensions (2.5 trillion rubles) will grow by 7.5 percent per year through 2027, family and maternity
provisions (2.1 trillion rubles) will grow by 4.2 percent per year through 2027, and social security and
disability payments (1.8 trillion) will be largely flat.*® Social Policy spending has not been slashed
outright even though it is a smaller share of GDP in the Federal Budget 2025-2027. More has been
pushed onto regional budgets, which have been tasked with taking on a greater share of social and
health spending while receiving less federal support.*

Other Expenditures, which includes such categories as Culture, Education, Environment, Health,
Housing, Media, and Sport (see Table 1), will collectively increase by 20.8 percent in 2025 to 6.6
trillion rubles and remain at about 2.9 percent of GDP, similar to 2021, before the war.®’ Some of the
growth in 2025 is explained by Housing; approximately 1.4 trillion rubles appropriated to a federal
program that “provid[es] affordable and comfortable housing and utilities for citizens of the Russian
Federation.”" Environment also accounts for growth; this category contains about 795.8 billion rubles
in subsidies for domestic car manufacturing.*> Thereafter, growth will be flat, about 2.6 percent on
average per year, not exceeding inflation. Within Other Expenditures, not all categories will exceed
inflation through 2027; the larger categories of Health and Housing are not forecast to exceed
inflation, while Education is forecast to grow by 5.4 percent per year through 2027, with about 749.8
billion rubles allocated to the federal program for the “scientific-technical development of the Russian
Federation.”” Figure 3 presents the categories within Other Expenditures through 2027.

>> MinFin, undated. Data accessed on January 31, 2025.

56 Margarita Liutova, “Soldiers over Schools: Pensions, Teachers, and the Environment Take the Hit as War Spending Soars in
Russia’s New State Budget,” The Insider, November 1, 2024.

57 Wisniewska, 2024.
>8 MinFin, undated. Data accessed on January 31, 2025.
> Wisniewska, 2024.
% MinFin, undated. Data accessed on January 31, 2025.
61 “Russia’s 2025 Federal Budget Outlines Record Military and “Top Secret’ Spending—and Tax Hikes for Ordinary Citizens,”
2024.
627

Liutova, 2024.

%3 MinFin, undated. Data accessed on January 31, 2025.
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Figure 3. Other Expenditures, by Category
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Two smaller categories are Transfers (including to regions for the implementation of targeted
programs) and Unassigned appropriations. Transfers will be around 1.0 percent of GDP and increase
by only 0.1 percent per year through 2027, reflecting the realities that the war requires more from the
regions to support the population (see Table 1). Additionally, regions are under pressure to provide
recruits for the war.** Contract soldiers receive a share of their salaries from regional budgets of the
regions where they are recruited.”” Again, an additional 5.0 percent of the corporate income tax will be
diverted from regions to the federal budget. Unassigned appropriations for the planning years will
remain at 0.5 percent and 0.9 percent of GDP in 2026 and 2027, respectively, part of the federal
budget’s three-year framework (see Table 1).

Opverall, spending patterns are shifting. National Defense has become a higher share of GDP since
2022, somewhere between 5.5 percent and 6.3 percent in the Federal Budget 2025-2027, up from
about 3.1 percent prior to the war. Total expenditures, excluding National Defense and Debt Service,
were about 13—14 percent of GDP before the war and are now forecast to decrease to about 11.8
percent of GDP in 2025 through 2027. Roughly speaking, about 2.0 percent of GDP in the Federal
Budget 2025-2027 is being shifted to National Defense, and this is largely from National Economy,
Social Policy, and Other Expenditures, while regions are being asked to do more with less. The
Federal Budget 2025-2027 manages to keep deficits at or below 1.0 percent of GDP by raising
additional revenues via tax increases, yet deficit financing since the invasion of Ukraine has become
more complicated.

% Wigniewska, 2024,

% Alexander Kolyandr and Alexandra Prokopenko, “No, Russia Is Not on the Verge of a Banking Crisis,” The Bell, January 17,
2025.
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Deficit Financing

The federal budget had generated both surpluses and deficits prior to the war in Ukraine. Most
notably, in 2015 and 2016, lower energy export prices contributed to deficits of approximately 2.5
percent to 3.5 percent of GDP, respectively, while in 2020, the COVID-19 pandemic disrupted the
economy and led to a deficit of 3.8 percent of GDP.% For the most part, however, since 2011, Russia
has been fiscally conservative, running small deficits of less than 1 percent of GDP or surpluses. Since
its invasion of Ukraine in 2022, Russia has consistently run deficits of less than 2 percent of GDP on
average, largely in line with the increased military spending (see Table 1).

MinFin has mainly financed deficits in two ways: via domestic borrowing and via transfers from
the NWFE. In 2022 and 2023, Russia issued approximately 3.1 trillion and 2.6 trillion rubles’ worth,
respectively, of domestic debt to finance the deficit.” This was offset each year by paying down
approximately 1 trillion rubles’ worth of domestic debt and through various other mechanisms of
deficit financing, such as relying on exchange rates, budget credits, and the sale of state-owned assets.”®
In addition, the federal budget received transfers of approximately 2.4 trillion and 2.9 trillion rubles in
December of 2022 and 2023, respectively, from the NWF.® Because of sanctions, Russia borrowed
very little from international markets in 2022, only 3 billion rubles’ worth of bonds, and it did not
borrow externally in 2023.”° At the end of 2023, Russia’s total outstanding debt was approximately
29.2 trillion rubles, or 17.6 percent of GDP (roughly 23.2 trillion rubles’ worth of domestic debt and 6
trillion rubles’ worth of foreign debt).”! That same year, the NWF balance was approximately 12.2
trillion rubles, or 7.3 percent of GDP, and about 58 percent of the balance was liquid, with holdings in
Chinese yuan, gold, and rubles and the remainder invested in Russian stocks and bonds, largely for
state-owned corporations.’

In the Federal Budget 2025-2027, MinFin projects deficits that are less than 2.0 percent of GDP:
specifically, 1.2 trillion rubles in 2025 (0.5 percent of GDP), 2.2 trillion rubles in 2026 (0.9 percent of
GDP), and 2.8 trillion rubles in 2027 (1.1 percent of GDP) (see Table 1). The smaller deficits are
attributable to higher Income & Imports revenues. MinFin also has not budgeted for transfers from
the NWF to help finance the deficits in the Federal Budget 2025-2027 and assumes that the
estimated 1.3 trillion rubles’ worth of withdrawals from the NWF in 2024 will be the last through
planning year 2027.” Russia suspended its fiscal rule governing the deposit of excess oil revenues into

% MinFin, undated. Data accessed on January 31, 2025, Data on the Russian Federation GDP are from World Bank Group
(undated); calculation by the author.

87 MinFin, undated. Data accessed on January 31, 2025. Data on the Russian Federation GDP are from World Bank Group
(undated); calculation by the author.

%8 MinFin, undated. Data accessed on January 31, 2025. Data on the Russian Federation GDP are from World Bank Group
(undated); calculation by the author.

% MinFin, 2022; MinFin, 2023.

7 MinFin, undated. Data accessed on January 31, 2025. Data on the Russian Federation GDP are from World Bank Group
(undated); calculation by the author.

7! MinFin, 2023.

72 “War, Deficits, and the Russian Economy: An Uphill Battle to Nowhere,” Vladimir Milov on the War-Driven Decline of
Russia’s Economy, interview transcript, Frontelligence Insight, December 3, 2024.

73 MinFin, 2024c.
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the NWF in 2022 in the wake of the war, sanctions, and higher deficits.”* MinFin hopes that its new
benchmark oil price of $60 per barrel can be used to deposit revenues over that threshold back into the
NWE starting in 2025.” MinFin, therefore, forecasts a NWF beginning balance of 11.1 trillion rubles
in 2025 (or 5.2 percent of GDP), growing to an NWF ending balance of 16.5 trillion rubles (or 6.6
percent of GDP) in 2027.7

Thus, Russia plans to primarily use domestic borrowing to cover the deficits through 2027,
issuing approximately 3.2 to 3.6 trillion rubles per year of domestic debt.”” The result is that Russia’s
outstanding total debt will reach approximately 44.9 trillion rubles in 2027, or 18.1 percent of GDP
(about 39 trillion rubles will be domestic and 5.9 trillion rubles foreign).”® This debt is not particularly
high in comparison with past years or by international standards; Russia’s outstanding total debt prior
to the war was approximately 15.5 percent of GDP in 2021.” However, there are a few caveats.

Inflation in Russia has become stubbornly high since the invasion of Ukraine because of
unprecedented federal spending on the war in addition to myriad other factors (such as sanctions, less
foreign investment and capital, and fewer transactions in foreign currencies for energy exports).
Official statistics report that inflation was about 7.5 percent in 2023 and 2024, and other sources
suggest that it could be as high as 9.5-10 percent.** The Bank of Russia is pursuing tight monetary
policy in an effort to bring inflation down to its target of 4.0 percent through 2027. This means that
the key rate set by the Bank of Russia has remained elevated; it was at a record 21 percent in
December 2024.%" This policy has created a rift between various constituencies within the Russian
government. The Bank of Russia sees tight monetary policy as necessary to control inflation, while
others, such as the head of the Russian defense conglomerate Rostec, Sergey Chemezov, argue that
contractors have difficulty fulfilling state defense orders because their cash flow is disrupted from
borrowing at such high rates and profitability has become insufficient (commercial loans might be as
high as 25-30 percent).®? Experts have suggested that Russia is headed for a credit crisis due to such
high borrowing and associated costs, while others have pushed back on the notion based on official
data that corporate borrowing is, in fact, slowing, perhaps because of the high interest rates.”

For the federal budget, however, this still means that issuing a range of domestic “OFZ” (Federal
Loan Obligation) bonds at fixed and variable rates will add to Debt Service expenditures. In
December 2024, short-term government bond yields were between 22 and 23 percent, compared with
7-8 percent in December 2021, before the war.* Ten-year government bond yields were between

7+ IMF, 2024b.

7> IMF, 2024b.

76 MinFin, 2024c.

77 MinFin, 2024c.

78 MinFin, 2024c.

7 MinFin, “Budget for Citizens 2022-2024,” 2021.

80 Abby Chitty, “Russian Central Bank Holds Interest Rate at 21% Despite Business Backlash,” Euro News, December 20, 2024.
8! Chitty, 2024.

82 “War, Deficits, and the Russian Economy: An Uphill Battle to Nowhere,” 2024.

83 Craig Kennedy, “Russia’s Hidden War Debt,” Navigating Russia, February 14, 2025; Kolyandr and Prokopenko, 2025.
8 Bank of Russia, “Russian Government Bond Zero Coupon Yield Curve,” webpage, February 1, 2025.
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15 percent and 17 percent in December 2024, compared with 8—9 percent in December 2021.° Even
if outstanding total debt is still forecast to be less than 20 percent of GDP in 2027, which is low by
international standards, Debt Service has reached an all-time high of nearly 8.0 percent of total
expenditures in the Federal Budget 2025-2027 (see Table 1). It was approximately 4.0 percent prior
to the war.®® If revenue increases from the combined higher taxes and economic growth are not
forthcoming, Russia will have to issue more domestic debt at high rates and find itself servicing very
expensive debt. Foreign borrowing from China may not be an option; China has not made overt
gestures that it will lend to Russia and has not permitted Russia to issue yuan-denominated Russian
government bonds.*’

Conclusion

The Putin government has asserted that the Federal Budget 2025-2027 will enable Russia to
achieve its war aims in Ukraine while eventually transforming Russia to a “more sovereign” defense
technology—focused economy, in which demographics will improve over the long term because of the
continuation of transfers to families and veterans.®® However, when confronted with the fact that
National Defense and other spending on the war could not be reduced and larger deficits could not be
as easily offset by the NWF and domestic borrowing, the government chose to raise taxes within the
Income & Imports revenue category, which was growing along with the general economy. This
approach creates a large problem moving forward: how to continue economic growth amid sanctions
and external shocks on the back of high National Defense spending while controlling inflation.

When Russian invaded Ukraine in February 2022 and the United States, Europe, and other
West-aligned countries placed unprecedented sanctions on Russia, the majority opinion seemed to be
that Russia’s economy would decline dramatically, if not falter altogether. In April 2022, the IMF
forecast that Russian real GDP would decline by 2.3 percent in 2023 due to sanctions, the severing of
trade ties, impaired financing, and a general loss of confidence.*” It turned out that Russian real GDP
grew by 3.6 percent in 2023, higher than prewar baseline expectations (see Table 3). The
unprecedented government demand for military products and soldiers to fight the war lifted wages
and disposable incomes, brought unemployment to a historic low amid a tight labor force, and thrust
the economy into a period of high growth. What many assumed improbable proved to be remarkable.
At the same time, predictions were not completely wrong. The energy export market has seriously
diminished as Europe has severed ties. Natural gas exports in 2023 were down by nearly half
compared with those in 2021, and although the market for Russia’s crude oil and petroleum products
is recovering as a result of adept sanctions-evasion practices, the United States placed further
sanctions on 161 shadow tankers and the companies Surgutneftgas and Gazpromneft on January 10,

85 Bank of Russia, 2025,

8 MinFin, undated. Data accessed on January 31, 2025. Data on the Russian Federation GDP are from World Bank Group
(undated); calculation by the author.

87 “War, Deficits, and the Russian Economy: An Uphill Battle to Nowhere,” 2024.
% MinFin, 2024a.
8 IMF, World Economic Outlook: Steady but Slow: Resilience Amid Divergence, April 2024a.
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2025, which resulted in many tankers being stranded or prohibited from entering Asian ports.”
Inflation also remains stubbornly above targets (see Table 3) despite Bank of Russia interventions, and
Russia seems on a path to miss such forecasts once again.”

Table 3. Variance of Select Economic Forecasts Since the Russia-Ukraine War Began

Source Indicator 2022 2023 2024 2025 2026 2027
Actual Real GDP -1.2% 3.6% 3.8% NA NA NA
Budget 2022 Real GDP 3.0% 3.0% 3.0% NA NA NA
Budget 2023 Real GDP 0.8% 2.6% 2.6% NA NA
Budget 2024 Real GDP 2.3% 2.2% 2.2% NA
Budget 2025 Real GDP 2.5% 2.6% 2.8%
Actual Inflation 13.8% 5.9% 8.4% NA NA NA
Budget 2022 Inflation 4.0% 4.0% 4.0% NA NA NA
Budget 2023 Inflation 5.5% 4.0% 4.0% NA NA
Budget 2024 Inflation 4.5% 4.0% 4.0% NA
Budget 2025 Inflation 4.5% 4.0% 4.0%

SOURCES: Author’s analysis of data from IMF, 2024b; IMF, World Economic Outlook Update, Global Growth:
Divergent and Uncertain, January 2025 (actual real GDP and actual inflation); MinFin, 2022; MinFin, 2023; MinFin,
2024c; and MinFin, “Budget for Citizens 2026—-2028,” 2025 (budget forecasts).

NOTE: NA = not applicable.

The rift between those in government who favor tight monetary policy to stem inflation and those
who want cheaper borrowing for businesses will likely continue through 2025. The result may be that
the Bank of Russia keeps its key rate at or above 21 percent. Russia is unlikely to meet the 4.0 percent
inflation targets, following a pattern since the war began (see Table 3), but the Bank of Russia may
keep inflation from spiraling further. If inflation exceeds targets, many expenditure categories would
fail to keep pace with inflation as budgeted, further hurting the population. Indeed, the war in Ukraine
has adversely affected Russia’s population. By some estimates, the Russian economy may be short 2—4
million workers because of the shrinking labor force.”” There are obvious reasons for this:
Mobilization drafted 300,000 to 500,000 men; an estimated 500,000 to 1 million individuals
emigrated;” estimates of the number of Russian casualties (dead or injured) from the war is at or
above 600,000; and Russia claims to be recruiting an additional 25,000-35,000 soldiers a month to

90 Lee, Cheong, and Longley, 2025.

%1 Bank of Russia, “Bank of Russia’s Medium-Term Forecast Following the Bank of Russia Board of Directors’ Key Rate
Meeting,” April 29, 2022.

92 “Russia’s Tight Labor Market Has Firms Turning to Teens, Retirees to Fill Openings,” Bloomberg, November 29, 2024.

9 “Putin’s War Is Intensifying Russian Economy’s Labor Shortage,” Bloomberg, March 29, 2023; Maria Stroitelava [Mapus

Crpourenesa), “While They're at Home: 50 Thousand Fewer Migrants Entered the RF in the Past Half Year” [“TIoka oxn
moMa: 3a nonrosia B PO Bbexano Ha 50 ThIc. MeHbllle MUTPaHTOB [loyeMy MOTOK MHOCTPaHHOIT paboueit cuibl B PO
COKpAIllaeTCsA M 4YeM 3TO TPO3UT SKOHOMUKe” ], Izvestya [V3Bectus], October 2, 2023.
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fight.* In October 2024, official statistics reported unemployment at an all-time low of 2.3 percent;
employers have actively hired teenagers to work in such sectors as hospitality and retail and have
persuaded higher-skilled, yet retirement-eligible, workers to continue working.”” Russia also does not
appear to be attracting the same number of migrant workers as in past years, partly because of newer
immigration restrictions after the Crocus City Hall terrorism attack, partly because of migrants’ own
fears of being conscripted, and partly because of a less favorable ruble exchange rate (see Table 2).%
Targeted Social Policy spending to improve demographics is a long-term effort; the labor force will
not likely improve in the near term. In addition, the tight labor force and significant demand and
payment for defense orders has pushed up wages across sectors, further fueling inflation.

The ruble-to-U.S. dollar exchange rate remains a bellwether of sorts. When it is equal to or
greater than 100, the Russian population tends to have a negative psychological reaction. There are
multiple explanations for why this rate was at or above 100 rubles per U.S. dollar in 2024—sanctions,
being cut off from foreign investment, or that foreign currency cannot as easily reach Russia because of
barriers with export-import payments—regardless, the high exchange rate hurts economic sentiment
within the Russian population, and any gains made by a cheaper ruble may be offset by inflation.”” All
of which leads Russia back to its primary quandary of whether economic growth in the future can
continue amid sanctions on the back of high National Defense spending and whether the country can
manage to have such high spending and simultaneously control inflation.

There is a strong argument to be made that the Putin government is at an inflection point with
Federal Budget 2025-2027. Its main goals in the short term seem to be (1) making significant gains in
Ukraine in 2025 and (2) shifting to reconstituting the Russian military in 2026 and 2027. It hopes
that spending on these goals will also be a significant-enough driver of economic growth that it can
realize revenue gains from higher taxes on corporate and personal incomes to lessen deficits. If things
go very well, perhaps it can even restore some funding to the NWF via pricier oil exports. However,
the Russian economy is also not immune to external shocks, and the government is again seeing its
forecasts miss targets during these uncertain times. In April 2025, the government passed an
amendment to the Federal Budget 2025-2027, in which the forecast for Oil & Natural Gas revenues
was revised down in 2025 from 10.9 trillion rubles to 8.3 trillion rubles, as the price of Russian oil is
now forecast to be lower, from $69 per barrel to $56, because of the announced U.S. tariffs and the
effects on the global economy and a decision by OPEC+ to boost oil production.”® The result is an
upward revision to the deficit from 0.5 percent to 1.2 percent of GDP for 2025 only, with no changes
to the planning years.”” Additionally, the inflation forecast was increased from 4.5 percent in 2025 to

9% Eric Schmitt, “September Was Deadly Month for Russian Troops in Ukraine, U.S. Says,” New York Times, October 10,
2024.

% “Russia’s Tight Labor Market Has Firms Turning to Teens, Retirees to Fill Openings,” 2024.
% “Russia’s Tight Labor Market Has Firms Turning to Teens, Retirees to Fill Openings,” 2024.
7 “War, Deficits, and the Russian Economy: An Uphill Battle to Nowhere,” 2024

%8 “MinFin of the RF Increased the Forecast Budget Deficit with Decreasing Oil Prices in the Background” [“Mundun PO
MTOBBICUII OKU/aeMblit fepuiut 61omKera Ha PpoHe CHYDKeHU IieH Ha HepTb”], Meduza, April 30, 2025; Julian Lee and Alex
Longley, “How Tariffs and OPEC+, Oddly Enough, Are Driving Down the Price of Oil,” Bloomberg, May 6, 2025.

9 “MinFin of the RF Increased the Forecast Budget Deficit with Decreasing Oil Prices in the Background,” 2025.
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7.6 percent, another harrowing sign.'” There are now rumors that the Kremlin is considering
reducing its fiscal rule that governs the transfer of excess Oil & Natural Gas revenues to the NWF
from $60 per barrel to $50 per barrel to preserve the liquid portion of the sovereign wealth fund,
which was estimated to be 3.3 trillion rubles in April 2025 (between 7 and 8 trillion rubles was liquid
prior to the war).'?!

Inflation and high interest rates are stubborn problems. Social and infrastructure spending are
now collectively a smaller share of GDP, and regions have been asked to do more with less. Had it
been a federal budget for a postwar Russia not pursuing the urgent reconstitution of its military, one
might have expected to see more-significant increases to spending categories such as Health, especially
considering the large number of casualties incurred during the war and the number of veterans who
are returning to civilian society. Economists are beginning to predict “stagflation” (i.e., high inflation
and low economic growth).'”> The Putin government is unlikely to decrease National Defense
spending, not only because of its war aims, but also because it has become the main driver of economic
growth. An alternative source of growth could be sanctions relief. Providing Russia with sanctions
relief could potentially allow it to attract foreign investment, improve its fiscal condition, and find its
soft landing on inflation, but there is no guarantee that the Putin government would reorient its
budget to a prewar level of National Defense spending. Premature sanctions relief without agreements
on security guarantees for Ukraine or reparations to the country, simply predicated on a ceasefire,
could allow Russia to reconstitute its military in a more favorable economic environment and lead to
more conflict with Ukraine in the future. The Federal Budget 2025-2027 does not appear to be
exhausted despite the amended forecast, but underlying economic conditions and external factors
suggest that Russia will be increasingly constrained over time, something that the United States and
its allies and partners should well consider during negotiations with Russia.

100 “MinFin of the RF Increased the Forecast Budget Deficit with Decreasing Oil Prices in the Background,” 2025.

101 “Russia Mulls Tightening Budget Rule over Slumping Oil Prices,” Bloomberg, May 6, 2025.

102 Gleb Bryanski, “Pro-Government Economists Blame Central Bank for Plunging Russia into ‘Stagflation,” Reuters,
November 13, 2024.
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Abbreviations

COVID-19
EIA
GDP
IMF
LNG
MinEcon
MinFin
MoD
NATO
NWE
SIPRI
VAT

coronavirus disease 2019

U.S. Energy Information Administration
gross domestic product

International Monetary Fund

liquified natural gas

Russian Ministry of Economic Development
Russian Ministry of Finance

Ministry of Defense

North Atlantic Treaty Organization
National Wealth Fund

Stockholm International Peace Research Institute

value-added tax
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