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Abstract 

Economic stagnation and demographic change in Russia are putting intense 

pressure on the government budget. Tax revenues have been declining since 

sgd k`sd 1///r- Ld`mvghkd+ sgd nhk cdodmcdmbx ne Qtrrh`r atcfds g`r hm-

creased significantly. This became patently clear when the oil price plum -

meted in 2014. Energy revenues have since begun to recover, but the 

Ehm`mbd Lhmhrsqxr qdrdquds have shrunk considerably and are only slowly 

being replenished. 

To keep public budgets stable, the Russian government is forced to raise 

taxes and extend the retirement age in the years to come. There is a widen-

ing gap in funds required to cover the pat ernalistic social policies of earlier 

years. At the same time, the struggle for control of public resources is having 

a destabilizing effect on the political regime ± especially in light of the ever 

lnqd oqdrrhmf ptdrshnm ne Otshmr rtbbdrrnq hm sgd Jqdlkhn. 

Up to the presidential election of 2018, the Russian leadership avoided 

making any budget cuts that would have hurt key clientele groups: retirees 

and the military -industrial complex. Additional income was generated in -

stead through a series of smaller budgetary adjustments. Shortly after the 

rs`qs ne Otshmr entqsg sdql+ gnvdudq+ s`w q`hrdr `mc ` ghfgdq qdshqdldms `fd

vdqd `mmntmbdc+ vghbg kd`c sn cq`rshb cdbkhmdr hm sgd oqdrhcdmsr `ooqnu`k

ratings. 

As a reaction to shrinking funds, budget policy is no w being controlled 

in  a more centralized way by Moscow, while public oversight of government 

budgets has been restricted. Shadow budgets have also emerged outside the 

purview of the finance administration. In this complex and politically tense 

situation, c onflicts between elites are erupting with increasing frequency, 

ad`qhmf qhrjr enq Otshmr entqsg sdql hm neehbd- 
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Issues and Conclusions 

Lntmshmf Oqdrrtqd nm Qtrrh`r
Government Budget : Financial and 
Political Risks of Stagnation  

Russian budget revenues relative to GDP have de-

clined substantially over the last decade. The lower 

oil  price is one reason for this, but tax revenues out -

side the energy sector have fallen as well. The Russian 

economy has been in a period of stagnation for a 

num ber of years now, placing a burden on state cof-

fers. The government reserves that the Kremlin w as 

still able to fall back on prior to the 2009 financial 

crisis have been largely exhausted in 2015 and 2016, 

and economic growth is expected to be slow after 

2018. The Russian leadership faces ongoing financial 

difficulties in the years ahead, making unp opular 

policies such as increasing the value added tax and 

raising the retirement age necessary. 

At the same time, the domestic political situation 

has become more difficult for the Kremlin to manage. 

Without economic growth, the Russian leadership 

will no  longer be able to fulfill its implicit ®social con-

tract  ̄with the population. As long as the standard of 

living was rising, the vast majority of Russian citizens 

refrained from active participation in politics. But then  

from 2014 to 2017, real incomes fell for four years 

running. The Kremlin could now be facing a crisis 

of legitimacy  ± and that in a phase of uncertain ty 

`ants ` onrrhakd rghes ne onvdq `esdq Otshmr k`rs term 

of office (2018±2024). 

Will the Russian regime be able to adapt to the 

changing economic reality, or will dwindling re -

sources lead to a destabilization of the political sys -

tem? How is the Kremlin dealing with the increasing 

pressure to implement economic reforms? Are any 

practical ways to escape the budgetary dependence 

on oil reven ues beginning to emerge, or will the risks 

increase further in the years to come? 

After the oil price collapse of 2014 put the state 

budget under pressure, the Kremlin pursued policies 

aimed at maintaining the existing political and eco -

nomic order. Rather  than undertaking important but 

risky reform projects in the run -up to the 2018 presi -

dential election, the leadership in Moscow sought 

to mobilize remaining reserves in the system by im -

plementing a series of smaller budget and tax adjust -

ments. In doing so, it sought to keep the financial 
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and political risks resulting from budgetary policy 

in  bgdbj- Sghr bg`mfdc vhsg Otshmr hm`tftq`shnm+

shortly after which tax increases and a higher retire -

ment age were announced, which have led to drastic 

declines in tgd oqdrhcdmsrapproval ratings. 

To increase revenues at the height of the economic 

crisis in 2016, the Russian government sold shares in 

the oil companies Bashneft and Rosneft but without 

relinquishing control over them. The state pension 

system discontinued capital accumulation so that all 

premiums could be used to cover the pay-as-you-go 

odmrhnmr- Qtrrh`r bnllhsldms sn nhk ntsots btsr+

in  line with the November 2016 resolution of the 

Organization of the Petroleum Exporting Countries 

(OPEC), was also aimed at increasing revenues with -

out engaging in structural reform within the country.  

Nm sgd rodmchmf rhcd+ Qtrrh`r kd`cdqrgho g`r

distinguished between politically risky and less risky 

areas. It has passed early and significant budget cuts 

in policy arear sg`s chc mns `eedbs sgd Jqdlkhmr bnqd

voters and supporters ± areas like education, the 

economy (infrastructure), and health spending on 

the federal level. Pensions, social security, and 

defense, on the other hand, have long been spared 

from budget cuts . 

Only when the 2016 budget crisis reached danger-

ous proportions did the Russian government decide to 

reduce pension inflation adjustments and eventually 

`krn q`hrd sgd qdshqdldms `fd- Sgd Jqdlkhmr `ooqn`bg

to military spending was similarly cautious: Dec isions 

on a long-term state armament program were delayed 

repeatedly and finally made in fall of 2017, only after 

the oil price had recovered to some extent.  

The increased pressure on the government budget 

has exacerbated conflicts over the distribution o f fi -

nancial resources, heightening the importance of con -

trol over the remaining funds. This has led, among 

other things, to a centralization and personalization 

of decision-making power over budgetary funds in 

the Kremlin. Other political actors like the State 

Duma have not played a significant role in the budget 

process for years now. The already low scope of action 

available to regional government administrations has 

been curtailed further in recent times.  

The Russian leadership is not only further w eaken-

ing the Russian federalist system through centraliza-

tion, but also undermining the binding nature of 

budgetary planning itself. Budget plans have become 

more opaque and unspecific, and resources that lie 

ntsrhcd sgd Ehm`mbd Lhmhrsqxr otquhdv g`ud hmcreased. 

The big state-owned enterprises play an important 

role in this: they only pay part of their profits into 

the rs`sdr atcfds+ `mc hm qdstqm+ sgdx s`jd nm chqdbs

political responsibilities in Russia and abroad. Public 

control over government resour ces is thus being 

gradually eroded and the directors of the state-owned 

enterprises are becoming influential political figures 

with their own agendas.  

From the perspective of Germany and the EU, 

the utkmdq`ahkhsx ne Qtrrh`r fnudqmldms atcfdsr g`r

importan t political implications. In a situation of 

declining government revenues, the Russian regime 

will have a difficult time legitimizing its rule by 

point ing to economic successes or instituting com-

oqdgdmrhud rnbh`k oqnfq`lr- Sgd qdfhldr `mmdw`shnm

of Crim ea in 2014 garnered high approval ratings in 

2015 and 2016 despite the economic slump. If a loss 

of legitimacy becomes an imminent threat, the Rus -

sian leadership could be tempted to build on this 

experience. The result would be a stronger emphasis 

on mobi lizing patriotic sentiment and intensifying 

anti -Western propaganda. An improvement in rela -

tions between the EU and Russia would then be 

pushed off into the more distant future.  

A more prolonged budget crisis or a serious de-

stabilization of the Russian regime could also have 

severe immediate impacts on the EU. For Germany, 

it  would pose risks to the energy supply and to the 

security of foreign direct investments in Russia. Politi -

cal destabilization in Moscow would also quickly 

spread to neighboring coun tries with close economic 

ties to Russia. Unresolved conflicts in the region could 

then spin out of control.  
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Qtrrh`r otakhb atcfdsr `qd bnloqhrdc ne sgd edcdq`k

budget (with spending of 17.8 percent of GDP in 

2017), regional and municipal budgets (11.7 percent), 

and the social security funds (11.6 percent).1 In ab-

solute figures, federal spending in 2017 was 16.4 tril -

khnm qtakdr '~138 ahkkhnm2) and consolidated expendi-

tures for all public budgets amounted to 32 trillion 

qtakdr '~374 ahkkhnm(- Rhmbd `kk ne sgd u`qhntr fnudqm,

ment budgets are interli nked through extensive trans -

fers, total government spending (that is, the govern-

ment spending ratio) adds up to 35.2 percent of GDP. 

In the broadest sense, government-controlled enter -

prises also belong to the public sector. Only estimates 

are available ar sn sgdrd bnlo`mhdr dwodmchstqdr-

Studies by the International Monetary Fund (IMF) and 

Russian economists estimate them at 29 to 30 percent 

of GDP.3 

 

1 All budget data are taken from the Russian Finance 

Lhmhrsqxr neehbh`k rs`shrshbr+ Lhmehm Qnrrhh+Finansovo-Ĳjnmn-

micheskie pokazateli Rossijskoj Federacii [Financial and economic 

indicators of the Russian Federation], https://www.minfin.ru/  

ru/statistics/. Data on GDP come from: Rosstat, Valovoj vnu-

trennij produkt [Gross Domestic Product], http://www.gks.ru/  

free_doc/new_site/vvp/vvp-god/tab3.htm (both accessed 

2 February 2018). See Appendices A and B, p. 42 and 43. 

2 To convert ruble amounts, we used the average exchange 

q`sd enq 1/06 '~0 hr dpthu`kdms sn 54-83 qtakdr(+ ®Dtqn 'DTQ(

to Russian Ruble (RUB) Average Annual Exchange Rate 

1999±1/06¯+Statista (online), 2018, http://www.statista.  

com/statistics/412824/euro-to-ruble -average-annual -exchange-

rate/ (accessed 27 March 2018). 

3 International Monetary Fund (IMF), Russian Federation: 

Fiscal Transparency Evaluation, IMF Country Report 14/134 

(Washington, D.C., May 2014), https://www.imf.org/external/  

pubs/ft/scr/2014/cr14134.pdf (accessed 30 December 2017); 

Alexander Abramov, Alexander Radygin and Maria Cher -

mnu`+ ®Rs`sd-Owned Enterprises in the Russian Market. 

Nvmdqrgho Rsqtbstqd `mc sgdhq Qnkd hm sgd Dbnmnlx¯+Russian 

Journal of Economics 3, no. 1 (2017): 1±23. 

Hsr mns itrs sgd nhk oqhbd 

Oil and gas extraction taxes and export tariffs have 

made up around half of a ll federal and a quarter of 

total tax revenues in Russia since the mid-2000s (see 

Appendices A and B, p. 42 and 43). During the oil 

boom of 2010±2014, annual revenues from oil and 

gas sales amounted to 9 percent of GDP. At first glance, 

this does not seem to place Russia in the category 

of ®qdmshdq rs`sdr¯+ vghbg cdqhud sgd khnmr rg`qd4 of 

their  tax revenues from sales of oil and gas. In Saudi 

Arabia, the United Arab Emirates, and Iraq, energy 

revenues make up over 80 percent of the total govern -

ment budget. 5 In Russia, however, non-oil tax rev -

enues depend in part on energy exports as well. Energy 

companies play an important role, for instance, in 

corporate and individual income taxes. Taken at face 

value, the budget figures also conceal the fact that 

domestic gas supply is cross-subsidized in the Russian 

economy by revenues from gas exports.6 

The oil price slump of 2014 had a severe negative 

effect on federal tax revenues. Although the floating 

of the ruble exchange rate absorbed some of the shock, 

revenues fell by more than one third up to 2016 to 

just 5.6 percent of GDP, which resulted in a federal 

budget deficit of 3.4 percent of GDP. Without two 

major privatizations (Rosneft and Bashneft), the defi -

cit would have been as high as 4.6 percent of GDP in 

 

4 A frequently used threshold value in the literature is 

40 odqbdms+ rdd Fh`bnln Ktbh`mh+ ®@kknb`shnm ur- Oqnctbshnm

States. A Theoretical Fraldvnqj¯+ hmThe Arab State, ed. Gia-

como Luciani (Berkeley, 1990), 70. 

5 IMF, Revenue Administration. Administering Revenues from 

Natural Resources ± A Short Primer (Washington, D.C., July 

2014), 4. 

6 Rsde`m V`frsxk+ ®Qtrrh`9 Qhchmf vhsg sgd Qdmshdqr¯+Finan-

cial Times, 8 July 2011, https://www.ft.com/content/ab44f357 -

5e42-3ecd-a96f-415bbd42db08 (accessed 26 March 2018). 

Diminishing Room 
to Manoeuver 

https://www.minfin.ru/ru/statistics/
https://www.minfin.ru/ru/statistics/
http://www.gks.ru/free_doc/new_site/vvp/vvp-god/tab3.htm
http://www.gks.ru/free_doc/new_site/vvp/vvp-god/tab3.htm
http://www.statista.com/statistics/412824/euro-to-ruble-average-annual-exchange-rate/
http://www.statista.com/statistics/412824/euro-to-ruble-average-annual-exchange-rate/
http://www.statista.com/statistics/412824/euro-to-ruble-average-annual-exchange-rate/
https://www.imf.org/external/pubs/ft/scr/2014/cr14134.pdf
https://www.imf.org/external/pubs/ft/scr/2014/cr14134.pdf
https://www.ft.com/content/ab44f357-5e42-3ecd-a96f-415bbd42db08
https://www.ft.com/content/ab44f357-5e42-3ecd-a96f-415bbd42db08
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2016. The average oil price in 2016 was $41.9.7 

Against the backdrop of a renewed increase in oil 

prices in 2017 (to an average of $53.3), the deficit 

fell  to 1.4 percent of GDP.  

The reduced revenues from oil and gas sales are 

responsible for just part of the current budget im -

balance. Revenues from other areas have been in 

decline for several years now. This is true especially 

of corporate and individual income taxes, which  

 

7 The price of Urals, the reference oil brand used for 

pri cing Russian oil, Minfin Rossii, O srednej cene nefti marki 

Urals po itogam janvarja ± dekabrja 2017 goda [on the average 

price of Urals oil from January±December 2017], 14 Febru-

ary 2018, https://www.minfin.ru/ru/press -center/?id_4=34979 

(accessed 12 March 2018). 

made up 10 percent of GDP in 2008 but just 6.2 per-

cent of GDP in 2013 (before the oil price drop). Since 

these taxes accrue mainly to regional budgets, the 

qdfhnmr cdasr hmbqd`rdc rtars`msh`kkx nudq sghr odqhnc-

The situation was exacerbated further in 2012 after 

Vladimir Putin laid out goals for his third term of 

office in his May Decrees that placed a heavy strain 

on regional budgets.8 Pay increases for civil servants 

played a significant role in this. The risks of regional 

debt are ultimately borne by  the federal budget. Re-

gional debt is distributed extremely unequally across 

 

8 Alexander Libman, Russische Regionen. Sichere Basis oder 

Quelle der Instabilität für den Kreml?, SWP-Studie 19/2016 (Ber-

lin: Stiftung Wissenschaft und Politik, November 2016), 1 3. 

Figure 1 

Federal budget revenues and balance (in percent of GDP)  as of May 2018 

Budget planning figures were used for the years 2018±2020. 

At the end of May 2018, a new budget bill was introduced in the Russian Duma taking the sharply increased oil price from 2018  

into account. As a result of this, revenues are 1.8 percent of GDP higher, and instead of a deficit of 1.3% percent of GDP, a surplus 

ne /-4 odqbdms ne FCO hr dwodbsdc+ Fnrtc`qrsudmm`x` Ctl` Edcdq`kmnfn Rnaq`mhi` Qnrrhirjni Edcdq`bhh+Zakonoproekt ̄  476242-7 

[draft law no. 476242-7], 29 May 2018, http://sozd.parliament.gov.ru/bill/476242 -7. 

Source: Minfin Rossii, Finansovo-Ĳjnmnlhbgdrjhd onj`y`sdkh Qnrrhirjni Edcdq`bhh [Financial and economic indicators of the Russian 

Federation], https://www.minfin.ru/ru/statis tics/ 

https://www.minfin.ru/ru/press-center/?id_4=34979
http://sozd.parliament.gov.ru/bill/476242-7
https://www.minfin.ru/ru/statistics/
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Qtrrh`r qdfhnmr+ ats hr knv nudq`kk `s itrs 1-3 odqbdms

of GDP.9 

The decline in non -oil  revenues in the remaining 

budget balance up to 2014 was disguised by the boom 

in commodit y prices. It only became evident in the 

non-oil deficit, an indicator published by the Russian 

Ehm`mbd Lhmhrsqx enq sgd Qtrrh`m atcfdsr nhk cdodmc-

ence. This budget deficit is hypothetical: tax revenues 

from oil and gas have been deducted from it. For 

2007, the non-oil deficit was still 3.3 percent of GDP; 

since the financial crisis, the budget deficit would 

have been between 9 and 10 percent of GDP without 

oil and gas revenues in most years. 

Economic growth is unlikely to ease 
budgetary strain in the year s to come.  

According to estimates by Fitch Ratings, Russia 

would have needed an average oil price of $72 a bar-

rel in 2017 to balance its budget. This places Russia 

in  sgd lhcckd `lnmf sgd vnqkcr l`inq nhk-exporting 

nations: Nigeria ($139), Bahrain ($84), and Angola 

($82) needed much higher prices. Kuwait ($45), Qatar 

($51), and the United Arab Emirates ($60) adjusted 

better to the lower oil price. Like Russia, Saudi Arabia 

was in the middle of the field in 2017, at $74 per 

barrel.10 

Economic growth is unli kely to ease the strain on 

budgets in the years to come. The Russian economy 

posted 1.5 percent growth in 2017, 11 allowing it to 

leave the recessions of 2015 and 2016 behind. Yet 

forecasts for the coming years are less optimistic: 

growth rates are projected to be 1.7±1.8 percent 

up to 2020.12 

The background sn Qtrrh`r btqqdms knmf-term 

economic slump is a significant decline in potential 

 

9 At the end of 2017, regional debt was 2.1 trillion rubles 

'~20-7 ahkkhnm(- C`s` nm qdfhnm`k cdas `qd otakhrgdc hm ®Fnrt-

darstvennyj dolg sub d̄jsnu QE¯ ZOtakhb cdas ne Qtrrh`m edc-

eral subjects], iMonitoring, 1 March 2018, http://iminfin.ru/  

areas-of-analysis/budget/gosudarstvennyj-dolg-sub-ektov-rf? 

territory=14000000  (accessed 27 March 2018). 

10 According to estimates by Fitch Ratings, Claudia Car-

odmsdq+ ®Jtv`hs Hr Adrs Nee+ Mhfdqh` Vnqrs hm Ehsbgr 1/06

Oil  Break-Dudm¯+Bloomberg, 6 April 2017, https://www.  

bloomberg.com/news/articles/2017-04-06/kuwait -is-best-off -

nigeria -worst-in -fitch -s-2017-oil -break-even (accessed 20 De-

cember 2017). 

11 Rosstat, Valovoj vnutrennij produkt (see note 1). 

12 World Bank Group, Global Economic Prospects. Broad-Based 

Upturn, but for How Long?, (Washington, D.C., 2018), 4. 

growth since the 2000s that is rooted in structural 

problems. Despite high potential returns on invest-

ment, large amounts  of capital are exported and too 

little is invested in Russia. Private businesses have 

a difficult time in many sectors due to the lack of 

reliable property rights protections. The major state -

owned enterprises, whose share in the Russian econo-

my has increased even further in recent times, are 

less efficient than private businesses.13 

The difficult demographic situation in Russia at 

present is putting an additional damper on growth. 

Around one -third of economic growth from 1997 to 

1/00 b`ld eqnl sgd ®cdlnfq`oghb chuhcdmcr¯ ne `

growing working -age population  ± an extraordinarily  

favorable situation. 14 What had once been a blessing 

increasingly became a curse, however: in 2017 alone, 

Qtrrh`r vnqjhmf-age population dropped from 84.2 

to 83.2 million. A large co hort is currently leaving the 

labor market, while the cohort of young people enter -

ing the workforce is just half as large. Up to 2024, 

the Russian statistical office Rosstat expects a further 

decline to a working -age population of 77.9 million. 15 

Western sanctions are also having a negative im-

o`bs nm Qtrrh`r oqnrodbsr enq sgd etstqd- Sgd hlldch-

ate effect of the financial market sanctions imposed 

by the EU and USA during the crisis in the Ukraine 

peaked in late 2014 and 2015, but new risks arose in 

the sulldq ne 1/06 vhsg sgd Tmhsdc Rs`sdr B@@SR

Act (Countering Americaôs Adversaries Through Sanc-

tions Act), which is severely affecting Russian com-

panies with international business ties. Uncertainty 

about the future use of the various sanction mecha -

nisms mentioned in the act is impeding the Russian 

dbnmnlxr hmsdfq`shnm hmsn hmsdqm`shnm`k rtookx

chains and access to Western capital markets. This 

in  turn raises protectionist walls higher that were 

erected around the economy by Russian industrial 

policy from  2012±1/07 ctqhmf Otshmr sghqc sdql

of office.16 

 

13 Hahc-: @aq`lnu+ Q`cxfhm `mc Bgdqmnu`+ ®Rs`sd-Owned 

Dmsdqoqhrdr¯ 'rdd mnsd3). 

14 World Bank Group, Searching for a New Silver Age in Russia. 

The Drivers and Impacts of Population Aging, (Washington, D.C., 

2015), 10. 

15 Rosstat, Demografija [Demography], http://www.gks.ru/ 

wps/wcm/connect/rosstat_main/rosstat/ru/statistics/population/ 

demography/# (accessed 2 February 2018). 

16 Vladimir Ruvinskij and  L`qhi` Ygdkdymnu`+ ®Jqtfh

rossijskoj toksichnosti. Kak daleko mogut zajti posledstvija 

mnuxbg `ldqhj`mrjhbg r`mjbhi¯ ZRipple effects of Russian 

toxicity. How far the impacts of the new American sanctions 

http://iminfin.ru/areas-of-analysis/budget/gosudarstvennyj-dolg-sub-ektov-rf?territory=14000000
http://iminfin.ru/areas-of-analysis/budget/gosudarstvennyj-dolg-sub-ektov-rf?territory=14000000
http://iminfin.ru/areas-of-analysis/budget/gosudarstvennyj-dolg-sub-ektov-rf?territory=14000000
https://www.bloomberg.com/news/articles/2017-04-06/kuwait-is-best-off-nigeria-worst-in-fitch-s-2017-oil-break-even
https://www.bloomberg.com/news/articles/2017-04-06/kuwait-is-best-off-nigeria-worst-in-fitch-s-2017-oil-break-even
https://www.bloomberg.com/news/articles/2017-04-06/kuwait-is-best-off-nigeria-worst-in-fitch-s-2017-oil-break-even
http://www.gks.ru/wps/wcm/connect/rosstat_main/rosstat/ru/statistics/population/demography/%23
http://www.gks.ru/wps/wcm/connect/rosstat_main/rosstat/ru/statistics/population/demography/%23
http://www.gks.ru/wps/wcm/connect/rosstat_main/rosstat/ru/statistics/population/demography/%23
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The relatively low public debt (13.8 percent of GDP, 

including government guarantees) 17 currently poses 

no danger to Russian budgetary stability. In the near 

future, however, new sanctions by the USA could 

trigger a sell-off of government bonds (see inset box 

on page 11). Based on its analysis of budgetary risks in 

Russia, the IMF pointed out that the financial liabil -

ities of government -controlled enterprises amounted 

 

can go], Vedomosti, 29 October 2017, https://www.vedomosti.  

ru/opinion/articles/2017/10/30/739760-krugi -toksichnosti  

(accessed 23 January 2018). 

17 Minfin Rossii, Gosudarstvennyj dolg [Public Debt], 9 Janu-

ary 2018, https://www.minfin.ru/ru/perfomance/public_debt/  

(accessed 26 January 2018). 

to at least 102 percent of GDP.18 The majority  of this 

was from government -controlled banks, whose share 

in the banking system had increased to 66 percent in 

2017 due to the nationalization of troubled banks. 19 

These liabilities are offset by assets, but there is no 

consolidated report available analy zing the fiscal risks 

of government -controlled enterprises for the budget, 

making these risks very difficult to quantify. Particu -

 

18 IMF, Russian Federation: Fiscal Transparency Evaluation 

(see note 3). 

19 Inna Grigordu`+ ®Cnkit fnrtc`qrsu` u a`mj`bg bgnsi`s

ogranichit¯ [State ownership  in banks is to be limited], 

Banki.ru, 20 October 2017, http://www.banki.ru/news/  

bankpress/?id=10070588 (accessed 26 January 2018). 

Figure 2 

Russian Population by Age Groups (2015)  

Source: Diagram by author based on data from the United Nations, World Population Prospects 2017,  

https://esa.un.org/unpd/wpp/ (accessed 5 May 2018). 

https://www.vedomosti.ru/opinion/articles/2017/10/30/739760-krugi-toksichnosti
https://www.vedomosti.ru/opinion/articles/2017/10/30/739760-krugi-toksichnosti
https://www.minfin.ru/ru/perfomance/public_debt/
http://www.banki.ru/news/bankpress/?id=10070588
http://www.banki.ru/news/bankpress/?id=10070588
https://esa.un.org/unpd/wpp/
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Hsr mns itrs sgd nhk oqhbd 

larly Russian banking supervision has proven in the 

past to be often inadequate.20 

However, for Russia, the risk of financial insolven-

cy is currently very low. Recent western financial 

 

20 @mcqdx Lnubg`m+ ®Gnv sn Ehw Qtrrh`r Aqnjdm A`mjhmf

Rxrsdl¯+Financial Times, 14 January 2018, https://www.ft.  

com/content/b90754a8-f7c0-11e7-a4c9-bbdefa4f210b 

(accessed 15 January 2018). 

market sanctions also caused total foreign debt (gov-

ernment and private) to fall to $529.1 billion. At the 

r`ld shld+ sgd Bdmsq`k A`mjr lnmds`qx qdrdqudr vdqd

around $449.8 billion in  February 2018. Russia would 

Effects of p ossible US sanctions on Russian government bonds  

Hm sgd eq`ldvnqj ne sgd Tmhsdc Rs`sdrBntmsdqhmf @ldqhb`r

Adversaries Through Sanctions Act (CAATSA) in 2017, the 

Treasury Department was directed to submit a detailed report 

on the consequences of the United States imposing sanctions 

on Russian government bonds.
a
 If the US president sanctioned 

existing government bonds, both eurobonds (a bond denomi -

nated in a foreign currency) and government bonds denominated  

in rubles (Obligatsii Federalnovo Zaima, OFZ) would no longer be 

tradeable by foreign investors after a transitional period. The 

Qtrrh`m fnudqmldmsr dtqnanmcr g`c ` sns`k u`ktd ne$49.8 

billion in early 2018, one -third of which was held by non-

resident investors ($15.1 billion). The total value of  the OFZ 

was 6.8 trillion rubles ( ~103.5 billion), although bonds with a 

volume of 2.3  trillion ( ~35.4 billion) were held by foreigners.
b
 

If sanctions were imposed on existing Russian government 

bonds, many foreign investors would have to sell their hold -

ings quickly. As a result, more capital would flow out of Rus -

sia and the ruble would come under  downward  pressure. 

Estimates suggest that the ruble would depreciate by around 

10 percent,
c
 accompanied by higher rates of inflation.

d
 Returns 

on Russian government bonds would also increase, although the 

 Head of the Central Bank of Russia, Elvira Nabiullina, estimated  

that this  effect would be 0.3±0.4 percent. Other estimates 

predict a much larger increase of 2 percent. In 2017, returns 

fluctuated between 7.5  and 8.5 percent.
e
 

In its 2018 report on this sanction mechanism, the US 

Treasury warned of much stronger repercussions that could 

even go as far as destabilizing Russian financial markets. The 

report focused, however, on a more benign variant that would 

only impose sanctions on new bonds issuance. Yet even in 

this  case, if investors reacted to the potential sanctions  with 

preemptive caution, the results could affect current bond 

holdings as well.
f
 

In the short term, the effects of the sanctions would be 

clearly palpable in Russia, but the  potential for new domestic 

borrowing would not be threatened. The Central Bank has 

announced that in the case of a sell-off by foreign investors, it 

would intervene by purchasing bonds. The Finance Min istry is 

also working to reduce its vulnerability to sanctions by issuing 

hsr ehqrs anmc nm Bghm`r b`ohs`k l`qjds `mcby issuing what 

are known as ®odnokdr anmcr¯+ fnudqmldms edcdq`k anmcr enq 

private individuals in Russia.
g
  

a ®Lhmehm Qnrrhh md rs`mdsforsirovat vypusk evrobondov iz -za 

r`mjbhi R¨@¯ ZQtrrh`r Ehm`mbd Lhmhrsqx vhkk mns enqbd sgd hrrt-

ance of eurobonds due to US sanctions], in: Vedomosti, 18 De-

cember 2017, https://www.vedomosti.ru/finance/news/2017/ 

12/18/745646-minfin -rossii-ne-stanet-forsirovat -vipusk-

evrobondov-iz-za-sanktsii -ssha (accessed 26 January 2018). 

b Bank Rossii, Nominalnyj ob"em obligacij federalnogo zajma 

(OFZ), prinadlezhashchich nerezidentam, i dolja nerezidentov na 

rynke [Nominal value of  foreign -held OFZ and the share 

held by non -resident investors], http://www.cbr.ru/  

statistics/credit_statistics/debt/table_ofz.xlsx; ibid ., Vlozhenija 

nerezidentov v evroobligacii Rossijskoj Federacii [Foreign invest-

ments in eurobonds of the Russian Federaton], http://www . 

cbr.ru/statistics/credit_statistics/debt/72_eurobonds.xls; 

Minfin Rossii, Gosudarstvennyj vneshnij dolg Rossijskoj Federacii 

(2011±2018 gg.) [Government foreign debt of the Russian 

Federation (2011±2018)], https://www.minfin.ru/common/  

upload/library/201 8/05/main/Obem_gos.vnesh.dolga_ 

20180501.xlsx (all accessed 8 June 2018). 

 c C`mhk Rdcknu `mc Itkhi` Shsnu`+ ®Unyghc`mhh r`mjbhi- J`j

`ldqhj`mbx lnfts naqtrghs qtak̄ ZHm dwodbs`shnm ne r`mb,

tions. How the Americans could cause the ruble to collapse], 

Forbes, 21 November 2017, http://www.forbes.ru/finansy -i-

investicii/353045-v-ozhidanii -sankciy-kak-amerikancy-mogut -

obrushit -rubl  (accessed 2 February 2018). 

d S`syana Lomskay`+ ®Bdmsqna`mj lhmhl`kmn rmhyhs rs`ujt

iz-y` tfqnyx mnuxbg r`mjbhi¯ ZBdmsq`k A`mj qdctbdr oqhld

interest rate minimally due to the danger of new sanctions], 

Vedomosti, 14 December 2017, https://www.vedomosti.ru/ 

economics/articles/2017/12/14/745198-tsentrobank -snizit -stavku 

(accessed 2 February 2018).. 

e For 10-year government bonds denominated in rubles (OFZ). 

f  Dqhj V`rrnm.R`kdg` Lngrhm+ ®Sqd`rtqx V`qmr ne Togd`u`k

He T-R- R`mbshnmr Qtrrh`m Cdas¯+Bloomberg.com, 2 February 2018, 

https://www.bloomberg.com/amp/news/articles/2018-02-

02/treasury-warns-of-widespread-effects-of-russian-debt-

sanctions (accessed 5 February 2018). 

g Hahc-: Rdcknu `mc Shsnu`+ ®Unyghc`mhh r`mjbhi¯ 'rdd mnsdc). 

https://www.ft.com/content/b90754a8-f7c0-11e7-a4c9-bbdefa4f210b
https://www.ft.com/content/b90754a8-f7c0-11e7-a4c9-bbdefa4f210b
https://www.vedomosti.ru/finance/news/2017/12/18/745646-minfin-rossii-ne-stanet-forsirovat-vipusk-evrobondov-iz-za-sanktsii-ssha
https://www.vedomosti.ru/finance/news/2017/12/18/745646-minfin-rossii-ne-stanet-forsirovat-vipusk-evrobondov-iz-za-sanktsii-ssha
https://www.vedomosti.ru/finance/news/2017/12/18/745646-minfin-rossii-ne-stanet-forsirovat-vipusk-evrobondov-iz-za-sanktsii-ssha
http://www.forbes.ru/finansy-i-investicii/353045-v-ozhidanii-sankciy-kak-amerikancy-mogut-obrushit-rubl
http://www.forbes.ru/finansy-i-investicii/353045-v-ozhidanii-sankciy-kak-amerikancy-mogut-obrushit-rubl
http://www.forbes.ru/finansy-i-investicii/353045-v-ozhidanii-sankciy-kak-amerikancy-mogut-obrushit-rubl
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be able to use these funds to pay for its current im -

ports for 19 months. 21 

Qtrrh`r ghccdm kh`ahkhshdr 

It would be short -rhfgsdc sn `ssqhatsd Qtrrh`r atcfds

difficulties solely to the surprisingly sharp drop in 

the oil price. The budget will continue to fluctuate 

between deficit and surplus with the ups and downs 

in energy prices in the future. Long -term budget fore -

casts predict, however, that the surpluses will occur 

less often, and that the deficits will be deeper.  

Of course, a number of parameters for long -term 

budget forecasts are uncertain, particularly future 

economic growth and commodity prices. Never -

theless, the high predictability of demographic devel -

opments allows for an approximate calculation of 

future burdens. Ru ssian experts have long pointed 

out that the situation would worsen in the 2020s and 

beyond. As early as 2013, economists at the Gaidar 

Institute in Moscow warned that government rev -

enues were likely to fall progressively further below 

expenditures in the  long term. 22 According to their 

estimates, all taxes would have to be raised by 49 

percent or all expenditures reduced by 33 percent in 

nqcdq sn a`k`mbd etstqd otakhb atcfdsr- Qtrrh`r knmf-

sdql ®ehrb`k f`o¯ ne 03-5 odqbdms ne FCO odq xd`q ± 

that is, the d isparity between all future revenues and 

all future expenditures  ± is, according to the econo-

lhrsr drshl`sdr+ dudm fqd`sdq sg`m sg`s ne bntmsqhdr

that are deeply in debt today, such as Greece, Bel-

gium, and Japan (10 percent each) as well as Germany 

(5 percent).23 The gap is only gradually widening. Up 

to 2050, the forecast based on 2015 tax rates is an 

annual deficit of 11.7 percent of GDP (with expendi -

tures increasing to 40.7 percent and revenues falling 

to 29 percent of GDP).24 

 

21 Bank Rossii, Vneshniy dolg Rossijskoj Federacii [Foreign 

debt of the Russian Federation], http://www.cbr.ru/statistics/  

credit_statistics/debt/debt_new.xlsx (accessed 6 August 2018). 

22 Eugene Goryunov et al., Qtrrh`r Ehrb`k F`o, NBER Work-

ing Paper 19608 (Cambridge, MA: National Bureau of Eco-

nomic Research, November 2013). 

23 To calculate fiscal debt, all future government spending 

is deducted from all future tax revenues (at the respective 

current prices). For international comparability, this value is 

expressed as a percentage of future GDP (at current prices). 

24 Evgeny Goryunov, Lawrence Kotlikoff and Sergey Sinel-

nikov -Ltqxkdu+ ®Sgd Ehrb`k F`o- @m Drshl`sd enq Qtrrh`¯+Rus-

sian Journal of Economics 1, no. 3 (2015): 250±51. 

As the financial room to manoeuver 
diminishes, the Russian government 

is forced to raise taxes and make 
people work longer into old age.  

In comparable calculations, the World Bank esti-

mates that Russian public debt could increase to 116 

percent of GDP by 2050, although as much as 250 

percent is possible depending on how productivity, 

demographics, and the oil price develop. 25 The tax 

rates and pension levels assumed in these studies 

have already changed rhmbd Otshmr entqsg sdql adf`m

in 2018. The studies do, however, clearly reveal what 

a comfortable situation the Russian treasury has en-

joyed for the last 20 years. As the financial room to 

manoeuver continues to diminish due to demographic  

developments, the Russian government is being 

forced to raise taxes and make people work longer 

into old age. 

Demographic change is a burden on budgets 

because it comes with a declining rate of employ-

ment, which causes government expenditures , espe-

cially  within the pension system , sn hmbqd`rd- Qtrrh`r

cumulative additional spending on pensions b ecause 

of demographic change alone is estimated by the IMF 

to reach 97.9 percent of GDP by 2050.26 A similar 

level of reserves (instead of the close to 5 percent in 

the Russian welfare funds in 2018) would be required 

to counterbalance the impacts of demogr aphic change 

on the current tax system up to 2050.  

The reason for the negative forecasts is not just 

Qtrrh`r cdlnfq`oghb cdudknoldms+ ats `krn sgd

predicted stagnation of oil and gas production. The 

World Bank expects annual oil production in Russia 

to fall from 547.5 million tons in 2016 to 436 million 

tons by 2050. At the same time, gas production is ex-

pected to increase slightly, causing Russian the value 

of overall energy production to remain at 2017 levels 

up to 2050. 

It is problematic for Russia that such an impor -

tant  economic sector ± one that was responsible for 

over half of Russian exports in 2017 ± is predicted 

to show no growth. For countries that face significant 

demographic challenges, the solution typically cen -

sdqr `qntmc ®fqnvhmf nts¯ nf the expected burdens. 

 

25 World Bank Group, Balancing Economic Adjustment and 

Transformation, Russia Economic Report 34 (Washington, 

D.C., 2015), 46. 

26 IMF, Fiscal Monitor, October 2013. Taxing Times (Washing-

ton, D.C., October 2013), 81. 

http://www.cbr.ru/statistics/credit_statistics/debt/debt_new.xlsx
http://www.cbr.ru/statistics/credit_statistics/debt/debt_new.xlsx
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Volatile oil price putting a strain on budget discipline  

The dominance of resource exports is thus a stum-

bling block on the path out of future debt.  

For the Russian economy, the best chances of long-

term growth lie outside of oi l and gas. Companies 

outside the energy sector are much more dependent, 

however, on the provision of public goods. They 

require higher public investments than gas and 

oil  producers, for instance, in infrastructure or the 

educational system. Improving the  neglected eco-

nomic potential outside the energy sector would 

therefore initially require increased government 

expenditures.27 

This reveals the dilemma currently facing the Rus -

sian leadership: on the one hand, major investments 

and possibly expensive structural reforms are needed 

to escape the long-term debt trap through growth. 

On the other hand, it is necessary to rapidly build 

reserves to pay for future pensions. Due to the cur -

rent overall low percentage of government revenues 

(33.7 percent of GDP in 2017), Russia has to make 

more significant changes in relative terms than, for 

instance, Belgium (51.1 percent of GDP), which is 

confronted with a comparable increase in expen -

 

27 Ibid.; World Bank Group, Balancing Economic Adjustment 

and Transformation (see note 25). 

ditures ± and these changes will have a palpable 

impact on the Russian populatio n.28 

Volatile oil price putting a strain on 
budget discipline  

Sgd Ehm`mbd Lhmhrsqxr qdrdqudr vdqd sgd oqhcd ne

Qtrrh`m ehrb`k onkhbx hm sgd 1///r+ ats Qtrrh`r rnuer-

eign wealth funds were never comparable in size to 

those of other oil -producing countries. In the United 

Arab Emirates, Norway, and Saudi Arabia, reserves 

amount to over 100 percent of GDP. In early 2009, 

Russian reserves reached their highest level to date 

at 16 percent of GDP. In 2015, just 11 percent of GDP 

remained. One of the two sovereign wealth funds 

(the reserve fund) was then used up entirely to cover 

budget deficits, and at the end of 2017 it was dis -

solved. The reserves in the second fund (national wel-

fare fund) still made up 3.9 percent of GDP at the end 

 

28 On Belgian government revenue, see Economist 

Intelligence Unit, Belgium. Annual Data and Forecast, https:// 

country.eiu.com/article.aspx?articleid=1866770970&Country

=Belgium (accessed 8 June 2018). On Russian revenue, see 

Minfin Rossii, Finansovo-Ĳjnmnlhbgdrjhd onj`yateli Rossijskoj 

Federacii (see note 1). 

Figure 3 

Qtrrh`r knmf-term fiscal gap compared to other countries (in % of GDP)  

Source: Evgeny Goryunov, Lawrence Kotlikoff  and Sergey Sinelnikov-Ltqxkdu+ ®Sgd Ehrb`k F`o- @m Drshl`sd enq Qtrrh`¯+

Russian Journal of Economics 1, no. 3 (2015): 254. 

https://country.eiu.com/article.aspx?articleid=1866770970&Country=Belgium
https://country.eiu.com/article.aspx?articleid=1866770970&Country=Belgium
https://country.eiu.com/article.aspx?articleid=1866770970&Country=Belgium
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of 2017, but this was only partially invested in liquid 

`rrdsr '1-2 sqhkkhnm qtakdr+ nq ~24 ahkkhnm( `mc sgtr

could only partially be used to cover future deficits. 29 

Although the welfare fund was designed to provide 

long-term protection for the pension system, some of 

the funds were used for high -risk financing of state -

owned businesses and infrastructural projects such 

as the 2014 Winter Olympics in Sochi. The partia l 

misuse and low volume of the reserve funds show 

the monumental political difficulties the government 

in Moscow is facing when it comes to sustainable 

l`m`fdldms ne Qtrrh`r qdrntqbd vd`ksg- 

Up to now in Russia, fiscal rules have had a limited 

lifespan, regularly falling victim to the temptations 

of an expansive fiscal policy. The fir st fiscal rule, in -

troduced in 2004 under then Finance Minister Alexei 

Kudrin, stipulated that just part of the surging oil and 

gas revenues could be used for current spending. 

This freely usable part was determined by calculating 

revenues based on a fictitious oil price of $20: All rev -

entdr `anud sghr kdudk g`c sn ad sq`mredqqdc sn ` ®rs`-

biliy`shnm etmc-¯ Hm khfgs ne sgd qhrhmf nhk oqhbdr+ sgd

rule was weakened in the year 2007 and a new thresh-

old value of $27 was set. In 2008, a new rule was 

established that again raised the threshold value to 

 

29 Oq`uhsdkrsun Qnrrhh+Y`rdc`mhd Oq`uhsdkrsu` 6 Cdbdladq

2017 [Meeting of the Government, 7 December 2017], http:// 

government.ru/news/30441/ (accessed 26 January 2018). 

$45. This second rule was suspended in the following 

year to allow the additional funds to be used for a 

comprehensive stimulus package during the financial 

crisis. The third rule ($91, introduced in 201 2) already 

became obsolete shortly after its introduction, when 

the oil price fell by half in 2014. 30 

As of early 2018, Russia has a new fiscal rule in 

place, again with a low oil price of just $40 as its 

threshold value. Budget plans for the years 2018 to 

2020 are based on annual oil and gas revenues of 

only around 5 percent of GDP. The oil price in fact 

rose to over $60 at the end of 2017 and to around $70 

in 2018, so revenues should be higher than estimated. 

Whether or not the Russian government will exe rcise 

the necessary fiscal discipline remains questionable 

in view of the short lifespan of past fiscal rules.  

 

30 Clhsqx Atsqhm+ ®Aitcygdsmnd oq`uhkn 3-/¯ ZAtcfds qtkd

4.0], Kommersant, 6 June 2017, https://www.kommersant.ru/  

doc/3318593 (accessed 6 June 2017). 

Figure 4 

Change in expenditures for the pension system up to 2050 (in % of GDP) 

Source: IMF, Fiscal Monitor, October 2013. Taxing Times (Washington, D.C., October 2013). 

http://government.ru/news/30441/
http://government.ru/news/30441/
https://www.kommersant.ru/doc/3318593
https://www.kommersant.ru/doc/3318593
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Fiscal Rules 

Fiscal rules are legal provisions that are designed to ensure the 

long-term sustainability of budget policy. A fiscal rule is also 

enshrined in  the Fdql`m bnmrshstshnm hm sgd enql ne sgd ®cdas

aq`jd¯+ 'A`rhb K`v+ @qs- 0/8 `mc 004(+ vghbg khlhsr mdv rsqtb-

tural debt to 0.35 percent of GDP.
a
 

When a country exports a large amount of its (finite) 

resources, a fiscal rule can be used to establish that only a 

portion of the revenues will be used and the rest will be saved. 

This ensures that future generations will also profit from the 

bntmsqxr qdrntqbd vd`ksg `mc hrnk`sdr sgdgovernment budget 

to some extent from major commodity price fluctuations. Fis -

cal rules can help to reduce negative effects of commodity 

exports on other economic sectors, known in economic jargon 

`r sgd ®Ctsbg chrd`rd¯- 

 Government reserves are generally invested in low -risk 

foreign securities such as US or European government bonds. 

This prevents currency appreciation in boom periods and 

protects reserves from depreciation in times of crisis. If the 

fiscal rule is followed closely, pro -cyclical fiscal pol icy ± that 

is, a fiscal policy that intensifies cyclical economic effects  ± 

becomes less likely, and the financial and political risks of 

fluctuating commodity prices sink. Comparative studies show, 

however, that fiscal rules are only effective in the long  term 

under specific institutional conditions.
b
 In Norway, for in -

stance, an independent parliament, independent courts of 

law, and political competition would make it very difficult 

for  the government to weaken its fiscal rule. In Russia, in 

contrast, there is no entity that could protect the fiscal rule 

from a change of priorities in the Kremlin.  

a Christian Kastrop, Gisela Meister-Scheufelen, Margaretha 

Rtcgne `mc Vdqmdq Dadqs+ ®Jnmydos tmc Gdq`trenqcdqtmfdm

der Rbgtkcdmaqdlrd¯[Concept and challenges of the debt 

brake], Aus Politik und Zeitgeschichte 62, no. 13 (2012), http:// 

www.bpb.de/apuz/126016/konzept-und-herausforderungen-der-

schuldenbremse?p=all (accessed 9 March 2018). 

 
b IMF, The Commodities Roller Coaster. A Fiscal Framework for 

Uncertain Times (Washington, D.C., October 2015), 8, http:// 

www.imf.org/en/Publications/FM/Issues/2016/12/31/The-

Commodities-Roller-Coaster (accessed 11 August 2017). 

Figure 5 

Sgd Ehm`mbd Lhmhrsqxr ehrb`k qtkd+ nhk oqhbd+ `mc qdrdqudr 

 

Sources: Reserves and oil price: Minfin Rossii, Finansovo-Ĳjnmnlhbgdrjhdpokazateli Rossijskoj Federacii (see also note 1); Fiscal rule: 

Clhsqhi Atsqhm+ ®Aitcygdsmnd oq`uhkn 3-/¯ Zatcfds qtkd 3-/\+Kommersant, 6 June 2017, https://www.kommersant.ru/doc/3318593. 

http://www.bpb.de/apuz/126016/konzept-und-herausforderungen-der-schuldenbremse?p=all
http://www.bpb.de/apuz/126016/konzept-und-herausforderungen-der-schuldenbremse?p=all
http://www.bpb.de/apuz/126016/konzept-und-herausforderungen-der-schuldenbremse?p=all
http://www.imf.org/en/Publications/FM/Issues/2016/12/31/The-Commodities-Roller-Coaster
http://www.imf.org/en/Publications/FM/Issues/2016/12/31/The-Commodities-Roller-Coaster
http://www.imf.org/en/Publications/FM/Issues/2016/12/31/The-Commodities-Roller-Coaster
https://www.kommersant.ru/doc/3318593
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Budget imbalances in recent years have significantly 

increased pressure on the Russian government for 

qdenqlr- @ rdbnmc nq sghqc ®1/05¯ vhsg nhk oqhbdr

around $40 could make it necessary to implement 

austerity measures, which would further t hreaten 

the qdfhldr onotk`qhsx- 

Until recently, the Russian Finance Ministry has 

had few policy options to substantially increase rev -

enues. At the end of 2014, President Putin announced 

a moratorium on tax increases that would apply up 

to the 2018 presidential election. 31 The Finance Minis-

try nevertheless attempted to boost federal revenues 

through a variety of smaller adjustments. For in -

stance, the government sold its shares in oil produc-

ers Rosneft and Bashneft. Capital accumulation, one 

of the pillars of the Russian pension system, was 

suspended in favor of a pay-as-you-go system so that 

all contributions could go toward ongoing pension 

payments. In the case of the corporate income tax, 

the possibilities for companies to carry forward losses 

have been limited. 32 At the same time, a portion of 

the revenues from the corporate income tax has  been 

shifted from the regional to the federal budget. 33 

Production taxes for the oil industry were increased, 

while the planned reduction of export tariffs was 

postponed.34 To balance the effects of the increased 

 

31 Rdqfdi Shsnu+ ®Otshm oqhyu`k uudrsh lnq`snqhi m` hyldmd-

mhd m`knfnuni m`fqtyjh¯ ZOtshm b`kkdc enq ` lnq`snqhtl nm

the change in the tax burden], Vedomosti, 4 December 2014, 

https://www.vedomosti.ru/finance/articles/2014/12/04/putin -

prizval -vvesti-moratorij -na-izmenenie -nalogovoj (accessed 

31 December 2017). 

32 ®Odqdmnr taxsjnu u 1/06 fnct¯ ZKnrr b`qqhdc enqv`qc

in  2017], Buchgalterija.ru, 17 January 2017, http://www.  

buhgalteria.ru/article/n154921  (accessed 24 August 2017). 

33 Dkhy`uds` A`y`mnu`+ ®Onbgsh 0// lkqcrublej zarabota -

jut  qdfhnmx m` m`knfnuxbg hyldmdmhi`bg¯ ZQdfhnmr sn f`hm

almost 100 billion rubles through tax changes], Vedomosti, 

2 March 2017), https://www.vedomosti.ru/economics/ 

articles/2017/03/02/679613-zarabotayut-regioni -nalogovih -

izmeneniyah  (accessed 24 August 2017). 

34 Fares Kilyhd+ ®MCOH9 cheedqdmbhqnu`s, a ne podnimat¯ 

[NDPI (= dwsq`bshnm s`wdr(9 Cheedqdmsh`sd+ cnms q`hrd\, Vedo-

oil production tax on the Russian fuel market, a 

reduction of the gasoline tax was planned, 35 but 

instead, the gasoline tax was significantly increased 

as well, 36 and like with the corporate income tax, 

revenues were redistributed from regional budgets 

to the federal budget.37 The attempt to increase divi -

dends from state-controlled joint stock companies 

o`qsh`kkx e`hkdc+ gnvdudq+ ctd sn sgdrd bnlo`mhdr

resistance.38 

The Finance Ministry attempted to 
increase federal revenues through a 

series of smaller adjustments.  

Part of the losses in oil revenues were absorbed in 

this way, but the majority of measures implemented 

are not sufficient to increase tax revenues on a long -

term basis. Either they could only be imp lemented 

once (privatization) or they increased current tax rev -

enues at the expense of future budget years (pensions, 

corporate income taxes). The redistribution of regional  

revenues will not ease the federal budget in the long 

term because Moscow will ul timately have to take 

the responsibility for regional debt . 

Before the tax and retirement age adjustment 

announced in 2018, t he biggest adjustments were 

planned on the expenditure side. General  govern-

 

mosti, 10 March 2016, https://www.vedomosti.ru/opinion/  

articles/2016/03/10/632959-ndpi  (accessed 1 September 2017). 

35 Yur i A`qrtjnu+ ®U aitcygds cnkits admyhm`- Mdesi`mhjh

chotjat q`ycdkhs m`knfnund aqdli` r onsqdahsdki`lh¯ ZSgd

budget is being filled up with gas ], Kommersant, 15 September 

2016, https://www.kommersant.ru /doc/3089123 (accessed 

28 January 2018). 

36 Nkf` Lnqcitrgdmjn+ ®Cnqnfhd `jbhyx± regulirovanie 

qxmj`¯ ZHigh excise taxes ± market regulation], Kommersant, 

14 April 2016, https://www.kommersant.ru/doc/29 62740 

(accessed 31 August 2017). 

37 Dj`sdqhm` Ldqdlhmrj`x` `mc Nkf` @c`lbgtj+ ®0 qtak

ns Otshm`¯ Z0 qtakd eqnl Otshm\+Vedomosti, 23 June 2017, 

https://www.vedomosti.ru/economics/articles/2017/06/23/ 

695653-rubl -putina  (accessed 30 August 2017). 

38 See below, p. 33. 
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Social and pension policy is becoming mor e expensive 

ment spending in 2017, 35.2 percent of GDP, was un-

affected by the fall in the oil price to 2014 levels (34.9 

percent). The federal portion thereof fell slightly from 

18.7 percent to 17.8 percent. Significantly more radi -

cal steps are planned for the years to come: the budget 

adopted at the end of 2017 for the period 2018±2020 

envisions a reduction in federal spending to 15.6 

percent of GDP. 

Looking at the spending categories in detail, the 

political sensitivity of these planned cuts becomes 

apparent: Two thirds of budget cuts are planned in 

the categories of defense (planned cuts of 17.6 per-

cent)39 and social policy (16 percent) ± areas in which 

virtually no cuts have been achieved up to 201 7. 

Spending cuts in both of these areas are risky for the 

Qtrrh`m kd`cdqrgho rhmbd sgdx vhkk `eedbs sgd Jqdlkhmr

most important supporters. Under President Vladimir 

Putin, social policy and the  defense sector were devel-

nodc vhsg sgd dwokhbhs `hl ne ankrsdqhmf sgd qdfhldr

 

39 All relative figures refer to  changes in spending relative 

to GDP. 

legitimacy. Yet these sectors contribute little to Rus -

sian economic growth. The question of whether the 

Russian regime will succeed with its spending adjust -

ments or whether a long-term destabilization of gov -

ernment finances is imminent will be determined 

above all in these two policy areas. 

Social and pension policy is becoming 
more expensive  

According to the 2018±2020 budget plan, the largest 

budget cuts relative to 2017 measured in percentage 

of GDP will be in the area of social policy. Including 

regional budgets and extrabudgetary funds, a decline 

of 2.1 percent of GDP is planned up to 2020, includ-

hmf ` 0-/ odqbdms ne FCO bts hm sgd edcdq`k atcfdsr

social spending. 

The social policy component of the budget is 

comprised largely of social benefits received by the 

population in the form of monetary transfers. The 

bulk of these (around 80 percent) consists of pension 

Figure 6 

Past and planned changes in spending (in percent of GDP) as of May 2018  

Source: Calculations by author based on Minfin Rossii, Finansovo-Ĳjnmnmicheskie pokazateli Rossijskoj Federacii 

[Financial and economic indicators of the Russian Federation], https://www.minfin.ru/ru/statistics/  

https://www.minfin.ru/ru/statistics/
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payments. This budget item does not provide a com-

okdsd ohbstqd ne `kk ne sgd Qtrrh`m fnudqmldmsr rnbh`k

policy activities, however. Some measures that are 

designed to protect socially or economically disad -

vantaged segments of the population are financed 

through other budget cate gories such as health and 

education. 

In many  ways, Russia faces similar social policy 

challenges to other post-Soviet states. Rapidly increas-

ing inequality and high poverty rates have lent in -

creased urgency to questions of social justice and 

redistribution since the end of the Soviet Union. The 

pootk`shnmr dwodbs`shnmr `ants vg`s sgd fnudqm,

ment should provide are rooted in their experience in 

the Soviet welfare state. Redistribution plays a central 

role in the implicit social contracts within the region: 

citizens forego political participation in exchange for 

socio-economic stability. Reforms of the social system 

often meet with opposition from the population. 

Rnbhdsxr `bbdos`mbd ne fnudqmldms rnbh`k onkhbx hr

therefore a key condition for the stability of the politi -

cal system.40 

The informal sec tor impedes 
targeted  redistribution  

In Russia, over 80 percent of fiscal redistribution of 

income is achieved through pensions. This helps to 

attenuate the inequality in market incomes, which is 

extremely high by international comparison. 41 Never-

theless, 20 million Russians live in poverty according 

to official Russian statistics. Economic growth in the 

2000s and rapidly rising pensions in the period that 

 

40 A theoretical discussion of the connection between 

social policy and regime stability can be found in Franziska 

Smolnik, Sozialpolitik und Regimestabilität im Südkaukasus. 

Das Beispiel Rentenreform, SWP-Studie 10/2017 (Berlin: Stiftung 

Wissenschaft und Politik, May 2017). 

41 The Gini coefficient of income is 0.49 for market incomes,  

0.30 after redistribution, World Bank Group, The Russian 

Economy Inches Forward. Will that Suffice to Turn the Tide? Russia 

Economic Report 36 (Washington, D.C., November 2016). 

Figure 7 

Qtrrh`r onotk`shnm adknv sgd onudqsx khmd+ 1//4±2016 (in millions of people)  

Source: Rosstat, Neravenstvo i bednost [inequality and poverty], http:// www.gks.ru/wps/wcm/connect/rosstat_main/rosstat/ru/ 

statistics/population/poverty/#  (accessed 2 February 2018). 

http://www.gks.ru/wps/wcm/connect/rosstat_main/rosstat/ru/statistics/population/poverty/%23
http://www.gks.ru/wps/wcm/connect/rosstat_main/rosstat/ru/statistics/population/poverty/%23
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followed caused the poverty rate to decline. Starting 

in 2014 with the economic crisis, poverty increas ed 

again. Pension levels are low by international com -

parison, at just 36 percent of average income. The 

majority of social transfers in Russia also do not go 

to the poorest sectors of the population but are dis -

tributed in a relatively indiscriminate way across 

income groups. This can be seen, for instance, in the 

basic pension: As a component of monthly pension 

payments, the basic pension is intended to guarantee 

a minimum level of social security. Pension rates are 

therefore differentiated into various c ategories of 

pension recipients or degrees of need. An evaluation 

of population census data from 2012 showed how 

badly this system is working: Only 20 percent of basic 

pensions paid ended up with the 20 percent poorest 

pension recipients. 42 The unsystematic distribution of 

these funds means that the Russian government has 

to pay more than other countries for social policy in 

order to achieve a comparable reduction in inequality.  

An important reason for the relative lack of focus 

in social benefits is that the informal sector makes 

up a large percentage of the Russian economy. In 

2015, informal income made up 26.2 percent of total 

pri vate household income. According to official data, 

around 21.2 percent of all workers were employed 

informally  in 2016.43 Informal employment and the 

widespread employer practice of paying part of work -

dqr r`k`qhdr hm b`rg vhsgnts vhsggnkchmf s`wdr '®hm

sgd dmudknod¯( l`jdr hs lnqd cheehbtks enq Qtrrh`m

author ities to clearly identify the actual level of 

benefit qdbhohdmsr mddc- Sghr hm stqm l`jdr hs udqx

hard to provide social support to meet existing needs 

in a targeted way. Thus, pension recipients in infor -

mal employment receive their full government pen -

sion even though they are only eligible to receive a 

percentage thereof. Furthermore, workers in informal 

employment do not pay contributions into the social 

funds. Measures designed to ensure that transfers are 

better targeted to existing needs could have a counter-

productive effect, however: if government be nefits 

were made to depend more heavily on formal wages 

and salaries, there would be the risk of more pension 

 

42 Durdi Ftquhbg `mc Itkhx` Rnmhm`+ ®Lhjqn`m`khy qnrrhirjni

odmrhnmmni rhrsdlx¯ ZLhbqn`m`kxrhr ne sgd Qtrrh`m odmrhnm

system], Unoqnrx Ĳjnmnlhjh, no. 2 (2012): 27±51. 

43 Anna Mogilevskaya, Anton Fejnberg and Ivan Tkachëv, 

®Mdenql`km`x` Ĳjnmnlhj` u Qnrrhh uxqnrk` cn qdjnqcmxbg

q`yldqnu¯ ZHmenql`k dbnmnlx hm Qtrrh` fqdv sn qdbnqc kdudk\+

RBC, 17 April 2017, https://www.rbc.ru/economics /17/04/ 

2017/58f4b8789a7947c1418ff1af (accessed 26 January 2018). 

recipients attempting to engage in undeclared work, 

which would mean further growth in the informal 

sector.44 

Pensioners benefit from redistributio n 

Overall, despite low pensions, pensioners in Russia 

are a net beneficiary of government redistribution. 

The legally guaranteed minimum pension is oriented 

toward a subsistence level of income calculated spe-

cifically for pensioners (as of 2017: 8500 rubl es per 

lnmsg+ nq ~018(+ vghbg hr rkhfgskx adknv sgd fdmdq`k

onudqsx sgqdrgnkc '0/+2// qtakdr odq lnmsg+ nq ~046(-

The proportion of pensioners living in poverty is, 

at 12.2 percent, below their proportion in the total 

population (21.6 percent). The losers hm sghr ®gnqh-

ynms`k¯ qdchrsqhatshnm `bqnrr cheedqdms cdlnfq`oghb

groups are families and adults living alone, who 

make up an overproportional percentage of the poor 

onotk`shnm- Qdchrsqhatshnm eqnl qhbg sn onnq '®udqshb`k

qdchrsqhatshnm¯( rb`qbdkx s`jdr olace at all through the  

Qtrrh`m fnudqmldmsr s`w `mc rnbh`k onkhbx- 

The World Bank suspects that political considera-

tions could be behind the privileged position ac -

corded to pensioners, who play an important role as 

active voters and supporters of the Russian regime.45 

Surveys confirm the importance of this group: not 

only is support for Vladimir Putin highest in the 60+ 

age group (88.8 percent of the vote); in the 2018 

presidential election, expected voter participation in 

the 60+ age group was significantly above that in the 

young adult age group (18±24 years), at 86 percent 

and 47 percent, respectively.46 Opposition leader Ale -

xei Navalny, in contrast, is regarded with skepticism 

 

44 Tax policy faces a very similar problem: a more pro-

gresssive income tax could create a fairer distribution of the 

tax burden. But introducing such a tax would entail the risk 

that the informal sector of the economy could continue to 

grow; see World Bank Group, The Russian Economy Inches 

Forward (see note 41), 35. 

45 Luis F. López-Calva, Nora Lustig, Mikhail Matytsin et al., 

®Vgn Admdehsr eqnl Ehrb`k Qdchrsqhatshnm hm sgd Qtrrh`m Edc-

dq`shnm>¯+ hmThe Distributional Impact of Taxes and Transfers. Evi-

dence from Eight Low- and Middle-Income Countries, ed. Gabriela 

Inchauste and Nora Lustig (Washington, D.C.: World Bank 

Group, 2017), 223. 

46 ®UBHNL9 60% oproshennych rossijan zayavili, chto 

m`ldqdmx oqhish m` uxanqx oqdyhcdms` QE¯ ZVBHNL9 6/ odq-

cent of Russians surveyed stated that they are planning to 

vote in the RF presidential election], TASS, 20 December 2017, 

http://tass.ru/obschestvo/4826581 (accessed 27 March 2018). 

https://www.rbc.ru/economics/17/04/2017/58f4b8789a7947c1418ff1af
https://www.rbc.ru/economics/17/04/2017/58f4b8789a7947c1418ff1af
http://tass.ru/obschestvo/4826581
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ax sgd nkcdq fdmdq`shnm- Hm sgd Lnrbnvr 1/02 l`xnqal 

election, where Navaln y ran against Kremlin -backed 

candidate Sergei Sobyanin, the 60+ age group voted 

70 percent for Sobyanin and just 14 percent for Naval -

ny. In the 18±24 age group, Navalny beat Sobyanin 

with 53 to 35 percent of the vote. 47 

The pension system is becoming more expensive 

for Russia every year, as the percentage of the popu-

lation that is dependent on government transfers 

grows. The proportion of pension recipients to em -

ployed people is shifting in Russia (as in many Euro-

pean countries), meaning that the pension fund 

depends on increasing transfers from the federal 

atcfds- @ rdqhdr ne ghrsnqhb`kkx hmctbdc ®cdlnfq`oghb

chor¯ hm Qtrrh` g`ud l`cd sghr rghes drodbh`kkx rdudqd9

Rosstat, the Russian statistical agency, predicts that 

the working -age population will shrink by 5 percent 

between 2018 and 2024, while the number of retired 

people will increase by 9.3 percent in the same peri -

od. This will require substantial transfers from the 

federal budget to the pension funds: In 20 16, con-

tributions to the pension funds amounted to 4.8 per -

cent of Russian GDP, while pension payments were 

at 7 percent of GDP. The funding gap, which made up 

2.2 percent of GDP in 2016, could rise to 3.3 percent 

ne FCO ax 1/13 ctd sn sgd bntmsqxr bg`mfing demo-

graphics.48 An increase in the retirement age in Rus -

sia ± which is currently 55 for women and 60 for 

men ± has been called for repeatedly by the Finance 

Ministry and economists, but was not implemented 

for many years due to explicit opposition fro m the 

Russian president.49 Only in June 2018, after the 

presidential election, did Prime Minister Dmitri Med -

vedev announce that the government would raise the 

 

47 ®Uxanqx u Lnrjud h Dj`sdqhmatqfd9 jsn ok`mhqnu`k h jsn

oqhrgdk>¯ ZDkdbshnmr hm Lnrbnv `mc Xdj`sdqhmatqf9 Vgn

planned to come and who came?], WCIOM (online), 25 Sep-

tember 2013, https://wciom.ru/index.php?id=236&uid=  

114510 (accessed 27 March 2018). 

48 Calculations by author based on the budget of the 

pension fund, Minfin Ro ssii, Finansovo-Ĳjnmnlhbgdrjhd onj`,

zateli Rossijskoj Federacii (see note 1), and the evolution of 

employment figures: Rosstat, Demografija (see note 15). 

Assumption: pension payments and contributions develop 

proportionally to the population and GDP growth.  

49 ®Otshm q`rrj`y`k n rundl rnoqnshukdmhh onuxrgdmhit odm-

sionnogo unyq`rs`¯ ZOtshm dwoqdrrdc ghr qdrhrs`mbd sn sgd hm-

crease in the retirement age], RBC, 17 December 2015, https:// 

www.rbc.ru/rbcfreenews/56729d879a794709f72589e6 

(accessed 28 January 2018). 

retirement age and the value -added tax in 2019, 

b`trhmf Otshmr onotk`qhsx q`shmfr sn oktllds-50 

Return to paternalism  

Sgd Jqdlkhmr qdrhrs`mbd sn odmrhnm rxrsdl qdenqlr

can be explained by the uniquely important role 

social policy plays in providing legitimacy to the 

Russian regime. While Putin pursued unpopular 

reforms inspired by economic liberalis m in his first 

term of office, he embarked on a significant change 

of course in 2005. As a result, Russia again became 

a more paternalistic welfare state with a number of 

Soviet elements.51 

This change is considered to have been triggered 

by the wave of protests that engulfed all of Russia in 

the summer of 2004. The demonstrations were against 

vg`s hr jmnvm `r sgd ®lnmdshy`shnm ne oqhuhkdfd¯

(monetisaziya lgot). The government wanted to elimi -

nate special benefits for specific population groups 

like retiree s and veterans (free use of public transport, 

free medications, health resort stays, etc.) and replace 

them with means -tested financial benefits. The pro -

tests soon led to the formulation of  new political 

demands and focused increasingly on President Putin 

himself. 52 The trust rating in the Russian president, 

a polling statistic compiled by the Levada Center, 

an independent public opinion research institute, 

reached a new low in 2005 at 38 percent.53 The 

demonstrations showed the extremely high willing-

ness of pension recipients to mobilize politically.  

 

50 Janis Kluge, Kremlin Launches Risiky Pension Reform. Plan to 

Raise Retirement Age Undermines Confidence in Russian Leadership, 

SWP Comment 28/2018 (Berlin: Stiftung Wissenschaft und 

Politik, July 2018). 

51 Khmc` I- Bnnj+ ®Qtrrh`r Vdke`qd Qdfhld9 She Shift 

snv`qc Rs`shrl¯+ hmGazing at Welfare, Gender and Agency in Post-

Socialist Countries, ed. Maija Jäppinen et al. (Newcastle upon 

Tyne, 2011), 14±37. 

52 Hqhm` Odsq`jnu` `mc U`chl Ahrdqnu+ ®Kfnsmhjh rnygfkh

Otshm`¯ ZAdmdehs qdbhohdmsrburned Putin], gazeta.ru, 28 Feb-

ruary 2005, https://www.gazeta.ru/2005/02/28/oa_149600. 

shtml  (accessed 19 December 2017). 

53 ®Qdishmf Otshm` to`k cn hrsnqhbgdrjnfn lhmhltl`¯

ZOtshmr `ooqnu`k q`shmf edkk sn ghrsnqhb knv\+Lenta.ru, 7 July 

2005, https://lenta.ru/news/2005/07/07/rating/ (accessed 

28 January 2018). 

https://wciom.ru/index.php?id=236&uid=114510
https://wciom.ru/index.php?id=236&uid=114510
https://www.rbc.ru/rbcfreenews/56729d879a794709f72589e6
https://www.rbc.ru/rbcfreenews/56729d879a794709f72589e6
https://www.gazeta.ru/2005/02/28/oa_149600.shtml
https://www.gazeta.ru/2005/02/28/oa_149600.shtml
https://lenta.ru/news/2005/07/07/rating/
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As oil prices rose, the pension system 
increasingly became an instrument 
for the redistribution of windfall 

tax  revenues. 

Sgd Jqdlkhm qd`bsdc pthbjkx9 Hm Otshmr @oqhk

2005 speech before the Russian Federal Assembly, 

he declared social policy to be the most important 

task facing all levels of government. The government 

drafted a series of development programs with a sig-

nificantly different focus from previous liberal -ori ented 

reform plans. New transfers and benefits were intro -

duced without the requirement of thorough means -

sdrshmf- Sgd ®l`sdqmhsx b`ohs`k¯ hmbdmshud ± a one-

shld o`xldms ne sgd dpthu`kdms ne ~06+/// 'otqbg`r,

ing power parity in the year the incentive was intro -

duced) to mothers on their child r sghqc ahqsgc`x ± 

adb`ld sgd fnudqmldmsr rgnvohdbd+ rxlankhyhmf

the new direction of its social policies.  

A media campaign flanked the return to a more 

paternalistic social policy. According to an analysis 

published in the state newspaper Rossiyskaya Gazeta on 

how social problems are reported on in Russia, media 

coverage starting in 2005 was aimed at presenting 

the government as the vanquisher  of social problems. 

During the presidential election years 2008 and 2012 

in particular, praise far outweighed cr itique of the 

fnudqmldmsr rnbh`k onkhbhdr hm ldch` qdonqsr nm

poverty, inequality, and discrimination. 54 

Qtrrh`r dwo`mrhud rodmchmf onkhbx bnmshmtdc dudm

after Putin moved to the position of Prime Minister 

in  2008. Against the backdrop of rising oil price s, the 

pension system increasingly became a rentier-state 

type instrument for the redistribution of windfall tax 

revenues.55 Inflation -adjusted pension payments in -

 

54 Elena Iarskaia-Smirnova, Daria Prisyazhnyuk and Rostis-

k`u Jnmnmdmjn+ ®Qdoqdrdms`shnmr ne Hmdpt`khsx `mc Rnbh`k

Policy in the Russian Official Press, 2005±1/01¯+Journal of 

European Social Policy 26, no. 3 (2016): 268±80. 

55 Nm Qtrrh`+ rdd `krn @kehn Bdq`lh+ ®Vdke`re State Devel-

opments in the Russian Federation. Oil-led Social Policy and 

¬Sgd Qtrrh`m Lhq`bkd¯+Social Policy & Administration 43, no. 2 

(2009): 105±1/: @mcqd`r Gdhmqhbg `mc Gdhjn Okdhmdr+ ®@m`-

lyse: Die politischen Herausforderungen eines Erdölbooms: 

Qdrrntqbdmektbg tmc onkhshrbgd Rs`ahkhsþs hm Qtrrk`mc¯

[Analysis: The political challenges of a natural gas boom: 

resource curse and political stability in Russia] , Russland-Ana-

lysen, no. 240 (2016): 7±13. On regime legitimization in 

rentier states: Jduhm L- Lnqqhrnm+ ®Nhk+ Mnms`w Qdudmtd+ `mc

sgd Qdchrsqhatshnm`k Entmc`shnmr ne Qdfhld Rs`ahkhsx¯+Inter-

national Organization 63, no. 1 (2009): 107±38; Uriel Abulof, 

creased 76 percent in the period 2007±2010 through 

annual pension increases and a revaluation  of pre-

vious years of work. This was intended mainly to 

shield the population from the impacts of the 2009 

economic crisis. Yet in 2010, when the economy was 

growing again at a rate of 4.5 percent, pension pay-

ments increased further. Public transfers pla yed an 

increasingly important role in the continuous in -

bqd`rd hm Qtrrh`mr hmbnldr+ vghkd oqhu`sd-sector 

wages made only a minor contribution to economic 

growth, especially after 2010. 56 

Pensions increase oil dependence  

The large volume of pension payments and social 

benefits posed a particular risk to Russian budget 

stability: One the one hand, falling oil prices reduced 

government revenues, which are needed to finance 

transfers. An added challenge was that spending on 

social policy increased during the oi l price slump. 

Since the dropping oil price meant that the ruble 

declined in value as well, imported consumer goods 

in Russia became more expensive, and consumer 

goods prices rose overall.57 Pension and social benefit 

recipients in Russia are legally guaranteed adjustment 

ne sgdhq admdehsr enq hmek`shnm- Ctd sn sghr ®rbhrrnqr

deedbs¯+ vhsg qdudmtdr `mc dwodmchstqdr lnuhmf hm

opposite direction,  social policy spending exacerbates 

sgd Qtrrh`m atcfdsr cdodmcdmbd nm nhk- 

When federal tax revenues fell nominally  by 6 per-

cent, pensions had to be increased nominally by 11.4 

percent at the same time to compensate for the pre -

uhntr xd`qr hmek`shnm '`cchshnm`k rodmchmf `lntmshmf

to 1 percent of GDP). In 2016 as well, tax revenues fell 

nominally, while pensioners wer e due another infla -

tion adjustment of 12.9 percent. With its reserves 

dwindling rapidly, the Finance Ministry pressed for 

an exemption to this rule. The Kremlin stalled on 

passing the resolution: first, the 2016 inflation adjust -

ment was split into two parts, with a first increase of 

4 percent in early 2016 and a second announced for 

the fall. This second increase did not take place, how-

ever: It was replaced by a one-time payment of 5,000 

 

®¬B`ms Atx Ld Kdfhshl`bx- Sgd Dktrhud Rs`ahkhsx ne Lhcd`rs

Qdmshdq Qdfhldr¯+Journal of International Relations and Develop-

ment 20, no. 1 (2017): 55±79. 

56 World Bank Group, The Russian Economy Inches Forward 

(see note 41). 

57 This effect became more pronounced with the floating 

of the ruble course in November 2014.  
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qtakdr '~65( sn `kk odmrhnmdqr ± a symbolic amount 

considering th e level of inflation adjustment. 58 

Compared to its decisions on other categories of 

budget spending, the Russian leadership acted very 

cautiously in deciding on pension inflation adjust-

ments. While it significantly reduced spending on 

education and health w ithout any major discussion 

in  2015 and 2016, it only intervened into pension 

rxrsdl dwodmchstqdr vgdm sgd Ehm`mbd Lhmhrsqxr

reserves were close to being exhausted. The matter 

was also decided only after an explicit vote by the 

president.59 

Regression inst ead of reform  

While the government kept rising social policy ex -

penditures in check by not following through with 

inflation adjustments, it was still not addressing 

fundamental problems such as the lack of focus in 

benefit provision and the looming risks o f demo-

graphic change. 

Nmd onrrhakd v`x sn qdrnkud sgd ®hmenql`k rdbsnq

chkdll`¯ hm sgd odmrhnm rxrsdl vntkc ad `m `o-

proach in which individuals receive a portion of their 

pensions through a funded pension system. Employ-

ees who report their income official ly and whose 

employers make payroll social security contributions 

could then be rewarded accordingly. If contributors 

have trust in the pension system, a similar effect 

could be achieved through a pay-as-you-go scheme. 

Trust is very low in Russia, however, and has declined 

further due to the incomplete inflation adjustment 

of 1/05 `mc sgd ®eqddyhmf¯ ne sgd oqduhntrkx dwhrshmf

funded pension scheme. 

A funded pillar was first introduced into the Rus -

sian pension system as part of the liberal reforms of 

2002. Ne sgd hmchuhct`kr odmrhnm bnmsqhatshnm+ vghbg

is currently 22 percent of gross wages, 6 percent was 

set aside in the name of the contributor for future 

pension benefits. In 2014, however, this fund was 

frozen, which means that the contributions are not 

 

58 Nkf` Jturghmnu` `mc @kdjr`mcq` Oqnjnodmjn+ ®Cdmfh

na razovuyt uxok`st odmrhnmdq`l drgbgd oqdcrsnhs m`ish¯

[Money still has to be found for one -time payment to pen -

sion recipients], Vedomosti, 24 August 2016, https://www.  

vedomosti.ru/economics/articles/2016/08/24/654249-deneg-

indeksatsiyu-pensii-budut -iskat-razovuyu-viplatu  (accessed 

25 August 2017). 

59 L`qhm` Jgldkmhsrj`x`+ ®Sgd Rnbh`k Atcfds Onkhbx Oqn-

bdrr hm Qtrrh` `s ` Shld ne Bqhrhr¯+Post-Communist Economies 

29, no. 4 (2017): 468. 

continuing to accumulate but are being diverted 

to cover ongoing pension payments. This helped to 

reduce transfers from the federal budget into the 

pension system. The savings are estimated at 342 

ahkkhnm qtakdr '~4-1 ahkkhnm( enq 1/05 `te+ 301 ahkkhnm

rubldr '~5-2 ahkkhnm( enq 1/06+ `mc 360 ahkkhnm qtakdr

'~6-0 ahkkhnm( enq 1/07 '/-3±0.5 percent of GDP).60 

The decision to freeze accumulated individual pen -

sion savings has been extended multiple times 

already. There is currently no indication that the 

funded pillar will be reactivated, even in the draft 

budgets for the years up to 2020.61 A return to a sys-

tem in which pensioners are required to build up 

their own individual pension reserves  is thus not 

likely.  

The burdens to the pension system 
are being hidden  and shifted into 
the  future. Although the budget 
cdehbhs hr cdbkhmhmf+ ®hlokhbhs cdas¯

is increasing.  

From the viewpoint of fiscal sustainability and 

transparency, the decision to freeze the funded pillar 

of the pension system was a step backwards. Not only 

does it render the burdens to the pension system 

invis ible and shift them into the future; it means that 

dudm `r sgd atcfds cdehbhs hr rgqhmjhmf+ ®hlokhbhs cdas¯

is on the rise. Government-guaranteed future pension 

payments that are not covered by reserves or future 

tax revenues create hidden government liabilities. 

Pension transfers that are saved today will have to 

be paid off out of the budget in the future. 62 

 

60 M`s`khi` Ahi`mnu`+ ®Bg`rsmxd odmrhnmmxd enmcx lnfts

onktbghs cdmfh axurghbg lnkbgtmnu¯ ZOqhu`sd odmrhnm etmcr

could receive momdx eqnl sgd enqldq ¬rhkdms '< pension con-

tributors who did not state which pension funds should 

receive their contributions)], Vedomosti, 8 October 2015, 

https://www.vedomosti.ru/finance/articles/2015/10/08/612034-

chastnie-pensionnie  (accessed 25 August 2017). 

61 Alina  Durshfmddu`+ ®Lnq`snqhi on tlnkbg`mhit¯ ZHlokhbhs

moratorium], Izvestiya, 2 August 2017, https://iz.ru/627023/ 

alina -evstigneeva/moratorii -na-pensionnye-nakopleniia -

prodliat -do-2021-goda (accessed 25 August 2017). 

62 On implicit debt, see Ognian Hishow, Die implizite öffent-

khbgd Rbgtkc- Rbgtkcdmoqnakdl ®oktr¯ cdq Dtqnoþhrbgdm Tmhnm, SWP-

Studie, 25/2010 (Berlin: Stiftung Wissenschaft und Politik,  

October 2010). The measure reduces the demand for long-

term investment and increases the costs of financing invest -

ments. 

https://www.vedomosti.ru/economics/articles/2016/08/24/654249-deneg-indeksatsiyu-pensii-budut-iskat-razovuyu-viplatu
https://www.vedomosti.ru/economics/articles/2016/08/24/654249-deneg-indeksatsiyu-pensii-budut-iskat-razovuyu-viplatu
https://www.vedomosti.ru/economics/articles/2016/08/24/654249-deneg-indeksatsiyu-pensii-budut-iskat-razovuyu-viplatu
https://www.vedomosti.ru/finance/articles/2015/10/08/612034-chastnie-pensionnie
https://www.vedomosti.ru/finance/articles/2015/10/08/612034-chastnie-pensionnie
https://iz.ru/627023/alina-evstigneeva/moratorii-na-pensionnye-nakopleniia-prodliat-do-2021-goda
https://iz.ru/627023/alina-evstigneeva/moratorii-na-pensionnye-nakopleniia-prodliat-do-2021-goda
https://iz.ru/627023/alina-evstigneeva/moratorii-na-pensionnye-nakopleniia-prodliat-do-2021-goda
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No simple solutions  

In the context of the economic crisis and declining 

tax revenues, the Russian leadership has had few 

simple options for action in the field of social policy. 

The Kremlin had to choose between unpopular 

reforms and budget cuts that would jeopardize politi -

cal support from important voter groups, and a more 

debt-financed social policy that would increase me -

dium - to long -term budget risks. The middle course 

it  decided to take is beset by both political and fiscal 

risks, but most likely poses no immediate danger to 

political stability.  

The political costs of this strategy are di fficult to 

estimate, either from an outside perspective or by 

the Kremlin itself, since there are few forums for the 

public expression of dissatisfaction in Russia, and 

credible political alternatives are quashed before they 

can take root. Opinion surveys show, however, that 

public support for government social policy had been 

declining even before the controversial pension 

reform of 2018. The social policy index of the state 

survey research institute WCIOM, which has been 

collecting data on the subject sin ce 2007, reached a 

new low in mid -2017. In 2015, 38 percent of the 

population reported being satisfied with social policy 

while 27 percent reported being dissatisfied. In mid -

2017, this distribution tipped in the opposite direc -

tion: just 25 percent report ed being satisfied, while 

43 percent were dissatisfied.63 Studies by the Russian 

Academy of Sciences also show that the percentage 

of Russians who generally favor change increased 

dramatically in 2017 to over half of all respondents. 

The desire for change was less focused on political 

change, however. Sociologists reported a growing 

desire for a paternalist government that would play 

a rsqnmfdq qnkd hm `ccqdrrhmf sgd onotk`shnmr rnbh`k

problems.64 

 

63 Satisfaction levels increased again in 2017, but the 

more recent figures are difficult to compare with past figures 

due to a change in survey methodology. Current data can 

be entmc hm ®Nbdmj` uk`rsdi¯ ZDu`kt`shnm ne sgd `tsgnqhshdr\+

WCIOM (online), https://wciom.ru/news/ratings/ocenka_ 

vlastej/ (accessed 27 March 2018). 

64 @mcqdi J`l`jhm+ ®Mnuxi rqnj Otshm` atcds nbgdm tja-

ygdkxl cki` mdfn h rsq`mx¯ ZMdv sdql ne neehbd vhkk ad cheeh-

cult for Putin and for the country], Moskovskiy Komsomolec, 25 

January 2018, http://www.mk.ru/politics/2018/01/25/novyy -

srok-putina -budet-ochen-tyazhelym -dlya-nego-i-strany.html  

(accessed 28 January 2018). 

Procrastination on unpopular reforms and the 

increase in impl icit debt that is not covered in the 

budget figures create new fiscal risks. The popula-

shnmr sqtrs hm sgd odmrhnm rxrsdl ± a key precondi-

tion for future reforms  ± has suffered from the gov-

dqmldmsr deenqsr `s rgnqs-term budget savings.  

Defense expenditu res are top priority  

The 2017 defense budget was 3.1 percent of GDP 

'~32-2 ahkkhnm(- Cdedmrd dwodmchstqdr+ vghbg `qd o`hc

almost completely out of the federal budget, varied 

widely in recent years, reaching a new peak at 4.4 

percent of GDP in 2016. In 2011, the defense budget 

was just 2.5 percent of GDP. The budgets project that 

defense expenditures up to 2020 will decline to 2.6 

percent of GDP. 

Russia is spending more on the military than its 

defense budget would suggest, however. Just three 

quarters of Russian military expenditures, classified 

according to the definition of the Stockholm Inter -

national Peace Research Institute (SIPRI),65 actually 

come out of the defense budget. The rest, amounting 

sn `mnsgdq 0 odqbdms ne FCO '~02-7 ahkkhnm( hm 1/06+

are paid for out of other budget categories such as 

social policy (military pensions), education, and 

health.  

Since 2008, the Kremlin has been pursuing a large-

scale reform and upgrade of the Russian armed forces 

with the aim of returning Russia to its former st atus 

as a military superpower. 66 The turning point in Rus -

sian arms policy came with the Georgian War of 2008,  

when the weaknesses of the Russian army became 

clearly apparent. 67 Part of the increase in spending 

went for the organizational restructuring of th e mili -

tary: wages in the Russian armed forces were increased 

significantly in 2012 to attract qualified staff for a 

 

65 SIPRI, SIPRI Definition of Military Expenditure, https://www.  

sipri.org/databases/milex/definitions  (accessed 2 February 

2018). 

66 Margarete Klein, Russlands Militärpotential zwischen Groß-

machtanspruch und Wirklichkeit. Zustand, Reformen und Entwick-

lungsperspektiven der russischen Streitkräfte ZQtrrh`r lhkhs`qx

potential between superpower aspirations and reality. Con-

dition, reforms, and development perspectives of the Russian 

armed forces], SWP-Studie 24/2009 (Berlin: Stiftung Wissen-

schaft und Politik, October 2009). 

67 Clhsqh Sqdmhm+ ®The Revival of the Russian Military. How  

Lnrbnv Qdkn`cdc¯+Foreign Affairs 95, no. 3 (2016): 23±29. 

https://wciom.ru/news/ratings/ocenka_vlastej/
https://wciom.ru/news/ratings/ocenka_vlastej/
http://www.mk.ru/politics/2018/01/25/novyy-srok-putina-budet-ochen-tyazhelym-dlya-nego-i-strany.html
http://www.mk.ru/politics/2018/01/25/novyy-srok-putina-budet-ochen-tyazhelym-dlya-nego-i-strany.html
https://www.sipri.org/databases/milex/definitions
https://www.sipri.org/databases/milex/definitions
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Obstacles in Budget Policy  

professional army.68 But armaments account for most 

of the increase in military spending.  

Armament spending is planned as part of the long -

term programs known as Gosprogramma vooruzheniy  

'FOU+ ®state armament oqnfq`l¯(+ vghbg g`ud ` shld

horizon of ten years and are generally updated at five -

year intervals. The GPV-2020 program adopted in 

 

68 @mcqydi Vhkj+ ®@ Rhfmhehb`ms O`x Hmbqd`rd hm sgd Qtrrh`m

@qlx¯, Nůqncdj Rstchčv Vrbgncmhbg (online), 1 February 2012, 

https://www.osw.waw.pl/en/publikacje/analyses/2012-02-01/a-

significant -pay-increase-russian-army (accessed 9 October 2017). 

2010 included a drastic increase in arms expenditure 

for the decade from 2011 to 2020. Over that time 

period, 19 trillion r ubles were to be allocated to weap-

nmr otqbg`rdr '~361 ahkkhnm `s sgd dwbg`mfd q`sd hm

2010 when the program was adopted or 41 percent of 

Russian GDP in 2010).69 The stated primary goal of the 

program was to increase the percentage of modern 

 

69 Hu`m R`eqnmnu `mc Clhsqhi Atsqhm+ ®Unnqtygdmhx` urst-

pili v boj s vozrazheni y`lh¯ Z@qlr hm sgd rsqtffkd `f`hmrs

objections], Kommersant, 19 February 2015, https://www. 

kommersant.ru/doc/2670562 (accessed 28 January 2018). 

Figure 8 

Defense budget, military spending, and arms (in percent of GDP)  as of May 2018 

* Figures from the 2018±2020 budgets were used. 

Sources: Defense budget: Minfin Rossii, Finansovo-Ĳjnmnlhbgdrjhd onj`y`sdkh Qnrrhirjni Edcdq`bhh [Financial and economic indicators of 

the Russian Federation], https://www.minfin.ru/ru/statistics/ ; Military and arms spending: Julian Cooper, Prospects for Military Spending 

in Russia in 2017 and Beyond (Birmingham, 2017), https://www.birmingham.ac.uk/Documents/college -social-sciences/government-

society/crees/working -papers/prospects-for -military -spending-in -Russia-in -2017-and-beyond.pdf (accessed 2 October 2017). 

https://www.osw.waw.pl/en/publikacje/analyses/2012-02-01/a-significant-pay-increase-russian-army
https://www.osw.waw.pl/en/publikacje/analyses/2012-02-01/a-significant-pay-increase-russian-army
https://www.kommersant.ru/doc/2670562
https://www.kommersant.ru/doc/2670562
https://www.minfin.ru/ru/statistics/
https://www.birmingham.ac.uk/Documents/college-social-sciences/government-society/crees/working-papers/prospects-for-military-spending-in-Russia-in-2017-and-beyond.pdf
https://www.birmingham.ac.uk/Documents/college-social-sciences/government-society/crees/working-papers/prospects-for-military-spending-in-Russia-in-2017-and-beyond.pdf
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weapons in the Russian military arsenal to 70 per -

cent by 2020. In September 2017, President Vladimir 

Putin announced that 58.3 percent of Russian mili -

tary weapons had already been modernized in the 

previous year.70 There is no clear definition of what 

 

70 ®Otshm oqnudcds y`rdc`mhd undmmn-promyshlennoj 

jnlhrrhh¯ ZOtshm kd`cr lddshmf ne sgd lhkhs`qx-industrial 

qualifies weaponr rxrsdlr `r ®lncdqm¯ nq vghbg

specific weapons stock the figures refer to, but sup-

plier figures on newly produced weapons show 

significant progress in production. 71 

The process of planning the follow -up program 

(GPV-2025) indicates that the tense budget situation 

g`r `s kd`rs sdlonq`qhkx c`lodmdc sgd Jqdlkhmr

arms ambitions. The new strategy for the years 

2018±2027 includes spending in the amount of 19 

sqhkkhnm qtakdr '~177 ahkkhnm(- Hm mnlhm`k sdqlr+ hs hr

similar in volume to the predecessor program, GPV-

2020. As a percentage of GDP, the scope of the new 

arms program is just half of that (20.6 percent of 

GDP hm sgd xd`q ne sgd oqnfq`lr `cnoshnm+ 1/06(- 

The resolution on the new arms program was also 

postponed repeatedly. A decision on the GPV-2025 

should have been made in 2015. In the light of the 

falling oil price and economic sanctions, this was put 

off again and again, as the Finance Ministry and the 

Defense Ministry had very different ideas about the 

scope of the budget, and the President chose not to 

exercise his authority to end the debate. In 2014, 

Putin had made relatively vague indications as to the 

overall direction it should take: he said the program 

should be rd`khrshb `mc vhsghm sgd fnudqmldmsr

finan cial means.72 

The defense budget grew to a record 
high in 2016 with no direct 
connection to the preceding 

escalation of foreign policy crises in 
Ukraine and Syria.  

In contrast to the long -term  armament  programs, 

the change in defense spending from year to year 

does not necessarily indicate a change in the Krem-

khmr oqhnqhshdr- Eqnl sgd ntsrds+ sgd FOU-2020 envi-

sioned a more dramatic increase in arms spending in 

the second half of the program period. 73 The partially 

inconsistent trajectory of spending from 2011 on was 

 

commission], RIA Novosti, 19 September 2017, https://ria.ru/  

defense_safety/20170919/1505029454.html (accessed 9 Octo-

ber 2017). 

71 Qhbg`qc Bnmmnkkx `mc Bdbhkhd Rdmcrs`c+ ®Qtrrh`m Qd-

armament. An Assessment of Defense-Industrial Perfor-

l`mbd¯+Problems of Post-Communism 65, no. 3 (2018): 143±60. 

72 R`eqnmnu `mc Atsqhm+ ®Unnqtygdmhx` urstohkh u ani r uny-

q`ygdmhx`lh¯ 'rdd mnsd69). 

73 Rtr`mmd Nwdmrshdqm`+ ®Qtrrh`s Defense Spending and 

sgd Dbnmnlhb Cdbkhmd¯+Journal of Eurasian Studies 7, no. 1 

(2016): 60±70. 

Direct Spending on Military Operations 
in  Ukraine and Syria  

According to estimates, the direct costs of Russian military 

operations in Syria and Ukraine make up just a few percent 

of the Russian defense budget, which amounted to around 

~32-2 ahkkhnm hm 1/06- Sgd mdbdrsary expenditures could thus 

be covered entirely through reallocations, for instance fro m 

the budget for military exercises, without any added burden 

on the budget.  

As the government provides almost no official figures, 

and most of the data on military exercises are classified as 

secret, the available sources consist either of information 

compiled by journalists or independent studies  ± for in -

stance, those released by the opposition party Yabloko. 

In  the case of Syria, the fact base is slightly better due the 

somewhat lower level of secrecy. In March 2016, President 

Putin stated that the firs t six months of the Syrian operation 

bnrs 22 ahkkhnm qtakdr '~4// lhkkhnm(- Qtrrh`m dwodqsr drsh-

mate the costs of the operation from October 2015 to Sep-

tember 2017 at between 188.6 and 194.3 billion rubles 

'~1-8±3 billion).
a
 

The costs of the military operation in Donbas (independ-

ent of the annexation of Crimea) are estimated at 53 billion 

qtakdr '~7// lhkkhnm( enq sgd ehqrs sdm lnmsgr 'L`qbg sn

December 2014).
b
 

Russian economist Sergey Aleksashenko assumes $2 bil-

lion for the year 2015. That just cove rs the direct costs of pay 

and provisions for the deployed soldiers, but not the provi -

sions for refugees or economic assistance to the self-pro-

bk`hldc ®odnokdr qdotakhbr¯ hm Cnma`r-
c
 

a Yabloko, Rossija potratila na Siriju ot 188.6 do 194.3 mlrd 

rublej [Russia spent 188.6 to 194.3 billion rubles on Syria], 

2017, http://www.yabloko.ru/news/2017/09/22 (accessed 8 June 

2018). 

b Ilya Yashin and Olga Shorina (eds.), Putin.War. Based 

on Materials from Boris Nemtsov (Moscow, May 2015), http:// 

4freerussia.org/putin.war/Putin.War -Eng.pdf (accessed 

3 October 2017). 

c Qdu` Ag`kk`+ ®Sgd Knfhb `mc Qhrjr Adghmc Qtrrh`r Rs`sdkds

Ronmrnqrgho¯, Stratfor, September 2015, https://www.stratfor.  

com/weekly/logic-and-risks-behind -russias-statelet-sponsor 

ship (accessed 24 June 2017). 

https://ria.ru/defense_safety/20170919/1505029454.html
https://ria.ru/defense_safety/20170919/1505029454.html
https://www.yabloko.ru/news/2017/09/22
http://4freerussia.org/putin.war/Putin.War-Eng.pdf
http://4freerussia.org/putin.war/Putin.War-Eng.pdf
https://www.stratfor.com/weekly/logic-and-risks-behind-russias-statelet-sponsorship
https://www.stratfor.com/weekly/logic-and-risks-behind-russias-statelet-sponsorship
https://www.stratfor.com/weekly/logic-and-risks-behind-russias-statelet-sponsorship
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also due to the mode of financing military spending: 

armaments industries had received government guar -

antees for loans in the amount of around 1.2 trillion 

qtakdr '~07 ahkkhnm( sn rs`qs etlfilling arms contracts 

immediately. 74 These guarantees are not contained in 

the defense expenditures in the early years. Starting 

in 2016, the Finance Ministry ended the practice of 

using bank loans to provide co -financing, and paid 

off  the majority of the  loans (793 billion rubles, or 

~01 ahkkhnm(- @ etqsgdq qdo`xldms snnj ok`bd hm 1/06

'`ooqnw- 1// ahkkhnm qtakdr+ nq ~2 ahkkhnm(- Sgdrd o`x-

ments caused the defense budget to reach a record 

high for a period of 2016, with no direct connection 

to the preceding escalation of foreign policy crises in 

the Ukraine conflict and in Syria.  

Coalition for arms  

Sgd Jqdlkhmr rdbtqhsx onkhbx oqhnqhshdr nmkx o`qsh`kkx

explain the increase in spending on long -term Rus-

sian arms programs. The systematic implementation 

of the wide-ranging GPV-2020 is also rooted in a par -

ticular constellation of domestic and industrial policy 

factors. 

The most important decisions on the state defense 

orders are made by the military -industrial commis-

sion, whose individual members have a milit ary or 

secret service background. Significant overlapping 

of responsibilities makes it easier for the military 

to assert its particular interests in the planning of 

expenditures: the defense ministry not only acts as 

arms buyer but is also responsible for evaluating the 

urgency of certain purchases and for planning supply 

needs. There are also major overlaps in staffing be-

tween the management of arms manufacturers, the 

presidential administration, the security agencies, 

and the military. 75 The political wei ght of influential 

military -industrial interest groups has increased fur -

ther with the expansion of defense spending. Further -

more, the Minister of Defense since 2012, Sergei 

Shoigu, is among the most popular politicians in Rus -

 

74 @mm` Dqdlhm`+ @kdjr`mcq` Oqnjnodmjn `mc S`si`m`

Unqnmnu`+ ®Cnrqnbgmxd uxok`sx on jqdchs`l m` nanqnmy`j`y

oqhmdrts a`mj`l 7// lkqc h fnknumtit ank® ZD`qkx qdo`x-

ment of loans for arms contracts costs banks 800 billion 

and causes headaches], Vedomosti, 14 December 2016, https:// 

www.vedomosti.ru/finance/articles/ 2016/12/14/669471-dosroch 

noe-pogashenie-golovnuyu -bol (accessed 6 October 2017). 

75 Tm` G`juÿf+ ®Qtrrh`m Cdedmrd Rodmchmf `esdq 1/0/-

The Interplay of Personal, Domestic, and Foreign Policy 

Interdrsr¯+Post-Soviet Affairs 33, no. 6 (2017): 496±510. 

sia and has the strongest individual political profile of 

all of the ministers. 76 

In the public discourse, the drastic increase in 

arms spending has often been justified with indus -

trial policy arguments. Vladimir Putin likes to present 

the defense industry as an engine of growth for the 

Russian economy, although economists cast doubt on 

sgd hmctrsqxr `ahkhsx sn ok`x sghr qnkd- Hm l`mx bhshdr+

however, arms manufacturers are among the most 

important and in some cases the only major employ-

ers. As a result, they play a highly significa nt socio-

economic role. 

The risks for the arms industry  

Against this backdrop, it is unsurprising that the arms 

sector has become one of the most important political 

clienteles for the Russian leadership: the arms indus -

try employs around two million worke rs, whose sup-

port for the Kremlin regime is at times  even instru-

mentalized in the state media. A prime example of this  

role can be seen in a television appearance by work-

ers for the company Uralvagonzavod, which among 

other things is building the platfor m for the new 

coma`s s`mj @ql`s`- Ctqhmf Otshmr `mmt`k khud sdkd-

vision conference, in which he takes call -in questions, 

they offered to come to Moscow and help clear the 

streets of the demonstrators who were protesting 

against electoral fraud in Winter  of 2011/2012.77 

According to the data from the Ministry of Industry, 

arms industry production more than doubled be -

tween 2010 and 2016.78 The share of civilian pro duc-

tion in the arms industry fell during the period from 

33 percent (2011) to 16 percent (2015).79 The compa-

 

76 Konstantin Gaaze, Gibrid ili diktatura ± 2. J`j rknyghk`r

koaliciya vojny Vladimira Putina [Hybrid or dictatorship  ± 

2. Gnv Otshmr bn`khshnm ne v`q dldqfdc\ 'Lnrbnv9 B`qmdfhd

Moscow Center, May 2015), http://carnegie.ru/commentary/  

?fa=69995 (accessed 5 June 2017). 

77 L`qf`qhs` Kitsnu`+ ®Otshm onnadrgbg`k lncdqmhy`bhit

onccdqyg`urgdlt dfn ¬Tq`ku`fnmy`unct¯ ZOtshm oqnlhrdc

modernization of Uralvagonzavod, which supported him], 

Vedomosti, 10 May 2012, http://www.vedomosti.ru/politics/  

articles/2012/05/10/putin_rasskazal_rabochim_uralvagon 

zavoda_pro_nachalo_samogo (accessed 9 February 2018). 

78 Gaidar Institute, Russian Economy in 2016. Trends and Out-

looks (Moscow, 2017), 468, https://iep.ru/files/text/trends/2016-

eng/Book.pdf (accessed 1 June 2017). 

79 Bdmsq Ĳjnmnlhbgdrjnfn q`yuhshi` h rdqshehj`bhh+OPK: 

sdqmhrsxi ots j chudqrhehj`bhh [Military -industrial complex: Rocky 

path to diversification], 12 September 2016, https://profiok.  

https://www.vedomosti.ru/finance/articles/2016/12/14/669471-dosrochnoe-pogashenie-golovnuyu-bol
https://www.vedomosti.ru/finance/articles/2016/12/14/669471-dosrochnoe-pogashenie-golovnuyu-bol
https://www.vedomosti.ru/finance/articles/2016/12/14/669471-dosrochnoe-pogashenie-golovnuyu-bol
http://carnegie.ru/commentary/?fa=69995
http://carnegie.ru/commentary/?fa=69995
http://www.vedomosti.ru/politics/articles/2012/05/10/putin_rasskazal_rabochim_uralvagonzavoda_pro_nachalo_samogo
http://www.vedomosti.ru/politics/articles/2012/05/10/putin_rasskazal_rabochim_uralvagonzavoda_pro_nachalo_samogo
http://www.vedomosti.ru/politics/articles/2012/05/10/putin_rasskazal_rabochim_uralvagonzavoda_pro_nachalo_samogo
https://iep.ru/files/text/trends/2016-eng/Book.pdf
https://iep.ru/files/text/trends/2016-eng/Book.pdf
https://profiok.com/about/news/detail.php?ID=3349&sphrase_id=5523
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nies are largely oriented toward the Russian defense 

ministry as their main buyer.  

Table 1 

Year-on-year percentage growth in production 
of the Russian defense industry  

2010 2011 2012 2013 2014 2015 2016 

17.4 5.8  6.4  13.5 15.5 12.9  10.1 

Source: Gaidar Institute, Russian Economy in 2016. Trends and 

Outlooks (Moscow, 2017). 

Due to their dependence on Russian state con-

tracts, managers and workers at the arms producers 

are uneasy that budget plans project a significant 

decline in military spending. 80 President Putin and 

then Vice President Dmitri Rogozin, who was until 

recently responsible for the arms industry (replaced 

by Yuri Borisov in May 2018), see the future of the 

industry in the production of goods wi th civilian ap -

plications and want the companies to open up new 

export markets. 81 

The Russian defense industry is being 
squeezed by high -tech western 
companies on the one side and 

cheaper Chinese manufacturers on 
the other.  

The Russian defense industry has been successful 

in selling its goods abroad in recent years, with ex -

ports of around $15 billion annually. But it is being 

squeezed by high-tech western companies on the 

one side and cheaper Chinese manufacturers on the 

other. For many years, China was one of the most 

important buyers of Russian weapons, but it has 

 

com/about/news/detail.php?ID=3349&sphrase_id=5523 

(accessed 2 February 2018). 

80 Qnl`m Qxrj`k+ ®Nanqnmj` fnsnuhsri` j onsqdakdmhit¯

[Arms industry prepares for consumption ], Kommersant, 

26 May 2017, https://www.kommersant.ru/doc/3307198  

(accessed 2 February 2018). 

81 Julian Cooper, Prospects for Military Spending in Russia 

in 2017 and beyond (Birmingham, March 2017), https:// 

www.birmingham.ac.uk/Documents/college -social-sciences/ 

government -society/crees/working-papers/prospects-for -

military -spending-in -Russia-in -2017-and-beyond.pdf 

(accessed 2 October 2017). 

made great progress in its own weapons manufactur-

ing ± in part through licensed production of Russian 

weapons systems. In recent times, Chinese providers 

have been penetrating markets such as Nigeria and 

Venezuela that were traditionally dominated by Rus -

sian arms suppliers. Given that Chinese arms produc-

ers possess the backing of a much more financially 

powerful state, as well as superiority in many produc -

tion processes, Russian producers will have a difficult 

time asserting themselves against Chinese competi-

tors in the future. 82 With some weapons systems 

such as the air defense system S-400 or the fighter jet  

Su-35, the Russian industry still holds the tech no-

logical lead. The combat tank Armat a, which is one 

of few weapons systems developed after the end of 

the Cold War, has good chances of becoming inter-

nationally competitive as well  ± provided Russia 

decides to export it.83 

Whether there will be a successful and significant 

shift to civilian production is questionable since the 

`qlr hmctrsqxr nvm sdbgmnknfhb`k cdudknoldmsr `qd

either useful only for weapons systems or are classi-

fied as secret.84 As a result, it is being discussed wheth-

er the arms industry should be given preferential 

treatment in tenders by other state corporations as a 

jhmc ne ®rs`qs-to `hc¯ enq sgd r`kd ne bhuhkh`m fnncr-85 

The sanctions imposed during the Ukraine crisis 

and under the US CAATS Act made it more difficult 

for the Russian defense industry to gain access to 

capital and to import goods that it needed for pro duc-

 

82 Rhdlnm Vdydl`m+ ®China, Russia and the Shifting Land-

rb`od ne @qlr R`kdr¯, SIPRI (online), 5 July 2017, https://www.  

sipri.org/commentary/topical -backgrounder/2017/china-

russia-and-shifting -landscape-arms-sales (accessed 10 October 

2017). 

83 Ibid.;  Richard Connolly and Cecilie Sendstad, Qtrrh`r

Role as an Arms Exporter. The Strategic and Economic Importance of 

Arms Exports for Russia (London: Chatham House, March 2017), 

https://www.chathamhouse.org/sites/files/chathamhouse/ 

publications/research/2017-03-20-russia-arms-exporter-

connolly -sendstad.pdf (accessed 30 April 2018). 

84 @kdjr`mcq Sqtrghm+ ®¬Undmm`x` m`fqtyj` rs`k` snqln-

ynl¯ [Defense burden became a brake], Kommersant, 

17 October 2016, https://www.kommersant.ru/doc/311447 9 

(accessed 2 February 2018). 

85 Svetlana Bocharova and Aleksej Nikolrjhi+ ®Otshm rnna-

rgbghk n oqhmi`shh mnuni fnroqnfq`llx unnqtygdmhi¯ ZOtshm

reported on the adopotion of the new state armament pro -

gram], Vedomosti, 24 January 2018, https://www.vedomosti.ru/  

economics/articles/2018/01/24/748864-putin -vooruzhenii  

(accessed 2 February 2018). 

https://profiok.com/about/news/detail.php?ID=3349&sphrase_id=5523
https://www.kommersant.ru/doc/3307198
https://www.birmingham.ac.uk/Documents/college-social-sciences/government-society/crees/working-papers/prospects-for-military-spending-in-Russia-in-2017-and-beyond.pdf
https://www.birmingham.ac.uk/Documents/college-social-sciences/government-society/crees/working-papers/prospects-for-military-spending-in-Russia-in-2017-and-beyond.pdf
https://www.birmingham.ac.uk/Documents/college-social-sciences/government-society/crees/working-papers/prospects-for-military-spending-in-Russia-in-2017-and-beyond.pdf
https://www.birmingham.ac.uk/Documents/college-social-sciences/government-society/crees/working-papers/prospects-for-military-spending-in-Russia-in-2017-and-beyond.pdf
https://www.sipri.org/commentary/topical-backgrounder/2017/china-russia-and-shifting-landscape-arms-sales
https://www.sipri.org/commentary/topical-backgrounder/2017/china-russia-and-shifting-landscape-arms-sales
https://www.sipri.org/commentary/topical-backgrounder/2017/china-russia-and-shifting-landscape-arms-sales
https://www.chathamhouse.org/sites/files/chathamhouse/publications/research/2017-03-20-russia-arms-exporter-connolly-sendstad.pdf
https://www.chathamhouse.org/sites/files/chathamhouse/publications/research/2017-03-20-russia-arms-exporter-connolly-sendstad.pdf
https://www.chathamhouse.org/sites/files/chathamhouse/publications/research/2017-03-20-russia-arms-exporter-connolly-sendstad.pdf
https://www.kommersant.ru/doc/3114479
https://www.vedomosti.ru/economics/articles/2018/01/24/748864-putin-vooruzhenii
https://www.vedomosti.ru/economics/articles/2018/01/24/748864-putin-vooruzhenii
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tion. 86 The loss of Ukrainian suppliers had already 

begun negatively impacting the sector in 2014. For 

Russian banks with international operations, the new 

sanctions substantially increased the risks of doing 

business with the arms industry. 87 For this reason, 

Moscow created a special financial institution to sup -

port the defense industry on the foundations of 

Promsvyazbank, which the Russian central bank took 

over at the end of 2017 to prevent its collapse.88 

No change of course up to now  

It is unlikely that there will be a rapid change of 

course from the rearmament that has been pursued 

up to now. During the budget crisis of 2015 and 2016, 

the Russian leadership showed willingness to limit 

military spending . Yet even if the political will to do 

so could be maintained despite the recent rise in oil 

prices, the drastic cuts planned by the Finance Minis -

try would be difficult to implement for structural 

reasons. First of all, actors from the arms industry and 

military have a great deal of political weight in the 

decision-making process. In the last few years, for 

instance, they have repeatedly succeeded in having 

defense spending levels revised upward after budgets 

were passed. The growing foreign policy tensions 

between Russia and NATO are strengthening forces 

within the Kremlin that focus on security policy 

arguments. Second, due to sanctions, demographic 

developments, and increasing competition, the arms 

industry will have to battle increasing headwinds in 

the years to come. A significant decline in govern-

ment arms contracts would have a severe impact on 

arms producers and could destabilize the socio-eco-

nomic situation in a number of cities.  

 

86 Madalina Sisu Vicari and Nicholas Trickett, CAATSA 

Out ne sgd A`f9 Qtrrh`r @qlr Dwonqsr tmcdq Sgqd`s (Philadelphia: 

Foreign Policy Research Institute, 2018), https://bearmarket 

brief.com/2018/01/23/the-caatsa-out -of-the-bag-russias-arms-

exports-under-threat/ (accessed 28 January 2018). 

87 @khm` Chcjnurj`x`+ ®@kfa-bank prekratit sotrudnichat  

s oboronnymi predprijatijami iz -y` r`mjbhi¯ Z@ke` A`mj rsnor

doing business with arms manufacturers du e to sanctions], 

Vedomosti, 3 January 2018, https://www.vedomosti.ru/  

finance/articles/2018/01/03/747066-alfa-bank (accessed 2 Feb-

ruary 2018). 

88 L`w Rdccnm+ ®Lnrbnv Bqd`tes Bank to Help It Avoid 

US R`mbshnmr¯+Financial Times, 19 January 2018, https://www.  

ft.com/content/90c73fe4-fd15-11e7-9b32-d7d59aace167 (ac-

cessed 28 January 2018). 

Ultimately, whether or not the planned budget 

reductions succeed will  cdodmc nm `qlr oqnctbdqr

flexibility  ± and this has been relatively low up to 

now. One can safely assume that the Kremlin will not 

allow these companies to fail, risking mass unem-

oknxldms hm l`mx ne Qtrrh`r lnmnsnvmr- @ mdvkx

established bank serving the arms industry and pos-

sible cross-subsidies from other state corporations will 

continue even if arms spending falls. This will create 

new risks that could materialize in future budgets, 

for  instance, if borrowers default on loans from 

Promsvyazbank. 

Russian discourse: 
Concepts without  consequences 

The future of arms and social policy spending plays 

a central role in the Russian (expert) discourse on 

reform plans. On explicit instructions from the Krem -

lin, two reform proposals were developed starting 

in  2016: On the one hand, there is the proposal by a 

team at the Center for Strategic Research, headed by 

the economist and former Minister of Finance Alexei 

Jtcqhm- Nm sgd nsgdq g`mc+ sgdqd hr sgd ®rsq`sdfx ne

fqnvsg¯ cdudknodc ax sgd Rsnkxohm Bkta+ mnv tmcdq 

the leadership of Russian businessman and Presiden-

sh`k Bnllhrrhnmdq enq Dmsqdoqdmdtqr Qhfgsr Anqhr

Titov.89 Vgdqd`r Jtcqhmr odqrodbshud nm Qtrrh`m dbn-

nomic policy is based more on neoclassical, supply-

rhcd dbnmnlhbr+ Shsnur rsq`sdfx hr bkd`qkx qnnsdc hn 

the Keynesian, demand-nqhdmsdc sq`chshnm- Jtcqhmr

plans are much more strongly rooted in current eco -

nomic literature. The two sides are in agreement on 

the urgent need for reform of the legal system as a 

precondition for better protection of property r ights. 

On questions of budget policy, however, the two 

strategies take opposing positions. 

Jtcqhmr ehrb`k l`mndtudq 

Kudrin proposes a redistribution of fiscal spending 

vhsghm sgd atcfds '®ehrb`k l`mndtudq¯(- Gd chrshm-

 

89 Under the internationally oriented businessman Boris 

Titow, the Stolypin Club has moved away from some of the 

nationalist ideas of previous head Sergey Glasyev, see Roland 

FĐsy+ ®Chd Vhqsrbg`esronkhshj cdq adk`fdqsdm Edrstmf- C`r

Glasjew-Oqnfq`ll¯[The economic policy of the besieged 

fortress. The Glazyev program], Russland-Analysen, no. 305 

(2015), 6±11, http://www.laender -analysen.de/russland/ 

pdf/RusslandAnalysen305.pdf (accessed 2 February 2018). 

https://bearmarketbrief.com/2018/01/23/the-caatsa-out-of-the-bag-russias-arms-exports-under-threat/
https://bearmarketbrief.com/2018/01/23/the-caatsa-out-of-the-bag-russias-arms-exports-under-threat/
https://bearmarketbrief.com/2018/01/23/the-caatsa-out-of-the-bag-russias-arms-exports-under-threat/
https://www.vedomosti.ru/finance/articles/2018/01/03/747066-alfa-bank
https://www.vedomosti.ru/finance/articles/2018/01/03/747066-alfa-bank
https://www.ft.com/content/90c73fe4-fd15-11e7-9b32-d7d59aace167
https://www.ft.com/content/90c73fe4-fd15-11e7-9b32-d7d59aace167
http://www.laender-analysen.de/russland/pdf/RusslandAnalysen305.pdf
http://www.laender-analysen.de/russland/pdf/RusslandAnalysen305.pdf
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guishes between expenditures in produ ctive areas 

(such as education, health, and infrastructure), which 

have a positive impact on economic growth, and 

expenditures in unproductive areas, which have little 

or even a negative impact on growth (military and 

security).90 In the category of expendi tures with a 

negative impact, Kudrin includes social transfers that 

do not reach the needy population they are targeted 

at but are instead distributed indiscriminately (these 

are not taken into consideration in the following 

statistical analysis, however, due to the lack of data). 

Table 2 

Effect of expenditures in the amount of 
1 percent of GDP on GDP and growth  

Budget category GDP Short-term 

growth 

Long-term 

growth 

Government 

spending (total) 

0.91 %   

Defense 0.22 %  ±0.29 %  ±0.52 % 

National security  0.78 %  0.26 %  ±1.45 % 

Education 0.38 %  0.18 %  0.47 % 

Health & sports 1.25 %  0.09 %  0.14 % 

Infrastructure  1.64 %  0.26 %  ±0.68 %a 

a The long-term negative effect of infrastructural spending is 

explained by the fact that many projects are not geared toward 

economic needs. This is true, for instance, of the megaprojects 

carried out in recent years (Olympic Games, Soccer World Cup, 

and Kerch Bridge). 

Source: @kdwdx Jtcqhm `mc @kdw`mcdq Jmnadk+ ®Aitcygdsm`x`

politika kak isto bgmhj Ĳjnmnlhbgdrjnfn qnrs`¯ ZAtcfds onkhbx

as a source of economic growth], Unoqnrx Ĳjnmnlhjh 26, no. 10 

(2017). 

An empirical analysis by Alexei Kudrin and Alexander 

Knobel shows that expenditures on health and infra -

structure in Russia lead to a disproportionate increase 

in GDP (1.25 percent and 1.64 percent, respectively, 

for every 1 percent of GDP increase in expenditures), 

while defense spending increases GDP little (0.22 per-

cent, see Table 2). Defense expenditures are even 

detri mental to long -term growth, while educational 

 

90 @kdwdx Jtcqhm `mc @kdw`mcdq Jmnadk+ ®Aitcygdsm`x`

onkhshj` j`j hrsnbgmhj Ĳjnmnlhbgdrjnfn qnrs`¯ ZAtcfds

policy as a source of economic growth], Unoqnrx Ĳjnmnlhjh 26, 

no. 10 (2017). 

spending in particular leads to positive growth 

effects. 

Based on their analysis of these contributions to 

economic growth, a comparison with other countries, 

and the effectiveness of the various ministries, Kudrin 

and his colleagues recommend increasing spending 

on infrastructure, education, and health care, and de -

creasing spending on defense, security, and a number 

of subsidies. On the subject of social policy, Kudrin 

highlights the potential for savings in the area of un -

targeted social transfers.91 His proposals thus strongly 

resemble those of the World Bank for Russian budget 

policy. 92 

Sgd Rsnkxohm Bktar ®rsq`sdfx ne fqnvsg¯ 

Sgd `tsgnqr ne sgd Rsnkxohm Bktar `ksdqm`shud oqn-

posal call for a substantially more expansive mone -

tary policy on the part of the central bank to promote 

private investment. At the same time, pointing to 

unused production capacities in Russia, they recom-

mend boosting domestic demand through an increase 

in government spending to generate increased eco-

nomic growth. 93 Their plan aims to achieve long -term 

budget equilibrium not through spending cuts but 

through the increase in tax revenues resulting from 

economic growth. Titov pairs his Keynesian perspec-

tive with a developmental state approach: According 

to this idea, active industrial policy and ongoing im -

port substitution will lead to the emergence of lead -

ing international enterprises in a variety of techno -

logical sectors. Titov and his colleagues expect that 

the defense industry will make a positive co ntribu-

tion to growth, and warn against a decrease in de -

fense spending.94 Nudq`kk sgd Rsnkxohm Bktar `o-

 

91 @kdwdx Jtcqhm+ ®Aitcygdsmxi l`mduq h rsqtjstrnaya 

odqdrsqnij` qnrrhirjni Ĳjnmnlhjh¯ ZSgd atcfds l`mdtudq `mc

structural reform of the Russian economy], Unoqnrx Ĳjnmnlhjh 

26, no. 9 (2017). 

92 @mcqdx Nrsqntjg+ ®Vnqkc A`mj Tqfdr Qtrrh` sn Rodmc

Lnqd nm Gd`ksgb`qd+ Dctb`shnm¯+Reuters, 16 January 2018, 

https://uk.reuters.com/article/us-worldbank -russia/world-

bank-urges-russia-to-spend-more-on-healthcare-education-

idUKKBN1F529F (accessed 2 February 2018). 

93 Anqhr Shsnu `mc @kdjr`mcq Rghqnu+ ®Rsq`sdfhi` qnrs` cki`

Qnrrhh¯ ZRsq`sdfx ne fqnvsg enq Qtrrh`\+Vnoqnrx Ĳjnmnlhjh 26, 

no. 12 (2017). 

94 Hmrshsts Ĳjnmnlhjh qnrs` hl- Rsnkxohm` O-@-+Qnk undmmn-

oqnlxrgkdmmnfn jnlokdjr` u nadrodbgdmhh Ĳjnmnlhbgdrjnfn qnrs` u

RF [The role of the military -industrial complex in ensuring 

economic growth in the RF] (Moscow, November 2017), 

https://uk.reuters.com/article/us-worldbank-russia/world-bank-urges-russia-to-spend-more-on-healthcare-education-idUKKBN1F529F
https://uk.reuters.com/article/us-worldbank-russia/world-bank-urges-russia-to-spend-more-on-healthcare-education-idUKKBN1F529F
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proach is less systematic in its design and more eclec-

shb sg`m Jtcqhmr qdrd`qbg-based recommendations. 

Low likelihood of implementation  

The Kremlin ha s shown no clear preference for either 

of the plans. After a presentation of the two reform 

papers, Putin suggested that a joint strategy be devel-

oped combining both concepts. 95 In view of the con -

tradictions between a number of the recommenda-

tions, this would be virtually impossible to carry out. 

Overall, the reaction on the part of the Russian lead -

ership reveals a certain level of disinterest in the 

proposals for structural change.  

Otshmr `oo`qdms qdktbs`mbd sn l`jd ` cdbhrhnm hm

this regard is most l ikely rooted in the fact that both 

oqnfq`lr bnms`hm hcd`r sg`s bnmsq`chbs sgd Jqdlkhmr

current political priorities. Kudrin calls for wide-

spread cuts in areas affecting important political cli -

ensdkd fqntor sg`s btqqdmskx cdodmc nm sgd ®tmoqn,

ductive expemchstqdr¯ hm sgd atcfds- Shsnur oqnonr`k

may entail too many economic risks: Above all, the 

dangers of inflation but also of increased government 

debt make a more expansive monetary and fiscal 

policy uninteresting to the Kremlin, which has tended 

to act in a more conservative way up to now. This am -

ahu`kdmbd adb`ld bkd`qkx `oo`qdms hm Otshmr `ccqdrr

to the Federal Assembly in March of 2018. The an-

nouncements in the first part of his address strongly 

qdb`kkdc Jtcqhmr cdl`mcr9 hmbqd`rhmf rodmchmf nm

education, health, and infrastructure. The second part 

fknqhehdc sgd rtbbdrrdr ne Qtrrh`r lhkhs`qx athkcto-

There was no mention of any decrease in military 

spending.96 

 

http://stolypinsky.club/2017/11/22/issledovanie-instituta -

ekonomiki -rosta-rol -oboronno-promyshlennogo -kompleksa-

v-obespechenii-ekonomicheskogo-rosta-v-rf/ (accessed 1 Feb-

ruary 2018). 

95 Udrsh Ehm`mbd+ ®Otshm nbdmhk rsq`sdfhh Jtcqhm` h Shsnu`-

Bgsn c`krgd>¯ ZOtshm du`kt`sdc sgd rsq`sdfhdr ne Jtcqhm `mc

Titov. Where do we go from here?], Vesti Finance, 31 May 

2017, http://www.vestifinance.ru/articles/86115  (accessed 

5 January 2018). 

96 ®Oqdrhcdmsh`k @ccqdrr sn sgd Edcdq`k @rrdlakx¯+Kremlin.ru, 

1 March 2018, http://en.kremlin.ru/events/president/news/  

56957 (accessed 30 April 2018). 
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http://stolypinsky.club/2017/11/22/issledovanie-instituta-ekonomiki-rosta-rol-oboronno-promyshlennogo-kompleksa-v-obespechenii-ekonomicheskogo-rosta-v-rf/
http://www.vestifinance.ru/articles/86115
http://en.kremlin.ru/events/president/news/56957
http://en.kremlin.ru/events/president/news/56957
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Economic know -how and reform  concepts can be 

entmc oqdcnlhm`mskx `lnmf sgd ®khadq`kr¯ vhsghm

the Russian elite, who still hold important positions 

in the central bank, the Finance Ministry, and the 

government -owned Sberbank. In those contexts, how-

ever, they operate purely as technocrats and have 

only a limited scope of action. As political actors, the 

liberals are just as discredited in Russia as liberal 

political ideas themselves. This is due in part to the 

qdfhldr oqno`f`mc` b`lo`hfm chrrnbh`shmf hs eqnl

the period of radical libe ralization of the government 

and the economy in the 1990s. For the liberally in -

clined elite, the annexation of Crimea and the esca -

lation of foreign policy confrontation with the West 

meant even further weakening of their position in 

the domestic political landscape.  

Instruments of long -term voluntary 
commitment, such as budget plans 
and fiscal rules, require a minimum 
level of transparency and separation 
of powers to amount to more than 

just good intentions.  

Sustainable fiscal policy in Russia is inhibited  by 

problems of expenditure control. Instruments of long -

term self -commitment such as budget plans and fiscal 

rules require a minimum level of transparency and 

separation of powers to amount to more than just 

good intentions. In reaction to the co llapse of tax rev-

enues, however, control over budget funds became 

more centralized and less transparent. Some of the 

revenues also do not make it into budgets but remain 

with state -owned enterprises. This increases their 

political clout, and since they ar e profiteers of the 

status quo, they have no interest in a reform of Rus -

sian economic policy.  

Undermining the separation of powers  

By granting the parliament budgetary powers , the 

Russian constitution gives the State Duma and the 

Federation Council an effective instrument for shap -

hmf otakhb onkhbx- Hm o`rs xd`qr+ gnvdudq+ Qtrrh`r

parliament has barely made use of this fundamental 

right in the sense set out in the constitution. After the 

acrimonious budget debates of the 1990s, which often 

ended in protr acted impasses and delayed budget 

resolutions, there have been no further disputes 

between parliament and the executive since the early 

2000s. In the Duma today, half as much time is spent 

discussing budget laws as in the early 2000s. The 

num ber of changes made during the readings in the 

Duma have declined continuously as well. 97 As a 

result, budget planning has become very predictable.  

The price being paid for this seemingly orderly pro -

cess, however, is the large-scale erosion of parliamen-

tary control . The fact that the executive branch in 

Russia today does not need to worry about support 

from Duma representatives is due above all to the 

rtbbdrretk drs`akhrgldms ne ` ®o`qsx ne onvdq¯+ sgd

United Russia party. Since 2016, the party has even 

had a large enough majority in the State Duma to 

change the constitution (343 of 450 seats). United 

Russia representatives use their Duma mandate to 

pursue particularistic interests, 98 but parliamentary 

budget debates always end with their parliamentary 

group voting to  adopt budget laws in virtually un -

changed form. Most representatives of the opposition 

groups faithful to the system use the opportunity to 

distinguish themselves politically from other parties 

 

97 Adm Mnakd+ ®@ldmchmf Atcfds Ahkkr hm sgd Qtrrh`m Rs`sd

Ctl`¯+Post-Communist Economies 29, no. 4 (2017): 505±22. 

98 Sgnl`r Qdlhmfsnm+ ®O`sqnm`fd `mc sgd O`qsx ne Onvdq-

President-O`qkh`ldms Qdk`shnmr tmcdq Uk`chlhq Otshm¯+

Europe-Asia Studies 60, no. 6 (2008): 959±87. 
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(although without consequences) by abstaining or 

voting against the budget proposals.99 

Drafting budget proposals is the task of the govern -

ldms- @s sgd fnudqmldms kdudk+ ` ®rnbh`k aknb¯ `mc

a ®rdbtqhsx aknb¯ b`m ad chrshmfthrgdc- Uhbd Oqhld

Minis ter Olga Golodets and the political representa-

tives of the health, edu cation, and labor ministry are 

bnllnmkx bntmsdc `r o`qs ne sgd ®rnbh`k aknb¯- Sgd

®rdbtqhsx aknb¯ hr fdmdq`kkx bnmrhcdqdc sn bnmrhrs ne

Vice Prime Minister Dmitry Rogozin (since May 2018: 

Yuri Borisov), Defense Minister Sergey Shoygu and the 

representatives of the security agencies and national 

guard (Viktor Zolotov), the secret service, and the Min-

istry of Internal Affairs. The main opponent of both 

blocs in the government is the Ministry of Finance, 

which always takes a very restrictive position towards 

`mx rodmchmf- Hs hr nesdm bntmsdc `r o`qs ne sgd ®ehm`m-

cial-dbnmnlhb aknb¯ snfdsgdq vhsg sgd Lhmhrtry of 

Economic Development.100 

The Kremlin sets clear boundaries on government 

negotiations. The president determines the scope of 

discussions by issuing directives with long -term im -

pacts such as the May Decrees of 2012 or the mora-

torium on tax increases up to 2018. 101 If the president 

decides to pursue a concrete goal, he has the formal 

and informal means at his disposal to push it through 

at the governmental  level.102 Vladimir Putin likes to 

use television appearances to announce popular gov-

ernment measures, which are then implemented 

without controversy or public opposition. 103 Politically  

 

99 @rhcd eqnl Tmhsdc Qtrrh`+ nmkx sgd m`shnm`khrs ®khadq`k-

cdlnbq`shb o`qsx¯ unsdc hm e`unq ne sgd btqqdms atcfds k`v

for 2018±2020, U`chl Uhrknftynu+ ®Aitcygds onuxrgdmmni

oqnbgmnrsh¯ ZAtcfds ne hmbqd`rdc rs`ahkhsx\+Kommersant, 

28 October 2017, https://www.kommersant.ru/doc/3453712  

(accessed 5 January 2018). 

100 Rsdogdm Enqsdrbtd+ ®Qtrrh`m Edcdq`k Atcfds Enql`shnm-

Hmsqnctbshnm¯+Post-Communist Economies 29, no. 4 (2017): 453. 

Sgd Qtrrh`m dkhsd hr `krn nesdm cheedqdmsh`sdc hmsn sgd ®Rhkn-

uhjh¯ 'Lhmhrsqx ne Hmsdqm`k @ee`hqr+ Rdbqds Rdquhbd+ `mc Lhkh-

s`qx( `mc sgd ®khadq`kr¯- Sghr cheedqdmsh`shnm enbtrdr nm sgd

distinguishing ideological orientation and typical career 

paths of eabg fqnto+ vghkd sgd sdql ®aknb¯ hr trdc sn qdedq

to the official roles of the various government agencies.  

101 Shsnu+ ®Otshm oqhyu`k uudrsh lnq`snqhi m` hyldmdmhd

m`knfnuni m`fqtyjh¯ 'rdd mnsd31). 

102 Rsdogdm Enqsdrbtd+ ®Sgd Qnkd ne sgd Dwdbtshud hm Qtr-

rh`m Atcfds Enql`shnm¯+Post-Communist Economies 29, no. 4 

(2017): 523±37. 

103 The most recent example was the cancellation of tax 

debts, new social benefits for mothers on the birth of their 

first child, and measures to reduce gas prices. 

qhrjx cdbhrhnmr `qd mns l`cd vhsgnts Otshmr dwokhbhs

agreement.104 

Since the beginning of the economic crisis, the 

President has tightened the reins further. Putin has 

been meeting with the government ministers on a 

biweekly basis since 2014 ± sometimes even in the 

absence of the Prime Minister. In summer of 2016, 

when the bud get situation was especially critical, 

the group of individuals actively involved in budget 

planning shrunk further, when the Kremlin and the 

Ministry of Finance delayed negotiations with the 

other ministries for several months. When the gov ern-

ment commi ssions for the various ministries ulti mate-

ly started working, they had to follow new, re strictive 

rules on the confidentiality of budget pro posals. Just a 

month was planned for consultations with in the 

government and for the discussion in parlia ment.105 

Highlights and lowlights of transparency  

In addition to a functioning separation of powers, 

transparency of planned expenditures is generally 

seen as a key precondition for public control of 

national budgets. At the same time, an increase in 

transparency without checks and balances may also 

be a sign of strengthening authoritarian control over 

the use of resources in various areas of the govern-

ment administrative apparatus and may thus enable 

the centralization of power.  

Russia has been scoring high for several years in 

international comparisons of public budget trans -

parency. In a ranking by the independent Institute 

of International Budget Partnership, Russia is on par 

with Germany. 106 For its ranking, the organization 

evaluates what data is published by the government 

and whether the point in time of publication theo -

 

104 An example is the discussion on the use of pension 

contributions, see Thomas Remington, Pension Reform in 

Authoritarian Regimes: Russia and China Compared (Atlanta,  

July 2015), http://www.polisci.emory.edu/home/documents/  

papers/pension-reform -%20authoritarian -regimes.pdf (ac-

cessed 9 October 2017). 

105 Aleksandra Prokopenko+ ®Mnuxd oq`uhk` aitcygds`¯

[New budget rules], Vedomosti 19 October 2016, https://www.  

vedomosti.ru/opinion/articles/2016/10/19/661524-novie-

pravila  (accessed 21 October 2017). 

106 International Budget Partnership, Open Budget Index 

2015, https://www.internationalbudget.org/wp -content/ 

uploads/OBS2015-OBI-Rankings-English.pdf  (accessed 2 Janu-

ary 2018). 

https://www.kommersant.ru/doc/3453712
http://www.polisci.emory.edu/home/documents/papers/pension-reform-%20authoritarian-regimes.pdf
http://www.polisci.emory.edu/home/documents/papers/pension-reform-%20authoritarian-regimes.pdf
https://www.vedomosti.ru/opinion/articles/2016/10/19/661524-novie-pravila
https://www.vedomosti.ru/opinion/articles/2016/10/19/661524-novie-pravila
https://www.vedomosti.ru/opinion/articles/2016/10/19/661524-novie-pravila
https://www.internationalbudget.org/wp-content/uploads/OBS2015-OBI-Rankings-English.pdf
https://www.internationalbudget.org/wp-content/uploads/OBS2015-OBI-Rankings-English.pdf
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Highlights and lowlights of transparency  

retically enables societal budget control. It takes into 

account in its ranking reports from the Accounts 

Chamber of Russia, and the formal legal independ-

ence of this agency from the executive branch. 

The Russian Ministry of Finance publishes detailed 

plans and projections of revenues and expenditures 

as well as precise and reliable data on actual budget 

developments. The Accounts Chamber of Russia, like 

the German Federal Audit Office, provides extensive 

and critical comments on budget laws. 107 The Russian 

Ministry of Finance occasionally seeks advice from 

international organizations to professionalize its ex -

penditure planning. In 2013, on inv itation from the 

ministry, a team from the IMF conducted a compre-

hensive evaluation of transparency and risks of Rus-

 

107 Nm Qtrrh`r hmchuhct`k q`mjhmf+ rdd Hmsdqm`shnm`k

Budget Partnership, Open Budget Survey 2015 ± Russia, https:// 

www.internationalbudget.org/wp -content/uploads/OBS2015-

CS-Russia-English.pdf  (accessed 2 January 2018). 

sian government spending. The IMF report praises the 

Russian government for its progress in the transpar-

ency of revenue and expenditure pol icies over the 

previous few years; its critique focuses on the unclear 

role of state corporations. 108 

The Russian case reveals the methodological limits 

of transparency rankings that are based on formal cri -

teria. The Russian Ministry of Finance does not have 

to respond to objections from the Accounts Chamber, 

and it is by no means obligated to make improv e-

ments to budgets. Given the largely state-controlled 

media landscape, the reports published by the Ac-

counts Chamber cannot generate any political pres -

sure from the public at large. The transparency rank -

ing also does not take into account what portion of 

the budget is considered classified information for 

reasons of national security.  

 

108 IMF, Russian Federation: Fiscal Transparency Evaluation 

(see note 3). 

Figure 9 

Percentage of classified expenditures (federal budget)  

Source: Gaidar Institute, Russian Economy in 2016. Trends and Outlooks (Moscow, 2017). 

https://www.internationalbudget.org/wp-content/uploads/OBS2015-CS-Russia-English.pdf
https://www.internationalbudget.org/wp-content/uploads/OBS2015-CS-Russia-English.pdf
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