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Economic stagnation and demographic change in Russia are putting intense
pressure on the government budget. Tax revenues have beendeclining since
sgd k> sd 1///r- Ld mvghkd+ sgd nhk cdodmcdmbx ne Qtrrh°’
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 L h mhsrhavg shrunk copsiderably 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
I ngd ogdrrhmf ptdrshnm ne nOtshm-r rtbbdrrng hm sgd Jqgdl
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 gqs ne Otshm-r entqsg sdqgl+ gnvdudg+ s w q hrdr ~ mc
vdgd ~ mmnt mbdc+ vghbg kd ¢ sn cq rshb cdbkhmdr hm sgd o
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 ghmf qghrjr enq Otshm-r entqgsg sdql hm neehbd-
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Issues ad Conclusions

Lnt mshmf Oqdrrtqgd nm
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 was
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 ~ ®&ocial 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 r ghesterme
of office (2018t 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 revenues 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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Issues and Conclusions

and political risks resulting from budgetary policy role in this: they only pay part of their profits into

inbgdbj - Sghr bg mfdc vhsgth®tshsmdsr hant ctftdg+shmen+hm qdst g
shortly after which tax increases and a higher retire - political responsibilities in Russia and abroad. Public

ment age were announced, which have led to drastic control over government resour ces is thus being

declinesintg d o g d rapprodahratings. gradually eroded and the directors of the state-owned

To increase revenues at the teight of the economic  enterprises are becoming influential political figures
crisis in 2016, the Russian government sold shares in  with their own agendas.

the oil companies Bashneft and Rosneft but without From the perspective of Germany and the EU,
relinquishing control over them. The state pension theut kmdq ahkhsx ne Qtrrh -r fn
system discontinued capital accumulation so that all importan t political implications. In a situation of
premiums could be used to cover the pay-asyou-go declining government revenues, the Russian regime
odmr hnmr - Qtrrh’-r bnl | hs lwillheve adifficul thmle legitimigimg titssrulelby s r +
in line with the November 2016 resolution of the point ing to economic successes or instituting com-
Organization of the Petroleum Exporting Countries ogqdgdmr hud rnbh” k ognfqg lr- Sg
(OPEC), was also aied at increasing revenues with - of Crimea in 2014 garnered high approval ratings in
out engaging in structural reform within the country. 2015 and 2016 despite the economic slump. If a loss
Nm sgd rodmchmf r hcd+ Qt mnofflegitimacy bdcainescad immigeht threaf, the Rus -
distinguished between politically risky and less risky sian leadership could be tempted to build on this

areas. It has passed early and significant budget cuts experience. The result would be a stronger emphasis
inpolicyarear sg° s chc mns =~ eedosmobitjzihg phtgatid sentinment and mtensifying

voters and supporters + areas like education, the anti -Western propaganda. An improvement in rela -
economy (infrastructure), and health spending on tions between the EU and Russia would then be
the federal level. Pensions, social security, and pushed off into the more distant future.

defense, on the other hand, have long been spared A more prolonged budget crisis or a serious de-
from budget cuts. stabilization of the Russian regime could also have

Only when the 2016 budget crisis reached danger-  severe immediate impacts on the EU. For Germany,
ous proportions did the Russian government decide to it would pose risks to the energy supply and to the
reduce pension inflation adjustments and eventually security of foreign direct investments in Russia. Politi -
"krn g hrd sgd gdshqgdl dms calfledtabilizgtmprdin Mogcdw wohldalso quickly o g n ™ b g
to military spending was similarly cautious: Dec isions spread to neighboring coun tries with close economic
on a long-term state armament program were delayed ties to Russia. Unresolved conflicts in the region could
repeatedly and finally made in fall of 2017, only after then spin out of control.
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 Ldeesdr sgx-r otquhdv g ud hm
The big state-owned enterprises play an important
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Diminishing Room
to Manoeuver

Qtrrh > -r otakhb atcfdsr "~ dgHsSbnl olamsdd tnfess gsdg @ d didgk k 0 g h b c
budget (with spending of 17.8 percent of GDP in
2017), regional and municipal budgets (11.7 percent),  Oil and gas extraction taxes and export tariffs have

and the social security funds (11.6 percent).! In ab- made up around half of a Il federal and a quarter of

solute figures, federal spending in 2017 was 16.4 tril - total tax revenues in Russia since the mid-2000s (see

khnm gt ak dr? adndcbrddidadcekpertdin m Appendices A and B p. 42 and 43). During the oil

tures for all public budgets amounted to 32 trillion boom of 2010+ 2014, annual revenues from oil and

gtakdr ' ~374 ahkkhnm(- Rh ngasdales d&rlounteceto 9sperakent of G@Ph At first glahce,u d g m,
ment budgets are interli nked through extensive trans - this does not seem to place Russia in the category

fers, total government spending (that is, the govern- of®qgdmshdq rs>sdr + vghdig cdghud
ment spending ratio) adds up to 35.2 percent of GDP.  their tax revenues from sales of oil and gas. In Saudi

In the broadest sense, governmentcontrolled enter - Arabia, the United Arab Emirates, and Iraq, energy

prises also belong to the public sector. Only estimates  revenues make up over 80 percent of the total govern-
areavailablear sn sgdrd bnl o’ mh d mentbddgei. dimRussE,thowever; non-oil tax rev -
Studies by the International Monetary Fund (IMF) and  enues depend in part on energy exports as well. Energy
Russian economists estimate them at 29 to 30 percent companies play an important role, for instance, in
of GDP? corporate and individual income taxes. Taken at face
value, the budget figures also conceal the fact that
domestic gas supply is crosssubsidized in the Russian
economy by revenues from gas exports®
1 All budget data are taken from the Russian Finance The oil price slump of 2014 had a severe negative
Lhmhrsqgx-r neehbh’ kFinassovsl h » mh b effect brofederaitaxQevenues$. Although the floating
micheskie pokazateli Rossijskoj Fedffezincial and economic  of the ruble exchange rate absorbed some of the shock,
indicators of the Russian Federation], https://www.minfin.ru/ revenues fell by more than one third up to 2016 to
ru/statistics/. Data on GDP come from: RosstatValovoj vnu just 5.6 percent of GDP, which resulted in a federal
trennij produkt[G_ross Domestic Product] http://www.gks.ru/ budget deficit of 3.4 percent of GDP. Without two
free_doc/new_site/vvp/vvpgod/tab3.htm (both accessed major privatizations (Rosneft and Bashneft), the defi -

2 February 2018). See Apendices A and B, p. 42 and 43. . . .
Y ) Ap P cit would have been as high as 4.6 percent of GDP in
2 To convert ruble amounts, we used the average exchange

g sd eng 1/06 ' ~0 hr dpthu kdms sn 54-83 qtakdr(+ ®Dtqgn ' DTQ(
to Russian Ruble (RUB) Average Annual Exchange Rate
1999+ 1 / O Gftatista(online), 2018, http://www.statista.

com/statistics/412824/eurcto-ruble -averageannual -exchange- 4 A frequently used threshold value in the literature is
rate/ (accessed 27 March 2018). 40o0dgbdms+ rdd Fh bnln Ktbh  mh+ ®@kkn]l
3 International Monetary Fund (IMF), Russian Federation: States. A Theoretical Frd d v n q j The ArdbiStated. Gia-
Fiscal Transparency Evaluatidff: Country Report 14/134 como Luciani (Berkeley, 1990), 70.
(Washington, D.C., May 2014), https://www.imf.org/external/ 5 IMF, Revenue Administration. Administering Revenues from
pubs/ft/scr/2014/cr14134.pdf(accessed 30 December 2017); Natural ResourcesA Short PrimefWashington, D.C., July
Alexander Abramov, Alexander Radygin and Maria Cher - 2014), 4.
mn u ~ + -@Resl Ertedprises in the Russian Market. 6 Rsde™ m V frsxk+ ®Qtrr h BnaRhchmf vhs
Nvmdqgrgho Rsqgtbstqgd °~ mc <®Rgssiang QalKiesghlaly 291 ,thttpL/vwwwifincbn¥content/ab44357 -
Journal of Economi@sno. 1 (2017} 1+ 23. 5e42-3ecd-a96f-415bbd42db08 (accessed 26 March 2018).
SWPBerlin
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Diminishing Room to Manoeuver

Figure 1

Federal budget revenues and balance (in percent of GDP)
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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 odgbdms ne FCO hr dwod

bsdc+ Fnrtc®

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

Source: Minfin Rossii, Finansov®Jj n mn| hbgdr j hd
Federation], https://www.minfin.ru/ru/statis tics/

2016. The average oil price in 2016 was $41.9/
Against the backdrop of a renewed increase in oll
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
pricing Russian oil, Minfin Rossii, O srednej cene nefti marki
Urals po itogam janvarja dekabrja 2017 godon 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).

SWPBerlin
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o nj [Anansia &t ecaponticrindicators of the Russ@ard q ~ b h

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
gdf hnmr - cdasr hmbgd rdc
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.® 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

g r s ud rZakonoproekt ¥16242-7E d

rtars

8 Alexander Libman, Russische Regionen. Sichere Basis oder

Quelle der Instabilitat fir den Kren@WRStudie 19/2016 (Ber
lin: Stiftung Wissenschaft und Politik, November 2016), 1 3.

Fnudgml dms Atcfds
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Hs-r mns itrs
Qtrrh>-r qgdf hnmr+ ats hr kyrowth sncedhg 2000s that s rodted instruduwraB o d g b d ms
of GDP? problems. Despite high potential returns on invest-

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 Lhmhrsgx enqg sgod-
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

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 -

@tvrred demterprises, wicoSedsisare in tha Rulssiac etand mc

my has increased even further in recent times, are
less efficient than private businesses.™

The difficult demographic situation in Russia at
present is putting an additional damper on growth.
Around one -third of economic growth from 1997 to

oil and gas revenues in most years. 1/00 b 1l d egnloghgbd c®cudnhendngcr =~ ne
growing working -age population + an extraordinarily
Economic growth is unlikely to ease favorable situation. ** What had once been a blessing
budgetary strain in the year s to come. increasingly became a curse, however: in 2017 alone,
Qt r r h™ - r-age popujatomdropped from 84.2
According to estimates by Fitch Ratings, Russia to 83.2 million. A large co hort is currently leaving the
would have needed an average oil price of $72 a bar- labor market, while the cohort of young people enter -
rel in 2017 to balance its budget. This places Russia ing the workforce is just half as large. Up to 2024,
insgd | hcckd ~ | nmf s-gxportingn q khe Russiah statistiogl office Rosstat expects a further
nations: Nigeria ($139), Bahrain ($84),and Angola decline to a working -age population of 77.9 million. *°
($82) needed much higher prices. Kuwait ($45), Qatar Western sanctions are also having a negative im-
($51), and the United Arab Emirates ($60) adjusted o bs nm Qtrrh -r oqnrodbsr enqg s
better to the lower oil price. Like Russia, Saudi Arabia  ate effect of the financial market sanctions imposed
was in the middle of the field in 2017, at $74 per by the EU and USA during the crisis in the Ukraine
barrel.*® peaked in late 2014 and 2015, but new risks arose in
Economic growth is unli kely to ease the strain on thesul  dg ne 1/ 06 vhsg sgd Tmhsdc |
budgets in the years to come. The Russian economy Act (Countering America G Adversaries Through Sane
posted 1.5 percent growth in 2017, allowing it to tions Act), which is severely affecting Russian com-
leave the recessions of 2015 and 2016 behind. Yet panies with international business ties. Uncertainty
forecasts for the coming years are less optimistic: about the future use of the various sanction mecha -
growth rates are projected to be 1.7+ 1.8 percent nisms mentioned in the act is impeding the Russian
up to 2020." dbnmnl x-r hmsdfg shnm hmsn hmsdq
The backgrounds n Qt r r h ™ - r-terint gq q dahans &nd awcess to Western capital markets. This
economic slump is a significant decline in potential in turn raises protectionist walls higher that were
erected around the economy by Russian industrial
) . policy from 2012+ 1/ 07 c¢ct ghmf Ot shm-r sghoc
9 Atthe end of 2017, regional debt was 2.1 trillion rubles .16
'~20-7 ahkkhnm(- C° s nm qdf h%fr%f‘fl(f(e' cdas "gqd otakhrgdc hm ®Fnrt
darstvennyjdolgsubdj snu QE~ ZOtakhb cdas ne Qtrrh ™ m edc
eral subjects],iMonitoring, 1 March 2018, http://iminfin.ru/ 13 Hahc-: @aq I nu+ Q cxf-@Gwned mc Bgdgmnu
areasof-analysis/budget/gosudarstvennyjdolg-sub-ektov-rf? Dmsdqoqhrd3. 'rdd mnsd
territory=14000000 (accessed 27 March 2018). 14 World Bank Group, Searching for a New Silver Age in Russia.
10 According to estimates by Fitch Ratings, Claudia Car The Drivers and Impacts of Population AdWwashington, D.C.,
odmsdg+ ®Jtv hs Hr Adrs Nee+ MRSA®H Vngrs hm Ehsbg-r 1/06
Oil Break-D u d mloomberg6 April 2017, https://www. 15 Rosstat,DemografijdDemography], http://www.gks.ru/
bloomberg.com/news/articles/2017-04-06/kuwait -is-best-off - wps/wem/connect/rosstat_main/rosstat/ru/statistics/population/
nigeria-worst-in fitch -s-2017-oil -break-even (accessed 20 De demography/# (accessed 2 February 2018).
cember 2017). 16 Vladimir Ruvinskijand L " ghi ° Ygdkdymnu  + ®Jqt f
11 Rosstat,Valovoj vnutrennij produksee notel). rossijskoj toksichnosti. Kak daleko mogut zajti posledstvija
12 World Bank Group, Global Economic Prospects. BBaaed mnuxbg | dghj nRippldefferts of Rusgiab hi = Z
Upturn, but for How Long@WVashington, D.C., 2018), 4. toxicity. How far the impacts of the new American sanctions
SWPBerlin
Lnt mshmf Oqdrrtqd nm Qtrrh’ -r Fn
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Figure2

Russian Population by Age Groups (2015)
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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).

The relatively low public debt (13.8 percent of GDP,  to at least 102 percent of GDP® The majority of this

including government guarantees) *’ currently poses was from government -controlled banks, whose share
no danger to Russian budgetary stability. In the near in the banking system had increased to 66 percent in
future, however, new sanctions by the USA could 2017 due to the nationalization of troubled banks. *°
trigger a sell-off of government bonds (see inset box These liabilities are offset by assets, but there is no
on page 11). Based on its analysis of budgetary risks in  consolidated report available analy zing the fiscal risks
Russia, the IMF pointed out that the financial liabil - of government-controlled enterprises for the budget,

ities of government -controlled enterprises amounted making these risks very difficult to quantify. Particu -

can go], Vedomosti29 October 2017, https://www.vedomosti. 18 IMF, Russian Federation: Fiscal Transparency Evaluation
ru/opinion/articles/2017/10/30/739760-krugi -toksichnosti (seenote 3).
(accessed 23 January 2018). 19 InnaGrigordu ™ + ®Cnkit fnrtc > qrsu’ u ¢
17 Minfin Rossii, Gosudarstvennyj ddigublic Debt], 9 Janu ogranichit - [Stateownership in banks is to be limited],
ary 2018, https://www.minfin.ru/ru/perfomance/public_debt/ Banki.ru 20 October 2017, http://www.banki.ru/news/
(accessed 26 January 2018). bankpress/?id=10070588(accessed 26 January 2018).
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Hs - r

Effects of p ossible US sanctions on Russian government bonds

Hm sgd eq |l dvngqj nBen t sngsdd gThnmhf s d(
Adversaries Through Sanctions Act (CAATS\) in 2017, the
Treasury Department was directed to submit a detailed report
on the consequences ofthe United States imposing sanctions
on Russiangovernment bonds.? If the US president sanctioned
existing government bonds, both eurobonds (a bond denomi -
nated in a foreign currency) and government bonds denominated
in rubles (ObligatsiFederalne Zaima, OFZ) would no longer be
tradeable by foreign investors after a transitional period. The
Qtrrh ™ m fnudgmldms-r dt g#48.8 mc
billion in early 2018, one -third of which was held by non-
resident investors ($15.1 billion). The total value of the OFZ
was 6.8trillion rubles ( ~103.5 billion), although bonds with a
volume of 2.3 trillion ( ~35.4 billion) were held by foreigners. P
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 suggesthat the ruble would depreciate by around
10 percent,® accompanied by higher rates of inflation.  Returns
on Russian govenment bonds would also increase, although the

a ®L hmehm Qnr forkitovatig/pusk evrobmohdov iz -za
R"@ ZQtrrh -r Ehm mb:

ance of eurobonds due to US sanctions], in:Vedomostil8 De-

r>mj bhi

cember 2017, https://www.vedomosti.ru/finance/news/2017/
12/18/745646minfin -rossii-ne-stanet-forsirovat -vipusk -
evrobondov-iz-za-sanktsii-ssha(accessed 26 January 2018).

b Bank Rossii, Nominainyj ob"em obligacij federabgo zajma
(OFZ), prinadtéashciich nerezidentam, i dolja nerezidentov na
rynke[Nominal value of foreign-held OFZand the share

held by non -resident investors], http://www.cbr.ru/
statistics/credit_statistics/debt/table_ofz.xlIsx ibid ., Vlozhenija
nerezidentov v evroobligacii Rossijskoj FedEaaeign invest-
ments in eurobonds of the Russian Federaton],http://www .
cbr.ru/statistics/credit_statistics/debt/72_eurdbonds.xls;
Minfin Rossii, Gosudarstvennyj \staij dolg Rossijskoj Federaci
(2011+2018 gg.)[Government foreign debt of the Russian
Federation (2011t 2018)], https://www.minfin.ru/common/
upload/library/201 8/05/main/Obem_gos.vnesh.dolga_
20180501.xlsx (all accessedd June 2018).

larly Russian banking supervision has proven in the
past to be often inadequate.?

However, for Russia, the risk of financial insolven-
cy is currently very low. Recent western financial

20 @mcqdx Lnubg > m+ ®Gnv sn
R x r s @ihancial Timesl4 January 2018, https://www.ft.
com/content/b90754a87c0-11e7-a4c%bbdefadf210b
(accessed 15 January 2018).

Ehw Qtrrh’-r

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.®

In its 2018 report on this sanction mechanism, the US
Treasury warned of much stronger repercussions that could
even go as far as destabilizingRussian 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 reaced to the potential sanctions with
preemptive caution, the results could affect current bond
holdings as well.”

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 selloff 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 B ghyissuingwhd °
areknownas® dnok d-r+ afnmmcdgml d ms e
private individuals in Russia. ?

c C' mhk ltkhi® Shs
“ldghj" Zagqt dgvinslb s g t

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

Rdcknu °~ mc
mbx | nfts
Forbes21 November 2017, http://www.forbes.ru/finansy -i-
investicii/353045-v-ozhidanii -sankciy-kak-amerikancy -mogut -
obrushit -rubl (accesed 2 February 2018).

d S yanalomskay + ®Bdmsqgna’  mj I hmh
mj bhi = Zt¢t

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

izy> tfqnyx mnuxbg r°
Vedomostil4 December 2017, https://www.vedomosti.ru/
economics/articles/2017/12/14/745198sentrobank -snizit -stavku
(accessed 2 February 2018).

e For 10year government bonds denominated in rubles (OFZ).
f Dghj V°
He T-R-

rrnm. R"kdg™ Lngr hm+
R™ mb s h rBloombeggtcon2 February 20d&
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’ +c).®
market sanctions also caused total foreign debt (gow-
ernment and private) to fall to $529.1 billion. At the

r 1ld shld+ sgd Bdmsqg k A’

around $449.8 billion in February 2018. Russiawould
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Diminishing Room to Manoeuver

As the financial roomto  manoeuver
diminishes, the Russian government

Is forced to raise taxes and make

people work longer into old age.
ghccdm kh ahkhshdr

In comparable calculations, the World Bank esti-

" s s g h a tnmts that Rugsian public debt coufd éherease to 116
percent of GDP by 2050, although as much as250
percent is possible depending on how productivity,
demographics, and the oil price develop. *® The tax
rates and pension levels assumed in these studies
have already changedr h mbd Ot s hm- r

be able to use these funds to pay for its current im -
ports for 19 months. ?*

Qtrrh™ -r

It would be short-r hf gsdc sn
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 entqgsg

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 commaodity 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. ** According to their
estimates, all taxes would have to be raised by 49
percent or all expenditures reduced by 33 percent in
ngcdg sn a k> mbd
sdgl ®ehrb>k f >0 ne
that is, the disparity between all future revenues and
all future expenditures + is, according to the econo-

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 ,s n
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° A similar

et st qgd -o tlewd df teseraes @nktelad of the c@sertorSipercent in k n mf
038 -5 the Rupdiath wedfarenflnds mMQ@L.8) evalilgl bexresjuirgd

to counterbalance the impacts of demogr aphic change
on the current tax system up to 2050.

hmbgd™rd-

Qt

l hrsr- drshl > sdr+ dudm f gqd Thargasos fprthe negajive sorecasts isonotfushs g h d r
that are deeply in debt today, such as Greece, Bel Qtrrh -r c¢cdlnfg oghb cdudknol d
gium, and Japan (10 percent each) as well as Germany predicted stagnation of oil and gas production. The

(5 percent).® 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)*

21 Bank Rossii,Vneshniy dolg Rossijskoj Fed€faieign
debt of the Russian Federation], http://www.cbr.ru/statistics/

credit_statistics/debt/debt_new.xIsx (accessed 6 August 2018).
22 Eugene Goryunov etal.,Qt r r h* - r, NBER Wark- k

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 pecentage of future GDP (at current prices).
24 Evgeny Goryunov, Lawrence Kotlikoff and Sergey Sinet
nikovLt gx kdu+ ®Sgd Ehrb”k F Rus
sian Journal of Economigso. 3 (2015): 25G 51.
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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 Russianthe 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
te shopw no growth. For countries that face significant
demographic challenges, the solution typically cen -
sdqr ~gnt mec

25 World Bank Group, Balancing Economidjustment and
TransformationRussia Economic Report 34 (Washington,
D.C., 2015), 46.

@r26 DMFs Histal Moditor eOttgberQ@18. axing Tidéashing-
ton, D.C., October 2013), 81.
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Volatile oil price putting a strain on budget discipline

Figure3
Qt r r h ™ -tarm fiscalmdp compared to other countries (in % of GDP)
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Source: Evgeny Goryunoy Lawrence Kotlikoff and Sergey Sinelnikov-L t g x k du+ ®Sgd Ehr b  k F  o- @m
Russiadournal of Economitsno. 3 (2015) 254.

The dominance of resource exports is thus a stum- ditures + and these changes will have a palpable
bling block on the path out of future debt. impact on the Russian populatio n.?
For the Russian economy, the best chances of long
term growth lie outside of oi | and gas. Companies
outside the energy sector are much more dependent,  Volatile oil price putting a strain on

however, on the provision of public goods. They budget discipline
require higher public investments than gas and
oil producers, for instance, in infrastructure or the Sgd Ehm mbd Lhmhrsqgx-r qdrdqudr
educational system. Improving the neglected eco Qtrrh " m ehrb k onkhbx m sgd 1//
nomic potential outside the energy sector would eign wealth funds were never comparable in size to
therefore initially require increased government those of other oil -producing countries. In the United
expenditures.?’ Arab Emirates, Norway, and Saudi Arabia, reserves
This reveals the dilemma currently facing the Rus -  amount to over 100 percent of GDP. In early 2009,

sian leadership: on the one hand, major investments Russian reserves reached their highest level to date
and possibly expensive structural reforms are needed at 16 percent of GDP. In 2015, just 11 percent of GDP

to escape the longterm debt trap through growth. remained. One of the two sovereign wealth funds

On the other hand, it is necessary to rapidly build (the reserve fund) was then used up entirely to cover
reserves to pay for future pensions. Due to the cur- budget deficits, and at the end of 2017 it was dis-
rent overall low percentage of government revenues solved. The reserves in the second fund (national wel-
(33.7 percent of GDP in2017), Russia has to make fare fund) still made up 3.9 percent of GDP at the end

more significant changes in relative terms than, for
instance, Belgium (51.1 percent of GDP), which is

confronted with a comparable increase in expen - 28 On Belgian government revenue, see Economist
Intelligence Unit, Belgium. Annual Data and Forecasips://
country.eiu.com/article.aspx?articleid=1866770970&Country
=Belgium (accessed 8 June 2018). On Russian revenue, see
27 Ibid.; World Bank Group, Balancing Economic Adjustment Minfin Rossii, Finansov@) j n mn | h b gateli Rossiskop nj ~ y
and Transformatioiiseenote 25). Federaci{see notel).
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Diminishing Room to Manoeuver

Figured

Change in expenditures for the pension systemupto 2050 (in % of GDP)
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Source: IMF,Fiscal Monitor, October 2013. Taxing Tifiéashington, D.C., October 2013.

of 2017, but this was only partially invested in liquid $45. This second rule was suspended in the following
“rrdsr ' 1-2 sghkkhnm gt ak dyeatto allay the additioaahflmédshorbenfsedfomec s gt r
could only partially be used to cover future deficits. >  comprehensive stimulus package during the financial

Although the welfare fund was designed to provide crisis. The third rule ($91, introduced in 201 2) already
long-term protection for the pension system, some of became obsolete shortly after its introduction, when
the funds were used for high -risk financing of state - the oil price fell by half in 2014. *

owned businessesand infrastructural projects such As of early 2018, Russia has a new fiscal rule in
asthe 2014 Winter Olympics in Sochi. The partia | place, again with a low oil price of just $40 as its
misuse and low volume of the reserve funds show threshold value. Budget plans for the years 2018 to
the monumental political difficulties the government 2020 are based on annual oil and gas revenues of

in Moscow is facing when it comes to sustainable only around 5 percent of GDP. The oil price in fact

Il "m fdldms ne Qtrrh’-r qdrrosetqdvel $60 dt th& endjof 2017 and to around $70
Up to now in Russia, fiscal rules have had a limited  in 2018, so revenues should be higher than estimated.

lifespan, regularly falling victim to the temptations Whether or not the Russian government will exe rcise
of an expansive fiscal policy. The fir st fiscal rule, in - the necessary fiscal discipline remains questionable
troduced in 2004 under then Finance Minister Alexei in view of the short lifespan of past fiscal rules.

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 fiditious oil price of $20: All rev -

ent dr ~anud sghr kdudk g-c sn ad sq mredgqgqdc sn °~ Q®r s’
biiy > shnm etmc-" Hm khfgs ne sgd qghrhmf nhk oghbdr+ 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 uhsdk-Yswudc Qmihd h@®¢  uhsdk- 38 L1 he q&d Ad Isgchgn+ ®Ai t cygdsmnd oq u

2017 [Meeting of the Government, 7 December 2017], http:// 4.0], Kommersanté June 2017, https://www.kommersant.ru/
government.ru/news/30441/ (accessed 26 January 2018). doc/3318593(accessed 6 June 2017).
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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
enshrinedintheFdql " m bnmr shstshnm h
ag jd + '"A'rhb K v+ @s- 0/38
tural debt to 0.35 percent of GDP.?

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
bnt msgx-r qgdrnt qbd goderninengbudgehc
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™ -

a Christian Kastrop, Gisela Meister-Scheufelen, Margaretha
Rt cgne " mc Vdgmdg Dadgs +
derRb gt k ¢ d mfqntdptradd challengesof the debt
brake], Aus Politik und Zeitgeschidfeno. 13 (2012) http://
www.bpb.de/apuz/126016/konzept-und -herausforderungen -der-
schuldenbremse?p=all (accessed 9 March 2018).

Figure 5

Sgd Ehm mbd Lhmhrsqgx-r
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Volatile oil price putting a strain on budget discipline

Government reserves are generallyinvested 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 policy + 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. ®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.

b IMF, The Commodities Roller Coaster. A Fiscal Framework
Uncertain TimeéNashington, D.C., October 2015), 8, http://
www.imf.org/en/Publications/FM/Issues/2016/12/31/The
Commodities-Roller-Coaster(accessed 11 August 2017).

ehrb " k qtkd+ nhk oqghbd

s
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Reserves at year end (billion USD)

Sources: Reserves and oil price: Minfin Rossii,Finansovdj n mn | Ipdkazateli Rdsgljskoj Federgei also rote 1); Fiscal rule:

Cl hsghi Atsqghm+

®Ai t cy gds mnkbmneesan buker2013, https://mvidvekonumerdast.rufdock33iLgs93- / \
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Obstacles in Budget Policy

Obstacles inBudget Policy

Budget imbalances in recent years have significantly
increased pressure on the Russian government for
gdenglr- @ rdbnmc nq
around $40 could make it necessary to implement
austerity measures, which would further t hreaten
theqdf hl d-r onotk ghsx-
Until recently, the Russian Finance Ministry has

oil production tax on the Russian fuel market, a
reduction of the gasoline tax was planned, * but

s g h q cinst@adl, the gasoline faxswas sigtificantty opdrelasta

aswell,*® and like with the corporate income tax,
revenues were redistributed from regional budgets
to the federal budget.*’ The attempt to increase divi-
dends from state-controlled joint stock companies

had few policy options to substantially increase rev - o qsh kkx e hkdc+ gnvdudg+ ctd
enues. At the end of 2014, President Putin announced  resistance®
a moratorium on tax increases that would apply up
to the 2018 presidential election. * The Finance Minis- The Finance Ministry attempted to
try nevertheless attempted to boost federal revenues increase federal revenues through a
through a variety of smaller adjustments. For in - series of smaller adjustments.
stance, the government sold its shares in oil produc-
ers Rosneft and Bashneft. Capital accumulation, one Part of the losses in oil revenues were absorbed in
of the pillars of the Russian pension system, was this way, but the majority of measures implemented
suspended in favor of a pay-asyou-go system so that are not sufficient to increase tax revenues on a long -
all contributions could go toward ongoing pension term basis. Either they could only be imp lemented
payments. In the case of the corporate income tax, once (privatization) or they increased current tax rev -
the possibilities for companies to carry forward losses  enues at the expense of future budget years (pensions,
have been limited. ** At the same time, a portion of corporate income taxes). The redistribution of regional
the revenues from the corporate income tax has been  revenues will not ease the federal budget in the long
shifted from the regional to the federal budget. * term because Moscow will ultimately have to take
Production taxes for the oil industry were increased, the responsibility for regional debt.
while the planned reduction of export tariffs was Before the tax and retirement age adjustment
postponed.** To balance the effects of the increased announced in 2018, t he biggest adjustments were
planned on the expenditure side. General govern-
3. Rdgqfdi Shsnu+ ®Otshm oghyu  k uudrsh Ing snghi m hyl dmd
mhd m  knfnuni m fqtyjh™ ZOt s h mmbst kOkdrch 2@16, bttps://miwavgdorsostiquiopition/n m
the change in the tax burden], Vedomosti4 December 2014, articles/2016/03/10/632959dpi (accessed 1 September 2017).
https://www.vedomosti.ru/finance/articles/2014/12/04/putin - 35 YuriA qrtjnu+ ®U aitcygds cnk-its
prizval -vvesti-moratorij -na-izmenenie -nalogovoj (accessed chotatq > ycdkhs- m knfnund aqdli > r on
31 December 2017). budget is being filled up with gas ], Kommersantl5 September
32 ®0dgdmpmut ax4d/ 06 fnct  ZKnr r 206, htps#vdver. koenmersant.iq ¢doc/3089123(accessed
in 2017], Buchgalterija.rul7 January 2017, http://www. 28 January 2018).
buhgalteria.ru/article/n154921 (accessed 24 August 2017). 36 Nk-f > Lnqgcitrgdmj#f +teguir@anenf hd ~j b
33 Dkhy>uds™ A"y  mnurublejzarébota-g s h @ & inj High e@x&ise taxest market regulation], Kommersant
juugdf hnmx m° m knfnuxbg hyl dmd miAprilR2@ls, hBQ/oviviakommersantru/doc/28 62740
almost 100 billion rubles through tax changes], Vedomosti (accessed 31 August 2017).
2 March 2017), https://www.vedomosti.ru/economics/ 37 Dj "sdghm™> Ldqgd!l hmrj > x> “mc Nk-f°~
articles/2017/03/02/679613zarabotayut-regioni -nalogovih - ns Otshm =~ Z0 d¢danosti23dupen2017,0t s h m\ +

izmeneniyah (accessed 24 August 2017).
34 FaresKiy hd+ ®MCOH9
[NDPI(=d ws g bshnm s°

https://www.vedomosti.ru/economics/articles/2017/06/23/
-came podhimdtmb h q n 695653-rubl -putina (accessed 30 August 2017).
wdr (9 (CJedse d q d 88 hSeesbdlew,pc38B.m- s g~ hr d\
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https://www.kommersant.ru/doc/3089123
https://www.kommersant.ru/doc/2962740
https://www.vedomosti.ru/economics/articles/2017/06/23/695653-rubl-putina
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Figure6

Social and pension policy is becoming mor e expensive

Past and planned changes in spending (in percent of GDP) as of May 2018
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[Financial and economic indicators of the Russian Federation], https://www.minfin.ru/ru/statistics/

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)*® 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 cdgrgho r hmbd
most important supporters. Under President Vladimir
Putin, social policy and the defense sector were devel
nodc vhsg sgd dwokhbhs

39 All relative figures refer to changes in spending relative
to GDP.

T hi

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

sof2dl yercert &f €DP iseplarthddsip te 2020, inklgdd | k h m- r
odgbdms ne FCO bt s

hmf °~ 0-/
social spending.

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
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Source: RosstatNeravenstvo i bedndstequality and poverty], http:// www.gks.ru/wps/wcm/connect/rosstat_main/rosstat/ru/
statistics/population/poverty/# (accessed 2 February 2018).

payments. This budget item does not provide a com- therefore a key condition for the stability of the politi -
okdsd ohbstqgqd ne “kk ne scgdsyQm®™ h m fnudgmldms-r rnbh’k
policy activities, however. Some measures that are

designed to protect socially or economically disad - The informal sec tor impedes
vantaged segments of the population are financed targeted redistribution
through other budget cate gories such as health and
education. In Russia, over 80 percent of fiscal redistribution of

In many ways, Russia faces similar social policy income is achieved through pensions. This helps to
challenges to other post-Soviet states. Rapidly increas  attenuate the inequality in market incomes, which is
ing inequality and high poverty rates have lentin - extremely high by international comparison. *' Never-
creased urgency to questions of social justice and theless, 20 million Russians live in poverty according
redistribution since the end of the Soviet Union. The to official Russian statistics. Economic growth in the

poot k> shnm-r dwodbs shnmr “2@006stasd rapidly rising pensionsf imthe gegiod that
ment should provide are rooted in their experience in

the Soviet welfare state. Redistribution plays a central 40 A theoretical discussion of the connection between

role in the implicit social contracts within the region: social policy and regime stability can be found in Franziska
citizens forego political participation in  exchange for Smolnik, Sozialpolitik und Regimestabilitat im Stidkaukasus.
socio-economic stability. Reforms of the social system DasBeispiel RentenrefqrBWRStudie 10/2017 (Berlin: Stiftung
often meet with opposition from the population. Wissenschaft und Politik, May 2017).

Rnbhdsx-r “bbdos mbd ne f nu®d qHPYcaedcenofngogeis.49ormakgtigegmesy, |
0.30 after redistribution, World Bank Group, TheRussian
Economy Inches Forward. Will that Suffice to Turn theRligsia

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

SWPBerlin
Lnt mshmf Ogqdrrtgd nm Qtrrh -r Fnudgmldms Atcfds
February 2019

18


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

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

Social and pension policy is becoming more expensive

recipients attempting to engage in undeclared work,
which would mean further growth in the informal
sector™

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

therefore differentiated into various ¢ ategories of l nmsg+ ng ~018(+ vghbg hr rkhfgs

pension recipients or degrees of need. An evaluation onudgsx sggdrgnkc "0/ +2// qgtakdr

of population census data from 2012 showed how The proportion of pensioners living in poverty is,

badly this system is working: Only 20 percent of basic  at 12.2 percent, below their proportion in the total

pensions paid ended up with the 20 percent poorest population (21.6 percent). Thelosersh m s ghr ®gnqgh

pension recipients. * The unsystematic distribution of ynms k gdchrsghatshnm ~bgnrr ch

these funds means that the Russian government has groups are families and adults living alone, who

to pay more than other countries for social policy in make up an overproportional percentage of the poor

order to achieve a comparable reduction in inequality. onotk > shnm- Qdchrsqghatshnm eqgnl
An important reason for the relative lack of focus gdchr sghat s hn mlage atralbthraughdhe x s ~ j dr

in social benefits is that the informal sector makes Qtrrh™ m fnudgmldms-r s> w “mc rnb

up a large percentage of the Russian economy. In The World Bank suspects that political considera-

2015, informal income made up 26.2 percent of total tions could be behind the privileged position ac -

private household income. According to official data, corded to pensioners, who play an important role as

around 21.2 percent of all workers were employed active voters and supporters of the Russian regime.*®

informally in 2016.“® Informal employment and the Surveys confirm the importance of this group: not

widespread employer practice of paying part of work -  only is support for Vladimir Putin highest in the 60+

dgr- r k> ghdr hm b’ r g v hs gagetgoup\(8B.8 geigentottte wdte); & thevad18 ' ® h m

sgd dmudknod™  ( | “jdr hs | npresidertidi eeetiorh expested @ateqpar@cipationin® m

the 60+ age group was significantly above that in the
S g h r yohng adsilt agengrolip(1j84d 24 yelars), ati8é percent
and 47 percent, respectively.*® Opposition leader Ale-
xei Navalny, in contrast, is regarded with skepticism

author ities to clearly identify the actual level of
beneftgdbhohdmsr - mddc -
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

44 Tax policy faces a very similar problem: a more pro-
gressive 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 note41), 35.
45 Luis F. LépezCalva, Nora Ludig, Mikhail Matytsin et al.,
®Vgn Admdehsr eqgnl Ehrb k Qdchrsqghats
d g ° s h nThe Distributianal Impact of Taxes and Transfers. Evi
R n m ldence from&igt | egnd Middlekcorge Cquntriesdch Gabriela i
m" k nchhuste ane Nosad wbtig Q¥ashinditon,®.Ca Waond Bankm
Group, 2017), 223.
46 ® U B H NQ%®opréshennych rossijan zayavili, chto
uxng h rdlg’'d mxn ogdhji sqic mMmX bgaxangx o©qgdyhcdms’
h m ceRttof Rudsians suryaled stated thgt thbyram plankirytod k \ +
vote in the RF presidential election], TASS20 December 2017,
http://tass.ru/obschestvo/4826581(accessed 27 March 2018).

42 Durdi Ftquhbg “mc I tkhx®
odmr hnmmni rhrsdlx ZLhbgn"
systeml, Un o gnr x ,Ho (2002): A% Hi.

43 Anna Mogilevskaya, Anton Fejnberg and Ivan Tkachév,
®Mden-pl xk Bjnmnl hj > u Qnrrhh
g yldgnu  ZHmengl "k dbnmnl x
RBC17 April 2017, https://www.rbc.ru/economics/17/04/

2017/58f4b8789a7947c1418fflaf(accessed 26 January 2018).
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ax sgd nkcdq
election, where Navalny 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. *

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- @ rdqghdr ne
chor™ hm Qtrrh> g ud | cd
Rosstat, the Russian statistical agency, predictghat
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 smgdemayd
graphics.”® An increase in the retirement age in Rus -
siax 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® Only in June 2018, after the
presidential election, did Prime Minister Dmitri Med -
vedev announce that the government would raise the

47 ®Uxangx u Lnrjud h
oghrgdk>" ZDkdbshnmr
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
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b trhmf Otshm-r onotk*ghsx q s

Return to paternalism

Sgd Jgdl khm-r qdr hrs mbd sn

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

®cdl nfg oghb
sTdnib changegdsttensidereéd tm hdwe beerktikggered d u d g d 9

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 ®l nmdshy"’

(monésazya Igot) 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 soonled to the formulation of new political

demands and focused increasingly on President Putin

himeetf. h $he wustratiny @ thenRussian president,

a polling statistic compiled by the Levada Center,

an independent public opinion research institute,

reached a new low in 2005 at 38 percent.*® The

demonstrations showed the extremely high willing-

ness d pension recipients to mobilize politically.

od

" s d gh ma 6q Jahi9 Klyge Krembnk_aunthes Risiky Rendion ReBiam to
hm Lnr bnv RaiseRetirérdent AgedJgdermiaes GdnfilensednrRussian Leadership

SWP Comment 28/2018 (Berlin: Stiftung Wissenschaft und
Politik, July 2018).

51 Khmc"
snv'  gc

Il - Bnnj+ ®QtrhelBhit r Vdke  qd
R s Gazihgralt Welfare hGander and Agency iR Post

pension fund, Minfin Ro ssii, Finansovdj n mn | h b g d r j h &ocialist Countriesd. Maija Jappinen et al. (Newcastle upon

zateli Rossijskoj Federésiie notel), and the evolution of
employment figures: Rosstat, Demografija(see notel5).
Assumption: pension payments and contributions develop
proportionally to the population and GDP growth.

49 ®0Otshm g rrj y k n
sionnogouny g r s
crease in the retirement age], RBC17 December 2015, https://
www.rbc.ru/rbcfreenews/56729d879a794709f72589e6
(accessed 28 Januarg018).
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Tyne, 2011), 14 37.

52 Hghm> Odsqg jnu®> “mc U chl
Ot shm™ ~ Z Ad mbduenkdsPutin]ddateta.y 28riebr
ruary 2005, https://www.gazeta.ru/2005/02/28/oa_149600.

Ahr dqgn

odm

ZOt shm-r ~oognu’ k ¢ Ledtamf7 Jeyd k k
2005, https://lenta.ru/news/2005/07/07/rating/ (accessed
28 January 2018).
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Social and pension policy is becoming more expensive

As oil prices rose, the pension system creased 76 percent in the period 2007+ 2010 through
increasingly became an instrument annual pension increases and a revaluation of pre-
for the redistribution of windfall vious years of work. This was intended mainly to
tax revenues. shield the population from the impacts of the 2009

economic crisis. Yet in 2010, when the economy was
Sgd Jgdl khm qd  bsdc pt hb jglwng agdimat ©rate di 416 perce@penkidn pay-

2005 speech before the Russian FederaAssembly, ments increased further. Public transfers pla yed an

he declared social policy to be the most important increasingly important role in the continuous in -

task facing all levels of government. The government bgd rd hm Qtrrh” mr--sedtonbnl dr + vgh
drafted a series of development programs with a sig- wages made only a minor contribution to economic

nificantly different focus from previous liberal -oriented growth, especially after 2010.°°

reform plans. New transfers and benefits were intro -

duced without the requirement of thorough means - Pensions increase oil dependence
sdrshmf- Sgd ®|  sdgimbhee b  ohs k=~ hmbdmshud

shld o xl dms ne sgd dpt hu Tkedamge voluree of-periien/payments and sobia ~ r ,
ing power parity in the year the incentive was intro - benefits posed a particular risk to Russian budget
duced) to mothers on theirchild - r s g h g cx a h gtabilite One the one hand, falling oil prices reduced
adb I d sgd fnudgml dms-r r ggaveronient kevkrues; whicheare kndeget tomfinance

the new direction of its social policies. transfers. An added challenge was that spending on
A media campaign flanked the return to a more social policy increased during the oi | price slump.
paternalistic social policy. According to an analysis Since the dropping oil price meant that the ruble

published in the state newspaper Rossiskaya Gzetaon  declined in value as well, imported consumer goods

how social problems are reported on in Russia, media  in Russia became more expensive, and consumer

coverage starting in 2005 was aimed at presenting goods prices rose overall>’ Pension and social benefit

the government as the vanquisher of social problems.  recipients in Russia are legally guaranteed adjustment

During the presidential election years 2008 and 2012 ne sgdhg admdehsr eng hmek shnm-
in particular, praise far outweighed cr itique of the deedbs + vhsg gdudmtdr “~mc dwodm
fnudgml dms-r rnbh” k onkhb hodpositedirectiord sokial policy spendjrg exacerbates

poverty, inequality, and discrimination. ** sgd Qtrrh™ m atcfds-r cdodmcdmbd

Qtrrh -r dwo  mr hud r odmc h mfhendeddcahtaxxxevamuestslimomindllg byl 6updrm

after Putin moved to the position of Prime Minister cent, pensions had to be increased nominally by 11.4

in 2008. Against the backdrop of rising oil price s, the  percent at the same time to compensate for the pre-

pension system increasingly became a rentier-state uhntr xd> g-r hmek > shnm ' “cchshnm
type instrument for the redistribution of windfall tax to 1 percent of GDP). In 2016 as well, tax revenues fell

revenues?’ Inflation -adjusted pension payments in- nominally, while pensioners wer e due another infla -

tion adjustment of 12.9 percent. With its reserves
dwindling rapidly, the Finance Ministry pressed for
54 Elena larskaia-Smirnova, Daria Prisyazhnyuk and Rostis- . . .
k>u IJnmnmdmjn+ ®Qdoqgqdrdms  sh n?\%’]re)_(enmeptlongqo t?)l.% wlg'hTQ% Kre?nllg Stl%”ne% %n‘_ k
Policy in the Russian Official Press, 2005 1 / 0 Journal of passing the r(__:‘s_omtlon: Irst, the ?0 6 I_nﬂa_tlon adjust -
European Social PolZ§, no. 3 (2016): 268 80. ment was split into two parts, with a first increase of
55 Nm Qtrrh + rdd ° kr reS@peneh BURECEN N egsly 2Q16 and a second announced for
opments in the Russian Federation. Oil-led Social Policy and  the fall. This second increase did not take place, how-
-Sgd Qt rr h SocialPolgy &Akninisiratids, no. 2 ever: It was replaced by a onetime payment of 5,000
(2009):10 1/ : @mcgd ' r Gdhmghbg - - mc Gdhjn Okdhmdr + ®@m"
lyse: Die politischen Herausforderungen eines Erddlbooms:

Qdrrntgbdmektbg tmc onkhshrbgd®R8 amhlsh Apx hm ®&difthlshmc bx-- Sgd Dktrh
[Analysis: The political challenges of a natural gas boom: Qd ms hdqg Qabrndi dindernatienal Relations and Develop

resource curse and political stability in Russia] , Russlané\na ment20, no. 1 (2017): 55 79.

lysenno. 240 (2016): Z 13. On regime legitimization in 56 World Bank Group, The Russian Economy Inches Forward

rentierstates:J duhm L- Lngghrnm+ ®Nhk +(sddnatedl). w Qdudmt d+ °~ mc
sgd Qdchrsghatshnm k Ent nntel-s hn % Thseeffe§Q dhdcadme thordpmonoanhekl ith xhe floating
national Organizatio3, no. 1 (2009): 10& 38; Uriel Abulof, of the ruble course in November 2014.
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gtakdr ' ~65(
considering th e level of inflation adjustmen

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 20186, it only intervened into pension
rxrsdl dwodmchstqgdr
reserves were close to being exhausted. The matter
was also decided only after an explicit vote by the
president.*

t58

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

<« ra symkokic amaumb r h ncomtingimg 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(
rubldr ' ~5-2 ahkkhnm( enqg 1/ 06+
" ~6-0 ahkk hnnd percerof GDPF7 '/ - 3

The decision to freeze accumulated individual pen -

v g d m ssigrdsavihdsmas ivderdexténdednhultigedimes r

already. There is currently no indication that the
funded pillar will be reactivated, even in the draft
budgets for the years up to 2020.* A returnto 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

benefit provision and the looming risks o f demo- cdehbhs hr cdbkhmhmf + G
graphic change. IS increasing.

Nmd onrrhakd v x sn gdrnkud sgd ®hmenqgl "k rdbsngqg
chkdl |l hm sgd odmr hn-m r x rBolthe viewpohtof fiscdl sustamability and

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-asyou-go scheme.
Trust is very low in Russia, however, and has declined
further due to the incomplete inflation adjustment
of1/ 05 "mc sgd ®eqddyhmf
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 k-
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 Nk- f° T mc
na razovuyt odmr hnmdgq " |
[Money still has to be found for one -time payment to pen -
sion recipients], Vedmosti 24 August 2016, https://www.
vedomosti.ru/economics/articles/2016/08/24/65424%eneg
indeksatsiyu-pensii-budut -iskat-razovuyu-viplatu (accessed

Jturghmnu’
uxok st

25 August 2017).
50 L ghm> Jgldkmhsrj x"+ ®Sgd
bdrr hm Qtrrh®

29, no. 4 (2017): 468.
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transparency, the decision to freeze the funded pillar

of the pension system was a step backwards. Not orly
does it render the burdens to the pension system
invisible and shift them into the future; it means that
dudm "r sgd atcfds cdehbhs
is on the rise. Government-guaranteed future pension
payments that are not covered by reserves or future

tax revenues create hidden government liabilities.
Persion transfers that are saved today will have to
hepaid aff dut af thelbudyet in thé futured Wh r s h mf

hr

mxd odnm

g Bt s"H m% %ngh by
onktbghs- c¢cdm-fh axurghbg I nkbgt mn
could receive momd x e qn | s gd epewgsiordcgn- = r h kdm
tributors who did not state which pension funds should

receive their contributions)], Vedomosti8 October 2015,
https://www.vedomosti.ru/finance/articles/2015/10/08/612034-
chastnie-pensionnie (accessed 25 August 2017).

mélg AinODQuij sslofdmg ™ ®CAMAG hsnghi on t|

alina-evstigneeva/moratorii-na-pensionnye-nakopleniia -
prodliat -do-2021-goda (accessed 25 August 2017).
62 On implicit debt, see Ognian Hishow, Die implizite 6ffent
khbgd Rbgtkc- Rbgt kcdmoqpSavied |
Studie, 25/2010 (Berlin: Stiftung Wissenschaft und Politik,

R ©O&tdber R010) The ehsure @dukel thecdentagdifor long-

®o k't

“PesiComm8riist Edonamées B g hermhinvestiment and increases the costs of financing invest -

ments.
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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 difficult 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.®® 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
arsgnmfdg gnkd hm
problems.®

63 Satisfaction levels increased again in 2017, but the
more recent figures are difficult to compare with past figures
due to a changein survey methodology. Current data can
beent mc hm ®&Nbdmj~ uk > rsdi
WCIOM(online), https://wciom.ru/news/ratings/ocenka_
vlastej/ (accessed 27 March 2018).

64 @mcqdi J | " j hm+
ygdkx!l cki > mdfn h
cult for Putin and for the country], Moskovskiy Komsomo2s
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).
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Defense expenditures are top priority

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-
shnm-r sqtrs hmztsadkey precdmir h n m
tion for future reforms + has suffered from the gov-
dgml dms - r d eterm gudget saviags.r g h g s

Defense expenditu res are top priority

The 2017 defense budget was 3.1 percent of GDP
'~32-2 ahkkhnm(- Cdedmrd
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 (SIPRIS actually
come out of the defense budget. The rest, amounting
sn "mnsgdg O odgbdms ne
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. ® 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.®” Part of the increase in spending
went for the organizational restructuring of th e mili -

FCO
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significantly in 2012 to attract qualified staff for a

65 SIPRI,SIRI Definition of Military Expendityriettps://www.
sipri.org/databases/milex/definitions (accessed 2 February
2018).
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machtansprut und Wirklichkeit. Zustand, Reformen und Entwick-
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armed forces] SWRStudie 24/2009 (Berlin: Stiftung Wissen-
schaft und Politik, October 2009).
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Lnr bnv Qd KoreigrcAdfair®5+ no. 3 (2016): 23 29.
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Obstacles inBudget Policy

Figure8

Defense budget, military spending, and arms (in percent of GDP) as of May 2018
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Sources: Defense budget: Minfin Rossii,FinansovdJj n mnl hbgdr j hd o nj [Fnansia &t ecapanticrindicators of i
the Russian Federation],https://www.minfin.ru/ru/statistics/ ; Military and arms spending: Julian Cooper, Prospects for Military Spend
in Russia in 2017 and BeyofRirmingham, 2017), https://www.birmingham.ac.uk/Documents/college -social-sciences/government
society/crees/vorking -papers/prospectsfor -military -spending-in -Russiain -2017-and-beyond.pdf (accessed 2 October 2017).

professional army.® But armaments account for most 2010 included a drastic increase in arms expenditure

of the increase in military spending. for the decade from 2011 to 2020. Over that time
Armament spending is planned as part of the long -  period, 19 trillion r ubles were to be allocated to weap-
term programs known as Gosprogramma vooruzhe niy nmr otgbg rdr ' ~361 ahkkhnm s
' F Outate a®Bnamentoqnf q | = ( + v g h b g01@gwhendhe progmar Wad adopted or 41 percent of
horizon of ten years and are generally updated at five - Russian GDP in 2010)° The stated primary goal of the
year intervals. The GP\*2020 program adopted in program was to increase the percentage of modern
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https:/Aww.osw.waw.pl/en/publikacje/analyses/2012-02-01/a objections], Kommersantl9 February 2015, https://www.
significant -pay-increaserussian-army (accessed 9 October 2017). kommersant.ru/doc/2670562 (accessed 28 January 2018).
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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 Isary edpenditiires culgl thusmd
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 + forin -
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
22 ahkkhnm qtakdr ' ~4//
mate the costs of the operation from October 2015 to Sep-
tember 2017 at between 188.6 and 194.3 billion rubles
'~ % 3 Billion). 2

The costs of the military operation in Donbas (independ-

bnrs

ent of the annexation of Crimea) are estimated at 53 billion
gtakdr ' ~7// 1 hkkhnm( engqg
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 -

sgd

sions for refugees or economic assistance to the selpro-
bk hldc ®odnokd-r 9gdotakhbr ~

a Yabloko, Rossija potratila na Siriju ot 188.6 do 194.3 mird
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
onMaterials from BorilemtsoyMoscow, May 2015) http://
4freerussia.org/putin.war/Putin.War -Eng.pdf (accessed

3 October 2017).

c Qdu® Ag kk' ™+ ®Sgd Knfhb
R o n mr n gStragfdy, 8eptember 2015, https://www.stratfor.
com/weekly/logic-and-risks-behind russiasstatelet-sponsor
ship (accessed 24 June 2017).

" 'mc

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.”® There is no clear definition of what

70 ®0t shm
jnl hrrhh™
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Defense expenditures are top priority

qualifies weaponr r xr sd |l r r
specific weapons stock the figures refer to, but sup-
plier figures on newly produced weapons show
significant progress in production. "

The process of planning the follow -up program
(GP\V2025) indicates that the tense budget stuation
g'r s kd'rs sdlonqg ghkx
arms ambitions. The new strategy for the years
2018+ 2027 includes spending in the amount of 19
sghkkhnm gqtakdr ' ~177
similar in volume to the predecessor program, GP V-
2020. As a percentage of GDP, the scope of the new
arms program is just half of that (20.6 percent of
GDPhm sgd xd q ne sgd

The resolution on the new arms program was also
postponed repeatedly. A decision on the GP\: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
shoudberd > khr shb “~mc vhsghm
finan cial means.”

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-
khm-r oghnghshdr -
sioned a more dramatic increase in arms spending in
the second half of the program period. " The partially
inconsistent trajectory of spending from 2011 on was

commission], RIA Novostil9 September 2017, https://ria.ru/
defense_safety/20170919/1505029454.htm{accessed 9 Octo
ber 2017).
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Obstacles in Budget Policy

also due to the mode of financing military spending: sia and has the strongest individual political profile of

armaments industries had received government guar-  all of the ministers. "

antees for loans in the amount of around 1.2 trillion In the public discourse, the drastic increase in

gtakdr ' ~07 a Hilingdrmsmdgntrast® r sarmg spending has often been justified with indus -

immediately. "* These guarantees are not contained in trial policy arguments. Vladimir Putin likes to present

the defense expenditures in the early years. Starting the defense industry as an engine of growth for the

in 2016, the Finance Ministry ended the practice of Russian economy, although economists cast doubt on

using bank loans to provide co-financing, and paid sgd hmctrsgx-r ~ahkhsx sn ok X
off the majority of the loans (793 billion rubles, or however, arms manufacturers are among the most

~01 ahkkhnm(- @ etqsgdqg q dnoportaritahdis sosmecases thee lonlybmdjor employt / 0 6
"“oognw- 1/ / ahkkhnm qt ak ders+iAs argsult;-tRey @ay & highly sigiifica nBsgaibr d o~ x
ments caused the defense budget to reach a record economic role.
high for a period of 2016, with no direct connection
to the preceding escalation of foreign policy crises in The risks for the arms industry
the Ukraine conflict and in Syria.
Against this backdrop, it is unsurprising that the arms
Coalition for arms sector has become one of the most important political
clienteles for the Russian leadership: the arms indus -
Sgd Jqdl khm-r rdbt qghsx o n krhdmploys ardumddquo sillich worke nrk, whose'sups h ~ k k x

explain the increase in spending on long -term Rus- port for the Kremlin regime is at times even instru-
sian arms programs. The systematic implementation mentalized in the state media. A prime example of this
of the wide-ranging GPV-2020 is also rooted in a par - role can be seen in a television appearance by work-
ticular constellation of domestic and industrial policy ers for the company Uralvagonzavod, which among
factors. other things is building the platfor m for the new

The most important decisions on the state defense  coma ~ s s~ mj @ql s - Ctghmf Ot sh
orders are made by the military -industrial commis- vision conference, in which he takes call -in questions,
sion, whose individual members have a milit ary or they offered to come to Moscow and help clear the
secret service background. Significant overlapping streets of the demonstrators who were protesting
of responsibilities makes it easier for the military against electoral fraud in Winter of 2011/2012.""
to assert its particular interests in the planning of According to the data from the Ministry of Industry,
expenditures: the defense ministry not only acts as arms industry production more than doubled be -

arms buyer but is also responsible for evaluating the tween 2010 and 2016.”® The share of civilian pro duc-
urgency of certain purchases and for planning supply tion in the arms industry fell during the period from
needs. There are also major overlaps in staffing be- 33 percent (2011) to 16 percent (2A.5).” The compa-
tween the management of arms manufacturers, the
presidential administration, the security agencies,
and the military. ® The political wei ght of influential
military -industrial interest groups has increased fur -
ther with the_ e_xpan5|on of defer?se spending. Fur_ther i Moscow Center, May 2015) http://carnegie.ru/commentary/
more, the Minister of Defense since 2012, Sergei 2ta=69995(accessed 5 June 2017).
Shoigu, is among the most popular politicians in Rus - 77 L qf ghs' Kitsnu' + ®Otshm onnadr
onccdqyg urgdlt dfn =-Tqg ku fnmy un
74 @mm> Dqgdl hm  + @kdjr mcqg  Og n jnaderdizatomof Uramvagor&aved; whichnsupported him],
Ungnmnu  + ®Cnrgnbgmxd uxok  sx &edonmostitddays201R, httm//www.eedognasting/pojiticsy

76 Konstantin Gaaze, Gibrid ili diktatura+2.J * j r knyghk  r -
koaliciya vojny Vladimira Putinfidybrid or dictatorship *
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oghmdrts a mj | 7//7 | kqgc h f nk martices/2012/0%10/putin®@rasgkBzal gabachim_dralvagon
ment of loans for arms contracts costs banks 800 billion zavoda_pro_nachalo_samogo(accessed 9 Falary 2018).
and causes headaches]yedomostil4 December 2016, https:// 78 Gaidar Institute, Russian Economy in 2016. Trends and Out
www.vedomosti.ru/finance/articles/ 2016/12/14/66947dosroch looks(Moscow, 2017), 468,https://iep.ruffiles/text/trends/2016-
noe-pogashenie-golovnuyu -bol (accessed 6 October 2017). eng/Book.pdf (accessed 1 June 2017).
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nies are largely oriented toward the Russian defense
ministry as their main buyer.

Tablel

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

2010 2011 2012 2013 2014 2015 2016
174 538 6.4 135 155 129 101

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

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 hasbeen successful
in selling its goods abroad in recent years, with ex -
ports of around $15 billion annually. But it is being
squeezed by highttech 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-+ ®Nangnmj
[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 beyon@irmingham, March 2017), https://
www.birmingham.ac.uk/Documents/college -social-sciences/
government-society/crees/workingpapers/prospectsfor -
military -spending-in -Russiain-2017-and-beyond.pdf
(accessed 2 October 2017).
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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. % With some weapons systems
such as the air defense system $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.%*

Whether there will be a successful and significant
shift to civilian production is questionable since the
either useful only for weapons systems or are classi-
fied as secret® 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
j hmc

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 Rhdl nm Vd fhina, Rossia aRd the Shifting Land-
rb>od ne @3ARonlife), & dily 2017, https://www.
sipri.org/commentary/topical -backgrounder/2017/china-

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

2017).

83 Ibid.; Richard Connolly and Cecilie Sendstad,Qt r r h ™ - r
Role as an Arms Exporter. The Strategic and Economic Importance of

Arms Exports for Rusg¢iaondon: 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).
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17 October 2016, https://www.kommersant.ru/doc/311447 9
(accessed 2 February 2018).
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reported on the adopotion of the new state armament pro -
gram], Vedomosti24 January 2018, https://www.vedomosti.ru/
economics/articles/2018/01/24/748864utin -vooruzhenii
(accessed 2 February 2018).
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tion. ® 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. & 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.®®

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
Outne sgd A" f9 Qtrr h" -(Phia@ephia:
Foreign Policy Research Institute, 2018),https://bearmarket
brief.com/2018/01/23/thecaatsaout -of-the-bag-russiasarms-
exports-under -threat/ (accessed 28 January 2018).

87 @k hm™ Ch cj nfabankprekratit soBu@hkichat -
soboronnymi predprijatijamiiz -y © r > mj bhi —
doing business with arms manufacturers du e to sanctions],
Vedomosti3 January 2018, https://www.vedomosti.ru/
finance/articles/2018/01/03/747066alfa-bank (accessed 2 Feb
ruary 2018).

88 L w Rdccnm+ &bk BankitanHelp IBAyvaid
USR " mb s Hinancial Timed9 January 2018, https://www.
ft.com/content/90c73fe4-fd15-11e7-9b32-d7d59aacel67(ac
cessed 28 January 2018).
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Ultimately, whether or not the planned budget
reductions succeedwilcdodmec nm "~ gl r
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-
oknxl dms hm | "mx ne Qtrrh”-r |
established bank serving the arms industry and pos-
sible crosssubsidies 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.

ognc

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
Jtcghm- Nm sgd nsgdg g mc+
fgnvsg™ cdudknodc ax sgd
the leadership of Russian businessman and Presiden-
sh> k Bnll hrrhnmdg enq Dmsqgdoqd
Titov.**Vgdqgqd r Jtcghm-r odgqrodbsh
nomic policy is based more on neoclassical, supply-

rhcd dbnmnl hbr+ Shsnu-m rsqg  sd
the Keynesian, demandn g hdmsdc sq chshnm-
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.
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tmcdg Sgqd
Jtcghm-r ehr | " mndt udc
Kudrin proposes a redistribution of fiscal spending

vhsghm sgd atcfds ' ®eh+b k | ~n
A mj rsnor
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
FPbsy+ ®Chd Vhqgsrbg esronkhshj
GlasjewO g n f g ‘[Theé ecanomic policy of the besieged
fortress. The Glazyev program], Russland\nalysenno. 305
(2015), & 11, http://www.laender -analysen.de/russland/

pdf/RusslandAnalysen305.pdf (accessed 2 February 2018).
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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).® In the category of expenditures 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).

Table2

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

Budget category GDP Shoriterm Longterm

growth growth

Government 0.91%

spending (total)

Defense 022% +£029% + 0.52%
National security  0.78 % 026% =+ 145%
Education 0.38 % 0.18 % 0.47 %
Health & sports 1.25% 0.09 % 0.14 %
Infrastructure 1.64 % 0.26 % + 0.68 %"

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:@k dwdx Jtcqghm
politika kak isto b g mh j Jj nmnl hbgdrjnfn

Y N
asa source of economic growth, Un o g n r x 26jno.an | h jfense spending”"Nu d q ° k k

(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
detrimental to long -term growth, while educational

90 @kdwdx Jtcqghm
onkhshj ™ j j hrsnbgmhj
policy as a source of economic growth], Un oqn r x
no. 10 (2017).
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Russian discourse: Concepts without consequences

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™ His proposals thus strongly
resemble those of the World Bank for Russian budget
policy. #
Sgd Rsnkxohm Bkta-r ®rsq’
Sgd “tsgnqgr ne sgd
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. * 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

“me @k dw' me d oS FIRASF ingusipwil rpaks g Rogitive co ntribu-
q Han do growsh, and warp againgt @ glgcrease in de-
Rsnkxohm Bkt

sgd

91 @kdwdx Jtcqghm+ ®Ai t cyrgagas mx i |
odgdrsqgnij  qgnrrhirjni RBjnmnlhjh"™
structural reform of the Russian economy], Unognr X
26, no. 9 (2017).

92 @mcqgqdx Nrsqgntjg+ ®Vngkc A’ mj
Lngd nm Gd° ks gbRegtdrsi6 Jarmanb2018,h n m™ +
https://uk.reuters.com/article/us-worldbank -russia/world-
bank-urges-russia-to-spend-more-on-healthcare-education-
IdUKKBNLF529F (accessed 2 February 2018).
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proach is less systematic in its design and more eclee
shb sg ™ m Jt clipbedhrecomnoeddatidns.g b g

Low likelihood of implementation

The Kremlin has shown no clear preference for either
of the plans. After a presentation of the two reform
papers, Putin suggested that a joint strategy be devet
oped combining both concepts. *® 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.
Otshm-r “~o0o0o gdms qdktbs mbd sn | "jd ° cdbhrhnm hm
this regard is most likely rooted in the fact that both
ognfg > lr bnms hm hcd r sg° s bnmsqg chbs sgd Jqgdl khm-r
current political priorities. Kudrin calls for wide-
spread cuts in areas affecting important political cli -
ensdkd fgntor sg°'s btggdmskx cdodmc nm sgd ®t moqgn,
ductive expemc hst gdr~ hm sgd atcfds- Shsnu-r ognonr Kk
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 1l d bkd gqgkx "~o0oo > gdms hm Otshm-r “ccqdrr
to the Federal Assembly in March of 2018. The an-
nouncements in the first part of his address strongly
gdb  kkdc Jtcqghm-r cdl "mcr9 hmbgd rhmf rodmchmf nm
education, health, and infrastructure. The second part
fknghehdc sgd rtbbdrrdr ne Qtrrh -r | hkhs gx athkcto-
There was no mention of any decrease in military
spending.®®

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 rsg sdfhh Jtcghm h Shsnu’ -
Bgsn c¢c k-rgd>" ZOtshm du  kt sdc sgd rsqg sdfhdr ne Jtcghm ~ mc
Titov. Where do we go from here?], Vesti Financ81 May

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

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

56957 (accessed 30 April 2018).
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Undermining the separation of powers

Contested Control over

p—

Sate Hnances

Economic know -how and reform concepts can be Undermining the separation of powers

entmc oqdcnl hm> mskx I nmf sgd ®khadg kr~ vhsghm

the Russian elite, who still hold important positions By granting the parliament budgetary powers , the

in the central bank, the Finance Ministry, and the Russian constitution givesthe State Duma and the

government-owned Sberbank. In those contexts, how-  Federation Council an effective instrument for shap -

ever, they operate purely as technocrats and have hmf otakhb onkhbx- Hm o rs xd qgr
only a limited scope of action. As political actors, the parliament has barely made use of this fundamental

liberals are just as discredited in Russia as liberal right in the sense set out in the constitution. After the

political ideas themselves. This is due in part to the acrimonious budget debates of the 1990s, which often

gdf hl d-r oqno ™ f > mc b | o hehded ircphotr acedimnmpassds arfd detaged leudget |
the period of radical libe ralization of the government resdutions, there have been no further disputes

and the economy in the 1990s. For the liberally in - between parliament and the executive since the early
clined elite, the annexation of Crimea and the esca - 2000s. In the Duma today, half as much time is spent
lation of foreign policy confrontation with the West discussing budget laws as in the early 2000s. The
meant even further weakening of their position in num ber of changes made during the readings in the
the domestic political landscape. Duma have declined continuously as well. * As a
result, budget planning has become very predictable.
Instruments of long -term voluntary The price being paid for this seemingly orderly pro -
commitment, such as budget plans cess, however, is the largescale erosion of padiamen-
and fiscal rules, require a minimum tary control . The fact that the executive branch in
level of transparency and separation Russia today does not need to worry about support
of powers to amount to more than from Duma representatives is due above all to the
just good intentions. rtbbdrretk drs akhrgldms ne ° ®o
United Russia party. Since 2016, the party has even
Sustainable fiscal policy in Russia isinhibited by had a large enough majority in the State Duma to
problems of expenditure control. Instruments of long - change the constitution (343 of 450 seats). United
term self-commitment such as budget plans and fiscal Russia representatives use their Duma mandate to
rules require a minimum level of transparency and pursue particularistic interests, *® but parliamentary
separation of powers to amount to more than just budget debates always end with their parliamentary
good intentions. In reaction to the co llapse of tax rev-  group voting to adopt budget laws in virtually un -
enues, however, control over budget funds became changed form. Most representatives of the opposition
more centralized and less transparent. Some of the groups faithful to the system use the opportunity to

revenues also do not make it into budgets but remain distinguish themselves politically from other parties
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 -

sianeconomicpolicy. 97 Adm Mnakd+ ®@ dmchmf Atcfds Ahkkr h

Ct | * PostCommunist Economi&$, no. 4 (2017): 505 22.

98 Sgnl > r Qdl hmf snm+ ®O sgnm fd ~ mc sg
PresidentO" gk h 1 dms Qdk > shnmr tmcdg Uk chl
EuropeAsia Studie80, no. 6 (2008): 95%* 87.
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(although without consequences) by abstaining or ghrjx cdbhrhnmr ~gd mns | ~c¢cd v
voting again st the budget proposals.”® agreement.'®
Drafting budget proposals is the task of the govern - Sincethe beginning of the economic crisis, the

l dms- @s sgd fnudgml dms k dPresdenthas tightened thé reiks fusthernRutin has mc
a®rdbtqghsx aknb b m ad ¢ hbeeanlmeeting With thel governrdemtbméhist@sjom & d

Minister Olga G

olodets and the political representa- biweekly basis since 2014+ sometimes even in the

tives of the health, edu cation, and labor ministry are absence of the Prime Minister. In summer of 2016,

bnl I nmkx bntmsdc " r o0  gqs nuenshgliud getrsitudtibn'whs espkcrally criticalS g d
®rdbtghsx aknb™ hr f dmdqg" khHexgroup of mdivideats gctively isvalvedimbudgétr s n e
Vice Prime Minister Dmitry Rogozin (since May 2018: planning shrunk further, when the Kremlin and the

Yuri Borisov), Defense Minister Sergey Shggu and the  Ministry of Finance delayed negotiations with the

representatives of the security agencies and national other ministries for several months. When the gov ern-
guard (Viktor Zolotov), the secret service, and the Min- ment commi ssions for the various ministries ulti mate-
istry of Internal Affairs. The main opponent of both ly started working, they had to follow new, re strictive
blocs in the government is the Ministry of Finance, rules on the confidentiality of budget pro posals. Just a

which always takes a very restrictive position towards ~ month was planned for consultations with in the

cialld b n mn |

Economic Development.

mx rodmchmf- Hs hr nesdm gbverhnmstdnd forthe discussjon in paglia mend'® ® e h m* m

hb aknb™ snftdsfgdqg vhsg sgd Lhmhr

100

The Kremlin sets clear boundaries on government  Highlights and lowlights of transparency

negotiations. Th

e president determines the scope of

discussions by issuing directives with long -term im - In addition to a functioning separation of powers,
pacts such as the May Decrees of 2012 or the mora transparency of planned expenditures is generally
torium on tax increases up to 2018. '°* If the president  seen as a key precondition for public control of
decides to pursue a concrete goal, he has the formal national budgets. At the same time, an increase in
and informal means at his disposal to push it through transparency without checks and balances may also
at the governmental level.'® Vladimir Putin likes to be a sign of strengthening authoritarian control over
use television appearances to announce popular gov-  the use of resources in various areas of the govern-
ernment measures, which are then implemented ment administrative apparatus and may thus enable

without controversy or public opposition.

99 @r hcd
cdlnbgqg’
for 2018+ 2020
ogqnbgmn

28 October 2017, https://www.kommersant.ru/doc/3453712
(accessed 5 January 2018).
100 Rsdogdm Engsdrbtd+ ®Qtrrh ™ m Edcdqg k Atcf

19 politically ~ the centralization of power.

Russia has been scoring high forseveral years in
eqnl Tmhsdc Qtrr h' + ninierRatisnpbdcompasisonsof publicoudgetiransg- k
shb o gsx~ wunsdc hm e’ paremcynis a ragkingtby the iddependent lhstitutek ~ v
Ui chl Uhrknftynu+ ®Ai tof nterfatiorrahBuddet Pammership, Russia is on par
rsh- ZAtcf ds Komeersamib q d ° iith Gefmany2 °#=Brsits fariking, the organization
evaluates what data is published by the government

and whether the point in tlme of Eubllcatlon theo -
nm-

Hms g n ¢ t FosClomnmnist Economiz8, no. 4 (2017):453.

Sgd Qtrrh " m dkhsd hr °~ krn -nes dmdcAneangiedsthe biscsssion onttha sse of pegsion ® Rh k n
uhjh™ "Lhmhrsgx ne Hmsdqgm -k @e eonthbytions, s&ed bomas Renthdtgnu Febsibn-Reforman L h k h
s gx( "mc sgd ®khadqg  kr - Sghr AcdHoraeiah Relgimesh Russia anch Chena Gompadeaesita, n m s g d
distinguishing ideological orientation and typical career July 2015), http://www.polisci.emory.edu/home/documents/
pathsofeabg f gnt o+ vghkd sgd sdgql ®apkrsigensiorlrefornt-%20authositariarg-egnikespdf (ac

to the official roles of the various government agencies. cessed 9 October 2017).

101 Shsnu+ ®Otshm oqhyu’ k uudr s hl08 mleksamdragPhokopemko+ h® M mxd anhaqg ™ uhk ™ ai tc
m knfnuni m fg3)yjh  '"rdd mnsd [Newbudgetrules], Vedomostl9 October 2016, https://www.

102 Rsdogdm Enqgsdrbtd+ ®Sgd -Qn k dvedoreostisrgopiniddfarticles/26 116/a0d419/66 b 24 dvie-

rh>m At cf ds Pd&@anmunsttEconromas, no. 4 pravila (accessed 21 Oaber 2017).

(2017): 523 37. 106 International Budget Partnership, Open Budget Index

103 The most recent example was the cancellation of tax 2015, https://www.internationalbudget.org/wp -content/

debts, new social benefits for mothers on the birth of their uploads/OBS20150BHRankings-English.pdf (accessed 2 Janu

first child, and measures to reduce gas prices. ary 2018).
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Figure9

Highlights and lowlights of transparency

Percentage of classified expenditures (federal budget)

Source: Gaidar Institute, Russian Economy in 2016. Trends and Ouidalssow, 2017)

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
aswell 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. **” 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°
Budget Partnership, Open Budget Survey 2G4 Russiahttps://
www.internationalbudget.org/wp -content/uploads/OBS2015
CSRussiaEnglish.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. %

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.

mj hmf + rdd Hmsdgm shnm® k

108 IMF, Russian Federation: Fiscal Transparency Evaluation
(seenote 3).
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