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Financing the Russian War Economy—Outline

• Background
• Recent developments
• The Russian war economy

– Financing the war machine
– Effects on key sectors

• Economic outlook and financial sector risks
• Concluding remarks
• Appendices:

– Sanctions and counter-measures
– Developments in non-military sectors

Full report available here
https://www.hhs.se/contentassets/79a322a8739a401ea88225909d2e4856/site-russian-economy-spring-2025-update.pdf
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Questions to answer

• Is Russia’s economy “strong” compared to the EU and the West?
– NO!

• What is going on in the Russian economy?
– Oil and gas still important
– Fiscal and monetary policy not in sync
– Inflation likely much higher than official numbers

• Will the Russian economy collapse by itself and end the war?
– Unclear in the short run, no one knows really
– Imbalances and risks are increasing

• What should the EU/West do?
– Ukraine cannot afford that we sit around and wait for Russian implosion
– Limit the resources avaible to Russia => sanctions on oil, gas and finacial sector
– Provide significant and predictable support to Ukraine => fund of all of the frozen assets?



Russia—not a great economic power
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Russian economy and oil price
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this clearly. Ever since fluctuations in international oil prices forced Russia to abandon its 
exchange rate peg, oil prices have continued to play a dominant role in determining the ruble’s 
value, even under more stable conditions. The RTS index is denominated in dollars and follows 
the same movements, and this is then amplified by the close correlation of the ruble-
denominated MOEX index. Pre-war, this used to develop in tandem with the US stock market 
index (SPX). In short, increasing oil prices meant increased values of Russian assets in the form 
of both the ruble and shares in Russian companies.  
 

Figure 4. Market indicators 
 

Oil and ruble     Oil and stock market 
 

   
 

Russian vs US stock markets  Recent divergence from history 

   
 
Source: CBR, US energy administration, and MOEX. 
 
However, in the beginning of February 2025, these strong correlations began to unravel as the 
Trump administration launched policies that on the one hand undermine global growth (pushing 
down oil and the SPX), and on the other announced plans for a “peace” that would favor 
Russian interests. While Western markets and the oil price declined, the ruble and Russian shares 
increased their valuations significantly. The RTS index that combines the increased values of 
both shares and the currency increased by more than 30 percent in the first months of 2025. In 
reverse, this can also be seen as an indicator of the costs markets associated with Russia’s 
ongoing war; when the probability of an end to the war increases, Russian markets cheer.     

0
20
40
60
80
100
120
1400

50

100

150

200

20
03

20
06

20
09

20
12

20
15

20
18

20
21

20
24 RU

B/
U

SD
 (r

ev
er

se
d 

sc
al

e)

U
SD

/b
ar

re
l

Brent RUB/USD

0
500
1000
1500
2000
2500
3000

0

50

100

150

200

20
03

20
06

20
09

20
12

20
15

20
18

20
21

20
24

RT
S 

In
de

x

US
D/

ba
rr

el

Brent RTS

0

2000

4000

6000

8000

20
03

20
05

20
07

20
09

20
11

20
13

20
15

20
17

20
19

20
21

20
23

In
de

x 
va

lu
e

MOEX SPX

80

90

100

110

120

130

140

20
25
-01
-23

20
25
-01
-30

20
25
-02
-06

20
25
-02
-13

20
25
-02
-20

20
25
-02
-27

20
25
-03
-06

20
25
-03
-13

Brent RUB/USD RTS MOEX SPX 100

   
 
 

 
 

11 

this clearly. Ever since fluctuations in international oil prices forced Russia to abandon its 
exchange rate peg, oil prices have continued to play a dominant role in determining the ruble’s 
value, even under more stable conditions. The RTS index is denominated in dollars and follows 
the same movements, and this is then amplified by the close correlation of the ruble-
denominated MOEX index. Pre-war, this used to develop in tandem with the US stock market 
index (SPX). In short, increasing oil prices meant increased values of Russian assets in the form 
of both the ruble and shares in Russian companies.  
 

Figure 4. Market indicators 
 

Oil and ruble     Oil and stock market 
 

   
 

Russian vs US stock markets  Recent divergence from history 

   
 
Source: CBR, US energy administration, and MOEX. 
 
However, in the beginning of February 2025, these strong correlations began to unravel as the 
Trump administration launched policies that on the one hand undermine global growth (pushing 
down oil and the SPX), and on the other announced plans for a “peace” that would favor 
Russian interests. While Western markets and the oil price declined, the ruble and Russian shares 
increased their valuations significantly. The RTS index that combines the increased values of 
both shares and the currency increased by more than 30 percent in the first months of 2025. In 
reverse, this can also be seen as an indicator of the costs markets associated with Russia’s 
ongoing war; when the probability of an end to the war increases, Russian markets cheer.     

0
20
40
60
80
100
120
1400

50

100

150

200

20
03

20
06

20
09

20
12

20
15

20
18

20
21

20
24 RU

B/
U

SD
 (r

ev
er

se
d 

sc
al

e)

U
SD

/b
ar

re
l

Brent RUB/USD

0
500
1000
1500
2000
2500
3000

0

50

100

150

200

20
03

20
06

20
09

20
12

20
15

20
18

20
21

20
24

RT
S 

In
de

x

US
D/

ba
rr

el

Brent RTS

0

2000

4000

6000

8000
20

03
20

05
20

07
20

09
20

11
20

13
20

15
20

17
20

19
20

21
20

23

In
de

x 
va

lu
e

MOEX SPX

80

90

100

110

120

130

140

20
25
-01
-23

20
25
-01
-30

20
25
-02
-06

20
25
-02
-13

20
25
-02
-20

20
25
-02
-27

20
25
-03
-06

20
25
-03
-13

Brent RUB/USD RTS MOEX SPX 100

Oil and GDP

The prices that Russia gets paid for its oil determines all important
macro and financial variables, true before the war, still true!



Fiscal and monetary policy divergence
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Figure 2. Inflation, interest rates, and alternative measures of inflation 
 

 

  
 
Source: Rosstat, CBR, ROMIR, and authors’ calculations. 
Note: All monthly series that show annual inflation based on same month previous year. ROMIR has recently 
suspended the publication of the FMCG Index and removed archived data for previous periods from their webpage, 
leaving only the methodology description3. 
 

2.2 Fiscal policy 
Fiscal policy is an integral part of Russia’s war efforts and has to be seen through this prism 
when compared both to past performance of the government and its effects on future growth. If 
a government shifts its budgetary resources from building schools, hospitals and other 
productive infrastructure to the military sector, this has implications for both welfare today and 
also long-term, sustainable growth. Although increased military spending can raise wages for 
some households and stimulate investment in the defense industry—potentially contributing to 
short-term growth—if the resulting output is ultimately deployed and destroyed in Ukraine, it 
does not foster lasting economic gains. Instead, it leads to human suffering and a misallocation 
of government resources. In short, current priorities are not consistent with increased welfare, 
sustainable growth or fiscal stability.  
 
Figure 3 shows how some fiscal indicators have developed over recent years. The budget deficit 
looks manageable at a first glance, but it is also clear that oil and gas revenues are crucial to 
finance the Russian war budget; without these, the budget deficit looks less manageable. We can 
also note that the savings from the National Wealth Fund (NWF), and to a smaller extent, the 
issuance of domestic government bonds, have been used on a regular basis to finance the 
budget. This will be analyzed in more detail later in the report.  
 
 
 

 
 
 
 

 
 
3 https://romir.ru/indexes_en 
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Figure 3. Fiscal indicators 
 

Fiscal balances          Budget revenues and financing 

  
 

 
     Budget revenues by type     Budget revenues and expenditures   

 

  
 
Source: Fiscal balances, MoF and Rosstat; Budget revenues and financing, MoF; Budget revenues and expenditures, 
MoF; Budget revenues by type, MoF for 2010-2021, expenditures for 2023 from Prokopenko (2023), revenues 2024 
from MoF, expenditures 2024 from SIPRI estimates.  
Note: Data for budget expenditures for 2022 is unavailable (denoted as dashed lines).  
 

2.3 Exchange rate and markets 
Although the Russian economy and markets have taken a turn back towards its past of central 
planning and government intervention, there are still some indicators that are closer to the 
private market than pure state control. Two such indicators are the exchange rate and the stock 
market. This is not to say that the currency and shares in Russian companies are entirely free 
from state intervention, but rather that there is a higher degree of private sector involvement in 
the pricing of these assets. Figure 4 provides an overview of how the ruble and the Russian stock 
market indices (RTS and MOEX) have developed in relation to the oil price (here Brent) and the 
U.S. stock market (here SPX). As noted in previous reports, fluctuations in the international oil 
price remain the most significant factor influencing the Russian economy in general as a whole, 
and Russian asset prices in particular. The trajectories of the ruble and the RTS index illustrate 
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War financing getting tighter

   
 
 

 
 

14 

 

3.1.2 Other financing sources 
As for all governments and countries, when current incomes do not cover current spending, 
there is a choice between using savings or taking new loans to finance a deficit. This is also true 
for the Russian administration. In the case of Russia, savings are mainly in the NWF, which 
holds past excess revenues from oil sales. The fund was initially meant to safeguard future 
pensions, but it has increasingly been used to finance the government’s current deficits driven by 
wartime expenditures. Figure 6 shows how the value of the NWF has developed over time in 
ruble terms and in percent of GDP. With the start of the war, a significant share of this fund has 
been used to finance Russia’s war effort. Given exchange rate movements and inflation, the 
nominal ruble value of the NWF is relatively stable, but when this divided by nominal GDP, it is 
clear that the real value of the fund has been cut in half. 
 

 
Figure 6. National Wealth Fund (NWF)  

 

     
Source: MoF, IMF and CBR.  
Note: In 2019, the NWF volume doubled due to the OPEC+ agreement to increase oil prices. The doubling of the 
NWF in 2020 was due the higher oil prices, a budget surplus and the NWF investing in Sberbank (Liik, 2020).4 
 
 
However, in terms of what is available for funding the government’s budget, the liquidity of the 
assets in the fund matter. The liquid part of the fund is assets in yuan and gold (Figure 7). The 
value of these assets changes in response to movements in the ruble/yuan exchange rate and the 
price of gold in ruble terms, which depends on both the international price of gold in dollar 
terms and the ruble/dollar exchange rate. As is evident in the figure, there has been a drop in the 
ruble value of both yuan and gold holdings. The yuan holdings are affected by movements in the 
exchange rate while for gold, there has been a significant sale of gold, and the amount of gold in 
tonnes have gone from over 500 in 2023 to 164 in the beginning of 2025. So, despite a sharp 
increase in gold prices, the ruble value of what remains of the gold savings has been cut in half 
over that period. Taken together, the liquid part of the NWF now amounts to less than 3 percent 
of GDP in early 2025.  

 
 
4  https://www.themoscowtimes.com/2019/08/05/russias-national-welfare-fund-doubled-in-july-to-124-billion-
a66714 
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Figure 7. Liquid assets in the NWF  

 
Yuan       Gold  

  
Source: Yuan, KSE, using data from the Ministry of Finance, and CBR; Gold, KSE, using data from the Ministry of 
Finance, CBR and the IMF. Note: Gold in tonnes reported on the right axis. Gold price denotes monthly dollars per 
troy ounce (1 tonne=32150.7466 troy ounces). All assets have been recalculated using monthly exchange rates.  
 
The other way of financing a deficit is by borrowing money, abroad or at home. Since Russia is 
still running a current account surplus, the relevant deficit to finance currently is the 
government’s budget deficit. That said, even if the country collectively is not in deficit, 
companies in Russia have historically funded some of their operations on international markets.  
 

Figure 8. External and domestic borrowing 
 

     External financing        OFZs 
 

   
Source: CBR. 
 
Figure 8 shows external debt for the whole economy and domestic government borrowing 
(OFZs). In terms of external financing, the government has little external debt, while banks and 
other companies used to have more significant funding from non-residents. Since the start of the 
war, external financing of other sectors has gone down by around 40 percent, or by 120 billion 
dollars. The government on the other hand issued bonds on the domestic market (OFZs). 
Historically, a relatively large share of this was held by non-residents, but since the start of the 
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Mounting risks in financial sector
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the lack of foreign investors may reduce risks with sharp swings in the stock market. In addition 
to increased lending to households, we have already discussed the significant increase in lending 
to the military industrial complex, so it is no surprise that credit to GDP has increased by more 
than 10 percentage points during the war (Figure 11). 
  

Figure 11. Correlates of banking crises 
 

Companies’ and individuals’ deposits      Household mortgages (total debt) 
    
 

  
 

Housing index in Moscow    Credit to GDP 
 

    
 
Source: Deposits and mortgages, CBR; Price index for the Moscow primary market based on median prices in 
nominal terms, DOM.rf. The primary market denotes newly built 1-3 bedroom buyer apartments; Credit-to-GDP, 
CBR and Rosstat. 
 
 
One factor that could potentially reduce the risk of a crisis in the financial system is that 
sanctions have reduced borrowing from abroad and cut many financial links to the rest of the 
world. This also reduces the risk of major movements of capital out of the country in response 
to an increase in perceived uncertainty regarding financial stability. However, if a banking crisis 
in Russia happens, sanctions and Russia’s reputation in the rest of the world will make it very 
unlikely that the country could count on any external help to deal with such a crisis. In sum, 
although banking crises are inherently hard to predict with any precision, it is clear that the risk 
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the lack of foreign investors may reduce risks with sharp swings in the stock market. In addition 
to increased lending to households, we have already discussed the significant increase in lending 
to the military industrial complex, so it is no surprise that credit to GDP has increased by more 
than 10 percentage points during the war (Figure 11). 
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world. This also reduces the risk of major movements of capital out of the country in response 
to an increase in perceived uncertainty regarding financial stability. However, if a banking crisis 
in Russia happens, sanctions and Russia’s reputation in the rest of the world will make it very 
unlikely that the country could count on any external help to deal with such a crisis. In sum, 
although banking crises are inherently hard to predict with any precision, it is clear that the risk 
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the lack of foreign investors may reduce risks with sharp swings in the stock market. In addition 
to increased lending to households, we have already discussed the significant increase in lending 
to the military industrial complex, so it is no surprise that credit to GDP has increased by more 
than 10 percentage points during the war (Figure 11). 
  

Figure 11. Correlates of banking crises 
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Source: Deposits and mortgages, CBR; Price index for the Moscow primary market based on median prices in 
nominal terms, DOM.rf. The primary market denotes newly built 1-3 bedroom buyer apartments; Credit-to-GDP, 
CBR and Rosstat. 
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• Indicators that are correlated with banking crises going up in Russia
• Does not predict crash tomorrow but signals significant increase in risks



What could the EU/West do?
• Two principles that could guide discussions

– Autocratic states also have budget constraints that limit what they can do
– Wars are determined by the relavtive strenght of the fighting parties so limiting one and 

strengthening the other should be part of a package to influence the outcome of war

• Limit the resources avaible to Russia => sanctions on oil, gas and finacial sector
– Limiting incomes from oil and gas still the most efficient way of limiting war financing, EU KEY!
– Keeping sanctions on financial sector also important to prevent future debt financing of the war
– Increase cost of war by making circumvention of trade in sanctioned goods harder

• Provide significant and predictable support to Ukraine
– Challenge to replace US support?
– Create a fund from principal of the frozen Russian assets, not just the returns they generate

• Latest paper from the The International Working Group on Russian Sanctions
– Message: “Time for Europe to Take the Lead on Sanctioning Russia”
– Full report at https://fsi9-prod.s3.us-west-1.amazonaws.com/s3fs-public/2025-

05/action_plan_4_russian_sanctions_5-6-25_final2.pdf 

https://fsi9-prod.s3.us-west-1.amazonaws.com/s3fs-public/2025-05/action_plan_4_russian_sanctions_5-6-25_final2.pdf
https://fsi9-prod.s3.us-west-1.amazonaws.com/s3fs-public/2025-05/action_plan_4_russian_sanctions_5-6-25_final2.pdf
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