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Abstract
This analysis examines changes in the attitudes of business elites over three years of war. It shows that most 
entrepreneurs quickly came to terms with the war, as the Kremlin was able to provide many of them with 
new sources of income due to a sharp increase in budget expenditures. Simultaneously, in a development 
somewhat reminiscent of the situation in the 1990s, the structural changes in the economy caused by sanc-
tions and the departure of foreign companies created new opportunities for business. By the fall of 2024, 
however, these positive dynamics were eroding—and now Russian business faces the prospect of long-term 
economic stagnation, combined with a new wave of redistribution of property.

Main Factors of Resilience to the Shock of 
War and Sanctions
The full-scale war against Ukraine, which began three 
years ago, was not needed by Russian business. The 
Kremlin made this decision without regard for the inter-
ests of either ordinary companies or the largest corpora-
tions, including state-owned ones. And indeed, business 
and the economic cabinet in the government initially 
offered very negative assessments of the possible conse-
quences of introducing international sanctions against 
Russia. Despite the Central Bank’s prompt measures to 
stabilize the banking system and the currency market, 
these negative expectations continued for several months 
to be expressed in personal conversations, recordings 
of which became available to the media (BBC Russian 
2023a; BBC Russian 2023b).

However, as monthly enterprise surveys conducted 
by the Central Bank demonstrate (see Bank of Russia 
n.d.), business sentiment began to change as early as the 
summer of 2022. This improvement in the assessments of 
enterprise managers was unexpected for many experts, but 
with hindsight, it can be explained by a number of factors.

First, it became clear that most countries in the 
Global South had not joined the sanctions regime and 
that it was possible to build schemes to evade the sanc-
tions via firms from these countries. With the help of 
such schemes, Russian businesses were able to solve prob-
lems with the supply of critically needed parts and com-
ponents by the fall of 2022.

Second, to maintain demand in the economy, the gov-
ernment began to actively increase federal budget expen-
ditures, at the expense of both reserves that had been 
accumulating over the previous 20 years and additional 
export revenues. If in 2021 federal budget expenditures 
amounted to 20 trillion rubles, in 2024 they grew to 
40 trillion rubles. The contradictory design of sanctions 
played a  significant role in expanding the Kremlin’s 

financial capabilities. The war, combined with finan-
cial, trade, and personal sanctions, led to a significant 
increase in oil prices. Yet restrictions on oil exports, 
which are the most sensitive for the Russian budget, 
were not introduced until December 2022. As a result, 
Russia’s export revenues in 2022 exceeded the 2021 level 
by $100 billion.

Third, the government effectively leveraged the 
experience it had gained during the COVID pandemic. 
During the pandemic, the government—in close coop-
eration with businesses—developed new instruments to 
support the economy, which were based on subsidized 
loans, but were also resistant to corruption risks. In par-
ticular, the government, together with banks and key 
business associations, was able to develop fairly trans-
parent schemes for accessing state support and monitor-
ing the targeted use of allocated funds. These features of 
the new state support mechanisms were noted during 
interviews as part of a project on the response of Rus-
sian businesses to the COVID pandemic (Dolgopyatova 
et al. 2021). In 2020, these programs were mainly used 
to support small businesses in the service sector, but in 
the spring of 2022, they were very quickly deployed for 
the benefit of industry and firms of various sizes.

Fourth, the war and international sanctions led to 
sharp structural changes in the economy. For Russian 
business, this created not only problems, but also new 
sources of rent—a situation somewhat akin to the 1990s. 
For instance, in 1998–1999, a strong devaluation of the 
ruble led to a reduction in demand for imported goods 
and opened up opportunities for Russian producers. In 
2022–2023, sanctions created a  similar effect by ban-
ning the supply of many goods to Russia. Foreign com-
panies that decided to leave the Russian market in 2022–
2023 were usually forced to sell their assets at half or 
one-third of the market price—and the government 
appointed buyers of these assets. Parallels with the pri-
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vatization of the 1990s suggest themselves here. The 
need to bypass sanctions created opportunities for many 
small and medium-sized firms to act as intermediaries 
in contacts with foreign suppliers. The activity of these 
firms resembled the activity of those intermediaries who, 
in the 1990s, made good money organizing barter and 
non-monetary transactions with tax minimization for 
large industrial enterprises. Obviously, all these schemes 
came with additional costs for the economy. But over 
the course of two years—from the summer of 2022 to 
the fall of 2024—these costs were fully offset by state 
financial injections into the economy.

Taken together, these factors limited the drop in 
GDP to a  small decline in 2022, and in 2023–2024 
Rosstat recorded economic growth of about 4% per 
year. There are some suggestions that Rosstat is increas-
ingly dependent on the government and consequently 
faces growing pressure to adjust key statistical indicators 
(especially those related to inflation) in the interests of 
the Kremlin (Rybakova 2023). However, most interna-
tional experts believe that the Russian GDP figures for 
2022–2024 are credible. This GDP growth was accom-
panied by an increase in the population’s real income 
(by 7% in 2023 and 5% in 2024), as well as a noticeable 
increase in optimism on the business side, which can be 
traced in Central Bank surveys conducted in 2023 and 
the first half of 2024 (Bank of Russia n.d.).

Another Side of the Coin
In reality, however, the economy was already showing 
signs of growing tension by 2023. The most obvious of 
these was an acute shortage of labor, which companies 
in all industries began to publicly complain about. Unar-
ticulated, however, were the reasons for this shortage: 
the mobilization of 300,000 men in the fall of 2022, 
the recruitment of at least 500,000 more people into 
the army under contract (with payments several times 
higher than the average wages in the economy), and 
the emigration of at least 600,000 people from Russia.

The powerful injection of money into the economy 
stimulated not only demand, but also inflation. To coun-
teract inflation, the Central Bank raised the key rate 
from 7.5% in July 2023 to 21% in the fall of 2024. The 
result was a noticeable increase in the cost of loans. At 
the same time, the slowdown in settlements in foreign 
trade since the summer of 2024, caused by threats of 
secondary sanctions from the United States against Chi-
nese banks, led to an  increase in demand for capital. 
This forced companies to take out new loans despite the 
extremely high interest rates. The resulting tension was 
reflected in public discussions about the halt in economic 
growth and the risks of mass bankruptcies. In partic-
ular, in the fall of 2024, problems became apparent in 
a number of large construction companies. More broadly, 

even government experts are talking about the inevit-
ability of a significant economic slowdown, with growth 
expected to be preserved only in the military sector.

However, arguably the most important indicator 
of the growing problems in the economy is the budget 
for 2025–2027, submitted to the State Duma in Sep-
tember 2024. It should be emphasized that the budget for 
2024–2026, against the background of a 70% increase in 
military spending in 2024, planned a significant reduc-
tion in such spending in future years. From 10.8 tril-
lion rubles in 2024, military spending was to decrease 
to 8.5 trillion rubles in 2025 and 7.7 trillion rubles in 
2026. The new budget, by contrast, provided for a new 
increase in military spending to 13.5 trillion rubles in 
2025—without a real reduction in 2026 and 2027. It 
did, however, call for a reduction in spending on social 
policy in nominal terms.

Such budget proportions allow us to conclude that 
the Kremlin no longer has the money to simultaneously 
finance the war, cover all social obligations, and support 
the economy. Reserves are running out. If in December 
2021 the liquid part of the National Welfare Fund was 
11 trillion rubles (with an exchange rate of about 75 
rubles per dollar), then in January 2025 it fell to 5 tril-
lion rubles (with an exchange rate of about 100 rubles 
per dollar). The government is raising the issue of a new 
tax increase (in the context of personal income tax and 
profit tax rates having already been increased in January 
2025). Some experts argue that the Russian government 
could also increase domestic debt. However, already in 
2024 the Ministry of Finance was struggling to issue 
new bonds (Danilov 2024). By the end of 2024, the ratio 
of public debt to GDP in Russia was 14.5%—a low fig-
ure for developed countries. But according to RANEPA 
experts, a safe level of public debt for Russia, as a middle-
income country, is only 20% (Sokolov et al. 2024). At the 
same time, the war and those social groups who benefit 
from its continuation (including not only FSB and other 
security forces, but also workers in the defense industry 
and the families of men contracted to the army) clearly 
remain a priority for the Kremlin.

In addition to the budget proportions, Putin’s state-
ments about the “new elite” in his address to the Federal 
Assembly in February 2024, as well as the May 2024 
launch of the “Time of Heroes” personnel reserve pro-
gram, formed of veterans of the “special military oper-
ation,” are indicative. In the fall of 2024, participants 
in the latter program began to receive appointments to 
positions in the regions; the formation of similar regional 
programs was also announced. Contrary to the assess-
ments of some experts, I do not consider these actions 

“symbolic.” The Kremlin has begun to replace the elites 
inherited by Putin from the 1990s and 2000s because 
the 2023 Prigozhin mutiny demonstrated that this “old” 
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elite is not prepared to defend Putin in the event of real 
domestic crisis.

Against the backdrop of the exhaustion of sources 
for rent, the process of redistributing assets belonging 
to Russian owners, which began in 2023, takes on a dif-
ferent meaning. This process is taking place in the form 
of nationalization of enterprises. In nationalization law-
suits, the prosecutor’s office mainly justifies these moves 
on the grounds that the actions (or inaction) of the cur-
rent owners of these enterprises pose a  threat to the 
national security and/or economic sovereignty of the 
Russian Federation. As these newly nationalized enter-
prises are turned over to entrepreneurs closely associ-
ated with the Kremlin, the Kremlin forms a new busi-
ness elite that is much more dependent on it.

Another factor in the change in business sentiment 
is the realization that Russia’s technological gap with 
developed countries is only growing. In the 2000s and 
2010s, European equipment and technology transfer 
from the EU facilitated the modernization of Russian 
industry. With the onset of the war, Russian businesses 
were able to obtain needed components and spare parts 
by switching to Chinese suppliers. Hopes of attracting 
Chinese investment and technology transfer, however, 
have not come to fruition; instead, over the three years 
of the war, Russia has simply become very dependent 
on China in foreign trade.

Conclusions and Implications
As a result, Russian business is currently facing the pro-
spect of long-term economic stagnation, combined with 

a new wave of property redistribution and rising taxes. 
All this is causing business to become increasingly skepti-
cal of the future. However, the Kremlin has yet to wit-
ness opposition to its policy, for two main reasons. First, 
all political actions that have not received direct appro-
val from the Kremlin carry high risks. Second, notwith-
standing the long-term costs of war and confrontation 
with the West, Russian business does not see a realistic 
alternative to the Kremlin’s “besieged fortress” model. 
Over the past 15 years, the Russian opposition has failed 
to produce a vision of the future that might be accept-
able to pragmatic business people and bureaucratic elites 
who are not interested in the war.

Some responsibility can also be laid at the door of 
the West. For one thing, the design of the international 
sanctions regime (including personal sanctions) does 
not provide any clear exit strategies at either individual 
or collective level. For instance, there is no opportun-
ity for individuals to be exempted from sanctions if they 
take certain concrete actions (like making a public state-
ment against the war or ceasing to do business in Rus-
sia). For another, supposing that certain groups within 
the Russian elite were prepared to act against Putin 
and the Kremlin, they do not know what they might 
expect from the West in the case of success. Under such 
conditions, despite growing pressure from the Kremlin, 
such elites prefer to wait rather than risk regime change. 
Should this elite be replaced, of course, the prospects of 
regime change in Russia will only decline.
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Abstract
As Russia’s war on Ukraine drags on, it becomes increasingly costly. This analysis focuses on three aspects 
of Russia’s political economy of war. First, it argues that Russia can be described as a militarized kleptoc-
racy in which, despite massive government spending, grand corruption has constrained the state’s capac-
ity to wage war. Second, it examines how, initially, most of the oligarchs were critical of the war. Fearing 
retaliation from the Kremlin, however, they adapted and became reluctant accomplices supplying the mil-
itary-industrial complex. Third, the article explores how oligarchs adopted various strategies to shield their 
wealth from Western sanctions and from the state. The piece ends with a discussion of the future of milita-
rized kleptocracy and the use of oligarchic assets for Ukraine’s economic recovery.

1	 I use the term “oligarch” in line with Winters’ (2011) proposed definition: “an actor who controls high concentrations of material resources 
that can be deployed to defend and enhance his personal wealth and exclusive social position.” This conceptualization of oligarchs empha-
sizes material wealth rather than political influence. In essence, I refer here to the wealthiest Russians at the helm of large financial-indus-
trial conglomerates with stakes across multiple sectors and with much of their wealth hidden offshore, who in the Russian context are known 
as “oligarchs,” while in Western context as business magnates, tycoons, business elites etc.

Russia as a Militarized Kleptocracy
Warfare is costly, and Russia’s war on Ukraine is no 
exception. As the conflict drags on, it requires more and 
more resources, resulting in 35–40% of all budgetary 
expenditures being directed toward the military-indus-
trial complex (SIPRI 2024). Considering the expand-
ing scope of governmental intervention in the economy, 
some have characterized Russia’s wartime economic 
policies as a manifestation of military Keynesianism 
(Ishchenko, Matveev, and Zhuravlev 2023). This descrip-
tion is, however, incomplete, as Keynesianism means 
different things to different people (Blinder 2024). The 

“military Keynesianism” approach fails to acknowledge 
that the war has largely been funded not through taxes, 
which were raised only in 2024, but rather through gov-

ernmental borrowing from the domestic market, infla-
tionary policies, revenues from the export of hydrocar-
bons, extractions from the National Wealth Fund, and 
state-subsidized credits from private banks to the defense 
sector. Furthermore, the term “military Keynesianism” 
obscures the role of the oligarch-dominated private sec-
tor in sustaining the war, as well as the pervasive grand 
corruption that facilitates the functioning of Russia’s 
governance system.

Prior to the war, Russia’s political economy was 
classified as a kleptocracy, a regime in which the rulers 
pursue self-enrichment through the diversion of pub-
lic funds to their own pockets via illicit schemes (Daw-
isha 2014; Lanskoy and Myles-Primakoff 2018). Rus-
sia’s war of aggression did not result in the dissolution 
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