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Abstract
With the war and sanctions, Russia must tread an increasingly narrow path to avoid prolonged stagnation. 
The decision to invade Ukraine in February 2022 followed a decade or more of declining living standards. 
While war-time spending on weapons and social benefits has lifted the economy for now, such spending is 
unsustainable in the long run. Stagnation and resulting hardship will make maintaining social—and, ulti-
mately, political—stability more problematic.

Tough Times Before the War
Sanctions alone have not, and almost certainly will not, 
bring about the end of the war. But even before the 
war, Russia’s economy was already suffering from siz-
able challenges. The causes of these were well known: 
an over-reliance on commodity exports and a depend-
ence on imported technologies; a labor market hampered 
by low wages, low productivity, a declining population, 
and low levels of human capital; and high state control 
of the economy, with a view more to oligarchic enrich-
ment and social stability than to greater efficiency (Vol-
kov and Kolesnikov 2021). All this and more produced 
prolonged economic stagnation.

True, none of these challenges prevented the Krem-
lin from launching the war. In fact, somewhat perversely, 
declining living standards might have provided a key 
impetus for the invasion. And indeed, Russia’s economy 
has remained relatively buoyant so far. The war exposed 
Russia’s dependence not only on imported computer 
chips, but also on precision machine tools and even 
ball bearings from abroad (Bergmann et al. 2023). Yet 
parallel imports have helped fill the void, even if they 
have come with a mark-up in price. The country’s auto 
industry—once dominated by Western brands—was 
largely gutted, but Chinese vehicles have now crowded 
the market. Most importantly, high levels of state spend-
ing on the war economy and social benefits have kept 
the economy afloat.

Labor Shortage: A Seemingly Small 
Problem with Huge Implications
A year and a half into the war, however, the bills are 
now coming due. Three inter-related problems—a labor 
shortage, inflation, and unsustainable spending—point 
to a longer-term challenge. The labor shortage itself is 
worth exploring, since it is a seemingly small problem 
with outsized implications. While the Kremlin boasts 
of record low levels of unemployment, Russia’s Central 
Bank reported that roughly half of all businesses com-

plained of staff shortages in 2022, with skilled workers 
especially in short supply (Fontanka.ru 2023; Bank Ros-
sii 2023).

According to conservative estimates, war mobili-
zation and related emigration have cost the workforce 
around 600,000 working-age males. Workers under 
30 years old now make up the lowest share of the labor 
market since the early 1990s (TASS 2023). The skilled 
workers that have left the workforce will not easily be 
replaced: as labor economist Vladimir Gimpelson (2022) 
notes, you can’t simply turn a  sales clerk into an IT 
worker or a car mechanic. Meanwhile, labor migrants are 
deterred by a devalued ruble as well as the fear of being 
mobilized themselves (Khashimov 2023). As a  result, 
the Kremlin has sought to remove restrictions on child 
labor from the age of 14, and some are proposing to allow 
16 year-olds (down from age 18) to work in dangerous 
occupations (The Insider 2023; Antonov, 2023).

Why does this matter? The Central Bank concedes 
that the growing labor shortage will further slow the 
economy. Chris Weafer, CEO of strategic consulting firm 
Macro Advisory, put it more strongly: the lack of sufficient 
labor and skills will be “as damaging for Russia’s future 
economic growth prospects as the sanctions ban on tech-
nology” (Cole 2023). The labor shortage fuels inflation, 
which in turn devalues the ruble, making imports even 
more expensive, further fueling inflation. And indeed, 
Levada Center (2023a) polling finds that inflation is 
now the leading area of concern for the Russian public.

The labor shortage is compounded by another 
chronic problem of the Russian economy: productivity. 
Raising productivity—output per worker—is crucial 
to a country’s ability to improve its standard of living 
(Krugman 1990). Yet Russia has suffered from low levels 
of productivity since long before the war. In 2020, Rus-
sian productivity levels (GDP per hour worked) ranked 
37th out of 39 OECD comparator countries, below Chile 
and above only Costa Rica and South Africa (OECD 
2023). Moreover, Russia has been on a downward trajec-
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tory: whereas productivity in OECD countries increased 
by five percent per year between 2011 and 2021, in 
Russia it decreased on average by one percent annually 
(Vashalomidze and Dudin 2022). Rosstat reports a fur-
ther productivity decrease of 3.6% in 2022 (Kostenko 
2023). The only way to raise levels of production is by 
adding more workers or more labor-saving technology, 
and Russia now suffers from a deficit of both.

From Social Stability to Social Volatility
Well before the war, reform efforts to boost economic 
growth in Russia created their own challenges. For 
example, the current labor shortage is not due solely 
to mobilization, emigration, and the country’s serious 
demographic challenges. Back in the 1990s, given fears 
that mass layoffs would lead to a “social explosion,” Rus-
sian firms responded to the crisis with deep cuts in wages 
(including wage arrears) rather than by sacking workers. 
While wages rebounded during the oil-fueled years of 
growth in the 2000s, firms continued to respond to 
changing economic conditions with extremely flexible 
wages rather than redundancies and rehiring. This “Rus-
sian labor market model” has resulted in a high-employ-
ment, low-wage (and low-productivity) economy (Gim-
pelson, Kapeliushnikov, and Roshchin 2017). Given the 
emphasis on “stability” for much of the Putin era, poten-
tially painful restructuring of the old Soviet industrial 
infrastructure was avoided, both in good times and bad. 
In the wake of the 2011–12 protests “For Fair Elections,” 
the Kremlin redoubled its efforts to maintain the sup-
port of Russia’s industrial heartland. Partly as a result, 
nearly ten percent of Russians continue to live in sin-
gle-industry monotowns, where factory closures would 
be especially fraught (Esli byt’ tochnym 2023).

To date, the social impact of the war has been mod-
erated by high levels of government spending. But such 
expenditures on both guns and butter are unsustain-
able; otherwise, higher inflation and greater economic 
instability will ensue. While available public opinion 
polling sends mixed signals, with signs that many Rus-
sians are adapting to the present conditions, since 2022 
Levada Center (2023b) surveys have found a significant 
increase (to roughly 30 percent) in the share of respon-
dents agreeing that “it’s not possible to endure our plight 
[bedstvennoe polozhenie].”

Though difficult to measure in terms of both extent 
and frequency, local protests have sprung up in response 
to cuts to the supply of water and electricity, reductions 
in trams and bus routes, and increases in gas prices. All 
else being equal, labor shortages—combined with infla-
tion—have the potential to embolden workers, who have 
less to fear from layoffs. Yet with the possible exception 
of gas prices, grievances over such local issues, includ-
ing the plight of a  struggling monotown factory, are 

likely to remain local protests, particularly with trade 
unions and other elements of civil society sidelined or 
suppressed (Meyer-Olimpieva 2023).

Broader social and economic protests in Russia have 
almost always been in reaction to government attempts 
to enact seemingly minor reforms, typically either to 
raise taxes or to reduce benefits. Examples include the 
2005 attempt to monetize benefits, the 2009 tax on used-
car imports (intended to preserve domestic autoworker 
jobs), the 2015 tax on long-haul trucks, and the 2018 rais-
ing of the pension age. These protests were sudden and 
spontaneous, with little to no reliance on civil society 
or opposition movements. In most cases, they pushed 
the Kremlin to back away from its reform goals. The 
exception—the pension age increase—was telling: on 
the one hand, the reform was aimed not only at reducing 
pension costs, but also at alleviating the looming labor 
shortage; on the other, it was widely unpopular and led 
to a significant drop in Putin’s popularity ratings (Sha-
rafutdinova 2020; Petersson 2021).

War expenditures now deepen the reform challenge. 
The government has presented a budget for 2024 that 
is viewed by many observers as unrealistic: it must find 
an additional 7 trillion rubles compared to 2023 spending 
levels. Some observers estimate the Kremlin can marshal 
sufficient funds through 2025 (Prokopenko 2023). Much 
depends on the amount of income Russia receives from 
oil and gas sales, and prices could well increase due to the 
conflict in the Middle East. Yet at some point the wide gap 
between revenue and expenditures will be difficult to close 
without raising taxes, cutting benefits, or both. Doing so 
could raise political challenges as well as social tensions.

Social Tensions and Political Legitimacy
The decision to invade Ukraine in February 2022 was 
puzzling to many. Yet the 2014 seizure of Crimea had 
been, in Petersson’s (2021, 62) words, a “miracle cure” 
for Putin’s previously sagging legitimacy. If he dreamed 
of a  repeat performance, that dream has evaporated; 
Putin now finds himself fully in charge of a country that 
has endured a decade or more of declining social and 
economic conditions that will almost certainly worsen.

True, other authoritarian regimes have proven their 
ability to endure severe hardship, sometimes for decades. 
Yet Cuba, Iran, and North Korea—the countries typ-
ically invoked for their ability to withstand harsh sanc-
tions—are all revolutionary regimes, with a clear rul-
ing ideology and a large body of cadres to support the 
political system (Levitsky and Way 2022). Russia, on the 
other hand, is a truly personalistic regime with a single 
individual at the helm. The evidence suggests personal-
istic rulers are more vulnerable to popular uprisings, in 
large part because when conditions become intolerable, 
it’s clear who is to blame (Goemans 2010).

https://www.rferl.org/a/1056877.html


RUSSIAN ANALYTICAL DIGEST No. 304, 27 November 2023 20

Thus, economic hardship complicates another seri-
ous challenge facing personalistic regimes: succession. 
Putin is now an aging personalistic ruler with no clear 
plan for succession. Recent mass uprisings in neighbor-
ing states—likewise facing worsening economic con-
ditions—highlight the succession predicament. In Bela-
rus in 2020, Lukashenko claimed a reelection victory 
one too many times. In Kazakhstan in January 2022, 
an  increase in gas prices sparked substantial unrest 
that pointed to the problem of a long-term authoritar-
ian handing power to a less charismatic successor. The 
leaders of Belarus and Kazakhstan remained in power, 
but arguably due only to Russian backing (and, in the 
case of Kazakhstan, direct Russian military interven-
tion). Recall that Russia’s 2014 seizure of Crimea was 
sparked by Ukraine’s “Euromaidan revolution.” Presi-
dent Yanukovych fled the country and sought safe haven 
in Russia; his ill-gotten gains were turned into Ukraine’s 
Museum of Corruption. Should a similar uprising occur 
in Russia, who will prop up Putin? Where would he flee?

There is every indication that the Kremlin is keenly 
aware of such dangers and will use every tool at its dis-
posal—both stick and carrot—to prevent such an outcome. 
Yet doing so will make any return to economic growth, 
and the reforms that would likely entail, still more difficult.

In the summer of 2022 (before the mobilization), 
researchers from the Institute for Social Policy at the 
Higher School of Economics (2023) surveyed 25 aca-
demic, business, and other experts about their long-

term prognoses for the Russian economy. The experts 
were asked about four possible scenarios, from the most 
optimistic (“new engagement”) to the most pessimistic 
(“a turbulent lost decade”). In every scenario, the respon-
dents envisioned that Russia’s middle class would dwin-
dle as their incomes declined, while inequality would 
increase as more wealth was captured at the top—all of 
which would lead to an increase in social tensions. The 
resulting report noted that while the cumulative impact 
of deteriorating conditions might be felt only over time, 
even in the most optimistic scenario notable improve-
ment would not occur for many years.

More recent assessments suggest that the negative 
impact of the war might be felt sooner. There is a flip 
side to the high spending on war production, military 
manpower, and social benefits that has buoyed the econ-
omy so far. When the war eventually comes to an end, 
the reduction of these unsustainable spending levels 
could well lead to a recession. Rebalancing the economy, 
including redistributing the investment and workforce 
from military industries to productive use elsewhere, 
will present a massive challenge.

All of this might suggest that there are significant 
incentives for the Kremlin to prolong the war. Yet doing 
so will not only delay the reckoning, but also allow the 
problems—the labor shortage, inflation, and the defi-
cit—to grow. Thus, Russia’s leaders must contend with 
the possibility that the ever-narrower path to economic 
growth might end in a cul-de-sac.
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