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Overview
• The contours of a genuine economic endgame are coming into view for Russia. The

economy has not collapsed, but the structural foundations have eroded fast. Economic
growth has come to a standstill and fiscal buffers are largely exhausted. Higher oil
prices as a result of the war in the gulf will likely only bring temporary fiscal effects,
as Ukrainian “drone sanctions” have been effective in reducing export volumes.

• Russia's current macro stance is not sustainable. High interest rates are stifling the
economy, while loose fiscal policy and quasi-fiscal operations are propping up the
defense sector. The Q1 2026 budget deficit exceeded the full-year target in just three
months. The choice now is between fiscal consolidation or monetary accommodation
resulting in even higher inflation. Going forward, export revenues from the sale of raw
materials remain the decisive variable for the economic outlook: With fiscal buffers
spent, Russia's war capacity is more than ever directly coupled to hydrocarbon export
income.

• The war has made Moscow increasingly dependent on China. While both countries
have derived tangible benefits from the partnership, it is not a coalition of equals,
but an increasingly unbalanced arrangement in which China is accumulating structural
advantages. China now accounts for 35 %of Russia's total trade and 76%of the increase
in its supply of banned criticalmilitary components. On its own exports of rawmaterials,
Russia accepts deep discounts as a captive supplier with no alternative buyers.

• China also plays the key role when it comes to supplying Russia with sanctioned
products, especially the products most likely to contain so-called critical military
components. China supplies more than 60% of all critical components while the
remaining non-sanctioning countries within the top 10 together amount to only 15%.

• Domestically, Russia's full-scale war against Ukraine has led to greater convergence of
wages and incomes. Many poorer regions have benefited from a much higher budget
for military procurement as well as higher salaries paid for those willing to sign up for
the military. However, fiscal stress is mounting at the regional level too. More than
two-thirds of Russia's 89 regions ran budget deficits by autumn 2025.

• With Russia's economic weaknesses at a critical point, the window of opportunity for
consequential Western action is open. Europe's task is to have the tools in place to
convert economic pressure into a durable change in Russia's strategic calculus. The past
months have shown that enforcement of the sanction regimemakes a real difference and
more must be done with respect to monitoring of the shadow fleet and the imposition of
secondary sanctions. Export controls must be tightened with a particular focus on the
role of Chinese firms, potentially linking access to the European market to compliance
with export controls. Europe should also use its asymmetric negotiating position and
impose a tariff on the remaining trade with Russia. The revenues from this Ukraine
Support Tariff could be used to support Ukraine.
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Executive summary:
Russia's economic endgame
Torbjörn Becker andMoritz Schularick

Four years into Russia’s full-scale invasion of Ukraine, the contours of a genuine economic
endgame are coming into view. The Russian economy has not collapsed, but the structural
foundations have eroded faster than the headline numbers reveal. The economy contracted
by 0.3% in the first quarter of 2026 despite a 44% year-on-year increase in government
spending registered in March 2026.

The 2026 growth forecast has been slashed to 0.4% by the government. And even this
number might prove optimistic in light of growing evidence of labor scarcity and supply
shortages. There are serious doubts about the accuracy of official growth numbers, and if
inflation is understated as many assume, this would bring down real growth numbers even
further. The two-track structure of the economy, i.e., war-related industries expanding at
the expense of a stagnating civilian sector, with fixed investment near standstill outside
military priorities and trade volumes at a fifteen-year low, means that the headline numbers
substantially overstate the health of the productive base. The aggregate picture is one of
an economy operating at the limits of its productive capacity. At the same time, financial
stability risks are mounting as rapid credit expansion to war-related sectors, weakening
corporate balance sheets, and rising pressure on bank capital increasingly expose the
financial system to a deterioration in asset quality.

The contributions in this volume, authored by leading economists with deep expertise
in the Russian economy, paint a consistent picture: Russia’s fiscal and financial buffers
are largely exhausted, its asymmetric dependence on China is deepening in ways that are
already costly and will become more so over time, and export revenues remain the single
most important variable determining how long the Kremlin can sustain its war effort. These
dynamics define the parameters of a true economic endgame: The window of opportunity
for consequential Western action is open. Europe’s task is to have the tools in place to
convert economic pressure into a durable change in Russia’s strategic calculus.
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1 Russia's fiscal buffers are used up
Russia entered the war in 2022 with a substantial National Wealth Fund as a fiscal buffer
designed to absorb oil price shocks. At the beginning of the war, it was equivalent to 6.5%
of GDP. By April 2026, the liquid assets of that fund had shrunk to 1.8% of GDP, less than
one third of the pre-2022 level. What was once a meaningful fiscal cushion is now barely
adequate as a contingency reserve for a country that has no access to international capital
markets.

The depletion of buffers extends well beyond the sovereign wealth fund. Russia’s budget
deficit in the first quarter of 2026 alone reached ₽4.6 trillion, already exceeding the full-year
target of ₽3.8 trillion in just three months (BOFIT, 2026a).

Oil and gas revenues, which underpin Russia’s fiscal arithmetic, collapsed by 45%
year-on-year in the first quarter of 2026 and by 38% in the first four months, partly
reflecting the effects of tighter sanctions onmajor Russian energy producers and Ukrainian
drone strikes that disrupted export infrastructure, with up to 40% of export refining
capacity reportedly offline at certain points in March. The rise in oil prices triggered by
the war in the gulf clearly helps in the short run, but owing to the large urals-brent spread
and the ongoing destruction of exporting capacity the effect is likely limited if oil prices do
not spiral upwards.

Matthew Klein’s contribution to this volume documents in detail how the hidden war
financing has moved off the government’s formal accounts. Besides the budget the Russian
government and the banking sectors have mobilized substantial additional funds for the
defense sector. Corporate debt has surged by ₽34 trillion since the war began. This
corresponds to roughly twice the accumulated government deficit over the same period.
Much of this new credit has flown directly to war-related industries. Many large firms
now carry interest payments that exceed their annual EBITDA, and overdue enterprise debt
has reached ₽8 trillion, equivalent to 3.8% of GDP, up from 2.4% at the start of the war.
Problem loans in the banking sector have risen to 11% of the corporate loan stock, or ₽10.4
trillion in aggregate (BOFIT, 2026b). Five major Russian banks now have capital adequacy
ratios below the 11.5% threshold. The Russian central bank’s key rate, while declining
from a peak of 21%, is forecast to average 14-14.5% through 2026, with its own projections
describing further cuts as “already close to their limit.”

Torbjörn Becker’s contribution highlights the central bank’s inescapable dilemma: a policy
rate implying double-digit real interest rates is set against official inflation running at
around 5.5% but inflation expectations embedded in consumer surveys of 13%. There are
many signs that actual price pressures are substantially greater than the official statistics
acknowledge. The inconsistency between loose fiscal policy and tight monetary policy is a
classic sign of mounting macroeconomic imbalances.

The regional dimension of this fiscal stress, documented in Iikka Korhonen’s contribution,
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adds a further layer. More than two-thirds of Russia’s 89 regions ran budget deficits by
autumn 2025. Federal transfers remained frozen at their nominal 2021 levels – implying a
substantial real-terms cut while regions shoulder mobilization costs, military bonuses, and
the social consequences of a labor market pulled to historic extremes. Unemployment has
fallen to 2.1%, a record low, but this masks a severe labor scarcity that is simultaneously
depressing civilian production and generating wage pressures that feed back into inflation.
As the central bank governor herself observed, “when virtually the entire labor force is
employed, the economy cannot grow faster than labor productivity” (Bank of Russia, 2026).
The outlook for productivity gains is poor, however. Sanctions have also increased prices
of production technologies and spare parts, as well as generally reduced their availability.
The financial condition of many firms has been degraded by weak demand, high interest
rates, increased wage costs and heavy tax burdens.

2 Growing dependence on China
Russia’s pivot to China has provided a lifeline, but it is a lifeline that is steadily transferring
leverage from Moscow to Beijing. Alicia García-Herrero, Elina Ribakova, and Lucas
Risinger document this structural shift in detail and argue that Russia has become a
captive supplier of commodities to a single dominant buyer at a deep discount, because
the alternative of no buyer is worse. Beyond the short term, the Sino-Russian economic
relationship has grown increasingly unfavorable for Moscow: Russian commodities flow
east at a discount, while Chinese goods flow west at a premium. The result is a
structural dependence on Chinese components that is now deeply entrenched in electronics,
manufacturing, and industrial equipment.

China now accounts for approximately 35% of Russia’s total foreign trade, up from 16%
of exports and 30% of imports before the invasion; bilateral trade more than doubled from
$104 billion in 2020 to $245 billion in 2024. The EU’s share of Russian exports has fallen
from roughly 38% before the invasion to just 7%.

The dependence is not only commercial. Russia’s military-industrial complex now relies
on China for over 80% of its dual-use imports, concentrated in electronic components,
machine tools, and computing hardware. The contribution by Konstantin Egorov, using
detailed customs data, demonstrates that China accounts for three quarters of the total
increase in Russia’s supply of banned critical military components since 2022. On the one
hand, China directly substitutes Western-origin goods; on the other hand, it serves as the
primary hub through which sanctionedWestern products are rerouted to Russia. In the case
of microprocessors, the same Western brands that dominated Russian imports before the
war still account for 97% of imports, but the shipments now arrive via China. China’s share
in Russia’s dual-use imports rose from roughly 25% before the invasion to over 80% by
2025 (Risinger et al., 2026; Bilousova et al., 2024).
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This dependence creates costs that compound over time. Russia is accumulating yuan rather
than freely convertible hard currency from its exports, limiting its ability to diversify import
sources or finance infrastructurewith non-Chinese partners. Chinese banks have repeatedly
curtailed payments from Russian counterparties in response to secondary sanctions threats,
creatingweeks-long bottlenecks and routing transactions through expensive intermediaries.
Russian elites are aware of the dynamic: The language of “sovereignty” that permeates
official communications is in significant part a response to growing anxiety about Chinese
leverage. Moscow wants cooperation with Beijing, not dependence on it, but the structural
trajectory of the relationship runs in one direction only.

3 The policy agenda: Tightening
sanctions and introducing tariffs

Across all the contributions in this volume, one variable recurs as the central determinant
of Russia’s war capacity: access to export revenues. Becker’s framework makes the
mechanism explicit: Russian GDP remains tightly linked to oil price fluctuations. While
the war economy has introduced new domestic dynamics, the fundamental dependence on
hydrocarbon export revenues remains a fact. MatthewKlein’s analysis of the fiscal accounts
confirms the same: It is hard currency from energy exports that ultimately finances the
import of critical inputs for the military-industrial complex. Egorov’s customs data show
precisely how the military-industrial complex depends on imported components that can
only be paid for with foreign exchange. García-Herrero and colleagues document how
Russia’s terms of trade with China have deteriorated precisely because Moscow has no
alternative export markets: a form of monopsony leverage that translates directly into
reduced war-financing capacity.

The practical implication is straightforward: Every dollar of export revenue constrained is a
dollar less available to sustain thewar. The dramatic deterioration in Russia’s fiscal position
in early 2026 showed how rapidly the system can unravel when revenues fall. With the
wealth fund now effectively exhausted as a buffer, Russia’s capacity to sustain war spending
is directly and tightly coupled to current export income. There is no longer a meaningful
cushion between revenue shortfall and operational constraint.

Clearly, the Iran price shock could provide a temporary revenue surge that will reduce fiscal
pressure and buy time. The surge in oil prices following the closure of the Strait of Hormuz
could generate between $84 billion and $252 billion in additional Russian export earnings
depending on the conflict’s duration (Hilgenstock et al., 2026), potentially covering the
budget deficit and even replenishing the National Wealth Fund in a sustained high-price
scenario. But this windfall has not altered China’s commercial leverage over Russia. China
continued to buy Russian hydrocarbons at deep discounts even during the global supply
shock. The Iran episode thus illustrates both the continued centrality of export revenues
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and the limits of what higher prices alone can achieve when the buyer holds the structural
leverage.

Therefore, the analysis presented in this volume points toward a clear but demanding policy
agenda for Europe and its partners. Three elements deserve particular emphasis.

First, the designation of major Russian oil producers demonstrated that targeted sanctions
can cause measurable falls in export volumes. The EU’s twentieth round of sanctions,
adopted in April 2026, extended pressure on Russia’s energy sector, financial system,
and sanctions-evasion networks. But enforcement remains incomplete; Russia’s shadow
tanker fleet continues to move significant volumes, and the price cap is frequently
circumvented. Renewed investment in real-time monitoring, tighter coordination with
maritime insurance markets, and a willingness to impose secondary sanctions on financial
institutions facilitating evasion are all necessary to make this channel work as intended.

Second, export controls must be tightened with China explicitly in view. Egorov’s evidence
makes clear that secondary sanctions on individualChinese firmshave limited effect as long
as the broader incentive structure remains unchanged. More effective would be systemic
measures, i.e., tying access to European markets for Chinese exporters to verifiable
compliancewith export control regimes and advancing the proposedBISAffiliates Rule that
would automatically subject entities linked to designated parties to themost stringent policy.
The evidence suggests this approach works: Chinese state-owned companies adjusted their
purchasing behavior rapidly in response to U.S. secondary sanctions designations.

Third, Europe should implement a Ukraine Support Tariff: a new levy on remaining
European trade with Russia. The economic rationale is well established. Unlike a ban,
a tariff on Russian exports both reduces the volume of trade and extracts a share of Russia’s
export rents for the imposing party rather than leaving those rents entirely with Moscow.1

Applied to Russian energy exports, in particular LNG, chemicals, fertilizers, and other
goods that still reach European markets, such a tariff would serve a dual purpose: further
reducing the hard currency available to Russia for financing the war, while generating a
dedicated, self-financing revenue stream for support for Ukraine at a time when Western
fiscal support faces growing domestic political pressure. The tariff could be graduated
and extinguished upon a verifiable settlement consistent with international law, creating
a direct economic incentive for Russia to negotiate seriously. Revenue flows would be
directed to theUkraineReconstructionFund, reducing the vulnerability to annual budgetary
appropriations that political disruption can interrupt.

This instrument is complementary to the use of frozen Russian assets and to conventional
sanctions. While all three can support Ukraine financially, a tariff uniquely combines
sustained pressure on Russian export revenues with a continuous and politically
more durable funding stream for Ukraine. It converts Russia’s residual access to
European-adjacent markets from a free good into a mechanism for financing Ukraine’s
defense and recovery.

1 Becko (2022). Also see related proposals in Brooks and Harris (2025).
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Why economists get the Russian
economy “wrong” and howwe can
think about sanctions
Torbjörn Becker

1 Introduction
The Russian economy, as a subject of study for economists and others, is no longer
primarily about the welfare of people in Russia or how businesses develop. Instead, it
is about how Russia finances its war against Ukraine. As such, we cannot assume that
the standard statistics we are used to relying on carry the same meaning as we typically
attribute to them. At the macro level, GDP, inflation, and budget data may all be part of a
strategic communications effort designed to present a narrative that suits the producers of
these numbers. In some cases, these indicators may still be the best available measures of
economic developments in Russia, but in others, they are not.

For external observers, the problem is that it is impossible to know with certainty which
numbers to trust and which to dismiss as propaganda. Among analysts of the Russian
economy, there is no consensus on which data to rely on or how difficult it is to manipulate
statistics to support a particular narrative. One thing is clear, however: Narratives about the
strength of the Russian economy and the effectiveness of sanctions are of great importance
to all parties involved in Russia’s war against Ukraine.

This new reality — where economic statistics are used as part of wartime information
strategies — creates real challenges for economists trying to understand developments in the
Russian economy. Since there are no comprehensive alternative data sources to the official
statistics produced by Russian authorities, we must return to some basic facts about how
the Russian economy functioned before the full-scale invasion in 2022. This can then be
complemented with standard economic reasoning about how economies operate; after all,
the Russian economy faces the same budget constraints as any other. Careful analysis along
these lines can provide a roadmap for designing sanctions that limit the resources available
for Russia’s war effort — even if economists cannot precisely track economic performance
at every point in time.

In addition to the challenges created by Russian authorities in interpreting current data,
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forecasting future developments also requires predicting howWestern countries will design
and enforce sanctions as well as how Russia adapts. This is far from trivial. Many
early forecasts about the Russian economy assumed that Western leaders would fully
grasp the severity of Russia’s threat to Ukraine and European security and would therefore
impose comprehensive trade bans, rapidly eliminate EU dependence on Russian energy,
and severely restrict financial transactions with Russia. This did not happen. Instead, we
have seen a gradual approach, reflected in 19 EU sanctions packages (for a timeline, see the
Sanctions on Russia web portal: https://sanctionsrussia.org). The back-and-forth of U.S.
sanctions adds further uncertainty. Although this uncertainty is now better understood, it
does not make predicting future developments any easier.

To shed light on how the Russian economy is evolving and how sanctions should be
assessed, this chapter first reviews key features of the Russian economy before 2022. It
then questions some of the macroeconomic indicators published after 2022 and discusses
how sanctions can be evaluated more carefully than simply concluding that they have failed
because the war continues. The chapter concludes with a discussion of priorities for future
sanctions.

2 The Russian economy pre‑2022
Despite repeated calls to diversify away from dependence on hydrocarbons — oil, gas, and
coal — the Russian economy since the breakup of the Soviet Union has remained highly
sensitive to developments in international oil prices. Figure 1 shows how Russian GDP
moved closely in tandem with global oil prices before the war. Depending on the time
period, the GDP measure used, and the statistical transformation applied, between 60%
and 90% of Russian growth since 2000 can be explained by changes in international
oil prices alone (see Becker (2016) for a more detailed discussion). This has important
implications for sanctions: The price Russia receives for its oil exports, rather than the
volume exported, is a key variable to target.

Looking at the history of the Soviet Union and later Russia, episodes of low oil prices
have repeatedly created severe economic and political challenges and triggered discussions
about reducing dependence on oil revenues. In the mid-1980s, when perestroika and
glasnost were introduced, oil prices were around $10 per barrel. When Russia defaulted
on its domestic bonds and entered an IMF program, oil prices were again close to $11 per
barrel. During the global financial crisis of 2008—09, oil prices fell sharply, forcing Russia
off its ruble peg. During the COVID-19 pandemic, oil prices declined again, leading the
ruble to depreciate from 60 to 80 per dollar, while GDP fell by 7% in the second quarter of
2020 and by nearly 3% for the year as a whole.

This dependence onoil revenues does notmean that nothing else is happening in theRussian
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economy, which has also developed in other directions, including increases in real incomes
and the emergence of new businesses. This becomes evident when growth is decomposed
into consumption, investment, and net exports. However, domestic demand has largely
been supported by external revenues that finance imports, which in turn feed into domestic
consumption and investment. Limiting Russia’s imports, another key target of western
sanctions, is therefore not only important as a direct way to constrain defense production;
it also affects macroeconomic development, as reduced imports lead to lower consumption
and investment, thereby weakening economic activity and government revenues.

Figure 1: International oil price and RussianGDP

Source: Rosstat and U.S. Energy Information Administration.

3 Basic economics in motion since
2022

Since 2022, official Russian statistics have aimed to present a picture of relative
macroeconomic stability and limited sanctions impact. At the same time, many economic
indicators are no longer published (Anisimova and Smitt Meyer, 2023). In our reports
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from fall 2024 and spring 2025, we question the reliability of the remaining official
macroeconomic statistics (SITE, 2024; SITE, 2025).

Although there is no definitive proof that figures such as real GDP growth are incorrect,
there are strong reasons to question the official inflation numbers. Figure 2 compares
official inflation with the Central Bank of Russia’s policy rate and the implied real interest
rate. In our 2025 report, we also included an alternative inflation measure from the Russian
survey company ROMIR, which has since been discontinued and removed from its website.
There are several methodological questions regarding the basket used for the official
statistics in a situation where several goods in the basket are replaced by other goods of
varying quality, for example, how do cars from top European producers, with all the latest
safety features, compare to cars produced in Russia lacking basic features such as airbags?
But even putting this aside, why is it that the ROMIR index that tracked official inflation
before the war suddenly shows inflation that is more than double official numbers after
sanctions were introduced? The baskets of course differ, but the question is then, which
basket is more relevant when comparing prices before and after 2022? The other question
is, why does the central bank keep its interest rate at a level that implies real interest rates
in double digits when the real interest rate was barely positive before the war? It could be a
result of trying to fight fiscal overheating or protecting the ruble but it could also be because
inflation is substantially higher than the official numbers. Although we will not know for
sure, these matters suggest that official inflation numbers are highly questionable.
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Figure 2: Inflation, policy rate and implied real interest rate

Source: Central Bank of Russia (CBR) and author’s calculations.

Inflation is important not only in itself but also because it affects real GDP, real
incomes, and many other indicators. If price changes are understated, then real economic
performance is overstated. In other words, manipulating inflation statistics can distort a
wide range of economic measures without requiring comprehensive falsification across
sectors — adjusting one key variable can affect the entire system of macroeconomic
indicators.

There are, of course, plausible explanations for Russia’s reported GDP growth in recent
years, notably the large fiscal stimulus driven by military spending. This resembles
classical Keynesian, demand-driven growth. However, for such policies to sustain growth
over several years, two conditions must be met: the government must be able to finance its
spending, and there must be sufficient available resources to expand production. If these
conditions are not satisfied, the result will be inflation rather than real growth.

In the early phase of the war, both financing and resource availability were more plausible.
Over time, this has become less likely. Government savings in the National Wealth Fund
have declined, taxes have increased, and spending in non-military sectors has stagnated in
real terms. War expenditures have increasingly been financed through bank lending and
by extracting resources from other sectors via higher taxes and elevated interest rates — a
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classic case of public spending crowding out private activity.

These macroeconomic imbalances are reflected in the central bank’s efforts to contain
inflation through double-digit interest rates, while fiscal policy continues to stimulate
demand.

This inconsistency is a clear sign of mounting economic pressures. At the same time,
such policy imbalances can persist for some time before culminating in a full-blown
macroeconomic crisis. This presents a key challenge for economists: even if the current
trajectory is unsustainable, the timing of a crisis remains highly uncertain.

The same applies to the banking sector. Vulnerabilities have been building for some
time, but this does not allow us to predict when a crisis will occur that significantly
limits the Kremlin’s room for maneuver. Indicators of rising risk include rapid credit
growth and strong deposit growth in a high-interest-rate environment. Figure 3 shows how
deposits have evolved over time. This creates potential instability: If interest rates decline,
depositors may withdraw funds, potentially triggering a classic bank run.

Figure 3: Deposits

Source: Central Bank of Russia (CBR).

Finally, some market-based indicators, such as exchange rates and share prices, remain
available. However, due to capital controls, sanctions, and restrictions on foreign
participation, these markets are less informative than before. Reduced market depth
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and participation limit their ability to reflect underlying economic conditions, further
complicating the analysis of the Russian economy.

4 How can we think about sanctions?
Sanctions following Russia’s full-scale invasion of Ukraine span a wide range of measures:
limiting revenues, restricting exports of military-relevant goods, constraining financial
transactions, limiting travel, and freezing or confiscating Russian assets abroad. These
diverse measures cannot be aggregated into a single metric to determine whether sanctions
“work.” While the ultimate objective is to end Russia’s aggression and ensure compliance
with international law, such outcomes may take decades, if they occur at all. In the shorter
term, evaluating sanctions requires more specific metrics. One useful framework is to
assess how sanctions affect Russia’s intertemporal budget constraint — both at the national
and government levels — by distinguishing between price and quantity effects on both
revenues and costs.

For example, sanctions on oil exports have primarily targeted prices rather than volumes,
whereas gas sanctions have focused more on reducing quantities imported by the EU. On
the cost side, sanctions aim to increase the price Russia pays for imports by complicating
supply chains, thereby indirectly reducing import volumes.

A report from KSE Institute (KSE Institute, 2026c) summarizes developments in 2025,
noting intensified sanctions targeting Russia’s energy sector, financial system, and evasion
networks. Measures included sanctions on major oil companies, tighter restrictions on the
shadow tanker fleet, lower oil price caps, and EU plans to phase out Russian energy imports
by 2027. These efforts increasingly aimed not only to reduce prices but also to constrain
volumes and improve enforcement.

According to the report, sanctions contributed to a significant decline in energy revenues,
with oil and gas revenues falling by 24% compared to all of 2024. In December, revenues
dropped by 43% year-on-year due to widening discounts on Russian oil, showing that the
decline in revenues accelerated at the end of the year. Nevertheless, Russia still earned
approximately $160 billion fromoil exports and$39 billion fromgas exports in 2025. While
sanctions weakened government finances and increased reliance on domestic borrowing,
they did not eliminate revenue streams.
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5 The war against Iran and its impact
on the Russian economy

At the beginning of 2026, the Russian economy was clearly under pressure from sanctions.
Reduced energy revenues strained both the government budget and the broader economy,
while high interest rates and directed lending to the military-industrial complex increased
financial sector risks. Macroeconomic indicators pointed to growing fragility (KSE
Institute, 2026b; BOFIT, 2026).

However, the situation changed when the U.S. and Israel launched a full-scale attack on
Iran, causing oil prices to surge. In a revealing interview, President Putin urged energy
companies to usewindfall profits to repay bank debt rather than invest or support the budget
— highlighting concerns about financial sector stability.

At the same time, reports pointed to rising non-performing loans, particularly outside the
military sector, and increased reliance on bank financing of government debt (Moscow
Times, 2025; Kennedy, 2025). In this new environment of high oil prices and eased
U.S. sanctions, Russia’s fiscal constraints may weaken significantly. KSE Institute (2026a)
outlines scenarios showing that even a short-lived oil price spike could generate substantial
revenue gains, while a prolonged period of high prices could effectively remove current
constraints on Russia’s war financing.

6 Conclusions
In an environment where oil export volumes are not effectively constrained and global
prices are high, strengthening enforcement of price caps becomes critical. Without such
measures, Russia’s budget constraints may effectively disappear for as long as elevated
energy prices persist. Price cap enforcement must therefore take center stage in sanctions
policy. This includes renewed efforts to limit Russia’s shadow fleet, not only in formal
terms but also through practical enforcement measures that disrupt its operations. Failure
to act may increase incentives for Ukraine to target Russian energy infrastructure directly,
potentially exacerbating global supply pressures and driving prices even higher.

On the import side, sanctions should focus both on increasing costs and limiting quantities.
This requires engagement with key actors such as China, as well as stricter controls on
Western exports that continue to reach Russia. Broader trade restrictions could further
weaken domestic demand and government revenues.

Financial sector vulnerabilities also present an important channel. Banking crises are
historically disruptive and costly, and Russia’s financial system remains exposed despite
temporary relief from higher oil revenues.
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Finally, expectations about sanctions must be managed. Sanctions may not end the war
overnight, but they can affect Russia’s budget constraints and influence the intensity of its
war effort. Ending the war is ultimately a political decision, shaped not only by economic
costs but also by regime stability considerations.

If Ukraine’s partners in the EU are serious about reducing human suffering and long-term
economic costs, they must use all available tools to constrain Russia’s war capacity. We
may not know the effect of each sanction that is introduced, but banning all trade with
some humanitarian exceptions would increase costs for Russia while making enforcement
significantly easier for Western countries. In the end, sanctions should be Russia’s problem
— not ours. Failure to limit the resources available to the Russian war machine will be
enormously costly for generations to come in Europe.
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The limits on Russia's warfinancing and the energy windfall
MatthewC. Klein

Russian military spending and other war-related expenditures surged last year even as oil
and gas (O&G) revenues fell, with the difference covered by a mix of higher taxes on the
domestic non-O&G economy, cuts in non-military spending, public borrowing, liquidation
of reserve assets, monetization of gold holdings, and a massive credit expansion via the
banking system.

The latest official data from Russia’s Ministry of Finance and the Central Bank of Russia
(CBR) suggest that the Russians may find it difficult to ramp their spending further, even
with the current rise in energy prices. The fundamental problem is not a lack of money, but
shortages of men and materiel, which translate higher spending into higher prices, rather
than greater volumes of real output.

In the four years since the war began, the consolidated Russian government (Russian
Ministry of Finance, 2026d) has spent about ₽281 trillion and collected about ₽263 trillion
in taxes and other revenues. (For perspective, Russia’s total GDP in 2025 was about ₽220
trillion.) Total spending rose from ₽37 trillion in 2019, to ₽47 trillion in 2021, to ₽55 trillion
in 2022, to ₽84 trillion in 2025. Until recently, taxes largely rose in line with spending, from
₽40 trillion in 2019, to ₽48 trillion in 2021, to ₽53 trillion in 2022, to ₽75 trillion in 2025.
While much of this increase can be explained by inflation pushing up the prices of goods
and services in rubles, higher spending and taxation also reflects the government’s efforts
to mobilize resources for the war effort, driving down the unemployment rate to historic
lows.

The recent gap between spending and revenues is largely, although not entirely, a function
of stagnant oil and gas tax receipts, which were 6% lower in 2025 than in 2021 in ruble
terms. Consolidated revenues excluding O&G taxes were 72% higher in 2025 than in 2021
(in rubles), similar to consolidated spending, which was 78% higher.

It is perhaps more informative to consider the evolution of the budget in U.S. dollars,
which helps adjust for changes in Russian inflation and for changes in the international
prices of goods imported for the war effort. The result is that consolidated Russian
government spending, in USD, was 28% higher ($223 billion) in 2025 than in 2024, which
itselfwas slightly lower than in 2022. Federal spending (RussianMinistry of Finance, 2026e)
excluding transfers to the “constituent entities” of the federation was 20% higher in 2025
than in 2024 ($79 billion), spending by the constituent entities (RussianMinistry of Finance,
2026c) was up by 26% ($69 billion), and other spending – consolidated spending that cannot
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be attributed to the federal government or the constituent entities – was up by 54% ($75
billion). The Russians increased their efforts substantially in 2025, but it was not enough to
give them an edge on the battlefield.

Figure 1: All‑out effort: Russian yearly government spending

Notes: *Excluding transfers to constituent entities **Consolidated spending less federal ex-transfers and constituent spending.
In U.S. dollar terms, Russian government spending popped in 2025 to a new all-time high of about $1 trillion thanks to higher
taxes and much larger deficits.
Source: Ministry of Finance (Russia), OECD, author’s calculations.

Russian energy revenues (Russian Ministry of Finance, 2026b) were lower in 2025 than in
2024, but about the same as in 2023, which is perhaps not as low as onemight have expected
given the tightening in sanctions, the drop in oil prices, and Ukrainian strikes on Russian
refineries. By contrast, the U.S. dollar value of Russian government revenues excluding oil
and gas taxes were about one-third higher than the relatively stable 2022–2024 average.
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Figure 2: Big push: Russian consolidated budget revenues and
expenditures

Notes: Russian government spending soared in 2025 despite sanctions and othermeasures hitting oil and gas revenues. Higher
taxes and bigger deficits have more than filled the gap.
Source: Ministry of Finance (Russia), OECD, author’s calculations.

The main government accounts do not present a complete picture of Russian war-related
spending and borrowing, however.

Since the war began, Russian nonfinancial corporations have increased their total
indebtedness by ₽37 trillion (Bank of Russia, n.d.c). That is roughly twice the size of the
accumulated deficit of the government over the same period. Nonfinancial corporate debt
began rising faster than its pre-war (2017—2021) trend around the middle of 2023, and was
about 24% higher (₽20 trillion) as of March 2026. In USD terms, Russian nonfinancial
corporate debt outstanding has increased by 43% ($404 billion) between 2021Q4 and
2026Q1, after years of being stable around $900 billion in the years before the war. Much
of that increase occurred in 2025 and the beginning of 2026.

Russian banks ramped up their lending to domestic businesses once the war began, but until
2025, this was only enough to replace lost financing from abroad. Since then, however,
surging bank lending and, to a lesser extent, rising issuance of FX-denominated bonds sold
to Russian investors, has coincided with a dramatic increase in corporate indebtedness and
purchasing power.
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Figure 3: Series break: Russian nonfinancial business debt
outstanding

Notes: The surge in bank lending to Russian businesses in the first years of the war had only been sufficient to keep overall
nonfinacial business indebtedness stable. That changed in 2025.
Source: Bank of Russia, OECD, author’s calculations.

Monthly data on Russian business bank loans by the borrower’s industry (Bank of Russia,
n.d.d) show that this debt surge is related to the war effort. According to the work of
Kennedy (2025), who identified 16 distinct OKVED2 industries that supported the military,
Russian banks have shifted the composition of their loan books to favor the businesses in
war-related fields. The USD value of this additional lending surged in 2025, coincident with
the increase in official government spending on the war.
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Figure 4: Mobilization of the banks: Ruble value of bank loans
outstanding byOKVED2 sector

Notes: *Following Craig Kennedy: OKVED2 sectors 19, 20, 24, 25, 26, 30, 41, 42, 43, 46, 49, 52, 62, 63, 71 and 72.
RUB-denominated bank lending to businesses followed similar patterns until shortly before the war began. Since then,
borrowing by military-related sectors has grown 2.4 times faster.
Source: Bank of Russia, author’s calculations.
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Figure 5: Special financial operations: Ruble‑denominated bank
loans tomilitary‑related sectors

Notes: *Transport equipment ex. motor vehicles + computers, electronics and optical equipment.
Bank loans to industries identified as military-related by Craig Kennedy have grown by $309 billion since the start of the war,
with half of that growth just since December 2024.
Source: Bank of Russia, OECD, author’s calculations.

At the same time, the Russian government has also been lending to domestic businesses
indirectly by accumulating unpaid “accounts receivable” claims against the Russian
corporate sector. According to the quarterly financial accounts (Bank of Russia, n.d.b), the
Russian government’s accounts receivable assets and accounts payable liabilities moved in
almost perfect tandem until the pandemic. Since the end of 2021, however, accounts payable
liabilities have increased by just $21 billion, while accounts receivable assets have increased
by $313 billion.

Similarly, Russian nonfinancial corporations’ own accounts receivable and accounts
payable used to track each other closely before thewar, but since the start of 2022, aggregate
accounts payable liabilities have surged relative to accounts receivable assets. Whether
that reflects deferred tax payments or something else is difficult to determine, but it is a
meaningful source of support for businesses. Combined with the surge in bank debt and
bond issuance, Russian businesses were spending about $150 billion more than they earned
in 2025, up from roughly zero before the war. That dwarfs the increase in the official
government budget deficit.
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Figure 6: Lending under the table: Russian government
accounts receivable/payable

Notes: Cumulative sum since 2015Q1. With the partial exception of the pandemic, the Russian government´s unpaid bills and
uncollected taxes tended to line up closely before the war. That changed in 2022.
Source: Bank of Russia, OECD, author’s calculations.
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Figure 7: Pay later: Select Russian business‑government
financial flows

Notes: Four-quarter aggregates. Russian nonfin. corps. have been spending far more than they earn since the war started.
Much of this corresponds to the accumulation of unpaid bills owed to the government.
Source: Bank of Russia, OECD, author’s calculations.

Over the same period, the “National Wealth Fund” of the Russian Federation (Russian
Ministry of Finance, 2026a) has sold 40% of its holdings of Chinese yuan and 74% of its
gold (by weight). It now mostly holds ruble-denominated claims on local businesses worth
about $120 billion.
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Figure 8: Piggy bank raid: Russia's NationalWelfare Funds,
assets by type

Notes: The Russians have replaced about $80 billion in hard currency assets with Ruble assets. The NWF has also sold 74%
of its gold (in tonnes) since the peak at the end of 2022, raising $37 billion.
Source: Ministry of Finance (Russia), Federal Reserve Board, author’s calculations.

Higher energy prices have increased Russian tax receipts. The latest data show that
monthly energy revenues were worth ₽855.6 billion in April, or about $11 billion. That
is roughly double the December 2025—February 2026 average of $5.5 billion, but the
significance of this should not be overstated. The consolidatedRussian government already
collected about $69 billion/month in non-energy revenues, which means that the extra $5.5
billion/month is simply not that large relative to the government’s expenses. Much of the
extramoney is likely going to be used to replenish the NWF, with the government expecting
to spend about ₽110 billion buying foreign currency and gold in May after deferring all
purchases and sales in March and April.

Even this elevated level of energy tax revenue is substantially lower than what one
might have expected given the level of international oil prices. From mid-2011 through
mid-2014, the Russian government was collecting about $17 billion/month in energy
revenues. Ukrainian attacks on Russia’s ability to extract, refine, and export its oil, as well
as ongoing sanctions, seem to have limited Russia’s windfall from the Iran conflict. Further
attacks could continue to constrain this revenue stream.
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Figure 9: Missing out: Russian oil and gas revenues

Notes: Per month, net of refunds. The surge in energy prices and the loosening of export sanctions did not cause Russian
O&G tax receipts to rise much in April, highlighting the impact of Ukrainian attacks.
Source: Ministry of Finance (Russia), OECD, Koyfin, author’s calculations.

Even more important, the last time energy prices surged, in 2022, the extra money did not
translate into higher imports of critical goods (Bank of Russia, n.d.a), but was instead used
to finance capital flight by foreign investors and Russian households, as well as to cover
unpaid bills owed to Russian companies. That was because sanctions and export controls
limited what Russians could buy with their windfall. For the most part, those sanctions
remain in place, and as long as they do, the Russians will have difficulty translating higher
paper profits into needed military equipment.
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Figure 10: Newmeaning to “forced savings”: Russian trade in
goods and services

Notes: Per quarter. Russian export earnings soared in 2022. But this did not translate into either higher imports or reserve
accumulation, because of sanctions and capital flight.
Source: Bank of Russia.
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Figure 11: How to (not) spend it: Select Russian cross‑border
financial flows

Notes: Per quarter. *Non-bank businesses and households only **Excluding accounts payable owed by Russians to foreign
suppliers.
Russia’s current account surplus ballooned in 2022 as foreign investors fled and Russians emigrated enmasse, all while energy
exports soared. That did not help the war effort.
Source: Bank of Russia, author’s calculations.

Tellingly, Russia’s top officials seem to be more concerned about the impact of higher
energy revenues on domestic inflation than on any potential benefits. The finance ministry
is still planning for oil prices to be lower than they were in 2025 (Interfax, 2026), and cutting
non-military spending accordingly. Meanwhile, Putin has personally told Russian oil and
gas companies to use any windfalls to pay down debts (President of Russia, 2026). In a
meeting with the Russian Union of Industrialists and Entrepreneurs, Putin expressed his
view that the war and associated price spikes would be temporary (Vedomosti, 2026). Putin
is reported to have asked Russian oligarchs for “donations” to the Russian budget (Financial
Times, 2026), which does not seem like the sort of thing that would happen if officials were
confident about the country’s fiscal position.

Even more revealing are the statements from Elvira Nabiullina, the long-serving boss of
the CBR. OnMarch 20 2026, after the CBR announced its most recent interest rate decision,
her main concern about “external conditions” was that it would worsen Russia’s inflation
situation (Bank of Russia, 2026b), noting that “this is another supply shock that will impact
global costs and, to a certain extent, be passed on to prices in the Russianmarket.” She also
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expressed her concern that any increase in government spending would also be inflationary
and force the CBR to keep rates high. A few days later, Nabiullina testified to the Duma
about the CBR’s most recent annual report (Bank of Russia, 2026a). She warned about the
dangers of prematurely lowering interest rates, even though the CBR’s “key rate” was still
about 10 percentage points higher than Russia’s inflation rate. As she put it, “When virtually
the entire labor force is employed, the economy cannot grow faster than labor productivity.”

Energy importers cannot use the financial resources at their disposal to “print” oil that is
not being exported, they can only bid up the price of whatever remaining supply is still
available. Similarly, sanctioned energy exporters facing population decline cannot use their
paper profits to compensate for real shortages of men and materiel, only to push up the
prices of whatever they are still able to buy. From this perspective, the Russians’ lack of
optimism about any oil windfall makes perfect sense.
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TheChina‑Russia asymmetric
partnership: Implications for
Europe
Alicia García‑Herrero, Elina Ribakova, and Lucas Risinger

1 Introduction
The partnership between China and Russia has attracted considerable analytical attention
since Russia’s full-scale invasion of Ukraine in February 2022. Much of that attention has
focused on the question of its durability: whether external pressure, primarily from the
United States and its allies, can fracture the relationship. The evidence to date suggests
that external actors have limited capacity to do so. The partnership rests on a genuine, if
not unconditional, convergence of strategic interests, and both parties have demonstrated a
willingness to absorb considerable costs to sustain it.

This chapter argues, however, that the more consequential question is not whether the
alliance can be broken from outside, but how its internal dynamics are likely to evolve
over time. Our central contention is that the China-Russia relationship, while stable
in the near term, is structured in a way that generates increasing asymmetry between
the two parties. What we observe is best described as a bounded partnership model:
Cooperation is real, mutually beneficial in the short run, and politically durable, but
it is bounded by China’s commercial cost-benefit analysis, its sovereign-technology and
energy-independence ambitions, and its persistent refusal to commit capital that would lock
it into Russia’s future. The partnership’s “no limits” label, proclaimed in the February 2022
joint statement signed days before Russia’s full-scale invasion (Reuters, 2022), is mostly
rhetorical; deeply and structurally asymmetrical would be more accurate.

Both have derived tangible benefits from the partnership, and those benefits help explain
its resilience. But the distribution of gains is not static. Russia’s position appears strongest
in the short term and is likely to deteriorate over the medium to long term, while China’s
gains are already significant and are likely to compound. The relationship is not a coalition
of equals moving toward a shared destination; it is an increasingly unbalanced arrangement
in which one party is accumulating structural advantages at the expense of the other.

The chapter proceeds in four steps. It first examines the gains that Russia has derived from
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the partnership in the short term, before turning to the structural costs that are likely to
materialize over time. It then analyses China’s gains, distinguishing between immediate
benefits and the longer-term strategic gains that Beijing is constructing. A bridging section
links these bilateral dynamics to a broader argument about the distribution of power in the
emerging international order. The chapter concludes by drawing out the implications for
European strategy, identifying two scenarios that are not mutually exclusive and whose
potential simultaneity represents the most challenging policy environment for European
actors.

2 Russia: Short‑term gains,
long‑term costs

2.1 Short‑term gains
Russia’s most immediate gain from the partnership has been the preservation of its war
economy under conditions of comprehensive sanctions. China has served as both a
market for Russian commodity exports and a supplier of the imported goods that the
Russian economy requires. On the export side, Chinese buyers have absorbed a substantial
share of the Russian hydrocarbons that European markets ceased to purchase after 2022,
providing Moscow with a revenue stream that, while constrained by below-market pricing
and logistical limitations caused by U.S. and EU sanctions, has helped sustain public
finances and military expenditure (see Figure 1). For example, China pays nearly 40%
less for Russian gas than Gazprom’s other clients (The Moscow Times, 2025). The scale
of this pivot is striking: Looking at crude oil and condensate specifically, Europe’s share
of Russian exports collapsed from about half in 2020 to 12% in 2024, while Asia’s share
surged from 41% to 81% (U.S. Energy Information Administration (EIA), 2025). For total
goods trade, the reorientation is even starker: The EU’s share of Russian exports fell from
roughly 38% to just 7% (European Commission, n.d.). China alone now accounts for about
35% of Russia’s total foreign trade, up from 16% of exports and 30% of imports before the
full scale invasion. Bilateral trade more than doubled from $104 billion in 2020 to $245
billion in 2024. After explosive growth in mutual trade during 2022—2023, bilateral trade
then stagnated as markets became saturated and the threat of U.S. secondary sanctions
intensified. The prolonged stagnation of the Power of Siberia 2 pipeline negotiations
illustrates the limits of this arrangement — though a “legally binding” memorandum was
signed in September 2025, the two sides have yet to agree on price, timeline, or investment
— but the overall energy relationship has functioned as an economic buffer of material
significance.

The 2026 Iran war has dramatically underscored both the fragility and the resilience
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Figure 1: Russian oil export volume by destination

Source: International Energy Agency, KSE Institute.

of Russia’s energy-dependent model. Before the crisis, Russia’s energy outlook had
deteriorated to itsworst state since the full-scale invasion: oil export earnings fell below$10
billion in February for the first time since the COVID-19 pandemic, export volumes dropped
sharply for the first time during the war as U.S. sanctions hit Russia’s biggest producers, and
the budget deficit had reached ₽3.45 trillion in just twomonths —more than 40%higher than
in the same period the previous year, exceeding 90% of the full-year plan. The Kremlin
was reportedly preparing 10% cuts to all non-security spending.

Iran’s closure of the Strait of Hormuz reversed this trajectory overnight. Depending on the
conflict’s duration, Russia could gain between $84 billion and $252 billion in additional
export earnings and between $45 billion and $151 billion in additional budget revenues in
2026 compared to a no-war baseline (Hilgenstock et al., 2026). Even under an optimistic
scenario (which has since been surpassed), the windfall would have moderately reduced
Russia’s macro vulnerabilities. In a more extended conflict, Russia would likely achieve
a budget surplus and refill its sovereign wealth fund, effectively granting it the capacity
to sustain high war spending for years to come. The U.S. Treasury’s repeated extension
of sanctions relief on Russian oil, framed as a market-stabilization measure, has further
compounded the effect by recovering suppressed export volumes and beginning to narrow
the discount on Russian crude.

On the import side, China has become Russia’s principal supplier of dual-use technology,
electronics, and machinery, filling the gaps that Western export controls had created,
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which is one of the important benefits that Russia is extracting from this relationship.
And yet, China has not granted Russia unlimited access. Chinese firms have periodically
adjusted their behavior in response to the threat of secondary sanctions, which means that
Russia has had to adjust to the availability of certain categories of technology depending
on the stringency of the U.S. sanctions. The depth of this dependence is measurable:
China’s share in Russia’s dual-use imports rose from roughly 25% before the invasion to
over 80% by 2025, concentrated in electronic components, CNCmachine tools, computing
and telecommunications hardware, and advanced optical and aerospace components
(see Figure 2, which compares imports of Common High Priority (CHP) items from
China to imports from the coalition of countries applying export controls). Russia’s
military-industrial complex has become structurally reliant on Chinese components and
Chinese intermediation of Western components in ways that would be extremely difficult
and costly to reverse (Risinger, Talalaievskyi, et al., 2026; Bilousova et al., 2024).

Figure 2: ReportedCHP exports to Russia and share from
partners

Source: UN Comtrade, Chinese customs, KSE Institute.

China’s major role in Russia’s economic survival, mostly via trade, has been made possible
thanks to China’s build-up of an infrastructure for international payments, which China
has provided to Russia as an alternative to Western financial infrastructure. The expanded
use of the renminbi in bilateral transactions, routed through the CIPS interbank messaging
system as a partial substitute for SWIFT access, has allowed Russia to conduct international
commerce at a scale that its exclusion from dollar-denominated systems might otherwise
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have foreclosed.

However, this financial lifeline has introduced its own vulnerabilities. As Bank of Russia
Governor Elvira Nabiullina herself acknowledged, the expanded role of the yuan means
that developments in China and movements in the yuan exchange rate now exert greater
macroeconomic influence on Russia than at any previous point. The yuan is not a freely
floating currency, and PBoC policy can be unpredictable and opaque. High reliance on the
yuan complicates the Bank of Russia’s monetary policy and exposes its financial system
to unpredictable external shocks. What was sold domestically as a step toward financial
sovereignty has merely created new risk exposures.

Moreover, Chinese banks have proven far less willing than Russian officials hoped to
serve as an alternative payment infrastructure. Multiple rounds of secondary sanctions
threats prompted major Chinese financial institutions to curtail or suspend accepting yuan
payments fromRussian counterparties — creating bottlenecks ofweeks tomonths, requiring
routing through expensive intermediaries, and leaving significant sums stuck in transit.

Finally, Chinese promotion of pro-Russian narratives about the war, along with Beijing’s
broader promotion of a multipolar world order, has reduced Russia’s diplomatic isolation
in the Global South and provided Moscow with political cover in multilateral forums.

2.2 Long‑term costs
What is, no doubt, a very useful partnership for Russia so far, is already showing some
cracks when it comes to more structural costs down the road. The most fundamental
is economic dependence. As Russia’s trade and financial relationships with Western
economies have contracted, China has become the dominant node in Russia’s external
economic relations. This is not only true for exports but also imports (see Figure 3).

The diversification of imports appears all the more difficult given that Russia mainly
accumulates renminbi as payment for its exports, which does not allowRussia to accumulate
hard currency to import from other sources and makes substitution of imports from other
sources very difficult as the renminbi is not freely convertible. These complications are
exacerbated by the financial sanctions imposed by theU.S. andEUagainst Russia. This also
means that Russia is constrained when it comes to building — and financing — infrastructure
to a single foreign source, China.

Such dependence limits Russia’s negotiating leverage across a widening range of domains:
energy pricing, technology access, infrastructure financing, and currency arrangements.
Each of these represents a potential choke-point that China does not need to exercise overtly
to make its influence felt.

The automotive industry illustrates the pattern clearly. Russia is now one of the top
recipients of Chinese cars. Unlike Western carmakers, which before 2022 manufactured
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Figure 3: China's share of global tradewith Russia

Source: IMF DOTS.

in Russia, Chinese producers supply finished vehicles made entirely in China — bypassing
domestic production chains, eroding accumulated know-how, and reducing domestic
output. Moscow first responded with ambivalence, then imposed tariffs: In October
2024, mandatory recycling fees on imported vehicles were increased by up to 85% — a
poorly veiled protectionist measure directed at China that dramatically reduced import
flows. Russian regulatory agencies have also revoked certification permits for specific
categories of Chinese trucks. Simultaneously, Moscow is inviting Chinesemanufacturers to
localize production in Russia, attempting unsuccessfully to recreate the pre-2022 model of
Western-anchored localized production. Although China is willing to direct its production
overhang toward Russia, it is not willing to invest in localized production — trading yes,
investment no.

The military-industrial complex is where this dependence is most consequential. Despite
years of efforts at import substitution, Russian manufacturers have merely replaced
European dependencies with Chinese ones. China’s growing importance is visible in
the Common High Priority (CHP) items list — 50 product codes (Bureau of Industry and
Security (BIS), 2024) jointly designated by the U.S., EU, UK, and Japan as critical to
the Russian war machine. CNC machine tools, previously acquired from Germany and
other sanctions-coalition countries, have been substituted with lower-quality alternatives
almost exclusively from Chinese suppliers. Electronics and components that were once
sourced from a wide range of partners are now overwhelmingly procured from China. The

Kiel Report No. 9 June 2026

Kiel Institute for the World Economy 39



military-industrial complex has a far greater reliance on China than the civilian economy
does, and deliveries of machinery and components from the domestic market have not kept
pace with Chinese alternatives (Risinger, Shkurenko, et al., 2025).

All in all, Russia’s increasing economic ties with China do not represent a neutral
substitution but a shift from a multilateral system in which Russia participates to a
bilateral arrangement governed by Chinese institutional priorities. Russian elites are
not blind to this dynamic. The language of “sovereignty” that permeates Russian
official communication — from information-security doctrine to export-structure controls
to rare-earth industrialization policy — is now in significant part a response to the anxieties
that Chinese, not European, leverage creates. Moscow wants to be Beijing’s partner, not its
dependent.

Geopolitically, the most telling indicator of Russia’s declining leverage within the
partnership is the trajectory of its regional influence. In Central Asia, a space Russia
has historically regarded as its sphere of influence, Chinese economic penetration has
advanced significantly since 2022. The Central Asian states, alert to the sanctions exposure
that close alignment with Moscow entails and aware of how Russian revanchism may one
day gaze in their direction, have diversified their external relationships, and China has
been the principal beneficiary of that diversification.

A comparable dynamic is observable in multilateral groupings such as BRICS and
the Shanghai Cooperation Organization (SCO), where the progressive expansion of
membership dilutes Russian influence while extending Chinese convening power. Russia’s
role in these frameworks is shifting from co-architect to participant, a change that reflects
the broader asymmetry of the bilateral relationship.

Perhaps most consequentially in the long run, Russia risks ceding effective leverage over
its most strategic assets — hydrocarbons, minerals, and Arctic infrastructure — that have
historically constituted the material foundation of its great-power status. In the cases of
hydrocarbons and minerals, Russia’s potential permanent loss of European markets has
reduced Russia’s ability to use other buyers to push up the price that China pays. The
significant discount that China pays for Russian oil, even during an historic oil crisis, is
immediate evidence of this dynamic. Moreover, China’s global dominance in refining
critical minerals means that Russia can hardly act as a price maker in their bilateral trade.

3 China: Short‑term gains and
long‑term strategic architecture
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3.1 Short‑term gains
China’s immediate gains from the partnership are substantial but operate on a different logic
from Russia’s. Where Moscow has been primarily concerned with survival under pressure,
Beijing has been engaged in a process of strategic positioning that exploits the current
conjuncture while also working on the long-term gains.

The energy dimension is the most straightforward. Russia’s exclusion from Western
markets has transformed the terms of its commercial relationship with China. Beijing
has secured access to Russian hydrocarbons at discounts that represent a meaningful
improvement in China’s terms of trade, strengthening industrial competitiveness at a time
of domestic economic pressure and intensifying external competition.

Chinese crude imports from Russia rose from 86 million tonnes in 2022 to a record 108.5
million tonnes in 2024, making Russia China’s single largest oil supplier. Nonetheless,
Chinamaintains a well-diversified supply of oil: Russia accounted for only 19%of Chinese
crude imports in that time. Russian crude has been systematically priced at deep discounts
to benchmark, essentially turning Russia into a risk-priced supplier akin to Iran and
Venezuela. Yet China demonstrated its optionality in 2025: After three consecutive years
of volume growth, Russia sent roughly 150,000 fewer barrels per day to China than in 2024
— a 7.2% decline — as new sanctions prompted Chinese national oil companies to reduce
purchases and independent refiners shifted toward other discounted sanctioned barrels.
China’s ability to re-optimize its sanctioned-supplier portfolio is the form of leverage that
makes the relationship uncomfortable for Moscow.

More broadly, Russia has become a captive supplier across a range of commodities —
minerals, agricultural products, timber — with diminishing ability to seek competitive
alternatives due to sanctions, a shift that has altered the balance of bargaining power in
ways that are unlikely to reverse even if Russia’s geopolitical situation eventually improves.

Gas is where China’s leverage is most visible. While Russia has been able to redirect
oil toward China and India with relative ease, gas is far harder to reroute. The Power
of Siberia 1 pipeline reached 38.8 billion cubic meters in 2025, exceeding its contracted
target, but Russian authorities are understandably concerned that this cannot replicate the
European revenue model, which combined higher prices, deeper contractual commitments,
and stronger pricing leverage. The Power of Siberia 2 project — which would run through
Mongolia and deliver up to 50 billion cubic meters per year from western Siberian fields
stranded by the loss of European markets — has emerged as the most important test
of whether the partnership has real commercial substance. A memorandum signed in
September 2025 was described by Russian officials as a “legally binding” milestone, but
subsequent reporting made clear it sidesteps every critical commercial term, including the
gas price. China can delay final investment decisions, press for lower prices and greater
flexibility, and resize utilization depending on spot LNGmarket conditions. Putin finished
his trip to Beijing in May without a deal on the project once again, proving that even a
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global energy crisis has not provided sufficient leverage for Moscow (García-Herrero and
Ribakova, 2026). Russia’s west-basin gas has no comparable alternative.

The financial dimension merits particular attention. Prior to 2022, the internationalization
of the renminbi had advanced slowly, constrained by China’s maintenance of capital
controls and the limited incentive for third parties to hold or settle in a non-convertible
currency. The sanctions imposed on Russia following the invasion of Ukraine have
propelled the use of the renminbi for trade settlements. This would not have been possible
in the past as all renminbi transactions had to use Western international payment channels
but China’s creation of its Cross-Border International Payments System (CIPS) has allowed
it to make payments outside of SWIFT (with China’s own messaging system), which are
particularly useful for countries subject toWestern sanctions, as is the case for Russia. More
broadly, Russia’s experience has provided a visible demonstration to other economies —
sanctioned, sanction-threatened, or simply concerned about dependence on U.S. financial
infrastructure — that dollar alternatives exist and function at scale. This is a major benefit
for China in its quest for renminbi internationalization without losing its grip on capital
controls.

The 2026 Iran war has further illuminated the strategic calculus behind the partnership.
Both Russia and China have maintained conspicuously muted responses to the U.S.-Israeli
campaign — a silence that reflects not passivity but strategic calculation. For China, the
war is opening space in the Indo-Pacific as the United States becomes consumed by the
Middle East. China had been dependent on Iran for roughly 13% of its crude oil imports,
routed largely through Malaysia and Indonesia to circumvent sanctions, with a 25-year
cooperation agreement worth an estimated $400 billion in discounted oil. With Iranian
supply nowdisrupted, Russia stands to fill part of the gap, asChinese independent refineries
shift between Russian, Venezuelan, and Iranian crude depending on availability and pricing.
Yet China’s vulnerability to the energy shock is structurally contained: Precautionary
stockpiling since late 2025 has given Beijing three to four months of crude oil reserves,
and its growing electric vehicle economy and clean energy investments reduce structural oil
dependence over the medium term, while reliance on coal helps shield the economy from
oil and gas price volatility in the short term. For Beijing, the Iran crisis is a manageable
disruption that offers strategic benefits: U.S. distraction and reinforced narratives about
American unilateralism.

3.2 Long‑term strategic architecture
The more consequential gains for China are structural and likely to compound over time.
The first concerns economic dominance through accumulated leverage. China’s GDP is
already roughly ten times that of Russia in nominal terms, and the trajectories of the two
economies suggest this gap will widen. But aggregate size understates the nature of the
dependency that is forming. What matters is China’s growing role as the decisive node in an
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increasing number of supply chains on which Russia depends: manufacturing, technology,
capital equipment, and the dual-use inputs that sustain the Russian defense sector. Each of
these dependencies constitutes a potential point of leverage that China accumulates without
needing to exercise it overtly. As Chinese investment flows into Russian infrastructure
projects that Western capital has vacated, the relationship between formal ownership and
effective economic control becomes progressively more complex.

Second, China may be constructing a financial architecture that confers the practical
benefits of currency internationalization without the costs traditionally associated with
reserve currency status. A modern reserve currency typically requires the issuing
country to run trade deficits and maintain open capital accounts, accepting a degree
of domestic economic constraint in exchange for international monetary influence and
cheaper borrowing. China’s approach, by contrast, seeks to expand renminbi use among
economies that have limited dollar alternatives — through sanctions, political friction, or
deliberate strategic choice — while retaining capital controls and the domestic financial
autonomy they provide. If this network continues to expand, as China’s engagement with
BRICS enlargement suggests it intends, Beijing may achieve a form of monetary influence
that is historically novel: international in reach but insulated from the vulnerabilities that
international status has historically entailed.

Third, China’s approach to multilateral frameworks reflects a hub-and-spoke institutional
logic that is systematically accruing to its advantage. The progressive expansion of BRICS
and the SCO increases Chinese convening power while diluting Russian influence. New
member states are drawn to these frameworks primarily by the economic relationships
they have with China, not with Russia. Beijing’s bilateral relationships with each member
state pass through Chinese institutional and commercial nodes in ways that generate
dependencies on the hub rather than horizontal ties among spokes. Russia, which
positioned itself as a co-architect of a multipolar order, finds its role within that order
shifting as the institutions it helped create become vehicles for Chinese rather than shared
strategic priorities.

Finally, and most worrisome, is China-Russia cooperation on the military front. China
stands to benefit from having a front-row view of Russia’s ongoing war on Ukraine and the
corresponding innovation. There are already signs of Russia and China investing together
in drone production (Financial Times, 2025).

4 The asymmetry as a structural
dynamic

The bilateral analysis presented above points toward a conclusion that is relevant beyond
the China-Russia relationship itself. The widening gap between Chinese and Russian

Kiel Report No. 9 June 2026

Kiel Institute for the World Economy 43



trajectories within the partnership is not an incidental feature; it is a structural consequence
of the terms on which the relationship was built and the divergent capacities that each party
brings to it. Russia entered the partnership seeking immediate relief fromWestern pressure
and found a willing provider. China entered it with longer time horizons and a more
systematic conception of the advantages it sought to accumulate. The result is a relationship
in which short-term complementarity conceals medium- and long-term asymmetry.

This dynamic has implications that extend beyond the bilateral balance. The financial
architecture, the institutional frameworks, and the infrastructure investments that the
partnership is generating do not simply redistribute leverage between Moscow and Beijing.
They contribute to a reconfiguration of the international order that affects the strategic
environment of third parties, including Europe. The question of what this asymmetry
means for European strategy is therefore not secondary to the bilateral analysis; it is its
logical continuation.

5 Implications for European strategy
European policy toward the China-Russia relationship has tended to treat the two bilateral
relationships — with Russia and with China — as analytically and institutionally separate.
The analysis developed in this chapter suggests that this separation is increasingly
inadequate. The structural dynamics of the China-Russia partnership generate spillovers
that affect European interests directly, and the two relationships are linked in ways that
require a more integrated strategic framework.

Two scenarios, which are not mutually exclusive, illustrate the range of implications
European actors should consider. In the first, Russia, finding itself progressively
subordinated within its partnership with China and aware of the structural disadvantages
accumulating against it, eventually seeks to rebalance by re-engaging with Europe. For
Europe, this scenario presents both an opportunity and a risk: an opportunity to offer
a counterweight to Chinese dominance over Russian strategic assets in ways that might
support a more stable regional order, and a risk of premature engagement that rewards
Russian aggression without securing a durable change in behavior. Any meaningful
re-engagementwould require a credible resolution of thewar inUkraine on terms consistent
with European security principles, a condition that remains distant but should not be
structurally foreclosed. European re-engagement would also need to be structurally limited
— i.e., maintaining bans on imports of Russian oil and gas — to guard against a repeat of the
weaponized dependence that led Europe into crisis in 2022.

In the second scenario, China continues to actively use the Russia relationship as an
instrument for weakening Europe as a strategic actor. This could operate through multiple
channels: sustaining Russian military capacity long enough to erode European political
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will and fiscal capacity for supporting Ukraine; advancing the de-dollarization agenda and
renminbi internationalization in ways that reduce European monetary leverage; deepening
Chinese economic penetration of European markets and critical infrastructure during a
period of European strategic distraction; or amplifying political divisions within Europe
through information operations that Moscow conducts but Beijing benefits from. It is
important for Europe to note that this scenario does not require explicit — or visible —
coordination between Beijing and Moscow; the structural alignment of their interests is
sufficient to produce convergent effects.

What European strategy requires is a dual-track framework that operates at two levels
simultaneously. At the first level, it must maintain the capacity for eventual re-engagement
with Russia, but only as long as Russia concedes when it comes to a fair settlement
of its invasion of Ukraine. This includes, but is not limited to, paying reparations to
Ukraine, returning prisoners of war and children abducted from occupied territories, and
potentially negotiating the return ofUkrainian territories. At the same time, though, Europe
must reduce its economic and technological dependencies on China. The two tracks are
connected. Europe’s ability to offer Russia ameaningful alternative to Chinese dependency,
if and when the conditions for such an offer arise, will depend on Europe having retained
sufficient economic and institutional agency to make the offer credible.

In practical terms, the task forWestern strategy is not towait for the partnership to fracture —
it will not, in any relevant time frame— but to sharpen the costs of the asymmetry that Russia
already bears. This means maintaining and extending secondary sanctions that make every
Russia-China transaction more expensive and less reliable, providing strategic support for
alternative transport and energy corridors that reduce China’s leverage over both Russia and
third countries, and investing in energy alternatives to reduce Russia’s leverage vis-à-vis
Europe. The China-Russia partnership’s internal tensions are real but not destabilizing;
China’s support has been decisive in enabling Russia to sustain both its economy and its
war effort. European policy must therefore maintain financial and technological pressure
while leveraging the vulnerabilities that already frustrate Moscow.

The 2026 Iranwar represents the biggest challenge to the sanctions regime inmore than four
years of Russia’s full-scale war against Ukraine and carries direct implications for European
strategy. First, any further easing of sanctions on Russian oil will not meaningfully
reduce current supply challenges, since Russia has already been producing close to its
capacity — sanctions have primarily targeted the value Russia extracts from exports, not
volumes. Easing restrictions will, however, fundamentally undermine the credibility of
the sanctions regime and jeopardize European security for years to come. Second, U.S.
distraction in the Middle East is keeping open the space for Russia to pursue maximalist
demands in Ukraine and to consolidate its sphere of influence closer to home, while
additional energy revenues give Moscow the financial means to continue its war in Ukraine
for longer or open new fronts in Europe, whether hybrid or otherwise. Third, the crisis
demonstrates that Russia’s provision of satellite imagery and intelligence to Iran — enabling
Tehran to target U.S. and allied assets with precision — has not triggered meaningful U.S.
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push-back, validating Putin’s calibrated approach and signaling to European policymakers
that the Russia-China-Iran axis of coordination is deepening in ways that directly affect
transatlantic security. Europe must therefore plan for a scenario in which U.S. strategic
bandwidth is structurally reduced and the costs of the China-Russia partnership are
amplified by Middle Eastern instability.

6 Conclusion
The China-Russia partnership has clearly grown since Russia’s full-scale invasion of
Ukraine but in an increasingly asymmetric way. This, and not so much Western pressure,
will be the defining factor when it comes to the resilience of their relationship. The current
complementarity of interests is already showing some cracks as Russia realizes the costs of
such relations in the medium term as the terms of the relationship become less favorable.
Such costs include economic dependence, diminished regional influence, and eroding
leverage over its own strategic assets. China is deriving benefits that are comparably real in
the short term and considerably larger in the long term, as it consolidates its choke-points
on the Russian economy, extends the use of the renminbi without losing control of its
capital account, and builds a hub-and-spoke approach to international relations with Russia
becoming a by-stander even within its region of influence.

The 2026 Iran war illustrates the pattern at speed: Russia receives a temporary financial
reprieve through higher energy prices, but the windfall does not alter the underlying
structural asymmetry — China remains the party with options, able to re-optimize its
supplier portfolio and absorb the shock through precautionary stockpiling and energy
diversification, while Russia remains the party locked in. The muted responses of both
Moscow and Beijing to the U.S.-Israeli strikes reflect a shared strategic calculation — letting
the U.S. entangle itself in a costly Middle Eastern quagmire — but the long-term benefits
flowdisproportionately toChina, which gains space in the Indo-Pacificwhile Russiamerely
forestalls fiscal collapse.

For Europe, the implications are both urgent and structural. The temptation to keep fully
separate policy files for Russia and China, each managed on its own terms, underestimates
the degree to which the two are now linked through the bilateral dynamics described in this
chapter. Furthermore, the asymmetry that is building within the China-Russia relationship
in China’s favor means that Europe needs to continue to include Russia, and therefore
Ukraine, in is diplomatic relations with China. Within that context, Europe will need to
play its cards well when it comes to the potential scenarios in China-Russia relations, one
in which Russia attempts to turn to Europe to exit the increasing straitjacket that China has
put Russia in or one in which Russia accepts such strategic dependence. The more Russia
worries about the latter, the more Europe should have some leverage when it comes to a
fair settlement of Russia’s invasion of Ukraine and the future relations between the two and

Kiel Report No. 9 June 2026

Kiel Institute for the World Economy 46



between Europe and Russia.

Finally, one area that warrants close attention — and future research — is cooperation in the
military sphere. Russia’s aggression against Ukraine means it is at the forefront of current
warfare. While Ukraine has generally maintained a lead in innovation, Russia has been
quick to catch up and produce at scale — which it would not have been able to do without
Chinese support. In return, it would be practical for China to request access to a front-seat
view of the war to learn from it. There are already signs of Russia and China investing
together in drone production (Reuters, 2024). The partnership in this domain — technology
supply yes, technology transfer no—mirrors the broader pattern, but themilitary dimension
carries implications that extend well beyond the bilateral relationship and directly affect
European security.
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China's role in supplying Russia
with sanctioned products
Konstantin Egorov

1 Introduction
The Russian invasion of Ukraine in 2022 triggered the largest application of trade sanctions
to date.1 Yet, this unprecedented use of geoeconomic pressure has neither stopped the
war nor led to a major collapse of the Russian economy. Arguably, one of the main
reasons behind this apparent resilience of the Russian economy is its ability to circumvent
trade sanctions by sourcing banned products through countries that have not joined the
sanctioning coalition (Egorov et al., 2025a; Chupilkin et al., 2023).

The list of such countries is both long and diverse. It includes not only members of the
Eurasian Economic Union (Armenia, Belarus, Kazakhstan, Kyrgyzstan), but also the U.S.
ally theUAEand theNATOmemberTurkey, amongothers. Crucially, it also includesChina,
the main geopolitical rival of the U.S. One possibility is that sanctions have not reached
their full potential because the geopolitical reach of the U.S. and the EU does not extend
far enough to include enough countries potentially willing to supply sanctioned goods to
Russia. In this scenario, no single country would be able to decisively offset the effects
of geoeconomic pressure. Alternatively, the sanctions’ lack of success could be attributed
primarily to China alone, while all other Russian trade partners play only a marginal role.
So, how large was China’s role in circumventing Western sanctions? This question is key
not only for understanding the impact of sanctions in hindsight but also for evaluating the
current potential of China’s geopolitical influence. In particular, it informs whether China
alone could similarly constrain future attempts by the U.S. and the EU to use economic
coercion against others.2

This chapter uses the list of sanctioned products from Egorov et al. (2025b) and the customs
data from Egorov et al. (2025a) to investigate this question. The former consists of 10-digit
Harmonized System (HS) product codes forbidden to be exported to Russia by the U.S., the
EU, Australia, Canada, Japan, South Korea, Switzerland, Taiwan, and the UK. The latter
contains the detailed records of all Russian international trade transactions up to the end of

1 https://www.castellum.ai/russia-sanctions-dashboard
2 See Clayton et al., 2023; Clayton et al., 2024 for the theory of economic coercion and hegemonic power in
this context.
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2023.

Section 2 reveals the dominant share of China in the supply of sanctioned goods to Russia
in arguably the most decisive period of the conflict, that is, in March 2022—December
2023. This includes both products produced within the sanctioning countries and shipped
to Russia through third countries (labeled as rerouting) and similar products produced
elsewhere (substitution). Moreover, China’s role is especially pronounced in the supply
of products most likely to contain so-called critical military components, as identified by
the Main Directorate of Intelligence of Ukraine (2025).

The overall dominant role of China can be explained by its position as Russia’s largest
trading partner but not by its active response to sanctions. In fact, Chinese shipments of
sanctioned products to Russia have increased by roughly the same percentage as shipments
of other countries friendly to the Russian government. Instead, even prior to 2022, China
was by far the largest trading partner of Russia (after the EU), and its exports to Russia
had already been expanding at a much higher rate than those of most other countries.
The Chinese response to sanctions has, however, been unique as China appears to be
the only country that has successfully substituted Western-made sanctioned products with
domestically produced Chinese alternatives.

Section 3 illustrates these findings with two specific case studies: Russian imports
of microprocessors and washing machines. Both products have received considerable
attention in the media, since the former is a primary example of a dual-use product (it
can be used as a critical military component without being classified as a weapon) and
the latter is an example of a sanctioned consumer good that is sophisticated enough to
significantly depend on foreign technology. In both cases, China accounts for the vast
majority of Russian imports of these two products but in starkly different ways. Almost
all microprocessors imported to Russia remain Western brands. 76% of these shipments
go through China, thereby providing Russia with continued access to prohibited Western
technology. In contrast, Western brands of washing machines have practically disappeared
from the Russian market. Yet, China currently produces 81% of all washing machines
imported to Russia. In this way, China has effectively substituted Western technology with
its own.

Section 4 concludes by confirming that the trends identified in Sections 2 and 3 persisted
during 2024, based on the more recent publicly available trade data.
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2 Main findings
2.1 Current supply of sanctioned products
Where does Russia get its current supply of sanctioned products? In particular, what
share of them arrives through China? Figure 1 shows the shares of top-10 countries that
shipped sanctioned products to Russia from March 2022 through December 2023.3 These
include all 10-digit product codes that were sanctioned by at least one country, regardless
of where they were produced. Some of these shipments reflect the circumvention of
sanctions, e.g., microprocessors produced in the U.S. but shipped from Turkey. Others
reflect the substitution of sanctioned products by comparable products produced outside
of the sanctioning countries, e.g., Chinese washing machines replacing banned European
ones.

Panel A shows the distribution of countries for the sanctioned products that are not
considered to be critical military components (non-critical and critical products account
for 86% and 14% of all imports of sanctioned products, respectively). China ships 42%
of all non-critical products, with the EU in second place with 26%. The latter category
includes products sanctioned by other countries but not by the EU.As emphasized in Egorov
et al. (2025b), different sanctioning countries impose sanctions on different products. For
example, single-malt Scotch whisky is sanctioned by Switzerland but not by the EU. The
same category also includes products sanctioned later in 2022 or 2023, since not all sanctions
were imposed at the start of the conflict. Moreover, there are many legal exceptions to
sanctions imposed by the EU. For example, sanctions for most luxury products apply only
for products above a certain price threshold, and thus selling cheaper products within the
same product code does not violate these sanctions.

Next, customs records do not report the country of shipment for 8.5% of all imports of
non-critical sanctioned products. Of course, many of the underlying transactions violate
the laws of the sanctioning countries, and thus the exporters involved have incentives to
misreport some information. This analysis, however, is based on data reported on the
Russian side of the border. Thus, a transaction considered illegal, for example, in the
EU is typically perfectly legal within Russia. As a result, the same firm that misreports
information on the European side of the border has incentives to report it truthfully on
the Russian side of the border. This may help to explain why only 8.5% of shipments of
sanctioned products have no reported country of shipment.

The next non-sanctioning country that supplies sanctionedproducts toRussia isTurkey. But
the gap between first and second place is substantial. Specifically, China suppliesmore than
7 times more sanctioned products by value than Turkey (42% vs. 5.8%). The remaining
non-sanctioning countries in this list include India with 1.4% and Uzbekistan with 1.2%.

3 Throughout the chapter, imports from Hong Kong are included in the total imports from China.
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Figure 1: Shares of top‑10 countries in Russian imports of
sanctioned products

Panel A: Non-critical sanctioned products

Panel B: Critical sanctioned products

Notes: This Figure shows the shares of individual countries of shipment for sanctioned products imported to Russia during
March 2022—December 2023. Sanctioned products include all 10-digit product codes sanctioned at least by one country.
Panels B and A show shares for the imports of critical military components and for everything else within sanctioned products
respectively. Critical components account for 14% of total Russian imports of sanctioned products.
Source: Russian customs data, author’s calculations.

The same pattern holds for critical components and is much starker. China supplies 62%
of all critical components to Russia, while the remaining non-sanctioning countries within
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the top 10 together amount to only 13.5%.

Thus, Figure 1 reveals China’s central role in shipping sanctioned products to Russia. To
further disentangle China’s role as a logistical hub that helps Russia circumvent sanctions
from its role as a producer of banned goods not available elsewhere, one could similarly
decompose all sanctioned products currently available in Russia by the country in which
they have been produced. Specifically, of the non-critical products, 44% were made in
China, 25% in the EU, 6% in South Korea, 4% in the U.S., and 3% in Turkey. Within
the critical components category, the corresponding shares are 57% for China, 13% for
the EU, 4% for Taiwan and the U.S., 3% for South Korea andMalaysia, and 2% for Turkey.
These figures reflect both the crucial role of rerouting ofWestern products toRussia through
third countries, and the truly indispensable role of China in replacing Western sanctioned
products with similar products made elsewhere.

Finally, it is important to emphasize that China plays a dominant role in the rerouting of
Western products as well. Specifically, within all sanctioned products rerouted to Russia,4

only 6% of non-critical products arrived through China, but the corresponding number
for critical components is 34%. In fact, China is by far the largest supplier of critical
components produced elsewhere to Russia, with Turkey (17%), the EU (12%), and the UAE
(11%) occupying the next three places.5

2.2 Explaining China's role
While most sanctioned products arrived in Russia through China, there could be several
alternative reasons for this pattern. It’s possible that China has specifically responded to the
sanctions imposed after February 2022 to help Russia overcome them. However, it’s also
worth noting that China was Russia’s second largest trade partner in 2021 (accounting for
23% of total Russian imports). Thus, when Russian imports from its largest partner (the EU
with 45%) collapsed, China’s trade share with Russia would mechanically increase, so that
it would become the top supplier in figures from the previous subsection. To paraphrase,
all China had to do to become Russia’s main supplier of sanctioned products was simply not
to reduce its trade with Russia relative to 2021.

To check howChinese trade flows to Russia have changed since 2021, I calculate the average
monthly imports of sanctioned products for each country separately in 2021 and during the
period March 2022—December 2023. Then I keep only those countries that have increased
their exports to Russia. Within this set of countries, I calculate the shares of individual
countries. This calculation shows which countries are most responsible for the increases
in imports of sanctioned products to Russia. In fact, the shares for China become even
larger, with 58% and 62% for non-critical and critical products, respectively. This means

4 That is, within all sanctioned products imported to Russia through a country other than the one in which
these products were produced.
5 Within all sanctioned products shipped to Russia from the same country in which they were produced, China
accounts for 56% of non-critical and 74% of critical products.
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that China was not just the biggest pre-war supplier of sanctioned products to Russia, but
has also increased its trade of sanctioned goods with Russia by significantly more than any
other country.

To get a sense of the magnitude of these changes relative to the overall drop in trade
in sanctioned products, Figure 2 decomposes the total changes in imports of sanctioned
products to Russia into several categories, separately for China and the rest of the world.
Specifically, Russian average monthly imports of non-critical sanctioned goods from the
sanctioning countries fell by $5.3 billion since 2021 (category “Sanctions” in Panel A). This
fall has been partially compensated by the increase in trade with the rest of the world
excluding China (the blue bars in “Substitution” and “Rerouting”) so that the resulting drop
in average Russian imports was reduced to $4.5 billion (the blue bar in “Total”). On top
of this, the average imports from China have increased by $2.1 billion (the orange part
in “Total”), so that in the end, during the conflict, Russian average monthly imports of
non-critical sanctioned products were only $2.4 billion lower than in 2021.

The same Panel A of Figure 2 reveals that China is single-handedly responsible for virtually
all of the substitution and none of the rerouting of non-critical sanctioned products. In the
aggregate, non-critical sanctioned products were more substituted than rerouted, and thus
China has contributed more than the rest of the world to the increase in trade with Russia
for this product category. In contrast, Panel B of Figure 2 shows that the average monthly
imports of critical components to Russia declined by only $0.2 billion since 2021. This
type of sanctioned product was more rerouted than substituted, with China providing 41%
of total rerouting and all of the substitution.

Even though Figure 2 points to China as the main driver behind the increased trade of
sanctioned products, it is still possible that this effect is largely mechanical, rather than
a deliberate response aimed at reducing sanctions’ effectiveness. In particular, as Figure 3
shows, in the years prior to 2022 Russia’s trade with China was expanding at a much higher
rate than trade with any other major Russian trade partner. Moreover, based on Figure 3
alone, it’s very hard to say whether the expansion of China’s trade with Russia since 2022
was simply a continuation of a pre-existing trend or a response toWestern sanctions layered
on top of this trend.

To evaluate the role of trends versus sanctions in the expansionofChinese trade, I extend the
regression-based analysis fromEgorov et al. (2025a). The details are available upon request,
but simply put, within all non-sanctioning countries, I select those who are most frequently
mentioned as helping Russia to cope with sanctions: Armenia, Belarus, China, Georgia,
Kazakhstan, Kyrgyzstan, Serbia, Turkey, and the UAE. For this set of “friendly” countries,
I estimate two types of such “help”: either rerouting of banned Western-made products or
their substitution with similar but locally produced products. I do this separately for critical
and non-critical components. For each such country, I compare their exports to Russia
with “normal” exports to Russia, that is, exports from other countries, e.g., Brazil, and
exports of products that have not been sanctioned by any country. This way I can estimate
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Figure 2: Decomposition of changes in Russian imports of
sanctioned products since 2021

Panel A: Non-critical sanctioned products

Panel B: Critical sanctioned products

Notes: This Figure is based on changes in average monthly imports between the period of March 2022—December 2023 and
all of 2021, separately by category and by country. “Total” shows the total change in imports to Russia in billions of dollars.
This total is then decomposed into the imports from sanctioning countries (“Sanctions”), imports of products shipped and
produced in the same country (“Substitution”), and in different countries (“Rerouting”). All trade with missing information on
the country of shipment is counted as a part of “Rerouting”. Panels A and B do this decomposition separately for non-critical
and critical sanctioned products.
Source: Russian customs data, author’s calculations.
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Figure 3: Russian imports by country

Notes: This Figure showsmonthly Russian imports by country of shipment. In 2021, the top three Russian trade partners were
the EU, China, and missing country of shipment (followed by South Korea, Turkey, and Japan).
Source: Russian customs data, author’s calculations.

whether Russian trade of sanctioned products with these “friendly” countries has expanded
since 2022 beyond country-wide trends that reflect a general decrease in trade costs and thus
equally apply to all products and not just the sanctioned ones. Crucially, I estimate these
effects of sanctions on “friendly” countries separately for China and for other “friends”.
This way I can evaluate whether China has done more or less relative to other countries to
help Russia cope with sanctions.
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Figure 4: Regression‑based estimates of substitution and
rerouting, by country and product type

Panel A: Substitution

Panel B: Rerouting

Notes: This Figure displays the estimated regression coefficients that represent the changes in trade in response to sanctions
on top of country- and product-level trends. Lines marked with filled and hollow diamonds display coefficients for critical
components among sanctioned products, while lines marked with filled and hollow circles display coefficients for the rest
of the sanctioned products. Red lines show coefficients for China, and blue lines show the average coefficients for Armenia,
Belarus, Georgia, Kazakhstan, Kyrgyzstan, Serbia, Turkey, and the UAE. The impact of export sanctions is then estimated on
each of these flow’s value, with the imports from third countries serving as a control (comparison) group. The bars represent
95% confidence intervals. The coefficients are estimated based on 3,358,280 observations across 8,753 products and 204
countries. Further details are available upon request.
Source: Russian customs data, author’s calculations.
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Figure 4 presents the estimates from this analysis. First, these results confirm that China
is the only country that has managed to substitute the missing Western products with
domestically produced alternatives. However, these effects are significant only for the
non-critical products. This finding is in line with the notion that the critical components are
more sophisticated and specialized than other sanctioned goods, and thus they are harder
to substitute.

Panel B of Figure 4 reveals that all “friendly” countries have substantially increased their
rerouting of sanctioned products to Russia since the start of the war. Rerouting of the
critical components is always more substantial than rerouting of the rest of the sanctioned
products. And even though China initially increased its rerouting by less than other
“friendly” countries, the gap between them had closed by the end of 2023. Overall, this
Figure confirms that China has expanded its trade of sanctioned products with Russia
beyond the trend of expanding bilateral trade and beyond the trends for each of the 10-digit
products.

Importantly, Figure 4 reports the relative increases in trade, that is, increases in log-points
or percentages. Since China has been Russia’s largest trade partner since 2022, even a small
percentage increase of its trade can result in a large absolute increase in Russian imports.
To evaluate the contribution of different countries to the aggregate Russian imports, I make
the following calculation based on the estimated effects.

I keep country- and product-level trends the same while I assume away all the effects
displayed in Figure 4. To paraphrase, I allow the Russian imports of, e.g., microchips
from China to increase but only at the same rate as 1) the expansion of Chinese trade
of non-sanctioned products and 2) the expansion of exports of microchips from “neutral”
countries, e.g., Brazil, during the same time period. I compute the total change in
Russian imports of sanctioned products with and without the effects from Figure 4, and the
difference between the two reveal the change in trade of sanctioned products from various
countries on top of what would have been expected from the overall trends associated with
each country and product.
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Figure 5: Regression‑based decomposition of changes in
Russian imports since 2022, by country, product, and
type

Notes: This Figure shows the results of regression-based counterfactuals described in themain text. Specifically, the predicted
values are computed with and without 𝛿̂𝑖

𝑡 = 0 for all 𝑖, 𝑡, and in both cases the absolute values of the aggregate Russian imports
are computed based on these predicted value. The difference in these two counterfactual aggregate values is interpreted
as China’s contribution through rerouting and substitution. This contribution can be computed separately for critical and
non-critical sanctioned products, as well as separately for substitution and rerouting trade flows. The resulting 4 components
of China’s contribution are displayed as orange bars. Similarly, the components of contribution of other “friendly” countries
are displayed as blue bars. To make this Figure comparable to Figure 2, changes in imports during March 2022—December
2023 were summed up and divided by 22 to convert them to average monthly changes.
Source: Russian customs data, author’s calculations.

The same calculation enables me not only to estimate the total increase in Russian imports
due to substitution and rerouting from nine “friendly” countries, but also to single out the
role of China. Figure 5 presents the results of this decomposition. As expected, China
single-handedly drives substitution of all sanctioned products. But the same Figure reveals
the dominant role of China in rerouting of critical components. In fact, China is responsible
for 63% of all rerouting of critical products (vs. 25% for non-critical products). Moreover,
China is responsible for 76% of the total increase in the Russian supply of banned critical
components triggered by sanctions, once substitution and rerouting are added up together.
Thus, even though the Chinese relative increase in rerouting of critical components was
initially somewhat smaller than that of other “friendly” countries, the sheer size of the
Chinese economy ensures that China alone is responsible for most of such rerouting.
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3 Case studies
The results of Section 2 reveal China’s role in the aggregate changes in Russian imports. Yet
there is a lot of heterogeneity concealed behind these aggregate figures. In this Section, I
illustrate this heterogeneity by looking at two specific products that are often discussed in
this context: microprocessors and washing machines.

3.1 Microprocessors
Microprocessors have arguably received the most attention in the media since the start of
the conflict. They exemplify both dual-use critical sanctioned products and the highly
sophisticated Western products that are hard to substitute.6

In 2021, just two Western brands covered almost 97% (by value) of the Russian imports of
microprocessors: Intel and AMD. Strikingly, during March 2022—December 2023, the same
97% of the Russian imports of microprocessors consisted of the same two brands. Such a
remarkable lack of change is consistent with the notion that microprocessors are highly
specialized products that are hard to substitute. Similarly, the total number of imported
microprocessors has stayed practically constant. In 2021, the average monthly imports
consisted of 107,263 microprocessors, while since March 2022 the same figure has been
104,654.

Crucially, though, in 2021, 94% (by value) of all microprocessors were imported from the
UK and Cyprus alone.7 Yet, since the start of the conflict, the top-5 countries shipping
microprocessors to Russia by value were China (76%), Turkey (12.6%), Serbia (3.6%),
Singapore (3%), and Taiwan (2.2%). Thus, in terms of brands, the case of microprocessors
is an example of almost complete rerouting. For this to happen, China had to increase its
average monthly shipments of microprocessors to Russia by 6.2 times in quantities and by
51.1 times in value.

Yet, some of the Intel and AMD microprocessors were always produced in China.
Specifically, in 2021, 27.5% of all microprocessors imported to Russia (by value) were
produced in China. Since March 2022, this share has fallen to 23.3%. The average monthly
value of imported microprocessors made in China has similarly declined by almost 30%.
This means that there was actually no substitution of Western-made chips with chips made
in China, even within theWestern brands. Instead, 56% of all microprocessors imported in
2021 were made in Vietnam and Malaysia, while since March 2022 their share has increased
to 68%.

Overall, these figures imply that the Russian supply of microprocessors has remained

6 This section is based on the analysis of two 10-digit product codes that include all microprocessors and
two 10-digit product codes that cover all fully automatic washing machines with a total load of no more
than 6 kg.
7 The same figures for Intel and AMD chips are 98% and 99% respectively.
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remarkably stable since the start of the conflict. The same applies to its composition
by brand and by the country of production. The only thing that has changed is the set
of countries through which microchips are shipped to Russia, with China, and to a much
smaller extent Turkey and others, displacing the UK and Cyprus.

It’s also interesting to track the evolution of unit values for imported microprocessors. The
average unit value of imported Intel microprocessors in 2021 was $204. Yet, the average
unit value for the Intel chips shipped from China since March 2022 was only $166. The
key problem with this comparison is that there is likely a compositional change in specific
types of microchips even within the group of Intel microprocessors. As a result, this drop
in average unit values could be driven by a shift towards lower-quality microchips. It’s hard
to say more based on the Russian international trade data because there is no clean control
group for comparison of unit values.8

3.2 Washing machines
The case of washing machines is no less interesting for at least two reasons. On the one
hand, they represent pure consumer products with no dual-use applications.9 On the other
hand, similar to microprocessors, washingmachines are sufficiently sophisticated and they
rely heavily enough on Western technology that they are presumably harder to substitute
than some relatively simpler and more homogenous products.

In 2021, at least 66 brands of washing machines were imported to Russia. The top 5
were Swedish Electrolux (17.1% of total value), Russian brands DEXP and Leran produced
abroad (14.4% and 8.7%), Slovenian Gorenje (8.5%), and Italian Indesit (6.7%). Since
March 2022, the total number of brands has increased to 93, with a new top 5 of Russian
DEXP (19.3%), Slovenian Gorenje (13.1%), Russian Leran (8.9%), Russian Biryusa (6.4%),
and Korean Samsung (5.9%). Notably, the former market leader Swedish Electrolux has
practically disappeared from the Russian market with its market share falling from 17.1%
to 0.3%. Similarly, Italian Indesit has fallen from 6.7% to 0.03%. Both Sweden and Italy
are members of the EU that has imposed sanctions on washing machines. Curiously, South
Korea has not, and the market share of Korean Samsung has increased from 0.3% to 5.9%.
Thus, in stark contrast to the case ofmicroprocessors, there seems to be an almost complete
disappearance of sanctioned Western brands in this market. These brands have left, and
theirmarket share has been captured by remaining brands. The only prominent exception is
Slovenian Gorenje, which has increased its market share despite Slovenia’s EUmembership.

8 The same problem appears in any customs data due to compositional changes within the same product code.
Yet, Corsetti et al. (2025) make use of the Turkish customs data to control for the same exporter, and they
find an increase in average prices across all products shipped to Russia of about 4%. For an analysis of
unit values based on Comtrade data, see Korhonen and Simola (2025). For the effect of 2014 sanctions on
consumer prices in Russia, see Hinz and Monastyrenko (2022).
9 The U.S. Commerce Secretary initially claimed that Russians may harvest sanctioned semiconductors from
some consumer products like dishwashers or refrigerators (Tegler, 2023). However, there appears to be
little evidence that it was a significant phenomenon. Subsection 3.1 also suggests that it was relatively
straightforward for Russians to buy microprocessors directly, without the need to harvest them from other
products.
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The same lack of rerouting of Western brands is also clearly visible in the distribution of
countries where the imported washing machines were produced. In 2021, 48.5% of them
(by value) were produced in China, 17.5% in Poland, 10.3% in Slovakia, 7.3% in Turkey,
and 5.5% in Ukraine, with these top-5 countries together accounting for 89%of themarket.
SinceMarch 2022, these shares have shifted to 81.3% for China, 9.3% for Turkey, and 6.2%
for Uzbekistan, together accounting for almost 97%.

Figure 6: Russian imports of washingmachines

Notes: This Figure shows monthly Russian imports of fully automatic washing machines with a total load of no more than 10
kg.
Source: Russian customs data, author’s calculations.

Interestingly, the number of imported washing machines has not decreased either. Figure 6
shows the monthly imports of washing machines over recent years. While there is an
unusual spike in 2022,10 most of it could be explained by delayed purchases of durable
goods following the COVID-19 shock, combined with the unusually low level of imports in
late 2021. In fact, the average imports of washing machines during 2017—2019 were 565,178
units per year, while the corresponding figure for 2020—2023 was only 500,911.

While comparing unit values over time can again be misleading due to compositional
changes, it’s worth noting that brands that left the Russian market were on average more
expensive than the brands that stayed. In particular, in 2021, the average unit value for
Electrolux and Indesit was 43% higher than the corresponding average for DEXP, Leran,
and Biryusa (while it was about 14% cheaper than the average for Gorenje and Samsung).
To the extent that the higher price had reflected higher quality and market appeal, these
figures suggest an overall shift toward lower quality products since March 2022.

10 This spike might have contributed to the rumors about washing machines being used for harvesting
sanctioned semiconductors mentioned in the previous footnote.
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Finally, a superficial look at shipment data alone may underestimate the role of China
in supplying Russia with washing machines. Specifically, since March 2022, only 59%
of all washing machines imported to Russia were shipped from China (vs. 42% in 2021).
However, as mentioned earlier, a staggering 81.3% of all washing machines imported to
Russia since March 2022 were manufactured in China, including almost 60 brands out of
the 93 imported brands available on the Russian market. Moreover, between 2021 and the
period March 2022—December 2023, China has increased the average monthly number of
washing machines it shipped to Russia by 107%, while the similar average for machines
produced in China has increased by 108%.11

Thus, while the opportunities for rerouting of Western products are clearly available to
Russian consumers, as is highlighted by findings in the case of microprocessors, there
was almost no rerouting of sanctioned washing machines. Similarly to microchips, though,
the total size of this market appears to have remained roughly unchanged. Instead, most
sanctioned brands have practically disappeared from the washing machine market, and
their place has been taken by remaining, cheaper brands. China appears to have taken
advantage of this opportunity and has greatly expanded its direct and indirect exports
to Russia, effectively dominating this market. This fact is especially striking since
within all sanctioned consumer products, washing machines are arguably among the most
sophisticated and hardest to substitute.

4 Recent changes
The findings in the previous Sections are based on the Russian customs data that end in
2023. In this Section, I use the publicly available Comtrade data12 to check whether there
was any reversal of these patterns during 2024. Importantly, there are several limitations
associated with this dataset. First, it is much less detailed. It contains fewer variables, and
the trade flows are reported only at the 6-digit (instead of 10-digit) product level. Second,
it is based on the official statistics of Russia’s trade partners, not of Russia itself. Thus, it is
more likely to misreport transactions that are considered illegal outside of Russia.13

Figure 7 presents the aggregate trends of Russian imports from China. Overall, Russian
trade with China continued to expand in 2024. The first half of 2024 saw a substantial
decline in imports from China, but the trade has fully recovered by the end of 2024 and
surpassed the end-of-2023 levels. The imports of both critical and non-critical sanctioned
products continued to rise in the second half of 2024. There was a pronounced spike in the

11 For comparison, the same figures for Turkey are mostly similar, with 108% and 85% respectively. Once
again, the dominant initial scale of Chinese imports in 2021 ensured that China is responsible for most
of growth of the Russian imports even though the relative growth of China's imports is comparable to that
of other countries.
12 https://comtradeplus.un.org/
13 See Egorov et al. (2025a) for a more detailed comparison of Comtrade and Russian customs datasets.

Kiel Report No. 9 June 2026

Kiel Institute for the World Economy 62



Figure 7: Russian imports fromChina, by product type

Notes: This Figure showsmonthly Russian imports fromChina. The first two lines represent the total imports fromChina and
the imports of the non-critical sanctioned products. These lines use the left vertical axis. The third line (orange) represents the
imports of critical sanctioned products and it uses the right vertical axis. This Figure is constructed based on 6-digit Comtrade
data, and thus the whole 6-digit category is considered sanctioned (critical) if at least one 10-digit product code within this
category is sanctioned (critical).
Source: UN Comtrade, author’s calculations.

imports of critical components at the end of 2023, followed by a sharp drop at the beginning
of 2024, but by the end of 2024 the imports of critical components appear to have returned
to the positive trend observed over the previous two to three years.

Next, Figure 8 reports the countries of shipment for sanctioned products imported to
Russia during 2024. Thus, it updates Figure 1. However, the two Figures are not directly
comparable because Figure 8 considers non-sanctioned (non-critical) 10-digit products
codes as sanctioned (critical) whenever they are in the same 6-digit category as any
sanctioned (critical) products. Moreover, Figure 8 is based on the data from Russian trade
partners, not from Russia itself; as a result, there is no category with missing country and
the shares of sanctioning countries like the EU or South Korea appear to be much smaller
than those in Figure 1. To assess the dynamics within the same dataset, Figure 8 reports the
country shares both for 2023 and 2024.
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Figure 8: Shares of top‑10 countries in Russian imports of
sanctioned products

Panel A: Non-critical sanctioned products

Panel B: Critical sanctioned products

Notes: This Figure shows the shares of individual countries of shipment for sanctioned products imported to Russia during
2023 (blue bars on the left) and 2024 (orange bars on the right). This Figure is constructed based on 6-digit Comtrade data,
and thus the whole 6-digit category is considered sanctioned (critical) if at least one 10-digit product code within this category
is sanctioned (critical). Sanctioned products include all product categories sanctioned at least by one country. Panels B and A
show shares for the imports of critical military components and for everything else within sanctioned products respectively.
Source: UN Comtrade, author’s calculations.
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Similar to the main conclusions from Section 2, in 2024, China continues to dominate
the supply of sanctioned products to Russia. This dominance appears to be even more
significant than in Figure 8, partly due to the possible misreporting of countries other than
China. This could be the case if, for example, they aremore cautious thanChina of potential
secondary sanctions from the U.S. and the EU for assisting Russia in procuring sanctioned
products.

Importantly, China’s shares both for critical and non-critical sanctioned products have
increased in 2024 relative to 2023. Consistent with Figure 7, this implies that patterns
reported in Sections 2 and 3 are likely to have intensified during 2024. Accordingly, China’s
role in supplying Russia with sanctioned products appears to have further expanded.
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Regional convergence in Russia
during thewar
Iikka Korhonen

1 Introduction
In this chapter I explore how Russian regions’ income convergence has progressed during
the full-scale war after Russia’s illegal invasion of Ukraine in February 2022. Earlier studies
show that therewas at least some income convergence among theRussian regions in the first
years of the 2000s, but convergence stalled after 2014. Even during the period of general
convergence, some regions, perhaps even one third of them, were lagging behind.

However, after the start of the full-scale war, regional convergence seems to have resumed.
Many previously poorer regions have seen increase in their industrial production, as
military procurement has been ramped up. In addition, signing up for the Russian military
has been a way to increase incomes especially in many of the poorest regions. Looking at
the data, during the war incomes have grown faster in the regions that were poorer before
the invasion. Dispersion of regional wages has decreased.

The chapter is structured as follows. First, I briefly review some pertinent studies on
regional convergence in Russia, and then I look at income, wage and employment data up
to the end of 2025. Four years of full-scale war have indeed induced regional convergence
in Russia, even if that may have happened at the expense of Russia’s long-term growth
potential and led to a less efficient allocation of resources. Poorer regions have seen faster
income growth. Regions that had initially lower employment rates have witnessed faster
employment growth, as overall demand for labor has grown. At the end I offer conclusions
and some speculation about the future.

2 Earlier studies on regional
convergence

Research on Russian regional economics shows that the 1990s were marked by strong
divergence in income and economic indicators across regions, influenced by the transition
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recession and the 1998 crisis (Solanko, 2008). While some convergence appeared among
initially richer regions in the early and mid-2000s, poorer regions did not catch up, leading
to the emergence of “growth clubs” with distinct development paths (Kholodilin et al., 2012).
Regions rich in natural resources or large cities generally grew faster.

More recent studies highlight the fiscal and economic impacts of COVID-19, sanctions,
and especially Russia’s war on Ukraine. Since 2022, Russia’s initial economic decline and
subsequent recovery have been uneven: Defense industry regions have benefited, while
export or automotive oriented regions have lagged (Zubarevich, 2024). Also, Yushkov
and Alexeev (2024) show that the full-scale war has somewhat changed the relative success
of Russia’s regions. Among relative winners are weapons-producing regions, which were
previously also poorer. Regions bordering Ukraine and regions with sanctions-prone
industrial specialization are among the relative losers. Overall, although long-term
divergence persisted, the war may be creating some new patterns of convergence within
Russia, at least for the time being.

Gorodnichenko et al. (2025) discuss further regional economic developments in Russia
after the full-scale invasion of Ukraine. They document further convergence in incomes
and wages among Russian regions. Poorer regions were, broadly speaking, catching up
with initially richer regions. However, there are some other factors at play as well. For
example, regions bordering Ukraine have fared generally worse than their income levels
would suggest. Similar to other studies, they show that regions with significant military
industry have done relatively well. In addition, some of the poorest regions outside
the North Caucasus region have seen quite rapid income growth, most likely related to
military salaries and sign-up bonuses. Related research by Solanko (2024) shows how bank
deposits have grown disproportionally more in several poorer regions with large numbers
of mobilized soldiers.

Nevertheless, Gorodnichenko et al. (2025) caution that much of the recent growth and
income convergence in Russia has come at the expense of Russia’s long-term growth
potential. Investment in military industries and higher public spending have led to less
efficient allocation of resources. In addition, outward migration and war casualties
have already reduced Russia’s working-age population significantly. The longer the war
continues, the more severe the long-term consequences will be.

3 Wage and income convergence
during the full‑scale war

This section reviews data on average wages and incomes in the Russian regions. We can see
that during the four years of the full-scale war incomes have, on average, grown faster in
initially poorer regions, i.e., there has been income convergence. Analyzing dispersion of
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regional average wages tells a similar story of convergence.

Figure 1: Russia's regional averagewages

Notes: Russia’s regional average wages, coefficient of variation. Vertical lines denote February—March 2014 (Russia’s
occupation of Crimea) and February 2022 (Russia’s full-scale invasion of Ukraine).
Source: Rosstat, author’s calculations.

Figure 1 shows the coefficient of variation (i.e., standard deviation of wages divided by
their average) of regional average wages among 86 Russian regions (not counting the
occupied Ukrainian regions) between 2003 and 2025. This simple metric confirms many
of the observations noted earlier. The two vertical lines denote the illegal occupation
of Crimea and Russia’s military incursion into the Donetsk as well as Luhansk regions in
February—March 2014 and the start of Russia’s full-scale invasion in February 2022.

First, dispersion of average wages declined very substantially from the very early 2000s
all the way to the early 2010s. While it is possible that convergence had already stopped
slightly before the illegal occupation of Crimea, it is obvious that between 2014 and 2021
there was no further regional convergence in wages. This period also coincides with a very
long period of low or non-existent GDP growth.

Second, there was a resumption in wage convergence following Russia’s full-scale invasion
ofUkraine. Military orders to previously struggling regions, participation in thewar and the
resulting higher incomes are obviously among the reasons, as has been discussed earlier.

Next I turn to a wider measure of economic welfare, i.e., the average household income per
capita. In addition towages, thismeasure includes social transfers (not just pensions, even if
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they are by far the biggest component), entrepreneurial income, capital income (including
rental income, dividends and interest paid on deposits) and other income (including, e.g.,
sign-up bonuses for military service).

Figure 2: Russia's regional average household per capita
incomes

Source: Rosstat, author’s calculations.

Figure 2 is a scatterplot, where the horizontal axis shows the average household income
per capita in the fourth quarter of 2021, i.e., just before Russia’s full-scale invasion, and the
vertical axis shows the percentage change of the per capita income from the fourth quarter
of 2021 to the third quarter of 2025. We can see that all regions have seen income growth,
but the fastest growth is concentrated in regions that initially were relatively close to, but
below the median per capita income (₽36,690 in the fourth quarter of 2021). Many of these
regions had a disproportionally high share of manufacturing industry. Also many of the
poorest regions in Siberia experienced relatively rapid income growth.

Looking at the full sample, there is negative correlation between the initial income and
the subsequent income growth. It should be noted that the convergence of incomes would
be in an even sharper focus, if City of Moscow and a handful of oil-rich regions with per
capita income above ₽80,000were to be ignored. These regions have donemoderately well
during the war with income growth rates at around 60% (the median income growth for all
regions was 61%). On the other hand, initially richer regions like Murmansk and City of St.
Petersburg have witnessed income growth that has been markedly below the median.
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4 Employment convergence during
the full‑scale war

In this section I review how employment and especially regional employment rates have
developed during the full-scale war.

First, it should be noted that the recorded employment figure and employment ratio have
increased in Russia during the war, even when the total population has decreased. At
the end of 2021 the recorded employment figure was 72.3 million, while by the end of
2025 it had climbed to 74.7 million. It can be noted that in the five years preceding the
COVID-19 pandemic, Russia’s employment figure hovered around 72 million. During 2020
employment declined by approximately twomillion, but it recovered back to pre-pandemic
levels during 2021. Therefore, the strong increase in total employment from 2022 onward
can’t be explained by recovery from the pandemic.

Figure 3: Russia's regional employment rates

Source: Rosstat, author’s calculations.

Figure 3 is a simple scatterplot where the horizontal axis depicts employment rate (average
employment in the last three months of the year divided by the average population of the
region) in 2021 and the vertical axis shows the change in the employment rate from 2021 to
2024.
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Several observations can be made. First, employment rates vary greatly between regions.
There are a number of remote regions in the north and in the far east, producing mostly
energy and other raw materials, with employment rates around 60%. These regions
typically have fewer pensioners and also children. Then there are regions in the North
Caucasian Federal District, such as the Republics of Ingushetia and Dagestan, where the
employment rate lies below 40%. They typically have a higher proportion of children and
also more unemployment.

Second, changes in the employment rate during the full-scale war have been large.
Moreover, there is a clear and statistically significant negative correlation between the
initial employment rate and its change between 2021 and 2024. This means that Russian
regions have converged among themselves in this important aspect of their economic
structure.

Poorer regions with an employment rate below 45% have all seen positive changes in their
employment rate. In some cases they have been heavily targeted for military recruitment,
which has lifted employment. The change in employment rate inCity of Sevastopol between
2021 and 2024was almost 12 percentage points, which has been driven by a strong increase in
public employment; also, the population of the city has increased. In some cases a positive
change in employment rate is most likely linked to the presence of military industries. For
example, in the Chelyabinsk Oblast, known for its heavy industry, the employment rate has
increased by more than two percentage points.

Some regionswith previously higher employment rates havewitnessed at least somedecline
in the rate. Here the reasons can be more varied. For example, in Murmansk Oblast the
employment rate declined by seven percentage points and in Republic of Karelia by more
than four percentage points. One can speculate that the local economies suffered from a
drastic decline in trade with their Finnish and Norwegian neighbors. There are also regions
in the far east, like Magadan Oblast, where the employment rate has declined, perhaps
because of lower mining activity.

5 Concluding remarks
Russia’s full-scale war against Ukraine has meant changes also for Russia’s economic
structure. Perhaps paradoxically, the war has led to greater convergence of wages and
incomes. While the effect is not universal, many poorer regions have benefited fromamuch
higher budget for military procurement as well as higher salaries paid for those willing to
sign up for the military. The war has also re-allocated employment across Russian regions
to better serve the needs of the military and as a response to new realities concerning
Russia’s foreign trade. The total employment rate has increased, and employment rates
have become more similar across Russia.
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At the same time, this convergence is most likely also a sign of lower growth potential going
forward. The allocation of resources is less efficient and not conducive to lifting Russia’s
future production capacity.
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