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Abstract

This paper views the Russian defence budget agpresentation of national
strategic interests, priorities, and policies. Faghievement of these impressive
goals is hindered by the budget’s inherent properéis discussed in this paper.
Although Russia conforms to the United Nationsistigal standard for reporting
military expenditures, several budgeting categaaieshidden in other parts of the
federal budget. Transparency in defence spendisgbkan decreasing steadily.
The budgeting process itself is cumbersome and wmpa@arliamentary control
over the budgeting process and control over execuif defence appropriations
are limited. Importantly, frequent changes in tlgetsm of national accounting
impede valid historical comparisons. The study dirthat the low quality of
defence management dominated by military-industdgamplex is a major
problem locking the Russian defence policy in atifational trap.

Key words: budgeting, defence spending, institutional tragitamy-industrial complex,
military reform

1. Introduction

Mlitary budgets as “a visible manifestation of oatl strategic intentions,
priorities, and policies” (Cranet al, 2005:91) are still worthy objects for study
and monitoring them over time.

In the Cold War era Western economists devoteds&rattention to Soviet
economy in general and to Soviet military experrégun particular. The validity
of these efforts is quite obvious but their efféctthe last case was mostly
contradictory and some times disappointing (Rok##ie2005). There is still very
little known about past military expenditures imns of real statistics (Harrison,
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2003). Contrary to that of Soviet's contemporarys§a’'s military expenditures
can not boast of such attention with few exceptigimtanel, 2003). At the same
time the United Nations (UN), the International Mtery Fund (IMF), the North

Atlantic Treaty Organization (NATO), the Stockholdmternational Peace

Research Institute (SIPRI), and the Internatiomastifute for Strategic Studies
(IISS) continue to monitor this subject.

Inside Russia military expenditures are usuallyetjarded by economists and
owing to the fact often do not receive close sogutilrying to break this tradition
the Moscow-based Institute for the Economy in Titéors (IET) acting as an
independent research body and a civil society argéion has begun to publish
each year since 2000 in itRussian economy trends and outlogkarbook own
estimates of Russian military expenditures.

This paper presents an analysis of Russia’s cupttice in this field based on
the experience accumulated by IET. The paper &iisst on Russian military
expenditures since 1999 with emphasis on currerdgéiu year. Then are
considered underlying budgeting process, deferar@nphg, and other institutional
factors. Finally | review some prospects for theufe announced by high-ranking
Russian officials and propose own explanation afeoted phenomena.

2. Russian Military Expenditures
2.1.  Definition of military expenditures

The definition of military expenditures used by IES based on a framework
proposed inUnited NationsStandardized Instrument for Reporting Military
Expenditures (United Nations, 2002) and resembles those dewdlofor
Argentina and Chile with UN support (CEPAL, 200Bj)ilitary expenditures are
evaluated using as a base the functional classditaf Russia’s federal budget
according to annuaFederal Budget Law(budgetary allocationpnd Federal
Budget Execution Lagactual outlays)

The main part of military expenditures is conceteriain budgetary functional
division National Defenceand covers country’s spending on its Armed Forces
(military and civilian personnel less the retirerngrensions; operations and
maintenance; procurement; military constructioseerch and development) and
military atomic program. This amount being formdilyked to above-mentioned
functional division is regarded as defence (or dimmilitary) expenditures and
labelled for further use d3efEx.

Then on this base is estimated the first aggregfatalitary expenditures labelled
as MilEx1 by means of addition indirect military spendingnfr budgetary
division National Security and Law Enforcement Activaty: Interior Troops of
the Ministry of Interior, security bodies, and Berdervice. From other divisions
are included expenses on civil defence and CivifeDee Troops, special
construction, and preparation for mobilization loé economy. As a result of that
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the amount is close t&; measure (CEPAL, 2005). The second aggregate of
military expenditure MiIlEx2) is estimated by adding expenses connected with
former military activity, namely on retirement pénss for military personnel and
appropriate part of State’s Housing Program, unaeich retired military are
provided with dwelling. TheMilEx2 aggregate is an analog &> measure
(CEPAL, 2005).

2.2.  Spending dynamics on short run

Defined by IET in that way Russia’s military expénodes were used for
generation ofiniform time-series for years 1999-2004, whichsirewn in Table
1.

Table 1: Russia’s Military Expenditures (allocations), liltis current roubles
1999 2000 2001 2002 2003 2004

DefEx 93.7 209.4 214.7 284.2 354.9 427.4
MiIlEx1 128.9 270.4 283.4 353.1 456.5 544.5
MiIlEx2 144.0 304.6 329.6 455.6 594.6 630.7

Notwithstanding well known limited value in compagithe military expenditures
of different countries (Brzoska, 1981) the datdhaf Table 1 being converted in
current US dollars using purchasing power paritpg®at, 2006) are shown in
Table 2.

Table 2: Russia’s Military Expenditures (allocations), cuntr& billions
1999 2000 2001 2002 2003 2004

DefEx 17.7 29.3 26.2 30.7 34.1 35.9
MiIlEx1 24.4 37.8 34.6 38.1 43.9 45.8
MiIlEx2 27.2 42.6 40.2 49.2 57.1 53.0

The same time-series as in Table 1 but in billi@esstant roubles (1999)
applying GDP deflator (Rosstat, 2006) are presemddble 3.

Table 3: Russia’s Military Expenditures (allocations), loltis constant roubles
1999 2000 2001 2002 2003 2004

DefEx 93.7 152.2 133.9 153.5 168.6 171.2
MiIlEx1 128.9 196.5 176.8 190.7 216.9 218.1
MiIlEx2 144.0 221.4 205.6 246.1 282.5 252.6

Of course, what matters are not allocations butiacbutlays. The task of
estimating appropriate time-series was complicatgdhe fact that data about
execution of federal budget by law are availableontemporary Russia only in
25 months after its passage. Therefore in Tablere4 shown onlyDefEx-
connected data.
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Table 4: Russia’s Defence Expenditures (actual outlays)
1999 2000 2001 2002 2003 2004

DefEX, bin current roubles  115.6 191.7 247.7 2954 355.7 430.0
DefEx outlays overrun 23.4% -85% 15.4% 4.0% 0.2% 0.6%
Total federal outlays overrun16.0% 1.5% 10.8% 55% -2.3% -2.5%
DefEx, bin constant roubles 1156 139.3 1545 159.5 169.0 172.2
DefEx growth (1999 = 100) 100.0 120.5 133.7 138.0 146.2 149.0
DefEx annual variation —_ 205% 10.9% 3.2% 5.9% 1.9%

The ratio of military expenditures to GDP forms iadicator known as defence
burden, which permits a deeper analysis and uradeistg in defence

management. Defence burden for corresponding temess from Tables 1 is

calculated using refined by Rosstat's GDP-data $Rds2006) and presented in
Table 5. Here again actual outlays are more apjateptherefore as first line of
the Table 5 are shown results from divisionD&fEXx in billions current roubles

from Table 4 by corresponding GDP values.

Table 5: Russia’s Defence Burden, % GDP
1999 2000 2001 2002 2003 2004

DefEx, actual 2.40 2.62 2.77 2.73 2.69 2.57
DefEx, allocations 1.94 2.87 2.40 2.62 2.68 2.55
MilEx1, allocations 2.67 3.70 3.17 3.26 3.45 3.25
MiIlEx2, allocations 2.99 4.17 3.69 4.21 4.49 3.76

2.3.  Current military expenditures

Unfortunately, by changing its budgetary functiomddssification since 2005
according to the Classification of the FunctionsGafvernment (COFOG) from
UN’s System of National Accounts the governmentRafssian Federation has
“spoiled” the uniformity of observed time-seriesow civilian-type expenditures
of the Ministry of Defence are excluded from diwisiNational Defenceand
transferred to other (“peaceful”) divisions, proohgcfor them some unexpected
(from the standpoint of economics) effect, whichll vide described further.
Although this shifts theMilEx2 definition used by IET closer to that used by
NATO (Brauer, 2004).

Simultaneously with the switching to the new buddesssification in the 2005
federal budget there was carried out a further aategtion of military

expenditures in divisioMNational Defencewhich included the expenditures for
the implementation of the programs of internatianditary technical cooperation
and preparation for mobilization of the economy.rdtiver, in the structure of
expenditures pertaining to this division there wshewn two new subdivisions:
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Applied Research in the Area of National defeaedOther Issues in the Area of
National Defence

The military expenditures time-series for years 22ED06 and transferred
civilian-type aggregate estimates are shown in @abl-7.

Table 6: Russia’s Military Expenditures in 2005—-2006

2005 2006
1 2 3
DefEXx, allocations, bIn current roubles 578.4 666.0
MilEx1, allocations, bln current roubles 752.2 880.0
MilEx2, allocations, bln current roubles 909.2 1037.7
DefEXx, allocations, bin current $ 44.2 46.4
MilEx1, allocations, bln current $ 57.5 61.4
MilEx2, allocations, bln current $ 69.5 72.4
DefEXx, allocations, bin constant (1999) roubles  193.5 184.5
MilEx1, allocations, bln constant (1999) roubles 251.7 243.8
MilEx2, allocations, bin constant (1999) roubles 304.2 287.4
DefEX, actual outlays, bin current roubles 581.1 —
DefEx outlays overrun 0.5% —
Total federal outlays overrun -0.8% —
Table 6 continued
1 2 3

DefEXx, actual outlays, bln constant (1999) roubles 194.5 —
DefEx growth (1999 = 100) 168.2 —
DefEx annual variation 12.9% —
DefEx burden, actual outlays, % GDP 2.69% —
DefEx burden, allocations, % GDP 2.68% 2.73%
MilEx1 burden, allocations, % GDP 3.48% 3.61%
MilEx2 burden, allocations, % GDP 4.21% 4.26%
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Table 7: Estimates of Transferred Civilian-type Allocatians2005—2006

2005 2006
Ministry of Defence', bin current roubles 37.6 42.7
Total for civilian-type?, bin current roubles 52.5 63.7
Ministry of Defence% GDP 0.17% 0.18%
Total for civilian-type % GDP 0.24% 0.26%

Sourcesl — The State Duma Defence Committee; 2 — owcutations.

Regarding the reliability of estimates in Table BhHould note that the values
given are all quite conservative and actually they be substantially higher. In
this connection it is worth to notice the statersemtade by Chairman of the
Russian Federation State Duma Defence Committe®V#avarzin (Matveev,

2006) in which he has said that defence expenditureurrent year amounted to
798 billions roubles with 132 billions roubles fraimem hidden in non-military

budgetary divisions, what could increase our egenw total defence burden
shown in Table 6 for 2006 by 0.54%.

Due to high secrecy level of Russia’s federal btidgés impossible now to
estimate the structure of appropriate military expigires according only to data
supplied by annual budgetary laws. The only openlylished official data about
current structure of Russian military expenditug®, 2005) are presented on
Figure 1.

Figure 1: The 2005 Structure of Russia’s Military ExpendisiReported to UN
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3. Behind the curtain there are...
3.1. Federal budget and budgeting process
The budgeting system of Russian Federation isistilhe transition from that of

the former Soviet Union although may be in onehef eltimate phases of it. And
despite the fact thadBudget Codecame into force in 2000, the system is still a
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subject to annual changes in the legal frameworkbofiget management
(Diamond, 2002).

The key feature of the federal budget preparatioasp is a lack of formal and
openly published budget request of the Ministry Défence (and other
governmental bodies, of course). Consequently theskly of Defence intentions
and policy may be skewed by implicit bargaininggaess inside government thus
increasing the level of irresponsibility in the foer. The last advance in budget
preparation is connected with adoption of threeyis@ancial planning on rolling
basis. Furthermore the goal is stated to shortemoup5-16 months the time
needed to approve by law executed federal budgethly building its results and
efficiency estimates in annual budgetary cycle.

In process of budget approval the main role belotogsnembers of Federal
Assembly of Russian Federation. But they just caneffectively carry out the
task of budgetary control because of well knownvalence in both Committees
(in the Duma and the Federation Counsel) conneatitedtly with defence matters
of so called “soldier-politician” (Betz, 2002) whmt only lacks both own skills
and advanced analytical support in defence budge@ioonomics or accounting,
but “rather acts as a kind of lobby for the miltasircles than as a tool of
democratic control of military and security agestié~edorow, 2002) .

With federal budget execution itself there are peois too. Overall process of
budget execution is remarkable for substantialydel&or example, governmental
regulation of 2006 federal budget execution wasiddsonly in the end of
February 2006. No wonder that all budgetary paysgat tendency to be skewed
against the end of budgetary year with most ridigslsituations in the defence
sector according to statements from the Chambe®afounts of Russian
Federation (Pulin, 2006).

The latest substantial changes in budgetary systetnde above-mentioned
adjusting of its functional classification accomglito COFOG. After that classified
expenditures emerge in the federal budget's dinsiovhich are not directly
related to defence and security—quite an unexpesffedt from the standpoint of
economics.

Of course, it should be understood that this eftécspreading” of the classified
expenditures over the whole budget is most likelysed not by the intention to
conceal from domestic and foreign observers somehef rapidly growing
expenditures on defence and security, but by tbetfeat in accordance with the
recommendations of international standards the petactures expenditures on
housing, education, health care, etc. were assign#te corresponding divisions
in new functional classification for budgetary empes. Nevertheless the question
arises: what were the actual motives of the fedbralget developers when
placing such expenditures on secret list and teavimg them classified?
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3.2.  Secrecy problem

The most prominent feature of Russia’s military enghitures is its potentially full
secrecy according to tHeaw on State Secretélthough theBudget Coddimits
secrecy only to budgetary item level but in practibere are many fully secret
subdivisions in federal budget and secrecy legelfitis regulated actually not by
the Ministry of Defence but both of the Ministry Binance and the Ministry for
Economic Development and Trade.

Despite President Putin has stated before the &efdlesembly in May 2004 that
“a transparent military economy is a necessary itimemdfor reform”, the growth
in secrecy level of federal expenditures contimgeshown in Figure 2.

Figure 2: The Secrecy in Russia’s Federal Expenditures 0822006
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So far as there were no statements about the reé&siosuch growth, they remain
hidden. 1t is only known that in the past two ye#liere were no substantial
changes in the official list of data considereds&ge secrets. In this connection
attention should be given to the conjecture puthfdry independent observers,
that the main reason of the growth is opportunisgtehaviour of the state
machinery interested in remunerations for work witlassified information,
however this question still needs further explanati
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Now it is difficult to say what price in the perd¢age points of GDP growth
Russia pays for one-percent rise in secrecy levelhe federal budget, but
existence of negative feedback between these tetorfais beyond doubt.

3.3.  Defence planning

The rational defence budgeting in contemporary Russseriously handicapped
by situation in defence planning, which was integtitin general intact from
Soviet times deteriorating contrary to intentiongedto unlucky generation
change. The federdDefence Lawdefines main components of the military
planning systemThe pillars of the system aemed Forces Employment Plan
Armed Forces Organization Plarand State Armament ProgranThe last and
former constitute formal base for defence budgetB®gside them by Russian
General Staff for long-term planning are developselConception of National
Security and Armed Forces Organizati@urrently till 2021) and théntention
for Organization and Development of Army and Figeitrrently till 2016). Since
2005 this planning system was extended by adopmfospecialArmed Forces
Units Provision Complex Program for 2006—2015

In 2001 Chief of the Russian General Staff (Kvashi2001) has admitted that
General Staff planning anfitate Armament Prograwere based on different
principles, which made them simply incompatible.eTplanning system as a
whole is incoherent and contradictory: are @mnceptiorand thententionall the
same? Is the difference between 2016 and 2021noiggh to have two different
long-term documents? What is the difference betwiennewArmed Forces
Units Provision Complex Program for 2006—2046d the oldState Armament
Progrant?

3.4. Quasi PPBS

The beginning of th&tate Armament Progracherished by the Russian officials
goes back to the late 1960s. It was initiated lgySbviet leadership, which had to
react on successful PPBS implementation in the WWpabment of Defense.
Despite the fact that USSR perished before thé Soviet Armament Program
was completed, the Russian Federation continuaseat practically in the same
form. The contemporargtate Armament Prograsignificantly differs from its
obvious prototype what is shown in Table 8.
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Table 8: Comparison of Two Military Programming Systems
PPBES (USA) State Armament
Program (Russia)

Cycle duration, years 2 (was 1) 5
Depth *, years 4 (was 5) 10
Moving time horizon Yes No
Accountability Transparent Opaque
Secrecy Minimal Full

* Note The contemporary Pentagon budgeting plan hadehpth of 6 years.

From the Soviet time until today different interegtoups participating in
development of th&tate Armament Prograegould not negotiate and publish any
rules and regulations for it (Burenok, 2004). Nonder that the program instead
being a means of control over military-industriahtplex became a tool of special
interest groups for control over considerable shafe federal military
expenditures. Therefore the newrmed Forces Units Provision Complex
Program for 2006-2015can be regarded as an evidence of intentions to
discontinue development 8tate Armament Program

3.5. Actors and goals

There are too many actors on the defence managestasyg in Russia. Not only
size of the country’s military expenditures butstsucture are determined by the
Ministry of Finance and the Ministry of Economic \&$opment and Trade what
actually decreases the Ministry of Defence respoilityi This virtual ‘Grand
Ministry of Defence’ is another source of ineffio@y on highest level of Russian
public administration and vivid evidence of parlembary control failure over
security sector. And in this regard the latest gearconnected with rising level of
the Governmental Military-industrial Committee (Pul2006) are questionable.

As an effect of such ‘Grand Ministry of Defence’aptice may be regarded
current situation in Russian Armed Forces when tdueconomy consideration
the spending on force training is kept at level Z8% from demand hereby
degrading overall Armed Forces capability and coimvg substantial part of its
manpower into overhead.

Back in 2000 the Security Council of Russian Feftilemahas set a perspective
goal for the Ministry of Defence to achieve 50%rghaf capital costs in defence
budget by 2010 following “best international praes”. This perspective goal
was intended to serve as a performance indicatath®o Russian Armed Forces.
The goal was confirmed again in July 2005. In 2265 Chief of Russian General
Staff stated (Cherhyak and Gauvrilov, 2005): “Alettvorld develops according to
the outline: about 60 per cent is spent on procargnresearch and development;
and about 30—40 per cent—on salaries and mattensiected with logistics and
combat training of forces”. Unfortunately, the mesperfluous analysis of the
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international practices based on (United Natiort¥)52 and shown on Figure 3
casts a serious doubt on the adequacy of goalsiguliisy Russian high-ranking
officials, priorities they set forth, and quality ionformation they used in decision
making for defence management.

Figure 3: The Operating/Capital Structure of Military Expéndes of a Number
of Countries in 2004
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According to the latest statement of the Chief efdhce Economic and Finance
Service (Kudelina, 2006) the overall movement dicgc in Russian defence

budgeting can be determined as ‘back to the futwhein unlucky former Soviet

experience is regarded with envy, nostalgia, anortsfightedness as highly
valuable classicism.

4. Conclusion

Russia’s defence management demonstrates now azhssixamples of
government failures. These failures, connected wittited information and
control over bureaucracy, were demonstrated by pksnof secrecy and
priorities setting in security sector. The failimgposed by political processes was
not regarded but | agree that the whole situatfter auccessful building so called
‘administrative vertical line’ in Russia gives ustrmuch hope of democratic
control on security sector and rational managenreitt Russia gets in specific
institutional trap with secrecy obsession of itgharanking officials due to their
occupational experience on the one hand, and n@eéssity to be efficient and
competitive on the other hand.
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As regards the main theme itself, it will be vamjeresting to explore and dispute
what factors raise the Russia’s military expeneiun last years but that they are
mainly of internal nature (Ovsienko, 2005) and cotnected to external threat
level seems obvious.

It is very hard art of prediction and especiallynoétters concerning the future.
But unfortunately | can state with certainty thiat:current year federal budget
will be augmented more than one time; lack of fioelcombat training will be
excused by ‘unplanned’ prices growth rather thaninbgntional budget policy;
and most of procurement outlays will be again etextin last quarter of the year.
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