RUSSIA’S WARTIME ECONOMY:

Resilience Under

Structural Strain Beneath

Sanctions,

This story analyzes Russia’s wartime
economy since 2022, highlighting its
short-term resilience under Western
sanctions through capital controls,
energy reorientation, and defense-led
growth. While macroeconomic stability
persists, structural weaknesses,
technological isolation, fiscal strain,
inflation, and overreliance on military
spending, may threaten long-term
sustainability. Russia remains stable but
might increasingly securitized and
economically constrained.
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Russia’s Wartime Economy: Resilience Under Sanctions, Structural
Strain Beneath

Since the launch of the Russian invasion of Ukraine, Russia’s economy may have moved from
shock and isolation toward a war-driven stabilization model. While Western policymakers
anticipated rapid macroeconomic collapse under sanctions, Moscow has instead engineered
short-term resilience through capital controls, energy reorientation, fiscal expansion, and
deepened ties with non-Western economies. However, beneath headline stability lie mounting
structural distortions that could define Russia’s medium- to long-term trajectory.

The Russian economy is stuck in what might be described as negative equilibrium: holding itself
together while steadily destroying its own future capacity. Export revenues show signs of
pressure, and persistent economic weakness may limit the government’s ability to offset budget
gaps through additional tax revenues. The economy expanded by just 1% in 2025. The forecast
for this year is worse.(_https://www.economist.com/by-invitation/2026/02/16/russias-economy-
has-entered-the-death-zone)

Over the past four years the Russian economy has bifurcated into two distinct metabolic systems.
The first comprises military and military-adjacent industries: the vital organs that receive priority
blood flow. These sectors are hiring and investing. They get first access to labour, capital and
imports. The second system contains everything else: private enterprise, small businesses,
consumer industries. These are the extremities left in the cold. .( https://www.economist.com/by-
invitation/2026/02/16/russias-economy-has-entered-the-death-zone)

Events Leading to the Current Scenario

The turning point was February 2022, when Russia’s full-scale invasion may have triggered
coordinated sanctions from the US, EU, UK, Japan, and allies. Within weeks:

- Roughly $300 billion of Russian central bank reserves were frozen.

- Major banks were removed from the SWIFT financial messaging system.

- Export controls targeted semiconductors, aviation components, and advanced
technologies.

- Energy sanctions gradually limited oil and gas imports to Europe.

»  Western firms exited the Russian market.

The ruble collapsed, inflation surged above 17%, and GDP contracted in 2022. The Central Bank
hiked interest rates to 20%, imposed capital controls, and forced exporters to convert foreign
currency earnings. Meanwhile, high global energy prices cushioned fiscal revenues. By 2023—
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2024, GDP returned to modest growth driven largely by defense production and state-led
industrial expansion.

Sanctions: Weakening or Strengthening?

Sanctions may have both constrained and inadvertently reshaped the Russian economy.

1. Financial Sanctions

The freezing of foreign reserves and removal of banks from SWIFT disrupted cross-border
finance. However, Russia expanded use of its domestic payment system (Mir), increased yuan-
based trade, and strengthened financial ties with China and India.

Impact:
« Reduced financial integration with the West.
« Accelerated “de-dollarization.”

« Increased reliance on the Chinese financial ecosystem.

Short-term stabilization succeeded, but long-term access to global capital markets remains
severely constrained.

2. Energy Sanctions and Price Caps

The EU’s oil embargo and G7 price cap sought to curb energy revenue. Europe, once Russia’s
largest gas customer, rapidly diversified supply. In response, Moscow redirected crude exports
toward India and China at discounted rates.

Impact:

« Oil volumes remained relatively stable.
- Revenue volatility increased due to discounting and logistics costs.
- QGas exports suffered structurally due to pipeline dependence.

The loss of the European gas market could represent one of the most significant long-term
structural challenges. Infrastructure limitations mean Asia cannot fully substitute European
demand in the near term.



3. Technology Export Controls

Restrictions on semiconductors, aircraft parts, and industrial machinery have had cumulative
effects. Civil aviation has been forced to cannibalize aircraft for spare parts. Automotive
production initially collapsed before partial recovery via Chinese imports.

Impact:
« Decline in high-tech manufacturing capacity.
- Military-industrial sector prioritized over civilian innovation.

- Rising dependency on China for advanced components.

This may contribute to structural constraints, potentially limiting productivity growth and
modernization over time.

4. Corporate Exit and Investment Freeze

Hundreds of Western firms suspended operations or exited Russia. Foreign direct investment
plummeted.

Impact:

«  Domestic firms or state-linked entities absorbed assets at discounted values.
- Competition decreased in several sectors.

- Long-term efficiency and productivity risks appear to have increased.

While import substitution policies aim to fill gaps, many industries lack competitive capacity.

Current Economic Structure: War-Led Growth

Russia’s apparent economic rebound is heavily defense-driven. Military spending now accounts
for a historically high share of GDP and federal expenditure. Industrial output growth is
concentrated in arms manufacturing and related sectors.

Macroeconomic observations:

- GDP growth positive but narrowly concentrated.

- Labor shortages due to mobilization and emigration.
- Inflationary pressures persist.

» Real wages rising in defense-linked industries.



This is a classic wartime economic reallocation model: consumption is compressed,
private investment subdued, and state-directed industrial expansion dominates.

Strengths

1. Energy Resource Base: Russia remains one of the world’s largest oil and gas producers.
. Low Public Debt: Provides fiscal maneuverability.
3. Autonomous Monetary Policy: The Central Bank has demonstrated crisis-management
capacity.
4. Non-Western Trade Pivot: Increased integration with Asia, particularly China and India.

These factors explain why sanctions did not trigger systemic collapse.

Weaknesses
1. Technological Isolation
2. Capital Flight and Brain Drain
3. Demographic Decline
4. Overdependence on Defense Spending
5. Fiscal Strain from Prolonged Conflict

Future Scenarios

Scenario 1: Stagnation

War persists with tightening sanctions squeezing oil revenues further (e.g., reduced Indian buys),
potentially resulting in growth below 1%, widening fiscal deficits, and higher taxation or
inflationary pressures. Defense sustains industry but civilian sectors stagnate; shadow routes like
Singapore help marginally but fail against escalated enforcement.

Scenario 2: Partial Recovery

Negotiated Ukraine settlement eases some sanctions, boosting oil/gas access and capital inflows
for 2-3% growth; defense spending normalizes, allowing diversification. Routes via
Singapore/Asia solidify as permanent trade pivots, stabilizing revenues without full Western
reintegration.

Scenario 3: Sharp Downturn

Oil prices crash below $60 and sanctions crack shadow fleets/Indian/Chinese buys, which could
trigger a recessionary phase, increased ruble volatility, and significant fiscal strain despite



continued defense stimulus. Internal strains like brain drain and inflation spike, risking
social discontent.

Implications for India
* India benefits from discounted Russian oil (key supplier), deepening rupee-rouble trade
aiming for $100B by 2030, and defense/nuclear deals like Kudankulam reactors.

Regional Divide |Rural/poorer households are disproportionately affected.

* Under a stagnation scenario, India could continue benefiting from discounted energy
imports, though risks to supply stability would remain.

» Stagnation scenario offers best value, sustained discounts without global shocks, while
positioning India as a key pivot partner.

Analvtical Assessment

Available evidence suggests sanctions have not produced systemic collapse, nor have they
fundamentally strengthened the economy in structural terms. Instead, they have transformed the
economic model:

« Short-term macro stability achieved.

- Long-term modernization trajectory weakened.

- Economic sovereignty increased at the cost of integration.
« Growth increasingly militarized and state-dependent.

From a structural perspective, Russia appears to be moving toward a more semi-autarkic,
resource-backed, security-centered economic configuration economic system with deep reliance

on China

The key variable going forward is duration. Over time, technological isolation and demographic
constraints may compound structural pressures. If the war persists into the latter half of the
decade without meaningful sanctions relief, the Russian economy may face diminishing returns

on military stimulus and widening structural inefficiencies.

Impact Area  Real-World Effect
Food & Prices rising faster than many incomes — large share of budget now
Essentia goes to staples.
Is
Sronsum Reduced eating out & discretionary purchases; increased savings.
Spendin
g

Wages vs. Prices

Perception Gap

Nominal wage growth often lags inflation — especially for low-wage
workers and pensioners.

Public feels inflation more than statisticians’ measure; confidence
under pressure.
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