2. Defense budget and procurement
Defense budget
Defense budget is the part of the national budget channeled into defense-related activities.

There is no official definition of the term in the Russian national budget. The moneys spent on the Russian military are accounted for under numerous articles of the national budget, and the names of these articles are not always obviously defense-related. Calculating the real size of the Russian defense budget is therefore an impossible task for an outsider.
The official figure than can be used as a guideline is the combined spending of the Ministry of Defense and the Ministry of the Interior, the two main Russian agencies in charge of national security (Figure 2.1).
Figure 2.1. Official guideline figure of Russian defense budget, billion USD in current prices
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	2005
	2006
	2007
	2008
	2009
	2010

	Total
	19.9
	26.4
	33.8
	39.9
	38.9
	44.7

	Ministry of the Interior
	6.6
	8.9
	11.3
	13.3
	13.0
	14.6

	Ministry of Defense
	13.3
	17.5
	22.5
	26.5
	25.9
	30.0

	Exchange rates, roubles / USD
	28.31
	27.14
	25.55
	24.89
	31.76
	30.38


Sources: Russian Ministry of Finance, Russian Central Bank, CAST calculations.
To emphasize, these are just guideline figures that only give an overall idea of Russian defense budget. Russian defense programs have sources of funding other than the Defense Ministry or Interior Ministry spending (that is especially true of defense R&D)
.
We therefore believe that a more useful and accurate source of information is the various statements about the size of the country's defense budget made by Russian officials. Obviously, some of those officials can be misinformed - but once the dubious figures are weeded out (using, among other things, the MoD/Interior Ministry spending figures as a guideline), the aggregate of the remaining ones can be a fairly accurate estimate of Russian defense budget (Figure 2.2).

Figure 2.2. Russian defense budget
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	2005
	2006
	2007
	2008
	2009
	2010

	Billion USD in current prices
	18.7
	24.6
	32.2
	45.6
	34.0
	42.0

	% of GDP
	2.4
	2.5
	2.5
	2.8
	2.8
	2,8

	Exchange rates, roubles / USD
	28.31
	27.14
	25.55
	24.89
	31.76
	30.38


Sources: Russian media, Russian Federal State Statistics Service, Russian Central Bank, CAST calculations.
Defense procurement
Defense procurement is defined as total government spending on repair and upgrade of the existing military hardware, purchase of new arms and equipment, and R&D conducted in the interests of the armed forces and law-enforcement agencies.
There is no official definition of defense procurement in the Russian national budget. In any event, many procurement programs are classified. The only source of figures on Russian defense procurement is therefore statements made by Russian officials. We are focusing on procurement programs of the Russian armed forces (as opposed to the Ministry of the Interior, the Emergency Control Ministry, etc), so our figures are based on statements made only by the Russian Ministry of Defense representatives (Figure 2.3).

Figure 2.3. Russian armed forces defense procurement, billion USD in current prices
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	2005
	2006
	2007
	2008
	2009
	2010

	Total
	6.6
	8.7
	11.8
	14.7
	14.3
	16.1

	R&D
	2.2
	2.7
	3.8
	3.7
	3.9
	3.6

	New weapons
	4.0
	4.3
	5.7
	8.1
	8.0
	10.5

	Repair and upgrade
	0.4
	1.8
	2.3
	2.9
	2.4
	2.1

	Exchange rates, roubles / USD
	28.31
	27.14
	25.55
	24.89
	31.76
	30.38


Sources: Russian media, CAST calculations.
Defense procurement and arms exports
Let compare Russian defense procurement and arms exports. Economic stability of Russian defense companies was fully depended on export contracts in 1990s. In recent times the situation has changed dramatically. As Figure 2.4 shows, now the defense procurement is the main support for Russian defense Industry, exceeding the national arms exports in one-and-half times.

Figure 2.4. Russian defense procurement and arms exports, mln USD in current prices
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	2005
	2006
	2007
	2008
	2009
	2010

	Defense procurement, mln USD
	6,591
	8,721
	11,847
	14,665
	14,298
	16,142

	Arms exports, mln USD
	6,126
	6,460
	7,550
	8,350
	8,500
	10,000

	Exchange rates, roubles / USD
	28.31
	27.14
	25.55
	24.89
	31.76
	30.38


Sources: State Duma’s Defense Committee, Russian Federal Service for Military and Technical Cooperation, Russian Central Bank, Russian media, CAST calculations.
� It is known, for example, that R&D for the fifth-generation fighter project was funded from the budget of the Russian Ministry of Industry and Trade (Ministry of Industry and Energy before May 2008).
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