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Abstract:

Ever since the NATO Summit in Wales in 2014, specialized literature has focused on the desire of several
member states to increase their defense budget to 2% or more. This has been a debated topic and while
several countries inside the European Continent like Germany, Belgium or the Netherlands have failed to
increase their portion of the GDP allocated to defense, other countries in the Eastern flank have managed to
reach the target, including Romania, Poland and the Baltic States. Future increase of the budget is nowadays
into discussion in order to meet the ever-increasing risk and threats that have emerged on the European
Continent ever since the full-scale invasion of Ukraine by the Russian Federation. While experts debate
whether this approach is a correct one, few have analyzed the increase in the defense budget of the Russian
Federation over the years. While NATO countries find it difficult to reboot their defense industry, for the
Russian Federation this is a much easier process. Put into the context of diminished defense budget, this
could be an explanation of the current gap in this regard. Analyzing in comparison, therefore, the way in
which the defense budget has evolved in number in NATO and in the Russian Federation could provide a
better view on what strategy NATO countries should follow in regard to their defense spending in order to
meet the current needs and goals both from a strategic point of view but also from a practical one, that best
suits the redevelopment of essential defense assets including the European defense industry.

Key words: defense budget, GDP, defense allocation, defense expenditures, defense procurement, defense
industry

Introduction

Over the past decade, ever since the Crimean invasion from the Russian Federation took
place in 2014, there has been an increase in defense expenditures worldwide. For NATO
Countries this has meant a commitment following the NATO Summit in Wales to increase
the defense budget to at least 2% of National GDP. While that has meant an immediate
response from some countries, especially those on the Eastern Flank, for other member
states increasing the budget to such a degree just wasn’t a priority.

The Russian Federation Invasion in Ukraine on the 24 of February, 2022 however, changed
the paradigm and most NATO states jumped to an increased budget, most of them around
the 2% margin. The increased allocation of the GSP has been a subject of controversy as
some experts consider the budget increase insufficient and are pooling for a even higher
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ceiling. Recently elected president Trump has requested that all NATO members increase
their defense expenditures to at least 4% of the budget. Others argue that the problem for a
modern defense doesn’t necessary sit in the budget but rather in the management of
defense resources allocated to defense.

The NATO Defense Budget Challenge

In terms of NATO countries, the discussion has been orientated ever since the first Trump
administration on whether the European member states are doing enough in increasing its
defense expenditures compared to the United States.

In Figure 1 we have a better view on how defense expenditures have evolved throughout
NATO and some observations can be made.

Million US dollars

2014 2015 2016 2017 2018 2010 2020 2021 2022 2023 2024e

Current prices and exchange rates
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4,441

25,502

NATO Europe and Canada 289,276 254,422 255,595 275,102
NATO Total 043,218 895,675 1,654 918,035

Fig 1 NATO countries defense allocation 2014-2024 [6]

The US remains the highest contributor to NATO with a medium budget of around
800 billion dollars allocated to defense in the past decade. On the other hand, we can
highlight that the rest of the organization including NATO Europe and Canada have almost
doubled their participation to the defense budget, from 290 billion dollars in 2014 to
around 506 billion dollars in 2024. This is more than the overall increase of the overall
NATO allocation to defense which is around 33% in the last decade.

There are two main areas of concern when it comes to the management and
evolution of the Defense budget in NATO, both on the European and American continent.

First of all, most of the members lack basic ammunition and other defense assets as
their defense expenditures have mostly been spent to major acquisition of high-tech
equipment suitable for NATO’s joint capabilities that were defined in previous NATO
strategic concepts on dealing with emerging risks and threats more orientated towards
cyber warfare and hybrid warfare but not the conventional warfare that the Russian
Federation is executing in Ukraine.

The second challenge is driven by the concept of Guns and Butter effect. For most
western countries investing in defense while neglecting other areas of public expenditures
is not an option. Most of the European Union countries that are members of NATO have
followed for the past 50 years a soft power model where economic growth has been the
main pillar and priority in government policies rather than the hard power approach of
developing a strong and modern military. For this reason, there is gap in report to both the
US and Russia who have maintained their high developed military capabilities even
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1096,603 1,182,930 1,190,350 1204808 1,474,300


https://www.nato.int/nato_static_fl2014/assets/pdf/2024/6/pdf/240617-def-exp-2024-en.pdf
https://www.nato.int/nato_static_fl2014/assets/pdf/2024/6/pdf/240617-def-exp-2024-en.pdf
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following the end of the Cold War. Even with increased defense budgets, it will take a
mid-term time frame for most of the NATO member states excluding the US, in catching
up and developing defense assets that could answer to today’s current risks and threats that
might mean even a direct conflict with the Russian Federation.

Evolution of the Russian Defense Budget

When it comes to the Russian Federation the evolution of the Defense Budget has been
realized in accordance to Russia’s ambition following the ascension to power of president
Vladimir Putin. The budget has been marginally increasing following Russia’s ambitions
in key three moments: the invasion of Georgia in 2008 and the annexation of Abkhazia and
South Ossetia, the Crimean Invasion and annexation in 2014 and the full-scale invasion of
Ukraine in 2024. This evolution is visible in the Graph that we have presented in Figure 2.
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Fig 2. Evolution of the Russian Defense Budget [4]

While the NATO member states operate their defense policies and expenditures
based on an economy of piece, since 2022 Russia’s economy has shifted to a war driven
economy. Because of this the defense budget has become the main priority for defense
allocations. In such, in 2024, a third of the entire budget of roughly 86 billion dollars has
been allocated to defense related activities. While Russia has never declared a full war on
Ukraine and the official terms used are still those of “special military operation” or “hybrid
war” it is ultimately clear that the entire economy is driven by defense strategic objectives.
Western countries have tried to limit the potential for Russian allocations to war by trying
to impact the biggest sources of funding to Russia’s national GDP, respectively the
incomes from the energy field, Russia being a major producer in oil and gas, and therefore
a big exporter of these resources. The effort from the West in terms of economic sanctions
has decreased the incomes from oil and gas exports from 1.2 billion dollars to just around
600 million dollars in 2024. [1] Other savings from the Russian GDP that have went to
defense in 2024 and will continue to do so in 2025 mean a reshape of the social welfare
state in Russia. Social policies will be affected in this new budget design, while inflation
continues to also go up and the Russian currency, ruble continues the devaluate at record
numbers. Private companies are also going to be submitted to a higher taxation system that


https://www.macrotrends.net/global-metrics/countries/rus/russia/military-spending-defense-budget
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will be applied starting with 2025. The Central Bank of Russia with the aim of stopping an
inflation that has toppled 9% in 2024, is trying to increase the income tax that is currently
21%. This has scared company owners, regardless of their sympathies to the Putin regime
[3]. Specialists have warned the government that the Central Bank intervention might even
affect the defense industrial complex which will also be affected by the increased taxes. [5]

With the budget designed for such a war-time economic approach, specialists [2]
consider that the Russian economy will collapse in a similar fashion to the way it collapsed
at the end of the 80’s bringing an end to the Cold War. A reason is that commitment to
major allocations for investments in defense. In 2024, around 30% of the budget,
approximately 100 billion dollars were in the form of apportionments for major
acquisitions in defense. Separately another 10% of the budget was spent for actions
correlated with the activity of the Ministry of Interior Affairs. While a total of 40% of the
budget is already a big element of pressure on any national budget, if it is allocated to
defense, the Russian Federation wishes to increase that percentage in 2025 with the hope
that this will bring decisive military victories on the Ukrainian front. Besides the direct
costs of investing in the war with visible effects in the defense industry which has
increased production by a rate of 30% there are other indirect costs in Russia’s defense
budget. [7]

The ministry of labor is spending a large part of its budget with veterans and
families and those who have passed fighting in the war. Other expenditures are going to
subsidized funds that are being used to rebuild the so-called provinces that Russia has
illegally occupied from Ukraine. A budget of around 500 trillion rubles was allocated to
this category of funds in 2024.

The Russian Federation is optimistic that the overall budget will increase because

of regulatory price increases in oil and gas at international level. However, expert opinions
differ on this topic. Several factors might impact the price at which oil is transitioned on
the international market. The end of Assad regime in Syria might enable the development
of a new gas pipeline from the Middle East through Turkey and eventually to Europe that
could further decrease European dependency on Russian oil and gas. Another event worth
mentioning is the fact that on December the 12" of 2024, OMV has abruptly ended its
contract of oil distribution with Gazprom. The impact of this decision will also trigger long
term effects of the fluctuation of energy prices.

Conclusions

While the current total defense budget of the EU is more than 4 times the defense
budget of the Russian Federation, the evolution of this budget for the past 10 years has
been a closer one that it has looked on paper. The Russian Federation had an advantage and
it increased its defense expenditures starting earlier, from the beginning of the Putin
administration in the early 2000’s. This has allowed the Russian Federation to take an
advantage in developing more capabilities and shifting its industry complex to a much
more efficient one (Russian Federation defense industry running on war speed, not peace
speed).

As we know from the reality of scarce resources and defense management rarely do
cost and benefits happen together. For this reason, the increased Russian defense budget,
has given the Russian Federation an edge over NATO in terms of military outputs, one that
will take some time to reduce.

Furthermore, there is a visible difference in how different NATO countries have
approached the consensus to increase defense expenditures. While for countries like
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Poland, Romania, the Baltic States there has been a general desire to go beyond the 2% all
the way up to 4% and more because of the proximity of the war in Ukraine to their own
borders, other countries have delayed any investments in defense up until 2022. The
pressure from the USA that all member states contribute more to NATO is a correct one
from a conceptual point of view, but in technical terms, due to increase in defense
allocation being realized just marginally as national budgets can only work in that way, the
American presence in Europe remains crucial in front of an expanding Russian army,
whose ambitions in positioning itself as a regional power from a military standpoint
remains as a priority regardless of any economic fluctuations that might affect is overall
capacity to finance the conventional wars it has set up to develop.
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