Section 3
Real sector of the economy

3.1. Dynamics and structure of GDP and investments'
3.1.1. Conditions and factors of economic dynamics in 2024

In 2023-2024, the Russian economy demonstrated a high potential of adapta-
tion to restore growth in the domestic and external markets in the new formats
of sanctions and infrastructure restrictions in the real and financial sectors. Positi-
ve GDP dynamics was recorded for seven quarters of the last two years. The acce-
leration of GDP growth in 2023 to 104.1% fully compensated for the previous year’s
decline and was supported by a 9.8% increase in fixed capital investment, 3.8%
in government spending and 7.5% in household final demand. Starting conditions
in 2024 were characterized by a 5.7% growth in production in 2023 of basic eco-
nomic activities, 4.3% in industrial production and 9.3% in construction relative
to the corresponding period of the previous year. Under the pressure of political
and economic restrictions, the initial state of the domestic market in 2024 was de-
termined by the change in the contribution of net exports to GDP to 4.2% in 2023 vs.
12.6% of GDP in 2022 (according to the SNA methodology in current prices), with
the volume of foreign trade in goods decreasing by 16.3% and against the growth
by 9.2% a year earlier (according to the balance of payments methodology). The dy-
namics of the domestic economy growth in 2024 was influenced by the factors
of active structural changes in the domestic and external markets.

Retention of GDP growth rates achieved in the previous year at the level of 4.1%
was determined by positive growth of the domestic market by 4.8%, including final
consumption of households by 5.5% and investment in fixed capital by 7.4%. Given
the difficulties in forming new directions and formats of international economic re-
lations, the decrease in the contribution of net exports to GDP in 2024 to 3.8% (accor-
ding to Rosstat) was accompanied by a slight growth of foreign trade in goods by 0.8%,
including exports by 2.2% and a decrease in imports by 1.1% versus the previous year.

Features of economic development in 2023-2024 were determined by the ex-
pansion of the domestic market. The output of basic types of economic activities

1. Author: Izryadnova O. 1., Senior Researcher, Center for Real Sector, Gaidar Institute.
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in 2024 increased by 4.8%. taking into account the growth to 5.7% in the previous
year. Retention of positive dynamics was noted in industry, investment and con-
struction, transportation and logistics sectors of the economy. According to the re-
sults of 2024, the acceleration of industrial growth rates up to 104.6% was driven
by structural factors: the outstripping growth of manufacturing production by 8.5%
in 2024 compensated for the restrained dynamics in mining and in the production
and distribution of electricity, gas and water. With the growth of business activi-
ty and changes in consumer demand from the second half of 2023, the dynamics
of trade organizations entered the area of positive values. In 2024, the turnover
of wholesale trade increased by 6.8% and retail trade by — 7.2%. The expansion
of consumer demand was based on the acceleration of real disposable income
growth up to 107.3% against the previous year.

Differentiation of the conditions of adaptation to the new formats of interac-
tion of individual industries and types of economic activities had a significant im-
pact on the rates of the domestic market recovery. The factor of the restrained as-
sessment of the 2024 results was the slowdown of the construction and investment
complex to 102.1% against the exceptionally high base of the previous year. Decrea-
se in the growth rates of construction volumes and the total indicator of invest-
ments in fixed assets was observed from the second half of 2023 and depended
on the speed of adaptation to the financial and credit conditions of the economy
functioning, limitations of material and technical support of construction and in-
vestment activities and peculiarities of changes in the structure of investments
in fixed assets by types of activities and fixed assets.

Asignificant factor of economic growth in 2023-2024 was the change in the con-
tribution of transportation to GDP dynamics. With the change in the movement
of commodity flows in the domestic and foreign markets, the problems of building
new transport and logistics schemes in terms of geography, types of cargo, and op-
portunities for the development of multimodal transportation infrastructure arose
in the transport sector. With the negative dynamics of transport functioning in 2023,
the acceleration of cargo turnover dynamics by 0.4% in 2024 did not compensate
for the previous year’s decline.

After a long period of positive contribution of agriculture to the dynamics
of the Russian economy in 2024, agricultural production decreased by 3.2% relati-
ve to the near-stagnation indicator of the previous year (Table 7).

The impact of the sanctions on the real and financial sectors of the economy tur-
ned out to be stretched both in terms of time and the nature of the impact, which
allowed Russian business to react quickly enough to the disruption of trade, trans-
portation and logistics, production and technological chains and actively reori-
ent to the formation of new business relations in loyal markets for goods and ser-
vices. A damping effect on the dynamics of economic activity was also exerted
by the preemptive accumulation of stocks of material assets of imported and dome-
stic import-substituting production, which made it possible to somewhat weaken
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Table 1
Dynamics of main macroeconomic indicators in 2023-2024,
in % to the corresponding indicator of the previous year
Domestic market: output
2023 2024
Year Q1 Q2 Q3 Q4 Year Q1 Q2 Q3 Q4
GDP 104.1 | 98.8 | 105.7 | 106.3 | 105.4 | 104.1 | 105.4 | 104.1 | 103.1 | 103.8
Output of goods 105.7 | 99.06 | 108.03 | 108.9 | 106.5 | 104.8 | 106.6 | 105.2 | 102.8 | 105.0
and services by basic
economic activity
Industry 104.3 | 99.5 | 106.2 | 106.4 | 105.1 | 104.6 | 105.4 | 104.2 | 102.9 | 105.7
Agriculture 100.2 | 102.1 101.6 | 102.9 | 94.8 96.8 101.9 | 101.4 | 974 91.4
Construction 109.0 | 113.7 121 109.2 | 104.7 | 1021 101.7 | 102.9 | 100.1 | 103.3
Transportation 99.4 | 984 97.5 | 100.0 | 101.9 | 100.4 | 100.9 | 99.4 | 100.5 | 100.8
Wholesale turnover 108.9 | 87.2 m.r 121.9 | 116.1 106.8 | 112.6 | 109.1 | 102.8 | 104.4
Retail turnover 108.0 | 94.5 M.2 | 114.0 | 1M.7 107.2 | 110.4 | 107.5 | 106.1 | 105.5
Paid services 106.9 | 105.2 | 107.7 | 107.9 | 106.8 | 103.3 | 103.6 | 104.2 | 102.7 | 102.7
to population
Foreign market*
Foreign trade in goods 83.7 | 80.1 | 86.6 | 87.8 | 81.0 | 100.8 | 93.8 | 98.1 | 101.3 | 109.9
Exports of goods 7.7 | 68.0 | 681 770 | 742 | 102.2 | 96.7 | 102.8 | 100.4 | 108.
Imports of goods 109.5 | 106.9 | 135.9 | 110.0 | 93.0 98.9 89.8 91.7 | 102.6 | 111.6
and services
Balance of foreign trade | 38.5 | 36.0 | 27.6 | 45.8 | 50.0 | 110.3 | 113.7 | 1355 | 95.4 | 101.8
in goods
For reference:
Ruble exchange rate 85.12 | 72.71 | 80.97 | 94.07 | 92.73 | 92.53**| 90.75 | 90.58 | 89.20 | 99.59
(average for the period),
Rb/dollar.
Urals price, USD/bbl 62.8 | 49.0 56.0 73.7 | 72.5 67.74 | 64.0 | 7.3 63.0 | 62.3

* According to the balance of payments methodology.
** ruble exchange rate by the end of the year—101.7 Rb/USD

Source: Rosstat.

the negative impact of unstable dynamics of imported goods in 2023-2024 with
the complication of foreign trade relations and settlements, in particular, transpor-
tation and financial and insurance services.

The decline in Russian exports in recent years was determined by the slowdown
in global market demand, decisions on voluntary reduction of export supplies
for certain types of goods, as well as restrictions on transportation and logistics in-
frastructure and opportunities to redirect export flows to alternative loyal markets.
However, in 2024, exports, although insignificant, still grew by 2.2%.
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Under the circumstances of instability of geopolitical and market factors, the de-
cline in foreign trade turnover of goods as a whole at the end of 2024 was suspen-
ded relative to the previous year (according to the balance of payments metho-
dology), but remained at an extremely low level, and its dynamics was extremely
unstable throughout the year and depended on changes in the situation and prices
for major commodities in the global market, sanction restrictions on Russian ex-
ports and imports, and difficulties in international settlements. Changes in net ex-
ports of goods and services under the existing sanctions on financial transactions
and the system of cross-border payments narrowed the possibilities of transferring
net income from foreign trade activities to support the domestic market.

The dynamics and structure of the foreign economic component was also signi-
ficantly affected by the ruble exchange rate weakening trend, associated, among
other things, with the blocking sanctions imposed on Russian financial instituti-
ons, reduced requirements for the sale of foreign exchange proceeds by exporters
and growing demand for foreign exchange on the part of non-financial companies.
Under these circumstances, the implementation of measures of anti-sanction fiscal
and monetary policy changed the conditions of exchange rate policy management
from the second half of 2024. According to the new methodology, the Bank of Rus-
sia began to use bank reports and data from digital platforms of OTC trading in cal-
culating the official ruble-dollar and euro exchange rates (Table 2).

The external trade and financial restrictions had a significant impact on the de-
velopment opportunities. The strengthening of the Russian economy’s orientation
towards the domestic market was accompanied by the outstripping growth of final
private and public consumption and acceleration of gross accumulation dynamic.

Changes in the balance of aggregate demand and supply and the ratio
of the main factors of production, characterized by a dynamic increase in the utili-
zation of production capacities and growing tension and deficit in the labor market,
provoked pressure on prices.

Accelerated growth of producer prices of industrial products by 7.9%, in the con-
struction sector by 8.1% and freight transportation tariffs by 13.5% was translated into
consumer inflation. By the end of 2024, annual inflation was estimated at 9.5% against
7.4% ayear earlier. Arather rapid build-up of inflationary pressure and the formation
of a monthly devaluation wave in the foreign exchange market were regulated by mo-
netary policy instruments. Changes in the domestic environment and price level de-
termined the tightening of the monetary policy: the key rate of the Bank of Russia was
raised to 21% (21.12.2024) from 8.5% (24.06.2023). In 2024, the average key rate rea-
ched the maximum level for the entire period of this instrument’s operation (Table 3).

Adaptation of the economy to the new price proportions of the domestic market
and the ruble exchange rate determined the change in the structure of GDP forma-
tion by income. While the decrease in the share of net taxes on production and im-
ports to 7.6% was strongly influenced by changes in the volume of foreign supplies
and the ruble exchange rate, the level of gross income was significantly affected
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Table 2
Dynamics and structure of GDP use in 2020-2024
As % of total, In % on previous year,
in current prices in comparable prices
2020 | 2021 | 2022 | 2023 | 2024 | 2020 | 2021 | 2022 | 2023 | 2024
GDP 100 100 100 100 100 97.3 | 105.9 | 98.6 | 104.1 | 104.1
including:
Domestic demand 94.9 | 90.5 | 874 | 958 | 96.2 | 96.0 | 109.6 | 100.4 | 109.8 | 104.8
Net exports 5.1 9.5 12.6 4.2 3.8 | 110.2 | 79.5 n/a n/a n/a
— exports 255 | 30.0 | 275 | 229 | 21.4 | 95.8 | 103.2 | n/a n/a n/a
— imports 20.4 | 20.5 | 149 | 187 | 176 | 881 | 119.1 | n/a n/a n/a
Fore reference:
Average ruble exchange rate | 72.04 | 73.65 | 68.12 | 85.12 | 92.53 | 111.3 | 102.2 | 92.5 | 125.0 | 108.7
USD/Rb
Average Brent price, USD/bbl. | 42.03 | 70.44 | 99.82 | 82.1 80.7 | 65.6 | 167.6 | 141.7 | 82.2 | 80.7
Sources: Rosstat, Bank of Russia.
Table 3
Financial conditions: Key rate and price index in 2023-2024, in % on previous year
2023 2024
year Q1 Q2 Q3 Q4 year Q1 Q2 Q3 Q4
Key rate (corresponding 9.9* | 75 85 | 13.0 | 16.0 | 17.5" | 16.0 | 16.0 | 18.0 | 21.0
period end), % per annum
Consumer prices 107.4 | 101.7 | 101.1 | 101.8 | 102.7 | 109.5 | 102.0 | 101.9 | 101.8 | 101.3
Producer prices

Industrial goods 119.2 | 102.6 | 106.2 | 110.8 | 98.8 | 107.9 | 101.9 | 101.9 | 103.1 | 100.8
Extraction of mineral 140.9 | 100.0 | 114.4 | 131.6 | 93.6 | 104.4 | 102.4 | 101.0 | 100.7 | 100.2
resources
Manufacturing 114.9 | 102.4 | 105.1 | 106.4 | 100.4 | 108.5 | 101.7 | 102.9 | 102.8 | 100.9
Agricultural products 109.1 | 100.0 | 97.0 | 104.6 | 107.5 | 105.9 | 99.5 | 97.3 | 101.1 | 108.2
Capital goods 110.1 | 101.9 | 102.6 | 103.9 | 101.4 | 108.1 | 101.3 | 101.9 | 101.9 | 102.7
Freight transportation tariff 116.5 | 104.1 | 108.2 | 103.7 | 99.4 | 113.5 | 103.0 | 108.3 | 108.3 | 94.1
index

* average annual key rate.

Sources: Rosstat, Bank of Russia.

by fiscal instruments of business regulation and fulfillment of social obligations,
which strengthened the redistribution of gross profit of the economy and other
mixed incomes in the GDP structure in favor of wages and salaries of hired wor-
kers. The share of labor remuneration of hired workers in 2024 rose to 44.1% of GDP
and was 3.4 p.p. higher than in the previous year. The growth rate of nominal wa-
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ges in 2024 was at the maximum level over the last sixteen years. With a shorta-
ge of labor resources, this allowed businesses to retain qualified human resour-
ces and maintain stability in the labor market, which determined the reduction
of the general unemployment rate to historically low values.

However, with the long-standing trend of outstripping growth of wages
in the Russian economy relative to labor productivity, income redistribution re-
quired effective measures to restructure employment in accordance with changes
in demand for labor by qualifications, competencies and skills, but the implemen-
tation of these processes has not yet taken a systemic character. With the growth
of production costs, the share of gross profit of the economy and gross mixed inco-
me in 2024 decreased to 48.3% of GDP, the balanced financial result (profit (loss) be-
fore taxation) of organizations in current prices amounted to 93.1% of the previous
year against the growth in 2023 (Table 4).

Table 4
Structure of GDP by revenue source in 2019-2024 in % to GDP

2019 | 2020 | 2021 | 2022 | 2023 | 2024 | Q1 Q2 Q3 Q4*

BBIM 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100
— remuneration of employees 441 | 45.2 | 40.7 | 39.4 | 40.7 | 441 | 44.8 | 43.0 | 42.8 | 455
— net taxes on production 1n.0 9.7 101 77 7.9 7.6 8.9 6.9 6.7 8.0
and imports

— gross profit of the economy 449 | 451 | 49.2 | 52.9 | 51.4 | 48.3 | 46.3 | 50.1 | 50.5 | 46.5
and gross mixed income

For reference:
Total unemployment rate, in % 4.6 58 | 48 | 4.0 3.2 2.5 2.8 2.6 2.4 2.3
of the number of the employed
Growth rate of nominal wages, 109.5 | 107.3 | 111.5 | 114.1 | 114.6 | 118.3*| 119.5 | 116.7 | 117.8 | 118.8
in % to the previous year

* Preliminary estimate.
Source: Rosstat.

3.1.2. Structural changes in domestic production

The domestic market dynamic in the last four years had a significant impact
on the nature of growth recovery of the Russian economy. In 2023-2024, domestic
demand in GDP structure increased to its maximum values. The dynamic of the do-
mestic market as a whole during this period was determined by a sharp accele-
ration of the growth rates of gross savings relative to final consumption and GDP
growth rates. With GDP growth over the last two years by 8.4% and final consump-
tion by 11.9%, the growth of gross savings by more than 20% determined the expan-
sion of the domestic market.
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Structural adaptation in the new environment of the domestic market was
quite significantly differentiated by types of economic activity. In 2023-2024,
the trend of outstripping growth of the services sector relative to the produc-
tion of goods remained. The growth rates of gross value added in 2024 remained
at the level of the previous year and amounted to 4.3%, but there was a change
in the growth structure: in the production of goods by 2.5% against 3.3% a year ear-
lierand in the services sector—by 5.4% against 5.0%.

In the services sector, the landmark events of 2023-2024 were the outstripping
growth in the gross value added of information and communication services (123.6%
by 2022), financial services and insurance (126.5%), public administration and mi-
litary security (118.0%), professional, scientific and technical activities (111.9%),
which together accounted for almost 1/3 of the gross value added of services provi-
ded. Higher contribution to GDP dynamics was illustrated by the hospitality indu-
stry (121.5%) and cultural and sports activities (108.5%). The change in the contri-
bution and structure of the services sector was supported by the growth of public
expenditures, credit subsidies and other government support programs.

The factor of effective support of the economy was the restoration of positive
dynamics in trade and transportation, which together account for 20.0% of the va-
lue added in the economy as a whole and 31.7% of the gross value added of the ser-
vices sector. The dynamics of formation of new formats of trade and transportation
and logistics services in 2023-2024 outpaced the growth rate of goods production.
However, there were still problems of restoration of activity by types of transport,
by cargo and passenger transportation, by traffic directions, by material and tech-
nical provision of rolling stock and the state of transport routes.

The characteristic feature of output in 2023-2024 was the change in the struc-
ture and contribution of industry to economic growth. External shocks and short-
term factors of the domestic market determined both annual and quarterly dyna-
mics of industrial output. Preservation of the imbalance of supply and demand
in the markets of material and technical resources, goods of final investment
and consumer consumption was formed in the context of critically high utilization
of production capacities in the range of 75-82% and growing shortage of personnel
under the existing efficiency of labor resources utilization.

At the end of 2024, the industrial growth index amounted to 104.6% against
104.3% a year earlier, with the increase in manufacturing output reaching 8.5%,
the mining index decreasing by 0.9% and the production of electric power, gas
and water increasing by 2.3%.

In the mining industries, the persistence of negative dynamic was due
to the strengthening of external restrictions on the export of mineral goods,
as well as internal measures to regulate activities in the fuel and energy complex.
In 2023-2024, the share of gross value added of mineral production remained
at the level of 11.8% of the indicator for the economy as a whole and was 1.5 p. p. lo-
wer than the same indicator in 2022-2021. According to preliminary data, in 2024,
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acceleration of coal mining (101.3% vs. 100.3% in 2023) and overcoming the decli-
ne in metal ore mining (102.5% vs. 98.3%) were recorded. The analysis of the dy-
namics of mineral extraction by physical volume made it possible to note an in-
crease in natural gas production by 8.7%, liquefied gas by 5.4% and oil and natural
gas extraction services by 14.0%. The share of the oil and gas sector in 2023-2024
was in the interval of 16.3-16.6% of GDP, compared to 18.7-20.0% in the period
2021-2022, and the growth index of the gross value added of the oil and gas com-
plex in 2024 amounted to 101.9% against 91.7% in 2023.

On the contrary, the non-oil and gas sector indices, after falling by 1.8% in 2022,
illustrated a dynamic recovery of growth by 7.2% in 2023 and by 4.5% in 2024.
The share of the non-oil and gas sector in GDP increased to 83.4% against 80.0%
in 2022 and 81.3% in 2021. The change in the contribution of the non-oil and gas sec-
tor to economic dynamics was supported by the strengthening of domestic market
demand for domestic intermediate and final consumption goods, high-tech goods
with high added value, intellectual and infrastructure services.

Structural changes in industrial growth were determined by the outstripping ra-
tes and increase in the share of manufacturing production in the gross value ad-
ded of industry to 50.4% against 49.4% in 2023 and 47.6% in 2022. It should be no-
ted that the efficiency of manufacturing industries in the last two years was shifting
from operational situational response to the solution of long-term strategic deve-
lopment tasks. The index of production by types of activities of the high-tech sector
in 2024 amounted to 128.3% against 126.7% a year earlier and 106.8% in 2022. Bud-
get and tax support of critical activities, including through an increase in the size
of government orders, had a significant impact on the nature of economic growth.

The main contribution to the growth of manufacturing output in 2024 was pro-
vided by the machine-building complex, which demonstrated a fairly confident
diversification of the system of production-technological and trade-logistical in-
teractions in the domestic market with the localization and increase in the produc-
tion capacity of domestic manufacturers and in new niches of the external market
of suppliers and sales of finished products. Expansion of the tested mechanisms
of foreign trade operations and new directions of import of technologies, compo-
nents and equipment, solution of logistical and financial problems, is conditioned
by the expansion of budget support, as well as preservation of credit activity of busi-
ness, taking into account the lags of broadcasting changes in the key rate.

In 2024, the 19.5% growth in production in the machine-building complex was
backed by the preservation of positive dynamics in most sub-productions: the pro-
duction of computer and electronic equipment increased by 28.8%, electrical equip-
ment by 6.6%, vehicles by 16.5% and other vehicles by 29.6%. High-tech industries
of the machine-building complex took the leading positions in terms of the poten-
tial for the output of import-substituting products. The main tendency of machine-
building remained the expansion of production localization with the restructuring
of activities from import-substituting production of finished goods to the substitu-
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tion of materials and components, the output of which lagged behind the demand

of the domestic market (Table 5).

Table 5

Dynamic of extraction and manufacturing sectors of the Russian industry
in 2022-2023, in % on the corresponding period of the previous year

2021 | 2022 | 2023 2024
Year Q1 Q2 Q3 Q4

Industry 106.3 | 100.7 | 104.3 | 104.6 | 105.4 | 104.2 | 102.9 | 105.7
Extraction of mineral resources 104.2 | 101.5 | 99.0 99.1 | 100.6 | 98.4 | 98.5 99.1
Manufacturing sectors 107.4 | 100.3 | 108.7 | 108.5 | 109.0 | 108.3 | 105.9 | 110.7
Consumer complex:
—food industry 104.6 | 101.6 | 105.2 | 104.1 | 106.8 | 105.1 | 102.3 | 102.9
—lightindustry m.6 | 1045 | 111.4 | 103.6 | 107.0 | 102.4 | 101.4 | 104.1
Timber processing complex 110.5 | 98.0 | 101.3 | 104.9 | 109.8 | 105.9 | 101.9 | 103.0
Chemical complex 108.7 | 99.7 | 104.9 | 104.8 | 106.5 | 103.9 | 103.9 | 105.0
Petrochemical complex 103.6 | 99.4 | 1025 | 979 | 959 | 976 | 99.4 | 985
Construction complex (non-metal 109.3 | 103.9 | 100.9 | 104.4 | 109.2 | 103.9 | 102.7 | 103.3
mineral products)
Metallurgical complex 1041 | 102.7 | 108.7 | 107.7 | 110.2 | 110.8 | 104.3 | 106.8
Machine building complex: 11.8 941 | 125.0 | 119.5 | 125,5 | 7.7 | 115.2 | 120.6
—computers, electronics, optics 109.9 | 109.4 | 139.4 | 128.8 | 136.4 | 127.2 | 1245 | 129.3
— electrical equipment 107.7 | 101.1 | 120.6 | 106.6 | 112.2 | 104.6 | 102.1 | 108.3
—machinery and equipment nra 99.3 | 1081 | 973 | 1049 | 951 91.8 99.1
not included in other groups
—road transport trailers 114.6 | 55.8 | 116.0 | 116.5 | 135.3 | 118.2 | 108.1 | 110.3
and semi-trailers
—other means of transport 110.5 | 97.9 | 129.0 | 129.6 | 126.9 | 126.0 | 128.0 | 133.9
and equipment
Electricity, gas and vapor supply 100.5 | 100. | 102.3 | 105.0 | 102.3 | 102.1 | 99.8
Water supply; wastewater disposal, 96.8 | 100.3 | 99.9 | 101.0 | 100.7 | 99.0 | 98.9

waste utilization

Sources: Rosstat, Ministry of Economic Development.

Ita In the metallurgical complex, the dynamics of output was formed under
the influence of the growing domestic demand for structural materials on the part
of machine-building and investment and construction complexes with simulta-
neous restructuring of the foreign trade component. The production rates of the me-
tallurgical complex in 2024 increased on the back of an increase in the share of fi-
nished metal products with a high share of added value, respectively, to 35.3%

VS. 26.4% a year earlier.
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Construction demand for machinery, equipment and construction materials
remains a significant factor of economic growth. However, with the deceleration
of the dynamics of construction works in 2023 to 0.9% against the growth of 9.0%
a year earlier, the quarterly dynamics of the production of construction materials
in 2024 showed a gradual slowdown, but at the end of the year the growth amoun-
ted to 4.4% and remained above the base figure of the previous year.

The dynamics of the chemical and timber industries was significantly influenced
by the capacity of the domestic market, the narrowing of exports under sanction
pressure and the difficulties in forming new production, technological and trade
and sales chains.

In the timber industry, a limited domestic market without adequate measures
to stimulate exports hindered the processes of production restructuring and the for-
mation of new approaches to the development of the industry, in particular, the de-
velopment of clusters. In 2024, the output of the timberindustry complexincreased
by 4.9%. After two years of negative dynamics, in 2024 the growth of wood pro-
cessing recovered to 104.2%, and the dynamics of paper production accelerated
t0 105.6%.

The chemical industry, due to changes in geographical directions and the struc-
ture of exports by basic goods, was in the zone of high competition from producers
from friendly countries both in the domestic market and in foreign markets. Limi-
ted availability of foreign technologies and services for maintenance of specialized
foreign equipment, restrained dynamics of introduction of domestic technologies
had a negative impact on the dynamics and economic efficiency. In 2024, the out-
put of the chemical complex as a whole increased by 4.8%, which is close to the ra-
tes achieved a year earlier due to the increase in agrochemical products, recovery
of growth in the production of basic chemicals, demand for the products of rubber
products and plastics.

In the chemical complex, the production of pharmaceuticals retained a rather
stable position in the domestic market, which remained outside the zone of strict
restrictions on trade in chemical and biological substances and had a certain poten-
tial for development and import substitution due to the domestic base of produc-
tion of chemical products and substances. In 2024, the production of pharmaceuti-
cals and medical materials increased by 18.0% with accelerating quarterly dynamics.

The difficult situation continued to remain in the petrochemical complex, who-
se output in 2024 decreased by 2.1% year-on-year.

The growth rates of the consumer complex products in the last two years were
in the positive zone. The growth of the food industry in 2024 by 4.1% took place
in the context of narrowing volumes of agricultural production and restrictions
on imports The light industry in 2024 showed a growth rate of 103.6% with the im-
plementation of conditions for localization of production of clothing and footwear
products and support through increased government orders. The growth of dome-
stic consumer goods and imports determined the acceleration of the retail market
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turnover dynamics up to 7.2%, including food products market— by 6.3% against
3.3% a year earlier and non-food products—by 8.6%. However, under the existing
growth rates of disposable monetary incomes of the population and accumulated
pent-up demand, the limited commodity resources remained a factor of inflationa-
ry pressure on the domestic consumer market.

3.1.3. Investment and construction complex: structural features 2024

Structural and technological shifts in 2022-2024 associated with changes
in the mechanisms of functioning of the domestic and external markets deter-
mined the outstripping growth of investment in fixed capital relative to GDP dy-
namic. The dynamics and structure of investment and construction activity was
formed in the context of increasing contribution of investment demand to the dy-
namics of the domestic market. The state measures of support and regulation
of construction and investment activity included: (1) updating of the main provi-
sions of the agreement on protection of investments and in the form of capital in-
vestments and special investment contracts; (2) restructuring of credits for large
businesses; (3) introduction of the practice of regional investment standard; (4) ex-
pansion of the practice of support for small and medium-sized enterprises; (5) spe-
cification of prices of state contracts in connection with the growth of the cost
of resources; (6) adjustment of the programs of preferential lending to busines-
ses; (7) adjustment of the prices of state contracts in connection with the growth
of the cost of resources; and (8) adjustment of the programs of preferential lending
to small and medium-sized enterprises.

The dynamics of investment activity in 2022-2024 was significantly influenced
by changes in financial conditions. In 2022 —the first half of 2023, a gradual reduc-
tion in the key rate with a slowdown in the growth of prices for investment pro-
ducts and services allowed to maintain business activity in the construction sector
at an average level of 108.2%. With the accumulated growth potential in the pre-
vious four years, investments in fixed assets in 2024, despite the growth of the key
rate, increased by 7.4% and amounted to 19.8% of GDP against 19.3% of GDP a year
earlier. Restructuring of floating rate loans has supported investors and construc-
tion companies as debt servicing costs have risen and as prices have risen. Reduced
availability of debt financing for infrastructure projects with low margins and long
implementation periods determined the slowdown in the growth rate of construc-
tion and investment activity to 102.1% y-o-y, and mortgage lending—the decelera-
tion of residential space commissioning (Table 6).

The provisions for financing investment programs in 2023-2024 were determi-
ned by an increase in the volume and share of the use of own funds of enterpri-
ses and organizations, which allowed to partially compensate for the change in de-
mand for bank loans at rising interest rates.
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Table 6
Dynamics of the investment and construction complex in 2020-2024,
in % to the previous period
2020 | 2021 | 2022 | 2023 2024
Year | Q1 Q2 Q3 Q4

GDP 97.3 |105.9 | 98.6 | 104.1 | 104.1 | 105.4 | 104.1 | 103.1 | 103.8
Investment in fixed assets 99.9 |108.6 | 106.7 | 109.8 | 107.4 | 114.5 | 108.7 | 105.7 | 104.9
Construction 102.1 | 107.0 | 107.5 | 109.0 | 102.1 | 101.7 | 102.9 | 100.1 | 103.3
Commissioning of living space 100.2 | 112.6 | 110.9 | 107.5 | 97.6 | 101.5 | 103.8 | 100.3 | 86.7
For reference:
Key rate, in % p.a. 5.1 57 | 106 | 99 | 175 | 16.0 | 16.0 | 18.0 | 21.0
Consolidated price index for investment | 104.8 | 107.8 | 114.7 | 110.1 | 108.1 | 101.3 | 101.9 | 101.9 | 102.7
products (costs, services)

Source: Rosstat.

In 2024, the trend towards an increase in the share of own funds of enterprises
in the funding of investment in fixed capital to 56.7% against 53.7% a year earlier
was restored, while the dynamics of savings in the form of deposits weakened. Ho-
wever, it should be noted that the growth of interest rates with a simultaneous de-
crease in the profitability of business associated with rising prices and higher labor
costs increased the pressure on investment decisions. With the trend of borrowing
outpacing savings, corporate credit rises to 43.9% of GDP in 2024 from 41.5% of GDP
in 2023 and 37.1% of GDP in 2022.

The increase in the companies’ own funds, along with budgetary injections
and growth of bank loans, allowed businesses to implement previously adopted
investment programs. The implementation of state investment and infrastructure
projects, allocation of additional funds within the framework of infrastructure bud-
get credits, supported the dynamics of gross fixed capital formation and investment
and construction activity. A characteristic feature of the recent years was the simul-
taneous strengthening of budget and tax mechanisms to stimulate investment ac-
tivity and increase in the activity of private business in the domestic market. In 2024,
the share of budget funds in the sources of financing decreased to 16.6%, which was
compensated by the activity of the corporate sector.

The role of bank loans in the sources of funding of investments in fixed capi-
tal has been changing in recent years in a rather wide range depending on the le-
vel of the key rate. In 2024, despite the rise in the cost of loans, the share of Russi-
an banks in the sources of funding of investment in fixed capital increased to 10.9%
vs. 9.9% a year earlier, and of borrowed funds to 8.8% vs. 7.6%, which was one
of the factors behind the continued high dynamics of investment in fixed capital.

Under external sanctions on the movement of capital and investment goods,
the contribution of foreign bank loans and investments from abroad in the sour-
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ces of investment funding steadily declined. Despite the sharp decline in foreign
direct investment in the Russian economy, the withdrawal of foreign companies
from the Russian market and the weakening dynamics of supplies of investment
and intermediate goods under the influence of geopolitical sanctions, government
measures to support domestic demand made it possible to maintain a high level
of business investment activity (Table 7)

Table7
Structure of investments in fixed capital by sources pf funding in 2019-2024,
in % on total

2019 2020 2021 2022 2023 2024
Investment in fixed assets 100 100 100 100 100 100
Own funds 55.0 55.2 56.0 53.1 53.7 56.7
Borrowed funds 45.0 44.8 44.0 46.9 46.3 43.3
—bank loans 9.8 9.9 1.0 10.2 9.9 10.9
Of which:
—Russian banks 7.8 8.1 9.1 9.0 9.5 10.88
— Foreign banks 2.0 1.8 1.9 1.2 0.4 0.02
—borrowed funds of other organizations 4.8 4.9 4.5 59 7.6 8.8
—investments from abroad 0.4 0.3 0.4 0.3 0.1 0.02
—budget funds 16.2 19.1 18.3 20.5 19.7 16.6
Of which:
— Federal budget 7.6 8.7 8.1 9.8 9.3 8.0
—Budgets of RF subjects 7.4 9.2 9.0 9.4 9.3 75
— Local budgets 1.2 1.2 1.2 1.3 1.1 1.1
—funds of state extra-budgetary funds 0.2 0.2 0.2 0.2 0.1 0.1
—other 13.6 10.4 9.6 9.8 8.9 6.9

Source: Rosstat.

The structure of sources of funding forinvestment in fixed capital was changed un-
der the influence of institutional changes. The change in the contribution of invest-
ments in fixed capital to economic growth in 2023-2024 was significantly influenced
by the placement of the National Welfare Fund resources in national and infrastructure
projects. In 2024, the share of investments in state-owned facilities amounted t0 16.0%
(-1.9 p.p. versus 2023) in the structure of investments in fixed capital. Investments
in fixed capital of private Russian property in 2024 regained the leadership in terms
of the dynamics of investment activity. The share of private investments in the struc-
ture of investmentsin fixed capital increased to 67.1% and amounted to 13.3% of GDP.
Structural changes by institutional investors were determined by the fall of investments
with various forms of foreign ownership in 2024 to 8.3% of the total volume of invest-
ments in fixed capital, including foreign ownership —respectively to 1.5% (Table 8).
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Table 8
The share of investments in fixed capital by form of ownership in 2020-2024,
in actual prices

Share of investment in fixed assets, % Share of GDP, %
2020 | 2021 | 2022 | 2023 | 2024 | 2020 | 2021 | 2022 | 2023 | 2024
Investment in fixed assets | 100 100 100 100 100 | 189 | 17.2 | 181 | 19.3 | 19.8
Including:
Russian ownership 87.4 86.0 89.5 9.7 91.7 | 16.6 | 14.8 | 16.2 | 17.7 | 18.1
Including:
State ownership 17.5 16.2 17.0 17.9 16.0 3.3 2.8 3.1 3.5 3.2
Federal ownership 8.2 75 8.3 9.5 8.8 1.6 1.3 1.5 1.8 1.8
Ownership of subjects 9.3 8.7 8.7 8.4 7.2 1.8 1.5 1.6 1.6 1.4
of the Federation
Municipal ownership 2.9 2.8 2.8 2.8 2.5 0.5 0.5 0.5 05 | 05
Private ownership 60.4 61.6 64.8 65.3 67.1 1.4 | 10.6 | N7 | 126 | 133
Mixed Russian ownership | 5.8 4.4 3.9 4.4 4.7 1.1 0.8 07 | 0.8 | 09
State corporations’ 0.8 1.0 0.9 12 1.4 0.2 0.2 0.2 0.2 0.3
ownership
Joint Russian and foreign 12.6 14.0 10.5 8.3 8.3 24 | 24 | 19 1.6 1.6
ownership
Foreign ownership 5.7 6.5 3.6 1.8 1.5 1.1 1.1 0.6 0.3 0.3

Source: Rosstat.

The strengthening of sectoral measures to support investment in a wide range
of businesses became effective in 2023-2024. The changing dynamics of technolo-
gical development has increased the importance of capital investments in trans-
port and logistics, information and communication, social infrastructure, as well
as in improving the competencies and skills of the labor force.

The analysis of the dynamics and structure of the Russian industry shows a dif-
ferentiated impact of investments in fixed capital on the dynamics of output depen-
ding on the state of technological base, the degree of capacity utilization and sup-
port measures. Growing demand, including that associated with the restriction
of imports and the withdrawal of a number of foreign producers from the Russian
market, remained the common factor in increasing capacity utilization.

Implementation of investment programs in production and housing construction
required the involvement of idle production capacities of the construction industry,
machine-building industries focused on the production of machinery, equipment
and technical means with simultaneous formation of new channels and alternative
foreign suppliers of engineering equipment and materials for construction projects.
Theincrease in the share of machinery and equipment in the type structure of invest-
ment in fixed assets to 35.3% against 33.8% in 2023 and the growth of the load on pro-
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duction capacity at the level of 75-80% under the existing age structure of machinery,
information, computerand telecommunications equipment and vehicles determined
therisks of implementation of programs for technological modernization and recon-
struction of the industrial sector and associated infrastructure. Creation of conditi-
ons for the development of own production and technological base of the investment
complex remains a priority task of strengthening the economy and is accompanied
by a steady increase in capital investments in intellectual property objects (Table 9).

Table 9
Structure of investments in fixed capital by types of major funds in 2019-2024,
in % on total

2019 | 2020 | 2021 | 2022 | 2023 | 2024
Investment in fixed assets, total 100 100 100 100 100 100
Residential buildings and premises 144 | 145 | 129 | 142 | 140 | 12.6
Buildings (except for residential) and facilities 38.4 | 375 | 37.0 | 40.2 | 40.4 | 40.6
Machinery, equipment, means of transportation 37.0 371 395 | 348 | 33.8 | 353
Intellectual property items 3.3 4.0 4.4 4.6 5.6 6.0
Other 6.9 6.9 6.2 6.2 6.2 5.5

Source: Rosstat.

With the increase in investments in fixed assets by large enterprises in 2024
by 8.8%, the structural changes were determined by the outstripping growth of in-
vestment activity in manufacturing, trade, information and communication.

In mineral extraction, which accounts for more than 18% of the fixed capital vo-
lume in the economy as a whole, investment growth was 14.2%, and investments
in oil and natural gas extraction 22.9% relative to 2023. The stable investment pro-
gram of oil and gas companies supported the indicators of the oilfield service struc-
ture. With the fulfillment of guaranteed obligations under previously concluded con-
tracts for the supply and servicing of process equipment and accumulated material
reserves, the withdrawal of foreign investors and suspension of foreign companies’
operations have not yet had a significant impact on the continuation of previously
initiated projects. In 2024, the associated production facilities of the oil and gas che-
mical and refining complexes recorded an acceleration of investment rates as a re-
sult of adjustments in the timing or postponement of deliveries of imported equip-
ment under previously concluded contracts.

In industries with import-substitution potential, the impact of investments is
usually manifested over a long horizon. Operational short-term measures related
to changes in transport and logistics links and partnerships with new suppliers have
an impact on the indicators of commodity output but are weakly related to invest-
ment programs.
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In transportation and storage, investments in the development of port and rail-
way infrastructure have become important in the context of reorientation of cargo
flows from western to southern and eastern directions.

In 2024, investments in freight railway transportation increased by 14.4%, while
investments in road freight transportation increased by 2.4% and in air and space
transportation by 47.0% as compared to 2023.

Inthe manufacturing industry in 2024, investments in all sub-products of the ma-
chine-building, metallurgical and chemical complexes grew dynamically. The high-
est rates of investment program financing were recorded in the production of elec-
trical equipment, computers, electronic and optical products and motor vehicles.

Despite the fact that the majority of basic industries in the last twenty years car-
ried out a fairly active modernization with the outstripping growth of expenditures
on the renewal of machinery, equipment and vehicles it should be recognized that
in general the state of fixed assets and does not correspond to the dynamic chan-
gesin demand for new product lines and production technologies. With the current
level of capacity utilization in the economy as a whole and in the complex of ma-
nufacturing industries, changes in access to the world market of investment goods,
transformation of the price structure and the exchange rate of the national currency,
the Russian machine-building complex is experiencing a deficit of capacities capab-
le of replacing the demand for technical means, especially in industries with a high
share of foreign technologies and finished investment goods. The increase in risks
associated with the expansion of fixed assets production has actualized the elabo-
ration of the concept of technological development for the period up to 2030, which
identified measures to support institutions of innovative development and active in-
volvement of private business in the implementation of investment projects aimed
atensuring the development of investment production.

3.2. Sectoral dynamics of industrial production’
3.2.1. Industry dynamics of industrial production

In 2024, industrial production was growing, which was sustained primarily
by the manufacturing sector (the reason, among other factors, could be import
substitution, including don the back of the positive effect of production localiza-
tion programs). The extractive sector demonstrated a downward trend for most
of the year. The production and distribution of electricity, gas and waterin 2024 also
slightly decreased.

1. Authors: Kaukin A. S., Candidate of Economic Sciencesk, Director of the Center for Real Sector, Head
of the Industrial Organization and Infrastructure Economics Department, Gaidar Institute; Miller E. M.,
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