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Monetary-Credit and Budgetary Spheres
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Anton Siluanov, Vladimir Nazarov, Arseny Mamedov

Intergovernmental Fiscal Relations and Subnational Finances

2.3.1. Subnational Budgets in 2010

Basic trends concerning relations between different levels of power are reflected in the
structure of revenues and expenditures of the consolidated budget of the Russian Federation.
Data on a share of tax revenues and expenditures of the constituent territories of the Russian
Federation in the relevant items of the consolidated budget of the Russian Federation is
shown in Table 16.

Table 16
A share of specific values of the budget of the constituent territories
of the Russian Federation in the consolidated budget
of the Russian Federation in 1992 — 2010 (%)
2 2§ £ £ £ 38 2 8 8 E E 8 § 8 £ € & =

Tax revenues 442 53.1 53.4 476 495 53.1 56.6 492 435 374 351 39.6 36.1 309 31.8 339 332 36.6 37.2

Tax revenues, 47.7 61.7 614 56.0 55.8 59.5 599 53.0 49.0 42.6 40.1 419 47.5 49.1 52.0 50.5 53.7 54.8 57.1
net of natural

resource charg-

es and customs

duties

Expenditures 340 403 37.7 434 454 48.1 54.1 519 544 542 493 50.0 50.8 49.5 434 483 492 434 432

Data Source: The Federal Treasury, the estimates were made by the Gaidar Institute.

The following is worth highlighting in analyzing the data presented in Table 16. A share of
tax revenues of the constituent territories of the Russian Federation in the consolidated budget
decreased considerably from 56.6 to 30.9% over the period between 1998 and 2005. This
trend was conditioned by economic situation (growth in prices of energy resources resulted in
increase of revenues from customs duties and natural resource charges due to the federal
budget), rather than redistribution of sources of revenues between different levels of the
budget system. The fact that a share of subnational budgets in tax revenues of the consolidat-
ed budget, net of natural resource charges and customs duties, decreased less during the same
period, from 59.9% in 1998 to 49.1% in 2005, can be used as evidence. A share of subnational
budgets in tax revenues of the consolidated budget of the Russian Federation was reported to
increase in the period between 2006 and 2007, because revenues from taxes payable to regional
budgets increased faster than tax revenues of the federal budget. In 2008 this share slightly de-
creased but remained at a much higher level than in 2005. A share of regional budgets in tax
revenues of consolidated budget, net of natural resource charges and customs duties, in-
creased visibly in 2008 over the level of 2007.
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The economic downturn of 2009 had an effect on the relations under review. A share of tax
revenues of the constituent territories of the Russian Federation increased considerably from
33.2 to 36.6% in the relevant revenues of the consolidated budget of the Russian Federation,
which was conditioned to a large extent by a slump of federal budget revenues from mineral
extraction tax and customs duties. A share of regional budgets, net of natural resource charges
and customs duties, increased as well: by 1.1 p.p., from 53.7 to 54.8%, which was conditioned
to a large extent by steady revenues from personal income tax paid to regional budgets during
the recession (RUR 1666.2 bln in 2008 and RUR 1665.8 bln in 2009). A certain economic
recovery was reported in the Russian industries in 2010. According to the data published by
Rosstat, GDP increased by 4% in real terms. A share of regional tax revenues in the consoli-
dated budget of the Russian Federation increased from 36.6 to 37.2% due to a faster growth in
volumes of taxes payable to subnational budgets. A share of tax revenues, net of natural re-
source charges and customs duties, increased more by 2.3 p.p., from 54.8 to 57.1%. On the
other hand, a share of subnational budgets in revenues of consolidated budget of the Russian
Federation decreased considerably from 49.2% in 2008 to 43.4% in 2009, and remained al-
most the same, 43.2%, in 2010. The foregoing trends was indicative of a marked reduction in
the vertical gap in the Russian budget system by aligning shares of tax revenues and revenues
of subnational budgets in the consolidated budget of the Russian Federation. It is well to bear
in mind that this trend was reported due to a drastic decrease in federal budget revenues in
2009 accompanied by a substantial growth in the federal government expenditures (by 27.4%
in nominal terms against the level of 2008) which were covered with accumulated financial
reserves.

In light of the recent trends, the Russian expert community’s traditional point of view on
that the budget system is vertically unbalanced through excessive concentration of tax reve-
nues in the federal budget. The following arguments may cast some doubt on this point of
view:

— federal budget revenues include a big share of “natural resource rent” which is extremely
unstable and likely to keep reducing as percentage of GDP ;

— the federal budget includes the largest cost-related obligation — financing of the pension
system deficit. Ageing of the population will result in growth in expenditures on pension
provision and demand for “grants” from the federal budget;

— regional and local budgets include almost all of the taxes, save for “natural resource rent”,
namely personal income tax, a “lion’s share” of profit tax (18% of 20%), corporate prop-
erty tax. Should the country follow the post-industrial (non-primary) scenario, a share of
these taxes would be increasing in total revenues of the consolidated budget of the Rus-
sian Federation. On the other hand, the federal budget has only one large source of tax
revenues, VAT, which would remain relevant under the non-primary sector development
model.

Therefore, any substantial tax revenues are unlikely to be allocated to the subnational lev-
el.

Let’s take a closer look at the situation with revenues of subnational budgets. Dynamics of
basic elements of revenues of the consolidated budgets of the constituent territories of the
Russian Federation in the period between 2008 and 2010 is presented in Fig. /4.
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Data Source: The Federal Treasury, the estimates were made by the Gaidar Institute.

Fig. 14. Revenues of the consolidated budget of the constituent territories
of the Russian Federation in 2008 — 2010, by component (in nominal terms)

Tax revenues of consolidated budget of the constituent territories of the Russian Federation
increased by 19.2% in nominal terms in 2010 against the previous year, their share in overall
revenues of regional budgets increased from 64.0 to 69.1%. Tax revenues increased in volume
by 9.5% in real terms against the level of 2009 whereas kept decreasing by 12.9% against the
level of 2008. One may say that in general tax revenues of regional budgets therefore failed to
catch up with the pre-recession values both in volume terms and as percentage of overall rev-
enues of the consolidated budget of the constituent territories of the Russian Federation (this
share was 70.7% in 2008). Tax revenues tended to decrease in volumes by 1.8% in nominal
terms. As a result, while in 2008 these revenues accounted for 9.8% of the overall revenues of
the budget of the constituent territories of the Russian Federation, they decreased to 8.7% in
2009 and 7.7% in 2010. Transfers from the federal budget also decreased in volume to 6.0%
in nominal terms against the level of 2009. In spite of a slight reduction, however, volume of
transfers remained beyond the level of 2008 in comparable prices (a 4.3% growth in real
terms). A similar situation developed with regard to other non-repayable transfers to the con-
solidated budget of the constituent territories of the Russian Federation: a 14.1% reduction in
nominal terms against the level of 2009 and a 32.3% growth in real terms against the level of
2008. It should be noted that most of the other non-repayable transfers from the Fund for the
Promotion of the Reform in the Housing and Public Utility Sector. As a result, though a share
of non-repayable transfers in revenues of subnational budgets reduced from 27.0% in 2009 to
22.8% in 2010, it kept outstripping the value of 2008 (19.1%). In general, revenues of the
consolidated budget of the constituent territories of the Russian Federation increased by
1.4% in real terms in 2010 against the level of 2009 whereas reduced by 10.9% against the
level of 2008.
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Dynamics of basic tax revenues payable to subnational budgets in the period between 2007
and 2010 are shown in Table 17.

Table 17
Tax revenues inflow to the consolidated budget of the constituent territories
of the Russian Federation in 2007 — 2010, (as % of GDP)

2007 2008 2009 2010
Tax revenues, total 10.88 10.63 9.78 10.16
including:
Corporate profit tax 4.60 4.25 2.76 3.42
Personal income tax 3.81 4.04 4.29 4.02
Excise taxes on goods sold on the territory of the Russian Federation 0.54 0.46 0.63 0.74
Lump-sum taxes 0.37 0.39 0.39 0.40
Property taxes 1.24 1.20 1.47 1.41
Natural resource taxes, dues and regular charges 0.23 0.25 0.19 0.07
For reference: GDP, t RUR 33.25 41.26 38.80 44.49

Data Source: The Federal Treasury, the estimates were made by the Gaidar Institute.

In general, tax revenues of consolidated budgets increased from 9.78% of GDP in 2009 up
to 10.16% of GDP in 2010, however, failed to catch up with the level of 2008 (as 10.63% of
GDP). Specific types of taxes were multidirectional. Traditionally, there are two taxes which
provide basic tax revenues to consolidated regional budgets, namely corporate profit tax and
personal income tax, which accounted for about 73% of the total tax revenues in 2010, slight-
ly outstripping the level of 2009 (72%) but being far behind the level of 2008 (78%). The
main reason is that though profit tax revenues increased by 0.66 p.p. of GDP to reach 3.42%
of GDP, it was markedly below the revenues of 2008 (4.25% of GDP). It should be taken into
account, however, that regional rate of this tax raised from 19.5 to 20% from January 1, 2009.
Therefore, though a certain recovery in the Russian economy in 2010 resulted in growth in
profit tax revenues, the revenues remained far from the pre-recession values as percentage of
GDP. Another key tax — personal income tax — showed different dynamics. As reported in the
previous review', personal income tax was found to be one of the most stable types of tax
revenues in consolidated regional revenues amidst the economic downturn. In 2010, personal
income tax almost caught up with the level of 2008 as percentage of GDP (as 4.02 and 4.04%
of GDP, respectively). The decrease of personal income tax against the level of 2009 can be
explained by the fact that it slumped as percentage of GDP in 2009 amidst the economic
downturn and increased in the period of recovery of the Russian economy in 2010. The fol-
lowing may be highlighted by examining the dynamics of other tax revenues of the consoli-
dated budget of the constituent territories of the Russian Federation. Excise tax revenues grew
steadily as percentage of GDP in the period between 2009 and 2010, mostly because a part of
excise tax revenues was transferred from the federal budget to regional budgets in 2009 and
excise tax rates in increased in 2010. A share of taxes payable by SMEs (lump-sum tax) re-
mained unchanged over the period under review, accounting for 0.4% of GDP in 2010. Prop-
erty tax revenues, which increased visibly from 1.20 to 1.47% of GDP in 2009, slightly de-
creased down to 1.41% of GDP in 2010. Nevertheless, the revenues were visibly beyond the
value of 2008. The role of mineral extraction tax and other natural resource charges in region-
al budget revenues decreased in the period between 2009 and 2010. Mineral extraction tax

! Russian Economy in 2009. Trends and Outlooks., Moscow, IET, 2010
30



Section 2.
Monetary-Credit and Budgetary Spheres

revenues decreased considerably in 2010, which was connected mostly with centralization of
mineral extraction tax revenues as hydrocarbon material in the federal budget'.

Dynamics of tax revenues in the consolidated budget of the constituent territories of the
Russian Federation have been considered in general above. However, analysis by region is
also of interest, because the constituent territories of the Russian Federation differed in reces-
sion severity and degree of economic recovery. It should be noted that differentiation of tax
revenues in regional budget revenues decreased in 2009 and then increased again in 2010.
The relevant coefficient of variation of per capita tax revenues given the budget expenditures
index was 87.2% in 2008 and 75.0% in 2009, but increased up to 91.3% in 2010, thus out-
stripping the level of 2008. Such a dynamics were to a large extent linked with the following
aspects. As already noted in the previous review, it was the economically developed regions
that were hit most by the economic recession, which resulted in some decrease in interregion-
al differentiation. Late in 2009 the Russian economy began to recover but the constituent ter-
ritories of the Russian Federation differed largely in degree of recovery and, consequently,
growth rates of tax revenues, which resulted in increase of differentiation of per capita tax
revenues. To better understand the situation with tax revenues by constituent territory, let’s
take a look at a breakdown of Russian regions in terms of changes in per capita tax revenues
in the period between 2009 and 2010 (see Table 18).

Table 18
A breakdown of the Russian regions in terms of changes in tax revenues
of the consolidated budget of a constituent territory of the Russian Federation

In nominal terms In real terms
Number regions in which
tax revenues in 2009 against the in 2010 against the in 2010 against the in 2010 against the

level of 2008 level of 2009 level of 2008 level of 2008
Increased by more than 25% 3 23 25 3
Increased by 10 to 25% 9 52 30 13
Increased by less than 10% 18 4 13 29
Decreased by less than 10% 28 1 10 14
Decreased by 10 to 25% 18 2 3 21
Decreased by more than 6 0 1 2

25%

Data Source: The Federal Treasury, the estimates were made by the Gaidar Institute.

As may be seen from the presented data, a share of tax revenues in consolidated regional
revenues decreased in nominal terms in 52 of 82* constituent territories of the Russian Fed-
eration amidst the economic downturn in 2009. Exactly the converse situation was observed
in 2010, when the Russian economy began to recover: tax revenues in 79 regions increased in
nominal terms against the level of 2009. However, since tax revenues decreased at more than
a half of the constituent territories in 2009, it was the base effect that had a serious impact on
growth figures in 2010. Of special interest, therefore, is comparing volumes of tax revenues

' The regulation for crediting the mineral extraction tax revenues as hydrocarbon material (save for the flamma-
ble natural gas) to the federal budget was increased from 95 to 100% from January 1, 2010 (The Federal Law
dd. September 22, 2009, No. 218-FZ “On the Amendments to Certain Legislative Acts of the Russian Federation
and Annulment of Certain Provisions of the Legal Entities of the Russian Federation™).

* The Archangelsk Region and the Nenets Autonomous District are regarded as a single constituent territory of
the Russian Federation.
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with the level of 2008 in both nominal and real terms in order to assess how the situation with
regional budget revenues is improved in 2010. Tax revenues increased in nominal terms
against the level of 2008 at 68 regions and by more than 10% at 55 constituent territories of
the Russian Federation. However, after allowing for inflation in the period between 2009 and
2010, the picture would change substantially. Tax revenues increased in real terms in 2010
against the level of 2008 at 45 regions, accounting for a bit more than a half of the total.
Therefore, almost 50% of the constituent territories of the Russian Federation were facing
problems with tax revenues inflow in their budgets, of which 16 constituent territories experi-
enced a 10% decrease in tax revenues, at 2008 values, against 2008. The following constitu-
ent territories of the Russian Federation experienced most a negative decrease in real terms in
2010 against the level of 2008: the Tyumen Region (—42.7%), the Vologda Region (-
33.3%), Moscow (— 24.8%), the Perm Territory (— 24.3%), the Kemerovo Region (- 23.3%),
the Lipetsk Region (—22.5%) and the Khanty-Mansi Autonomous Area (— 18.9%). Hence, in
2010, tax revenues decreased in real terms against the level of 2008 mostly at the high-fiscal-
capacity economically developed constituent territories of the Russian Federation, which rein-
forces the foregoing opinion on that these regions were hit most by the economic downturn.

Let’s consider the changes which took place in consolidated budget revenues of the con-
stituent territories of the Russian Federation. In 2009, overall expenditures of the consolidated
budget of the constituent territories of the Russian Federation remained at the level of 2008
(RUR 6,256.3 bln and RUR 6,253.5 bln, respectively). In 2010 regional expenditures in-
creased by 6.1% in nominal terms against the level of 2008—-2009 whereas decreased by 2.5%.
in real terms against the level of 2009 and by 10.3% against the level of 2008. The structure
of expenditures of the consolidated budget of the constituent territories of the Russian Federa-
tion was changed as well (see Table 19).

Table 19
Structure of expenditures of the consolidated budget of the constituent territories
of the Russian Federation in 2008 — 2010, ( % )

2008 2009 2010
Nationwide issues 7.1 7.3 73
Including state and municipal debt servicing 0.6 1.0 1.1
National defense 0.0 0.0 0.0
National security and law enforcement 4.1 3.9 3.8
National economy 19.6 18.1 16.6
Housing and public utility sector 16.3 13.7 12.6
Environmental protection 0.3 0.3 0.2
Education 20.8 21.5 219
Culture, cinematography and mass media 3.5 34 34
Healthcare and sports 12.7 12.1 12.0
Social policy 12.2 15.3 17.6
Intergovernmental fiscal transfers 33 4.4 4.5

Data Source : The Federal Treasury, the estimates were made by the Gaidar Institute.

The following can be highlighted by examining changes in major subsections of regional
budgets. In general, the trends which emerged as early as the pre-recession year of 2009, con-
tinued in 2010. Expenditures under “national economy” and “housing and public utility sec-
tor” kept decreasing to reach 16.6% and 12.6% (against 18.1% and 13.7% in 2009 ), respec-
tively, whereas expenditures on social policy increased even more to account for 17.6% of the
overall expenditures in 2010 (against 15.3% in 2009). Expenditures under “education” as
well as “healthcare and sports” changed insignificantly in 2010: the former kept increasing
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gradually to reach 21.9% in 2010, whereas the latter kept decreasing gradually down to
12.0%. A slight decrease in expenditures under “healthcare” was also related to increase in
transfers from regional budgets to territorial funds of compulsory medical insurance. As a re-
sult, in 2010 a cumulative percentage of sections “healthcare and sports” and “intergovern-
mental fiscal transfers” remained at the level of 2009 (16.5%). Expenditures under “nation-
wide issues” also remained at the level of 2009 (7.3%), and expenditures on servicing public
and municipal debt increased insignificantly from 1.0 to 1.1% of the total regional expendi-
tures.

With the regard to expenditures under “national economy”, it is important to consider dy-
namics of both the entire section and subsections, because this type of expenditures is hetero-
geneous as opposed to most of the other expenditure sections. Examining the dynamics for
certain major subsections under “national economy” in 2010, we see once again that the
trends of 2009 continued developing. Expenditures allocated to support the agricultural indus-
try continued to grow to account for 3.4% of the overall expenditures (3.1% in 2009), where-
as expenditures under “road facilities” and “other national economy issues” decreased even
more to 5.5% and 2.8% (against 6.0% and 3.9% in 2009), respectively.

Overall deficit of the consolidated budget of the constituent territories of the Russian Fed-
eration remained unchanged in 2010, but its scope decreased to 1.5% of the total expendi-
tures, which was much less than in 2009 (5.3%). Examining the value of budget deficit by
constituent territory, it should be noted that only 20 of 82 regions had a surplus of the consol-
idated regional budget at 2010 year-end. As a result, the need for borrowings remained at the
subnational level. In addition, it should be noted that the need for borrowings could arise from
the need for refinancing of the existing debt. Data on volumes of the public debt owed by the
constituent territories of the Russian Federation in the period between 2007 and 2010 and
municipal debt in 2010 is shown in Table 20.

Table 20
Volumes of public debt owed by the constituent territories of the Russian Federation
in 2007 — 2010 and municipal debt in 2010 (bln RUR)

Debt size, bln RUR

as of January 1 as of January 1 as of January 1 as of January 1
2008 v 2009 v 2010 YU asofJuly1,2010 2011 v

All constituent territories of 456.9 599.6 889.6 934.5 1096.0
the Russian Federation
incl.:
Moscow 89.3 121.5 243.1 264 299.3
Moscow Region 92.1 156.1 163.7 151.2 146.8
Constituent territories of 275.4 322 482.8 519.3 649.9

the Russian Federation

(net of Moscow and the

Moscow Region)

Municipalities n/a n/a 134.9 143.6 169.8

Data Source : Ministry of Finance of Russia, the estimates were made by the Gaidar Institute.

The data on changes in volumes of the public debt owed by the constituent territories of
the Russian Federation in 2009 (an increase by RUR 290,0 bln) and in 2010 (an increase by
RUR 206,4 bln) shows a slight decreased in borrowings in 2010. It is, however, the substan-
tial decrease in growth rates of borrowings and loans in Moscow as well as of public debt in
the Moscow Region in 2010 that was most responsible for the said decrease. The two above
mentioned regions accounted for more than 45% of the total amount of public debt owed by

33



RUSSIAN ECONOMY IN 2010
trends and outlooks

the constituent territories of the Russian Federation as of January 1, 2010. The picture would
be different if we examine dynamics of volumes of the regional debt, net of Moscow and the
Moscow Region. Volumes of public debt of the other constituent territories of the Russian
Federation increased by RUR 167.1 bln by the end of 2010 against the level of the beginning
of the year, and were a bit less (RUR 160.8 bln) in 2009. More than 78% of growth in vol-
umes of the public debt was reported in H2 2010. It is noteworthy that balances of repaid fed-
eral loans totaled RUR 127.2 bln in 2010 for the regions (net of Moscow and the Moscow
Region). By comparing the data, we can see that most of the borrowings were obtained as
federal budget loans (see the next paragraph for details on federal financial assistance). In
2010, debts grew both at the regional and municipal levels. Municipal debts increased from
RUR 134.9 bln as of January 1, 2010 to RUR 169.8 bln as of January 1, 2011.

To summarize, the following can be highlighted. The situation with execution of subnational
budgets improved visibly in 2010. Tax revenues in the consolidated budget of the constituent ter-
ritories of the Russian Federation increased in volume. However, many parameters, which de-
scribe the situation with subnational finances, were found to be much lower than the pre-
recession values. Most of the Russian regions still had a deficit-ridden budget, which gave rise to
the need for extra borrowings. Federal financial aid, including budget loans, kept playing an im-
portant role, like in 2009, in the provision of financial stability at the subnational level.

2.3.2. Financial Support from the Federal Budget

In general, the volume of funds (budget loan balances) allocated from the federal budget to
the budget of the constituent territories of the Russian Federation decreased by 4.1% in nomi-
nal terms in 2010. A total volume of federal transfers decreased by 6.9% from
RUR 1,480.4 bln to RUR 1,378.3 bln, whereas balances of obtained and repaid budget loans
increased by 28.9% from RUR 127.5 bln to RUR 164.4 bln. It should be noted that the vol-
ume of federal budget loans allocated in 2010 to the regions remained at the level of 2009
(RUR 169.8 bln and RUR 170.0 bln, respectively). The balances increased considerably as a
result of considerable decrease from RUR 43.2 bln in 2009 to RUR 5.4 bln in volumes of re-
paid budget loans by the regions in 2010, which may be connected with increase in the num-
ber of federal budget loans issued for a period of more than one year.

Let’s examine dynamics of certain types of federal transfers (see Fig. 15).

All types of transfers save for subventions, which increased in nominal terms by 33.1%,
decreased in 2010 against 2009. Other intergovernmental fiscal transfers decreased by 25.2%
and subsidies by 22.4% decreased most against the level of 2009. Grants also decreased in
volumes by 9.6%. However, if we compare the amounts of transfers to the regions with the
amounts transferred in 2008, the picture would be slightly different. In general, total volume
of transfers (at 2008 values) increased by 6.4% in 2010 against 2008. On the other hand, other
intergovernmental fiscal transfers substantially decreased in real terms by 51.9% and subsi-
dies by 20.3% against the level of 2008. At the same time, subventions in 2010 (at 2008 val-
ues) more than doubled subventions in 2008 (a 108.8% growth in real terms). In addition, in
2010 grants increased in real terms by 13.1% against the level of 2008.

The foregoing dynamics resulted in specific changes in the structure of transfers in the pe-
riod between 2009 and 2010 (see Table 21).
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Fig. 15. Transfers to the regions from the federal budget in 2008 — 2010 (at 2008 values).

Table 21
Transfers to the Russian regions from the federal budget
in 2008 — 2010, in nominal terms
2008 2009 2010
as % of as % of as % of

min RUR tof;l min RUR tof;l min RUR tof;l
Transfer by region, total 1,094,680 100.0 1,480,385 100.0 1,378,337 100.0
Grants 390,398 35.7 578,277 39.1 522,685 37.9
including:
fiscal capacity equalization transfers 328,648 30.0 375,485 254 396,996 28.8
grants on the provision of support to fiscal 46,035 42 191,886 13.0 105,955 7.7
equalization
Subsidies 435,867 39.8 530,073 35.8 411,439 29.9
including:
subsidies on road facilities 101,799 9.3 104,304 7.0 61,437 4.5
subsidies on agriculture 73,593 6.7 90,641 6.1 87,930 6.4
Subventions 153,170 14.0 284,440 19.2 378,650 27.5
including:
subventions on exercise of powers for pro- 37,413 34 77,414 52 87,090 6.3
motion of employment
subventions on the provision of housing to 0 0.0 45,825 3.1 116,851 8.5
veterans of WWII
Other intergovernmental fiscal transfers 115,245 10.5 87,595 5.9 65,562 4.8

Data Source: The Federal Treasury, the estimates were made by the Gaidar Institute.

As shown in the Table, grants decreased in volumes in 2010 in nominal terms against the
level of 2009 mostly due to a reduction from RUR 191.9 bln to RUR 105.9 bln in the amount
of grants on the provision of support to fiscal equalization. As a result, a share of grants on
fiscal equalization decreased in the total amounts of transfers from 13.0 to 7.7%, whereas a
share of fiscal capacity equalization transfers increased from 25.4 to 28.8%. In general, these
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changes should be regarded as positive ones, because fiscal capacity equalization transfers are

allocated by using the most transparent method based on impartial factors. It is important to

emphasize that decrease in volumes of grants on fiscal equalization was accompanied by a

substantial growth in balances of budget loans. In general, however, the amount of grants fis-

cal equalization and balances of budget loans decreased by 15.4% in nominal terms from

RUR 319.4 bln in 2009 to RUR 270.3 bln in 2010. The decrease reflects the above mentioned

ease of tensions in subnational finances in 2010 against 2009.

A share of subventions increased considerably in the total amount of transfers in the period
between 2009 and 2010, from 14.0% in 2008 to 27.5% in 2010. Growth in volumes of sub-
ventions was conditioned mostly by a consistent increase in subventions on exercise of pow-
ers for promotion of employment due to escalating tensions in the labor market, and a subven-
tion on the provision of housing to veterans of WWII on the occasion of the V-Day 65™
Anniversary' which was introduced in 2009. It is the latter type of subventions that was re-
sponsible for most of the growth in subventions in 2010: the subvention on the provision of
housing to veterans of WWII increased from RUR 45.8 bln to RUR 116.9 bln, accounting for
more than 30% of the total subventions in 2010. Furthermore, it should be noted that in 2010
housing utility subventions for specific categories of individuals increased by 17.8% from
84.8 to RUR 99.9 bin.

A share of subsidies in the total amount of transfers gradually decreased in the period be-
tween 2009 and 2010, from 39.8% in 2008 to 35.8% in 2009, to 29.9% in 2010. A visible re-
duction in co-financing from the federal budget as part of federal special-purpose programs
and budget investments which were not included into federal special-purpose programs, was
most responsible for substantial reduction in the amounts of subsidies in 2010. In general, the
reduction accounted for about 35% against the level of 2009. Furthermore, subsidies to the
Federal Road Agency were reduced from RUR 104.3 bln in 2009 to RUR 61.4 bln in 2010.
As a result, a share of these subsidies decreased from 7.0 to 4.5% in the total amount of trans-
fers. Subsidies on agriculture decreased too, but not that much, by 3% against the level of
2009. Nevertheless, a share of these subsidies increased from 6.1 to 6.4% against a much big-
ger decline in the total amount of transfers. In addition, it should be noted that a series of fed-
eral budget subsidies were discontinued in 2010, of which most relevant were:

1) subsidies on the provision of individuals with rent and utility subsidies (RUR 11.7 bln in
2009) ;

2) subsidies on compensation for a part of payment which parents pay for maintenance of
their kids at public and municipal educational institutions operating under the basic pre-
school general education curriculum (RUR 8,2 bln in 2009 ) ;

3) subsidies on public support to introduction of integrated modernization of education
(RUR 5.3 bln in 2009 ) ;

4) subsidies on training of labor force and specialists for high-tech enterprises, which in-
cludes purchase of modern training-laboratory and training-production equipment
(RUR 1.9 bln in 2009 ).

In addition, it is noteworthy that subsidies on purchase of motor and municipal vehicles
decreased by nearly 50%, from RUR 19.7 bln in 2009 to RUR 9.96 bln in 2010. It should be
noted, however, that a subsidy of RUR 1.02 bln on purchase of school buses manufactured on

! Pursuant to the Order of the President of the Russian Federation dd. May 7, 2008, No. 714 “On the Provision
of Housing to Veterans of WWII, 1941-1945”.
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the territory of the Russian Federation for general educational institutions was introduced at
the same time in 2010.

In spite of decline in the total amount of subsidies in 2010, co-financing was increased for
specific subsidies, including the following major subsidies :

1) subsidies on additional measures aimed at easing tensions in the labor market of the con-
stituent territories of the Russian Federation (by RUR 2.9 bln or 8.2%) ;

2) a subsidy to the budget of the Krasnodar Territory on measures aimed at developing the
infrastructure at the city of Sochi (by RUR 9.3 bln or more than 4 times) ;

3) subsidies on medical rehabilitation of children (by RUR 2.8 bln or more than 3 times
against the level of 2009 ).

In general, referring to the basic parameters of transfers from the federal budget in 2010,
the following can be highlighted. The trends of 2009 continued in 2010, namely increase in a
share of subventions and decrease in a share of subsidies and other intergovernmental fiscal
transfers in the total amount of transfers from the federal budget. Though the total volume of
grants on fiscal equalization and budget loans increased in 2010, it exceeded considerably the
level of 2008, which was to a large extent due to certain sustained tensions regarding the exe-
cution of the consolidated budget of the constituent territories of the Russian Federation. In-
crease in a share of fiscal capacity equalization transfers in the total amount of transfers from
the federal budget became a positive trend in 2010.

2.3.3. Federal Law “On the Federal Budget for 2011 and Planning
Period of 2012 and 2013” as Related to Allocation of Intergovernmental
Fiscal Transfers to Other Budget System Levels

A total of about RUR 1,252.4 bln was scheduled for allocation to regional and local budg-
ets in 2011, which is 9.1% less in nominal terms than in 2010. Overall federal budget expend-
itures are expected to increase by 5.4%. A share of intergovernmental fiscal transfers to other
levels of the budget system will eventually decrease from 13.6 to 11.7% in the federal budget
expenditures against 2010.

The grants scheduled for allocation from the federal budget in 2011 will total RUR 523.3
bln, which is almost equal to the level of 2010 (RUR 522.7 bln). In 2011, the main channel of
financial aid to regional government authorities — fiscal capacity equalization transfers from
the Fund for Financial Support of the Regions (FFSR) — is expected to be maintained at
the level of 2010 (RUR 397 bln). It should be noted that the 2010 upward trend in a share of
the FFSR in total amount of transfers from the federal budget is expected to continue in 2011.
Under the Federal Law “On the Federal Budget for 2011-2013”, a share of fiscal capacity
equalization transfers must increase from 28.8% in 2010 to 31.7% in 2011. It should be em-
phasized, however, that the scheduled increase in a share of the FFSR is to be reached by re-
ducing the total amount of transfers and maintaining the volume of fiscal capacity equaliza-
tion transfers at the level of 2010. Given that the Fund accounted for 73% of the
intergovernmental fiscal transfers in 1999, and fiscal capacity of the Russian regions became
more unbalanced since 1999, the scheduled volumes of grants from the FFSR in 2011 — 2013
seem to be insufficient if maintained at the level of 2010 (i.e. without any indexation whatso-
ever within three years).

Since 2005 the Compensation Fund (CF) has been accumulating funds to finance all of
the existing in the legislation federal expenditure mandates established in an explicit form,
which are financed through subventions to subnational budgets. The Federal Law “On the
Federal Budget for 2011 and for the Period till 2013” provides for a material decrease in the
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volume of subventions from RUR 378.7 bln in 2010 to 246.2 in 2011 or by 35% in nominal

terms. Such a substantial reduction in the amount of subventions was conditioned primarily

by completion of the program on the provision of housing to veterans of WWII which was
financed with federal budget subventions of RUR 116.9 bln or about 30% of the total volume

of subventions in 2010.

With regard to subsidies, the Federal Law “On the Federal Budget” provides for an in-
crease of RUR 24.5 bln in relevant allocations to total RUR 435.9 bln in 2011 (by 5.9% in
nominal terms against 2010). As a result, a share of subsidies will be increased in 2011 from
29.9% in 2010 to 34.8% in the total volume of intergovernmental fiscal transfers allocated to
lower levels of power. Following are the main targets of co-financing of regional and munici-
pal expenditures in 2011:

— government-sponsored program on the development of the agricultural industry and regu-
lation of agricultural markets, raw material markets and food markets for 2008 — 2012
(22.8% of the total subsidies);

— motor road (highway) building and modernization (12.8%)';

— additional measures aimed at easing the tensions in the labor market of the constituent ter-
ritories of the Russian Federation (6.4%);

— financing supplementary medical aid from district primary care doctors and pediatricians,
general practice doctors (family doctors) (5.0%).

It should be noted that while co-financing expenditures on federal support of the agricul-
tural industry remained one of the federal top priorities in the period between 2009 and 2010
(in 2008-2009 a share of relevant allocations accounted for about 17% in the total volume of
subsidies, and increased up to 21% in 2010), subsidies on road facilities were substantially
reduced at the onset of the economic recession (the relevant allocations in 2009 were reduced
by 32.6% against the initial version of the Federal Law “On the Federal Budget for 2009 ).
As a result, a share of subsidies on road facilities reduced in total subsidies from 23.4% in
2008 to 19.6% in 2009 and 14.8% in 2010. These subsidies are scheduled for further reduc-
tion to eventually account for 12.8% of the total subsidies in 2011. It should be noted that the
volume of federal budget subsidies on road facilities is to be reduced together with creation of
a federal road fund and regional road funds. Relevant amendments have not yet been made to
the federal legislation to date.

In addition, it should be noted that efficiency of subsidies as part of the government-
sponsored program on promotion of the development of the agricultural industry and regula-
tion of agricultural markets, raw material markets and food markets for 2008-2012 gives rise to
a serious doubt. Delegation of powers to support agricultural production at the regional level
may result in better support to the regions which can afford such a policy rather than those
which have favorable climatic and natural conditions. This trend may be strengthened through
allocation of federal budget funds in support of the agricultural industry based on the principle
of cofinancing. To be more exact, more financially stable regions may benefit from such a sup-
port in their “trade wars” for agricultural markets with less financially stable regions.

In 2011, substantial volumes of funds will be allocated to implement measures aimed at
easing the tensions in the labor market of the constituent territories of the Russian Federation
(RUR 27.8 bln), as well as promoting the development of SMEs (RUR 16 bln). It must be

! These subsidies include relevant expenditures as part of federal special-purpose programs.
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borne in mind, however, that it is the authorities of a constituent territory of the Russian Fed-
eration that are responsible for efficient utilization of the funds.

39



