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The volumes of financial aid extended by the federal budget via instruments of
budget loans? and grants designed to secure regional budgets balance (here-
inafter — grants designed to balance regional budgets) in 2015 contracted
against 2014 volumes, meanwhile their decline rates differ considerably. For
example, the volume of budget loans (balance) across the Russian Federation
as a whole fell by 1% in nominal terms meanwhile that of grants designed to
properly balance regional budgets contracted by 34% (43% less the Crimea).
Distribution of budget loans and grants designed to balance regional bud-
gets among the subjects is defined by significant unevenness. In 2015, around
70% of the total budget loans volume were distributed among 20 subjects of
the Russian Federation (out of 85). Grants designed to balance regional bud-
gets were also distributed unevenly: nearly 60% of their total volume were
received by 20 regions in 2015.

In 2015, the RF subjects received via budget loans about Rb 167.4bn
(balance including repayments) and grants aimed to balance regional budgets
around Rb 152.4bn. Consequently, via these two instruments of “prompt”
financial support to regional budgets as a whole, the federal budget allocated
comparable amounts. How these volumes were distributed among RF sub-
jects: financial support was provided to the same regions or different groups
of regions.

In 2015, around 70% of the overall volume of budget loans were distrib-
uted among 20 RF subjects (of 85), which speaks about their high distribu-
tion unevenness across regions (Table 1). Khabarovsk Krai and Kirov oblast
got the highest volume of budget loans: Rb 9bn each region. Distribution of
grants intended to balance regional budgets was also uneven: around 60%
of the total volume of grants in 2015 were received by 20 regions. Chechen
Republic (around Rb 20bn) and Republic of Crimea (about Rb 17bn) display a
significant gap regarding grants aimed to balance budgets.

Unevenness of the allocation of “prompt” financial aid, significant part of
which is already being distributed during the federal budget execution is con-
sidered to be a normal practice. Theoretically, these types of aid should be
granted to the regions facing maximum problems in their budgets execution.
As a result, for further analysis we have selected two major indicators, which
determine problems in the budget sphere of the RF subjects: debt burden
including the share of commercial debt and dynamics of tax and non-tax rev-
enues (revenues less interbudgetary transfers). They are easily verified by bud-
get statistics and totally comparable among regions (i.e. it is possible to verify
justification of the fact why one region received more funds than another did).

1 This paper was originally published in Online Monitoring of Russia’s Economic Outlook
No.3(21).

2 Balance (receipt minus repayment) of budget loans from other budgets of the budgetary
system.
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Table 1
RF SUBJECTS WHO RECEIVED LARGEST AMOUNTS OF BUDGET LOANS
IN 2015, RB MIN

Total for all RF subjects 167 354 Total for all RF subjects 152 369
including: including:

Kirov oblast 9166 Republic of Crimea 16 970
Kaluga oblast 8477 City of Sebastopol 4 804
Perm Krai 7479 Samara oblast 4178

Chuvash Republic — Chuvashia 5544 Nizhny Novgorod oblast 3095

Republic of Komi 4973 Rostov oblast 2823

Volgograd oblast 4841 Republic of Bashkortostan 2 546
Arkhangelsk oblast 4434 Perm Krai 2484

Republic of North 4084 Sverdlovsk oblast 2353

Ossetia — Alania

Tver oblast 3674 Krasnoyarsk Krai 2216

Samara oblast 3329 Chelyabinsk oblast 2114

Note. By semi-bold type are identified those RF subjects, which are on the list of regions
with maximum volume of both budget loans and grants intended to balance budgets.
Sources: Federal Treasury, authors’ calculations.

Table 1 shows that 7 out of 33 regions received maximum volumes regarding
both financial instruments. Therefore, on the whole we cannot say that one and
the same regions received financial support via two reviewed instruments.

Table 2 provides a list of 24 RF subjects grouped depending on the state
of debt burden as of early 2015 (over 80%). Among them, a group of 5 RF
subjects is identified with high share of commercial debt (over 62% — aver-
age indicator for Russia without Moscow, and Crimea Federal District) in the
structure of regional debt. In the table, budget loans and grants intended to
balance regional budgets are on per capita basis, which allows to ensure bet-

1 33=20+20-7 regions including the fact that 7 regions are on both lists.
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ter comparability of identified regions with financing volumes (i.e. rate fixing
was implemented). With the help of analysis of data given below, we will try
to answer two questions:

1. Is there a correlation between the level of a region’s budget debt burden
as of the beginning of 2015 and volumes of financial support via instruments of
budget loans and grants designed to balance regional budgets in 2015;

2. Did regions with maximum debt burden (especially with a large share of
commercial debt in the overall debt volume) have an advantage in receiving sup-
port via budget loans? Whether they were able to replace an expensive in servic-
ing commercial debt (bank loans and debentures) with cheap budget loans.

Table 2
VOLUME OF BUDGET LOANS AND GRANTS INTENDED TO BALANCE
REGIONAL BUDGETS (PER CAPITA) IN 2015 IN RF SUBJECTS
WITH HIGH DEBT BURDEN

Regions with debt

burden over 80% and

with share of commercial 92 68 3291 1294 4585 28
debt in total debt

volume above 62%

Udmurt Republic 1752

Zabaikalsky Krai 3616 1864 5480 34
Over 80% of debt

burden and below 62% 100 49 925 1049 1974 53
of commercial debt

Ryazan oblast 1167

Republic of Mari El -1485 607 -877 -

Penza oblast

Pskov oblast 1303 61
—------
Orel oblast 1446 2361

Saratov oblast

Smolensk oblast 3057 569 3626 16
_------
NIRRT 104 37 353 424 71

Cherkessk Republic
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Table 2, cont’d

Republic of Ingushetia 2103 2635 4737 5

RF on the whole 1144 1042 2186 48

Sources: Federal Treasury, authors’ calculations.

Analysis of Table 2 data as a whole does not allow to reveal a clear depen-
dence of extended budget loans and grants intended to balance regional bud-
gets in 2015 on the value of debt
burden of RF subjects as of the begin- 3509 - . 140%

ning of 2015 and share of commer- ;449 L 120%
cial debt in the structure of regions’ ., | - 100%
debt._ Howev.er, replacement of M- 000 | | 80%
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Alania (-43%), Kirov oblast (-34%),
Astrakhan oblast (-11%), Novgorod Note. Less Chukotka Autonomous Okrug.
oblast (-9%), Zabaikalsky Krai (-6%), Sources: Federal Treasury, Finance Ministry of Russia.

Fig. 1. Volume of grants intended to balance regional budgets
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Ryazan oblast (-2%), Vologda oblast and debt burden as of beginning of year (24 regions)

(-2%), Kostroma oblast (-1%). At the
same time, during 2015, 10 regions 8000 - - 140%
(of 24) on the contrary were building
up their commercial debt: Republic of
Mai El (+15%), Karachaevo-Cherkessk
Republic (+11%), Republic of Khakasia
(+9%), Republic of Mordovia (+8%), 2000 -
Orel oblast (+5%), Amur oblast (+3%),
Pskov oblast (+2%), Krasnodarsky Krai
(+2%), Saratov oblast (+1%), Republic
of Karelia (+1%).
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ed funds on the regions’ debt bur- Fig. 2. Volume of budget credits per capita in 2015
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of tax and non-tax revenues of the
regional budgets as of the period- Sources: Federal Treasury, Finance Ministry of Russia, authors’ cal-

end for 2014 (against 2013, Fig. 4). culations.
If we exclude Igngubjects with I-:]’laxi) Fig. 4. Total volume of budget credits and grants intended to

balance regional budgets (per capita) in 2015 and dynamics of tax
mum and minimum values regard- and non-tax revenues of regional budgets in 2014
ing reviewed indicators, the Figure (less maximum and minimum values)
shows certain regularity: with a
decrease of growth rate of tax and
non-tax revenues in 2014, general volume of “prompt” financial aid some-
what increased on average as of the period-end for 2015. Nevertheless, a
significant range of values is observed regarding volumes of budget credits
and grants intended to balance regional budgets. Subsequently, we can say
that other factors exerted no less but even greater influence while deter-
mining volumes of additional financial aid.
Finally, let us analyze main indicators used in the aforementioned analysis
separately for 7 RF subjects which were identified as regions which received
absolute maximum volumes of financial aid both in terms of grants intended
to balance regional budgets and in terms of budget credits (Table 3).

1 Inorder to facilitate analysis it is assumed that additional volumes are primarily allocated
in H2 based on results of regional budgets execution carried out in H1. Partially, this reflects
real practice.
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Table 3
SAMPLED BUDGET INDICATORS ON 7 RF SUBJECTS WITH MAXIMUM VOLUMES OF BUDGET
CREDITS AND GRANTS INTENDED TO BALANCE REGIONAL BUDGETS IN 2015

Q:’j:?age on 1.000 2186
_-__-__-_
ﬁg'f:;”ge'Sk 0.593 5750 32 72 66 2.1 7.5 6
_-__-__-_
Perm Krai 0.894 3778
_-__-__-_
Samara oblast 1.148 2 336

Note. Debt burden indicator is given for the budgets of RF subjects, and dynamics of tax and non-tax revenues is given
for the consolidated budgets of RF subjects.
Sources: Federal Treasury, Finance Ministry of Russia, own calculations.

Reviewed 7 regions significantly differ across volumes of “prompt” finan-
cial aid in terms of per capita. At the same time, in this group there are RF
subjects with different level of calculated tax capacity (prior to distribution
of grants for 2015). In the meantime, general per capita volumes of budget
credits and grants designed to balance regional budgets have no clear cor-
relation with a single of reviewed budget indicators: debt burden, share of
commercial debt, share of spending on debt servicing, and movement of tax
and non-tax revenues. At the same time, as in the analysis across all regions,
some correlation is observed solely with dynamic of revenues less transfers
in 2014 (i.e. with 1-year lag): regarding this indicator, all regions were below
average value across Russia. However, this indicator does not explain differ-
ences in volumes of financial aid inside this group.

What major conclusions can be drawn from this analysis? First, significant
volumes of “prompt” federal financial aid transferred to regions via instru-
ments of budget credits and grants intended to balance regional budgets are
concentrated in a limited group of RF subjects. Second, there are regions,
which concentrate significant amounts of both credits and grants. However,
the share of such regions turned out to be below 50% (7 out of 20 in each
group with maximum volumes of credits and grants respectively, total 7 out
of 33). Accordingly, various regions were supported via these instruments.
Third, volumes of “prompt” federal financial aid to regions are barely cor-
related with such indicators, which reflect the scale of problems in regional
finances, as the level of debt burden (including share of expensive in servic-
ing commercial debt) and movement of tax and non-tax revenues.

Incidentally, one cannot say that allocated volumes of financial aid do not
correlate at all with any indicators and are allocated arbitrarily. In our case,
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another factor is paramount: volumes of budget credits and grants designed
to balance regional budgets have turned out to be barely correlated with the
most simple, transparent and comparable among regions indicators, which
reflect the magnitude of problems during the regional budgets execution.
This significantly reduces transparency and justification of usage of these
tools for interbudgetary relations. This can create conditions for soft budget
constraints for subnational authorities and thus worsen their fiscal incentives.

The lack of correlation can also be indicative of a conflict between the
objectives of interbudgetary relations regulation and applied budget instru-
ments. Allocation of a share of grants to balance regional budgets in order to
offset additional regional budgets spending serves as a striking example of
such practice. As a matter of fact, these grants serve as subsidies. Such prac-
tice also decreases efficiency and transparency of interbudgetary relations.

Distribution of grants designed to balance regional budgets has an ele-
ment of politics. This is reflected in the fact that maximum volumes of finan-
cial aid were sent to Chechnya and Crimea. The amount of additional finan-
cial aid depends on the political heft and consequently lobbying capacity of
specific governor. All this results in the fact that total distributed amounts
hardly correlate with general and objective indicators, which reflect the scale
of the problem manifested in regional finances.



