
Chapter 5. Review Of Research Activities And Policy Advice Done Within The CEPRA In Order 
To Provide Recommendations For Maximum 
Efficiency In Interbudgetary Relations I
n The Russian Federation

In order to analyze the current interbudgetary system in the Russian Federation and to provide recommendations for maximum efficiency in the distribution of tax authority and expenditure responsibilities between the federal and regional administrations, as well as for the development of federal financial support to the regional budgets, a new project was carried out within the consortium on the economic problems (in) research applications (CEPRA). The investigations on the following problems were launched within the project:

1. The research in the history of the interbudgetary system in Russia.

2. The review over theoretical aspects concerning the distribution of tax authorities and expenditure responsibilities between budget system levels in a country with a multibudgetary structure.

3. The analysis of the legislation within interbudgetary system functioning in the Russian Federation inclusive of the distribution of tax authorities and expenditure responsibilities among different budget system levels and the structure of financial support to the budgets of lower levels.

4. The analysis of the misbalance in the Russian budget system.

5. The analysis of financial support provided for the budgets in the Russian Federation.

6. The analysis of measures pursued by the authorities in Russia within budget and tax policy in 2000 and their impact upon the budgets of the RF subjects, the distribution of tax revenues between the federal budget and those of the RF subjects.

7. The forecast of the possible consequences caused by the activities within the program of mid-term measures undertaken by the RF Government regarding their impact upon the RF subjects’ budgets as well as upon the distribution of revenues among the budget system levels.

8. Short-term recommendations based upon the current and other projects within CEPRA in the sphere of budget and taxation policy aimed at maximum efficiency of the tax authority distribution among budget system levels.

9. The establishment of the basic principles with regard to the distribution of transfers provided by the fund of financial support to the regions on the basis of fiscal capacity and expenditure needs of the RF subjects estimated within corresponding CEPRA project.

A short review over the results achieved within the project for technical details, which were required for the recommendations given within budget and tax policy and are not of any scientific importance on their own.

Efficiency increase in the distribution of tax revenues, tax authorities and expenditure responsibilities between the federal and regional levels of administration in the russian federation

In order to work out some recommendations for the distribution of tax authorities between the federal and regional levels of administration, it is necessary that some data about the financial situation of regional budgets and the correlation between their revenue capacity and expenditure responsibilities be provided. In order to accomplish this task while formulating recommendations for the efficiency increase in the distribution of tax authorities and expenditure responsibilities, the following kinds of research were done:

· general analysis of regional budget execution in the Russian Federation within the last years;

· the analysis of the gap between revenue capacity and expenditure responsibilities of consolidated budgets of the RF subjects (the investigation of the misbalance within Russian budget system);

· the analysis of the impact caused by the activities within practical application of «the 2001 Federal budget for Act», a special part of the RF Tax Code, which is already taking effect, the Plan of the RF Government activities within social policy and economic modernization for 2000-2001, as well as of our suggestions within tax and budget policy (inclusive of those comprising «Basic long-term perspectives of social-economic policy pursued by the RF Government», which was regarded as the main document of the Plan for 2000 mentioned above) upon the budget system balance. Besides the documents mentioned, some other suggestions advanced by the experts of CEPRA and the RF Government and included both in the project «Basic medium-term perspectives of social-economic policy pursued by the RF Government» and into the new version of «Basic long-term perspectives of social-economic policy pursued by the RF Government», which is currently being prepared, were also analyzed.

The recommendation for the efficiency increase in the distribution of tax authorities and expenditure responsibilities in the Russian Federation during these years were formulated on the basis of the analysis and calculations done, as well as relying upon the results of other projects within CEPRA. Some results of this research were used by the RF Ministry of economic development and trade while launching a project «Basic medium-term perspectives of social-economic policy pursued by the RF Government», as well as by the RF Ministry of Finance while drafting the 2001 Federal budget Law and basic suggestions for the 2002 Federal budget Act and while drawing up a project of the Program of budget federalism development in the Russian Federation for 2002-2004.

The analysis of RF subjects’ consolidated budgets

In order to work out some recommendation for the redistribution of tax authorities and expenditure responsibilities between the federal and regional levels of the budget system, an analysis of the correlation between revenue and expenditure rates for the budgets of different levels in 1997 and 1999 was made.

For the Russian Federation as a whole, total deficit of regional budgets was reduced from 1,24 % GDP (7,2% of total for expenditures) in 1997 to 0,02 % GDP (0,2% of total for expenditures) in 1999. Alongside with that, while in 1997 budget subsidies received from the upper budget (0,66% of GDP), as it was mentioned above, were the main sources to make up for the deficit, in 1999, the calculation done for these subsidies was in favor of the federal budget (with balance of – 0,1% of GDP) and funds were spent only within «Other inner loans».

One of the reasons for financial improvement of regional budgets in 1999, if compared to 1997, consisted in the decrease of the expenditure pressure exerted upon the regional budgets: while in 1997 total regional expenditures accounted for 17,3% of GDP along with 16% of GDP revenue, in 1999 the budget expenditures of the RF subjects were reduced to 14,28% GDP along with the decrease in revenues, which accounted for 14,25 % GRP, i.e. in general, regional budgets proved to be balanced.

Nevertheless, the decrease in the number of regions with formal excess of expenditures over revenues does not really mean any improvement in the budget situation. On the one hand, there exists budget credit debt reflected in the budget statistics
 but on the other, in 1999, the relations between regional authorities and their creditors completely changed. While in 1997 federal budget transfers provided for the RF subjects gained positive balance, which accounted for 14,35 bln. roubles (2,5% of total expenditures for regional budgets or 3,4 % of the transfer-recipients’ expenditures), in 1999, the balance of the federal budget transfers received by the regions proved to be negative, i.e. the sum of subsidies paid off exceeded the sum of subsidies available for 2,2 bln. roubles. Analogous changes took effect within the market of regional and municipal securities. While in 1997 the funds required accounted for 6 bln. rubles, in 1999, the RF subjects’ payments for the securities accounted for 2,2 bln. of rubles.

Thus, according to the principles of the budget classification (loan payments are reflected within «Deficit Coverage» of the report on budget execution), such a change in the balance of attracted and repaid funds must exert some influence upon the difference in the regional budget revenues and expenditures. Consequently, most regions, either paying to the federal budget for budget subsidies received or having settled the debt for other creditors, performed the excess of revenues over expenditures.

While analyzing budget execution of the RF subjects in 1997 with regard to the regions, it can be concluded that almost all consolidated budgets of the RF subjects were explicit to show the excess of expenditures over revenues. Favorable balance (consolidated budget net revenues) was achieved only by three RF subjects (Nenetz Region, Voronezh Region and Moscow), among which Moscow proves to be the leader (in 1997, debit balance between revenues and expenditures in Moscow accounted for 4 % of expenditures, while most regions performed budget deficit, which accounted for 20 % of expenditures). In respect to gross regional product, the deficit proves to be high for such traditional recipient-regions as the Koryak AR (-36% of GRP), the Republic of Tyva (-36% GRP), the Chukotski AR (-20% GRP). Other regions were balanced to the deficit not more than 13 % of GRP. Moscow keeps the leading position in this respect for its profit accounted for 0,59% of GRP.

In 1997, the deficit of regional consolidated budgets for most all the RF subjects accounts for a considerable amount. It was the reason for careful research of all main sources for regional budget deficit coverage inclusive of the balance of loans received from federal budget, the balance of public (municipal) securities, as well as other sources of financing. In 1997, loans received from the federal budget proved to be a significant source of budget deficit coverage for regional consolidated budgets, the balance of which (the difference between received and redeemed loans) was favorable for all regions. It might result from the payroll campaign pursued for budget officials, within which, in November to December 1997, regional budgets received as loans about 10 bln. rubles or 60% of total amount for federal budget loans.

Alongside with other sources of regional deficit coverage, inclusive of bank credits, privatization, and budget balances, the importance of the funds received through regional (municipal) securities must be noted. As it was mentioned above, other sources of financing make for considerable part of deficit coverage of most regional budgets. Practically in all cases the considerable amount of such funds was determined by a large amount of bank and other credits received by regional authorities.

Further analysis of the RF subjects’ consolidated budget balance shows that in 1999, the situation undergoes radical changes if compared to 1997. The number of regions with exceed of expenditures over revenues is decreasing, i.e. the favorable balance between revenues and expenditures of RF subjects’ consolidated budget in 1999 was gained by most of the regions. In ruble value, the Khanti-Mansiysk AR and the Republic of Tatarstan gained the largest debit balance. Yamal-Nenetz AR demonstrated the largest negative balance between revenues and expenditures of the consolidated regional budget in 1999. The deficit of most budgets accounts for less than –17% of the budget expenditures. With regard to GRP, the deficit of all regions but four accounts for less than –2,5%.

Thus, it can be concluded that though budget execution rates of the RF subjects have improved, if compared to 1997, Russia is still affected by considerable interbudgetary differentiation of budget balance, while budget loans received from the federal budget still prove to be the most significant source of financing depressive or recipient-regions. However, it should be noted, that neither deficit nor profit of the RF subject’s budget is the only criterion for the estimation of actual financial situation in the region, for some part of the RF subjects’ consolidated budget expenditures is covered by the transfers and other kinds of financial support provided from the federal budget, the absolute and relative amount of which might vary for different regions.

The analysis of the gap between budget own-source revenues and expenditures of the RF subjects

In order to analyze the interregional differences in the budget situation, the investigation of the gap between budget own-source revenues and expenditures was carried out. It was assumed that the redistribution mechanism currently actualized through the federal budget be absent. During the research we are interested in the correlation (gap) between regional budget revenues gained under such conditions (under the former tax legislation) and regional budget expenditures (covered according to the current legislation as well). The gap range calculated in this way makes it possible to estimate the degree of support provided from the federal budget, while the correlation of the rates calculated for different regions allows to estimate the degree of budget misbalance to the same extent it is reflected in account of the RF subjects’ budget execution.

The analysis of calculation results for 1997 and 1999 showed that, in general, the expenditure share covered by the federal financial support within the Russian Federation was reduced in 1999. Thus, in 1997, the negative gap between own-source revenues and expenditures accounted for 16% of total expenditures for the budgets of the RF subjects (2,9% GDP), and in 1999, its amount decreased to 6,4 % of total expenditures (1,1% GDP). Nevertheless, as it was demonstrated above, this tendency can't be accounted for by the reduction of the interregional differentiation. It is more reasonable to assume that it resulted from the increase in the latter, in particular, from disproportional growth of budget security for the regions with most favorable financial situation if compared to highly subsidized regions.

Moreover, in 1999, the number of regions highly dependent upon financial support provided from the federal budget was decreasing. While, in 1997, there were 24 regions with a negative gap between own-source revenues and expenditures accounting for 30% or less of total expenditures, in 1999, there were only 17 regions of such kind. Alongside with that, in 1999, there were two regions in Russia with zero range (Moscow and the Khanti-Mansiysk AR), which did not receive the federal funds to cover their expenditures, and one region (Lipetzk region), which gained a positive value of the range (0,2% of the expenditures), i.e. if this region had appropriated its funds to cover the expenditures, which were not connected with the federal budget settlements, it could possibly have increased its expenditures for 0,2 per cent.

In 1999, the interregional differentiation in the dependence upon the federal financial aid also increased. The standard deviation from the gap between own revenues and expenditures for 1997 accounted for 8 per cent. But the amount of financial aid provided from the federal budget for the regions in 1999 decreased. While in 1997 the gap range was more than 5 % GRP for 48 regions, in 1999, it was reduced to 28 subjects of the Russian Federation.

The calculations of the gap range between revenues and expenditures under the condition of 100% tax revenues collected in the region for the budget of the RF subject showed that, in 1997, 33 regions failed to cover their expenditures by own-source revenues without any support provided from the federal budget (i.e. the amount of tax revenues raised on the territory of the regions for the regional budget regardless of the federal aid proved to be less than actual regional budget expenditures).

In 1999, the situation strikingly changed: the number of the regions with the negative gap between revenues collected on the territory of the region (exclusive of the federal aid) and actual expenditures was reduced to 24. It should be noted that, in general, the gap range didn’t change a lot within the whole country: while in 1997 it accounted for 6,43% GDP, in 1999, it accounted for 6,67% GDP. But on the other hand, the correlation of total positive and negative gap changed: while in 1997, total amount of positive gaps exceeded negative ones (in the absolute value) by 10,8 times, in 1999, it grew up to 30,3 times.

On the basis of the results evaluated, it might be concluded that federal financial support is not required to overcome vertical misbalance of the budget system but to redistribute funds among the regions in order to equalize the vertical misbalance. The comparison of the gap between the regional budget revenues and expenditures in 1997 and 1999 under the condition of total for taxes collected by the regional budget is explicit to show that the total positive gap range between revenues and expenditures exclusive of any financial relations with the federal budget exceeds total negative gap range. Such a result proves to be natural, for, as it was mentioned above, the distribution of federal budget expenditures among the budgets of the RF subjects was not regarded within our calculations. That’s why it can’t be assumed that the revenues of all the regions are able to cover all the expenditures, for regional budgets do not shoulder the burden of, e.g. the expenditures for national defense, which totally refer to the federal budget responsibility.

Another result of the research that must be also noted is that 10-12 regions with the largest gap range are able to compensate not only the difference between revenues and expenditures of recipient regions but also some part of the federal budget expenditures even under the condition of the tax being totally raised by the regional budget.

Thus, on the basis of the calculations done for the gap between total revenue amount received on the territory of the RF subject and actual expenditures it might be concluded that, even in case all tax revenues collected in the region are raised by the regional budget, there are still some subjects of the Federation, which require additional financing and with most regions this gap range accounts for more than 20 per cent of their expenditures. Alongside with that, the increase in standards for tax revenues collected for the regional budget, which fails to decrease the number of the RF subjects dependent upon the federal financial support, results in a disproportional increase in the number of the regions with the considerable excess of the revenues over the expenditures, e.g. the revenues in 19 regions exceed the expenditures for 40 or more per cent, besides, in such regions as Moscow or Samara the positive gap range accounts for 100 % of their expenditures. As a result, it might be concluded that the budget system misbalance in Russia proves to be horizontal and the possibilities to equalize it by means of redistributing tax revenues are limited.

The analyses of the gap between own-source fiscal capacity and expenditure responsibilities of the RF subjects.

While pursuing a research on the degree of the Russian budget system misbalance, it must be considered that an acute problem in the Russian Federation consists in tax dodging, first of all, and, secondly, in incomplete financing provided for some expenditure needs by different levels of government. With regard to budget execution it means accruing debts of both taxpayers to budget system (tax and fee arrears) and budget system to budget funds recipients (budget credit debt). As soon as the amount of such debts proves to be considerable, it is provided that both actual budget revenues and expenditures and regional budget’s arrears, as well as credit debts for the responsive period, be considered while analyzing regional budgets. The ratio calculated on the basis of this principle will be determinant for the budget system misbalance in Russia from the viewpoint of revenue capacity and expenditure liabilities to the extent they are reflected in budget accounts, rather than from the viewpoint of actual revenues and expenditures.

The calculations done showed that the gap range between own-source revenue capacity and expenditure responsibilities of the RF subjects is characterized by a larger degree of interregional differentiation than corresponding ratio calculated regardless debt amount, e.g., while the gap between regional own revenues and expenditures ranged from -80% to – 0,1% of expenditures, the analogous ratio calculated on the basis of liabilities ranged from –78% to 21% of expenditure responsibilities.

While analyzing the results, one should pay attention to the positive value of the gap range providing that liability rate is introduced into the calculations, i.e. regional actual tax liabilities to the regional budget exceed expenditure responsibilities of the RF subject for the same period. It results from the misbalance of budgetary credit and debit debt dynamics (the latter proves to be tax and fees arrears). It is obvious that tax arrears growth might not equal budgetary credit debt increase and positive balance between arrears growth and regional budget credit debt might exceed federal financial support excluded from regional budget revenues, which, in its turn, results in the positive value of the gap considered.

The comparison of the gap range calculated on the basis of tax arrears and expenditure debts with the former calculations done regardless of any debts is explicit to show that positive gap rate is growing and negative is decreasing. It proves that in the whole country tax arrears growth exceeds the increase in credit debt of regional budgets. It should be also noted that the sign of the gap is changing for some regions as well. It means that even in case all tax arrears are collected, regional authorities will fail to cover all expenditure liabilities accrued during the year without federal center support, though credit debts accrued for this region would be more than enough to assume all expenditure liabilities.

The analysis of the gap range proved that the number of regions with negative budget gap in its absolute value exceeding 20 % is large enough (to be more precise their number accounts for 14). But nonetheless, the number of such regions is less than that of the gap range calculations done regardless of debt rates. Moreover, none of the regions has the gap between revenue capacity and expenditure responsibilities for more than 50% of expenditures.

The range of positive gap rate in regard to GRP is not so large; Moscow has the largest one (23%). It proves, that budget sector share in the regional economy is considerably larger for recipient-subjects of the Russian Federation, in some of them this sector equals GRP, as well as in well-to-do regions, in spite of their considerable contributions into the federal budget, the share of budget sector is not so large.

Analyzing the gap range between total revenue capacity of the RF subjects regardless of the federal financial support and regional expenditure responsibilities it might be assumed that, in general, within the Russian Federation, the gap range in its absolute value is less than the one calculated regardless of tax arrears and expenditure debts, which can be explained by the fact that total tax arrears accrual proved to be higher than credit debt accumulation.

At the same time it is evident that the gap between revenue potential and expenditure responsibilities of the regions in 1999 was reduced in its absolute value if compared to 1997. The relative improvement in regional budgetary system in 1999 was caused by general improvement of the financial situation in Russia, which might take effect due to the following factors: by the growth of tax liabilities determined by economic revival and the lack of budget payments indexation on a large scale. The former factor causes revenue capacity growth for the budgets at all levels and the latter results in the reduction of budget credit debt increase.

But it must be noted that while total gap between regional budget revenues and expenditures is increasing along with calculations done on the basis of debit and credit debts (the improvement in general situation of equalizing revenues and expenditure responsibilities), the interregional gap differentiation is still considerable, which entails redistribution of the funds. Alongside with that, it must be mentioned that the improvement in financial welfare of the regions while calculating revenue capacity and expenditure responsibilities does not necessarily mean the possibility of any practical application of such improvement. Firstly, as it was stated above, credit debts of regional budgets might not include all the expenditure liabilities adopted by the law, and, secondly, the fact that all the arrears could be paid off seems to be problematic as long as the claim for credit payments submitted against regional budgets in legal form seems to be probable.

* * *

Analyzing the correlation between the budget revenues and expenditures of the RF subjects and the research on the correlation between the revenues (revenue potential) provided by the region and expenditures (expenditure responsibilities) of the RF subjects’ budgets, we can arrive at the following conclusions.

Firstly, the analysis revealed a considerable horizontal misbalance of Russian budgetary system, which manifests itself, both in high degree of interregional differentiation of budget deficit values and in the structure of financial resources used to cover the deficit. For some regions it is urgent that budget loans and other credits be provided to cover current expenditures as long as other regions either do not have any budget deficit at all or cover its small amount by obtaining credits in the open market.

Secondly, the horizontal misbalance of the Russian budgetary system is better revealed though the analysis of the correlation between regional budget revenues and expenditures carried out under the condition that regional budget receives total amount of tax revenues raised on the territory of the region and the federal center does not provide any financial support. The research showed, that about one third of the regions fail to cover their own expenditures within current tax system as long as the revenues of another one third considerably exceed regional expenditures. In other words, keeping to the current tax and budget legislation entails intensive interregional redistribution of the funds pursued through the federal budget in order to equalize the horizontal misbalance of the budgetary system.

Thirdly, although total gap range was reduced, as soon as revenue potential and expenditure responsibilities rates were introduced into the analysis of regional budgets carried out under the condition that regional budget receives total amount of tax revenues raised on the territory of the region and the federal center does not provide any financial support, the degree of interregional differentiation still proves to be high, which results from the lack of maximum fiscal efforts made in the regions (maximum tax revenues raised by the budget in case all other conditions being equal) to offset all regional budget expenditures adopted by the legislation.

Then, no direct conclusions can be drawn from the vertical misbalance of Russian budgetary system but it might be assumed that, the federal financial support being provided to almost all subjects of the Russian Federation, there occurs certain misbalance between revenues and expenditures in all the regions, i.e. vertical misbalance.

There are several ways to reduce the degree of the budgetary system misbalance. The easiest one is to reduce the difference between the regional revenues and expenditures by means of corresponding redistribution of tax authorities and tax revenues. But, still it would fail to cause considerable reduction, it could result in slight reduction of vertical misbalance of budgetary system, and in case of wider scope of authorities received, it might cause the distraction of federal funds allocated for equalization of horizontal misbalance. Alongside with that, the calculations done prove that even under the condition that federal budget tax revenues raised on the territory of the region are received by the regional budget, the gap between budget revenue and expenditure rates for some regions still proves to be negative. It is provided that interregional redistribution of some tax revenues be pursued in addition to redistribution of tax authorities in order to increase fiscal capacity. Such redistribution could be carried out by differentiation between the rates of tax revenues received by the regional budget. Nevertheless, the second way of interbudgetary redistribution, that is providing equalization transfers to the regions, seems to be more effective, for differentiation between standards of tax revenues received by the regional budget can’t be pursued on the basis of objective and formalized principles referred to any element of interbudgetary system.
The impact of the measures suggested within tax and budgetary sustem reform upon the budget structure of the rf subjects

It should be noted, that the main goal of the research undertaken within CEPRA project «The efficiency increase in interbudgetary relations in the Russian Federation» consists in the set of recommendations worked our for the authorities of Russia and aimed at the efficiency increase in interbudgetary relations at different levels in the Russian Federation. In particular, both the analysis of possible impact produced by the measures taken according to the RF Government plan concerning budget revenues and expenditure of the RF subjects, and the forecast made in respect to the probable impact produced by the measures «obligated» in the current tax and budget legislation upon region financial structure, as well as the estimation of the effect produced upon RF subjects’ budgets, which was caused by the suggestions expressed within this project and considered in the program documents of the RF Government were pursued.

The Program of the Government considering the suggestions offered by the Strategy Planning Center was adopted as a resolution of the RF Government on «the Plan of the RF Government Activity in the Sphere of Social Policy and Economic Modernization for 2000-2001» issued on July 26, 2000. This document was based upon « Basic long-term Perspectives of social-economic policy pursued by the RF government» as well as upon the long-range program for economy modernization. Both documents were designed by the Strategy Planning Center on the basis of the recommendations worked out by the experts working within CEPRA. It should be mentioned that the documents assume that tax system reform will undergo two stages. In the calculations given below it was assumed that the first stage takes effect in 2001 and the second one will follow in 2002. While doing the calculations, the measures included in the project of «Basic medium-term perspectives of social-economic policy pursued by the RF Government», the document which is being currently prepared by the RF Ministry of Economic Development and Trade on the basis of the recommendations offered by the CEPRA experts, were also estimated.

While estimating the changes in the budgets of the RF subjects caused by the measures included into the plan for the activities performed by the Government, it was considered that the main part of the measures planned for the first stage of the program was adopted and took effect in 2001, therefore, three expected budget structures of the RF subjects are outlined below: the expected changes in regional public finance in 2001 (caused by the changes in the legislation, which have already taken effect), the expected effect produced by the measures within the first (in addition to the ones already taken) and the second stages of the program and recommendations of the experts working under CEPRA. The calculations relied upon the expected gross regional product for 2001, which was outlined by the RF Ministry of Economy. Besides the estimation of the effect produced by the recommendations mentioned, this part also contains the recommendations for the medium-term perspective, worked out by the experts while putting the project into practice.

The impact of changes within tax and budget legislation upon regional financial structure.

Some decisions within the sphere of tax and budgetary policy made in 2000 could exert considerable influence upon the regional financial structure. The changes mentioned were introduced through the 2001 Federal budget Act, four chapters of the Second (special) part of the RF Tax Code and other legislative and standard acts. All these documents took effect on January 1, 2001. An attempt to estimate the impact of changed legislative base upon the balance between budget revenues and expenditures will be made below.

The calculations for the expected consolidated budget structure of the RF subjects in 2001 were done on the basis of the following changes (if compared to 2000), which would inevitably exert their influence upon the RF subjects’ budget structure.

1. The introduction of the income tax along with the delegation of the authority to change the tax rate within 5 % range to the local administration (the total amount of the revenues raised is received by the municipal budgets). In case this right takes effect, the total rate of income tax will increase from 30% to 35%, from which 24% or 69% of the total revenue amount gained will be received by the consolidated budget of the RF subjects (under the condition of maximum tax rate setting at 19% and 5% respectively at the regional and municipal levels).

2. The changes in share distribution of personal income tax revenues between the federal budget and the budgets of the RF subjects. While in 2000 the regional budget share in the personal income tax revenues accounted for 84% of total amount, since 2001, the revenues raised by the RF subjects’ budgets from personal income tax account for 99% of total amount collected in this region. Besides, since January 1, 2001, the flat rate, which accounted for 13%, was introduced instead of the progressive rate.

3. The changes in the share amount of value-added tax revenues distributed between the federal and regional budgets. Since January 1, 2001, the total amount of the revenues gained from value-added tax are collected by the federal budget (in 2000, the share of the RF subjects’ budgets for this tax accounted for 15% of total amount of the tax revenues raised in the region).

4. The elimination of the tax levied to support the housing fund and social-and-recreational building, as well as levies for educational needs, which took effect since January 1, 2001.

5. The introduction of the highway users tax rate, which accounts for 1%, on January 1, 2001. The former maximum rate for this tax together with the regional rate accounted for 3,75%. The elimination of car-owner’s tax and car-purchase tax.

6. The increase in excise rates while introducing the Second Part of the Tax Code. In respect to the regional budgets, it means the increase in alcoholic excise, 50% of total amount of which is raised for the budgets of the RF subjects.

7. The formation of the fund for Compensation within the federal budget, which provides transfers (subsidies) to cover the expenditures of the RF subjects’ budgets required for the implementation of «Federal subsidies to the Citizens raising Children» Act and the Act of «Federal support to the Disabled in the Russian Federation».

The goal of the calculations done consisted in the estimation of the effect produced by the changes in budget and tax legislation upon the correlation between the revenues and expenditures of the RF subjects’ budgets.

The results of the calculations prove that the implementation of the measures mentioned above should cause the increase in the regional budget revenues in their absolute value from 1031 bln. rubles in 2000 (14,9% GDP) to 1121 bln. rubles in 2001 (14,4% GDP), and as a result, the expected deficit of the total RF subjects’ budget would account for 0,6 bln. rubles (0,07% GDP), which is equivalent to 0,05% of the consolidated regional expenditures (according to 2000 data, the consolidated regional budget was consumed at 0,5% GDP profit). Thus, regarding the possible error in the forecast it can be assumed that on the accepted premises the changes within tax and budget legislation discussed do not exert an outstanding influence upon the balance between regional budget revenues and expenditure on the whole.

The expected effect, produced by the changes in the tax and budget legislation upon the budget revenues of the RF subjects in 2001 might be formulated as follows:

· the change in enterprise income tax rate caused the increase in the regional budget revenues at 1,72 % GDP,

· the change in the personal income tax rate as well as in the share for personal income tax revenue distributed among the budgets resulted in the increase in budget revenues of the RF subjects at 0,31% GDP,

· the accumulation of value-added tax revenues within the federal budget caused the decrease in regional budget revenues at 1,18% GDP,

· the elimination of the tax raised for the housing fund and social-and-recreational building support caused the reduction in budget revenues of the RF subjects at 1,07% GDP,

· the reduction in marginal highway users tax rate resulted in the regional budget loss, which was equivalent to 1,18% GDP,

· the change in transfer amount provided from the Fund of financial support to the regions, as well as the introduction of a new kind of financial aid provided by means of the transfers allocated from the Fund for Compensation caused the increase in the regional budget revenues at 0,83% GDP,

· the change in the alcohol excise rate resulted in the regional budget growth at 0,08% GDP.

The analysis of the expected budget structure for some RF subjects shows that the effect produced by the decisions made in 2000 upon the correlation between budget revenues and expenditures varies from one region to another. Alongside with that, the regions with positive value of the expected difference between budget expenditures and revenues in 2001 almost equal in number those with the negative one.

Considering the results achieved, it should be noted that the deficit forecast for most regions is justified and determined by the model for the forecast itself; firstly, the calculations were done regardless of the resources for deficit coverage within the budget of the RF subjects, and, moreover, the expenditures in their respect to the GRP were regarded at 2000 level, which causes the increase in actual budget expenditures along with the expected growth of actual GRP at 6%.

The measures taken will result in the expected redistribution of budget revenues from most well-to-do regions to the regions with a traditionally low fiscal capacity, but this tendency is not characteristic of all the RF subjects: while intensive growth of budget deficit value is the case for such regions as the Republic of Tatarstan and Bashkortostan, as well as the Kemerovo Region, the reduction in the deficit or the increase in the profit for more than 2 bln. rubles is the case for Moscow and St.-Petersburg, the Republic of Sakha, the Krasnoyarsk region, Primorsky Territory, the Altay Territory, Vologda, Lipetzk, and Chelyabinsk regions, the Republic of Daghestan, Mordovia and Kalmyk, Taimyr AT. The situation described resulted from the decisions made in 2000 within tax and budget policy. First and foremost, the fact that national republics of a special status (Tatarstan and Bashkortstan) are included into one whole tax and budget structure causes the withdrawal of some part from the budget resources of these RF subjects.
 Secondly, the positive balance of tax revenues resulted from centralization of the VAT, the introduction of municipal income tax, the reduction in highway user tax, and elimination of the tax raised to support housing fund and social-and-recreational buildings proves to be the case for the regions with high economic activity, i.e. with larger revenue amount received by economic subjects. Then, the distribution of the transfers received from the Fund for Compensation according to the standard expenditure needs, as well as the changes introduced into the model for the distribution from the Fund of financial support to the regions aimed at further objectification of transfer calculations, provide for the setting of regional expenditures according to the expenditure needs but not financial capacity (which is usually higher in the regions of high fiscal capacity). Therefore, according to the changes in the interregional distribution structure of the financial support provided from the federal budget, some of the latter measures might result in the growth of budget revenues in the regions with low fiscal capacity, as well as in the reduction in the revenues of the regions, which formerly received large amounts of the federal financial aid.

But on the other hand, while analyzing the impact produced by these measures upon the correlation between regional budget expenditures and revenues in regard to the regional budget expenditures, it can be noted that the largest excess of the expected budget revenues over the expenditures reflected as percentage share against the expenditures is the case for the regions with low fiscal capacity.

It should be mentioned that, firstly, the introduction of the municipal income tax along with the elimination of the tax raised to support the housing fund and the units of the social-and-recreational sphere, and, secondly, the correlation between VAT extracted from the regional budget and the financial aid distributed from the Fund for Compensation proved to be the decisive factors determining the intensity of the budget revenues growth for the regional budgets in 2001. Thus, the most favourable «profit» is gained, on the one hand, by the RF subjects with large amount of enterprise benefit (and population revenues) got in 2000, and, on the other hand, by the regions with low VAT revenues but with a great need for «family» subsidies and funds provided under the Act of «Federal Support to the Disabled». For instance, a considerable revenue growth in Moscow was determined by the increase in income tax revenues, while major losses were caused by the reduction in the highway user tax and elimination of the tax raised to support the housing fund and social-and-recreational buildings (besides, Moscow received a large transfer from the Fund for Compensation, but its amount was less than the revenues gained from the latter taxes and accounted for 2 bln. rubles). Analogously, a large excess of budget revenues over the expenditures (with regard to the expenditures) expected in such regions as the Republic of Kalmik and Tyva, and Taimir AT is determined, first and foremost, by the additional funds provided through the subsidies from the Fund for Compensations and the increase in transfer amount received from the FFFSR. Alongside with that, the losses inflicted upon these regions by VAT centralization, the elimination of the tax raised to support the housing fund and socio-cultural units, the reduction in the marginal highway user tax rate, as well as profit gained by the introduction of municipal income tax and redistribution of personal income tax revenues prove to be minor to the increase in the financial aid resulted from the low tax base in these RF subjects.

Thus, the calculations done show that the decisions taken in 2000 in the sphere of tax and budget policy won’t exert any important influence upon the correlation between regional budget revenues and expenditures within the whole country in case all the premises mentioned above are considered. But the analysis of the impact of the respective measures upon the budget structure in the regional section proves that the major effect produced by these decisions consists in redistribution of the recourses in favor of the recipient–regions mostly by means of distributing additional federal budget revenues gained from the centralization of value-added tax revenues through financial support and target transfers from the «newly born» Fund for Compensation.

The estimation of the effect produced by the measures taken at the first stage of the reforms.

The calculations of the deficit expected within the consolidated budget of the RF subjects in 2001 were done regarding the changes, which must take effect in 2001 and were discussed above, and considering the measures outlined within practical application of the CEPRA project and included into the program documents of the Government, which still prove to be in potential (see above). As such, it must be noted that the basic principles of the first stage of the program aimed at the implementation of the measures analyzed above, which exert some influence upon the regional financial structure and the impact of which can be calculated, took effect in 2001 and have been already discussed. At the first stage of tax and budgetary reform we assumed it necessary that some more radical measures, if compared to the current ones, be taken. In particular, «Basic long-term perspectives for social-economic policy pursued by the RF Government» project, developed under the active participation by the authors of the present article, presupposed total elimination of highway user tax, the transition to accrual method of VAT charging, a more considerable increase in excises, the modification in amortization charge, and elimination of investment benefits for the company income tax, etc. But, major part of the measures exerting some influence upon consolidated budgets of the RF subjects (which might be calculated) do not undergo any considerable changes if compared to the expected changes in the regional budget structure in 2001, which might take effect according to the decisions made within tax and budget policy.

It’s natural that tax reduction along with the same budget expenditures should reduce the profit value. Nevertheless, it is quite possible that relative changes in the regional budget structure be analyzed on the basis of the calculations done. While outlining recommendations for the reform in the interbudgetary relations and regional finances, two forecasts for regional budgets were designed: first, on the basis of budget execution accounts for 1999, and later, along with information provided, on the basis of 2000 data.

If to compare the results of the calculations done over the regional budgets after the first stage of the tax reform with those forecasts designed for 2001 on the basis of the decisions made (for both variants), it can be concluded that none of the significant changes took effect. It proves that, first and foremost, the measures suggested within recommendation in the sphere of tax reforms have already been reflected in the decisions made, inclusive of the adopted chapter of the Second Part of the RF Tax Code and the Federal Budget Act for 2001. Secondly, it might be assumed that some measures being in potential, touch upon the simplification of the tax system (in most cases the effect produced by such measures can’t be calculated) and the elimination of some taxes, which add little to the total revenues collected.

As for the federal budget, it can be stated that after the first stage of the tax reform, the federal budget for 2001 being planned as non-deficit one and most measures, which are supposed to be taken, being included into the latter, the elimination of some more taxes, which provide low revenues, might result in a slight federal budget deficit (about 0,03% of total federal budget expenditures).

The estimation of the effect produced by the measures taken at the second stage of the reform.

The practical application of the measures suggested by us at the second stage (which were regarded while designing the project « Basic medium-term perspectives for social-economic policy pursued by the RF Government») presupposes the following modifications in tax and budget legislation, which might influence public finance in the regions (the modifications in the distribution of tax revenues and tax authorities among the levels of the federal power and budgetary system are provided in Supplement 1):

1. Value-added tax. It is planned that the reduced tax rate should be eliminated, the tax rate should be gradually scaled down to 16-18%, and the tax should be raised on the basis of the target-country principles within the relations with other countries of ICS for all kinds of the commodities and services traded.
 The reduction in the tax rate carried out under the program is performed as a measure taken along with benefits elimination, which might distort the economic system, so that total tax revenues would remain the same.

2. Company income tax. It is suggested that at the second stage of the program the municipal income tax be abolished, the order of amortization charge be modified, as well as the investment and some other benefits be eliminated.

3. Payments to the federal social extra-budgetary funds. The introduction of one common social tax comprising payments to the pension fund, to the medical and social security funds proved to be the major innovation introduced under the program put into practice in 2001.

4. Highway taxes. Within tax recourses provided for the highway funds, the program suggests that territorial highway funds should be consolidated within the regional budget, which should be followed by the elimination of the target structure of the funds, highway users tax should be abolished along with the compensation provided for the highway building by means of gasoline excise growth
, some new excises for other kinds of fuel should be introduced, use tax on automobiles as well as car-purchase tax should be abolished, regional transport tax should be introduced, highway users offset for heavy freight and extra-size means of transport should be adopted, highway user tax for the transport registered abroad as well as for heavy freight means of transport, should be introduced.

5. Payments for natural recourse consumption and coal-mining industry taxation. Within this kind of taxation it is assumed that payments for the reproduction of the mineral resource base should be abolished, the ecological tax should be raised instead of the effluent tax, the tax revenue shares collected from coal-mining industry should be redistributed. Alongside with that, it is suggested that resourse consumption tax should substitute for the payments for reproduction of the mineral-recourse base, royalty, and the excise.

Currently natural recourse payment shares account for 30% to the local budget, 30% to the regional budget, and 40% to the federal budget. In case natural recourse production is carried out on the territory of an autonomous district, the revenue share of 40% usually collected for the federal budget is divided into two equal parts between the federal and the autonomous budget (i.e. 20 % for each one). It is suggested that the distribution of tax revenues collected from coal-mining industry should be modified and fixed at 20% for the local budget, 20% for the regional budget, and 60% for the federal budget. In case the coal-mining industry is located on the territory of an autonomous district, the local budget share will account for 20%, the autonomous district share will be fixed at 20%, the regional budget share at 10%, and the federal budget share at 50%. Besides, the taxes should be raised on the basis of the market price for the product.

As for the taxation for hydrocarbon output, it is suggested that the tax on additional income gained from hydrocarbon output should substitute for oil excises introduced for new layers and for some part of the royalty.

6. Currency-purchase tax. This tax should be abolished at the second stage of the program.

7. Property tax, land tax. The suggestion made under the program consists in the substitution of the current company property and personal property tax, as well as the land tax for the real estate tax. It is assumed that setting full cadastre of real estate along with the introduction of real estate tax at the second stage should result in fiscal revenue growth by almost 1,5 times, if compared to the total revenue amount gained by property and land taxes.

8. Excises. The program includes the excises collected at specific rates, the increase in gasoline, expensive cars’, and luxury excises, etc.

9. Sales tax. This tax should be abolished at the second stage of the program.

The calculations show that while carrying out the tax reform tax burden on the economy will be reduced (according to the budget of extended government) from 36,25% GDP (in 2000) and 33,35% GDP (in2001) to 32,88% GDP (by the end of 2004), or for almost 3,4%GDP in comparison with 2000. In particular, the consolidated budget will be reduced from 24,75% GDP to 23,37% GDP (almost at 1,4 %), the extra-budgetary amount from 11,5% GDP to 9,41% GDP (for more than 2%)

The re-distribution of tax revenues in favor of the federal budget at the RF subjects’ expense will go on within the tax reform. Thus, while the federal budget share within consolidated budget accounted for 56,6% in 2000, in 2001 it accounts for 60,7%, in 2002 for 60,2%, and by 2004 it will have almost reached 67,6%.

The reform within the system of payments for natural resource consumption proves to be one of the most important problems connected with tax revenue redistribution exercised under the program, therefore, the taxation reform in hydrocarbon industry appears to be significant in the fiscal respect (to be more precise, it is oil production that should be reformed).

We calculated the share of oil- and gas- production companies in the total amount of revenues collected for natural resource consumption considering the location of natural resources among the regions. Besides, the fact that oil-production for 2000 on the whole accounted for 5,9% was also regarded in the calculations.

Should the expected regional consolidated budgets based upon the same initial data be compared, it would become obvious, that there were no considerable changes in the regional budgets at the second stage either.

The results of the calculations done in order to estimate the expected regional budget revenues for 2000 slightly differ from those done for 1999. The major difference in the results achieved by the measures taken at the first and the second stages consists in the order the regions would be put in, if they were arranged according to the deficit down-scale.

The difference in the forecasts for the two stages also consists in the fact, that the abolition of some taxes and the increase in some other payments could exert a dubious influence upon the regional budgets, though general modification, if it is compared to the first stage of the program calculated both on the basis of 2000 and 1999, proves to be significant for a small number of regions in case this modification is referred to the respective budget expenditures.

If we consider total deficit modification within all the regions, in money value it will account for –10 bln. rubles, which makes –0,84% of total expenditures within consolidated regional budgets (the forecast on the basis of 2000 data), which proves that, as long as a possible error is considered, in general, consolidated regional budgets practically do not change. On the basis of the calculation results, it is possible that some modifications in the following revenue sources, which might exert a considerable influence upon the expected budget deficit amount for the RF subjects, should be singled out:

1. The abolition of the highway users’ tax must result in regional budget loss at 0,61% GDP.

2. The modification in the order of payments for natural resources consumption (in particular, the reform of oil-production taxation) must cause additional revenues collected by the federal budget with regional budget revenues being almost unchanged (according to our calculations they grow at 0,28% GDP).

3. The reform planned within real estate taxation should lead to the additional regional budget revenues, which account for 1,70% GDP.

4. Total elimination of payments made for education needs will result in the loss of revenues at 0,05 % GDP.

5. The abolition of car-purchase tax and the tax on automobile use must lead to the reduction in the regional budget revenues at 0,05% GDP and 0,06% GDP respectively (apart from transport tax).

6. The abolition of sales tax should result in revenue losses equal to 0,33% GDP.

7. The elimination of the payments made to reproduce mineral-resource base will cause the loss of the revenues at 0,30% GDP.

8. The abolition of currency-purchase tax should lead to the revenue reduction at 0,02% GDP.

The following factors play the main part in the modifications in RF subjects’ consolidated budgets at the second stage of the program if compare to the first stage:

1. The introduction of real estate tax.

2. The elimination of the payments made to reproduce mineral-resource base and the abolition of sales tax.

3. The modifications in the taxation designed for natural resource consumption.

Property taxes prove to be an important revenue source for some regional budgets, therefore, the increase in revenues by 1,5 times (according to the expert estimate) resulted from the introduction of the real estate tax, will produce a positive impact upon most regional consolidated budgets, though not enough to cover budget losses caused by the abolition of some taxes.

Budget expenditures are another important factor, which exerts its influence upon the regional budgets. While the expenditure amount of the regional consolidated budgets is regarded as a solid share in GRP within the calculations, this rate largely depends upon the base year and the expected GRP growth. On the basis of the data of the regional budget execution in 1999 it could be concluded that budget expenditure growth is slowed down if compared to the intensity of GDP growth (for the whole country), and the increase in the expenditures of regional consolidated budgets according to the intensity of GRP growth could result in the excessive rate for budget expenditure growth, for the GRP forecast for 2001, which was regarded in the calculations, shows the misbalance in the rate growth among the regions. Thus, it is expected that in Nenetz AD the GRP for 2001 should increase by 1,94 times if compared to 1999, as long as, in general, among different regions this rate equals 1,7 times. The data calculated for 2000 showed that the forecast of budget expenditures outlined according to this model fails to be stable. Should we compare the budget forecast outlined in 1999 with that of 2000, they would correlate between 0,66 in the Kursk region and 1,80 in the Republic of Ingush. On the basis of such information it can be concluded that such an error in the forecast of budget expenditures would tell on the quality of the forecast as a whole.

In general, slight changes in the regional consolidated budgets after the two stages of tax reform program compared to the forecast for 2001 prove that the measures enrolled into «the Federal Budget for 2001» Act must bring (here, we mean budget revenues rather than budget expenditures for the latter were not investigated within this research exclusive of the modifications in the transfers provided by the Fund for Compensation and those received from the federal fund of financial support to the regions, which were included in the calculations) regional consolidated budgets practically at the same level of revenues as might be achieved provided that all the measures suggested for both stages of the reform in tax and budget system take effect.

Suggestions for growing better efficience of Russia's tax and budgetary system.

It is notable, that launching the program of the measures we suggest taking will not inflict big losses upon the budgetary system on the one hand, whereas on the other hand, it is aimed at raising the efficience of tax and fee system, as well as at the same target for the interbudgetary relations in Russia. Apart from the suggestions, designed in the course of the project performance period, which effect was adduced above, the following CEPRA-based recommendations for the further perfection of Russia's tax and budgetary system could be listed below.

In the course of CEPRA project execution, suggestions were worked out for the improvement of the tax and budgetary legislation, with regard to tax revenues allocation and tax authorities delegation between the State power and administration levels of the Russian Federation. 

The major part of the suggestions rests within the domain of tax administration improvement and is not subject to quantitative estimates. It is also noteworthy, that the suggestions given below are of medium-term nature and they have also been made use of by the RF Ministry of Finance for drafting the Budget Federalism Development Program in the Russian Federation for 2002 to 2004.

Personal income tax. The revenues generated by this tax are to be assigned to the RF subjects' budgets in full, whereby, for the reasons of imparting stability to the interbudgetary relations, the guideline for the revenues distribution by the personal income should not be settled by the Federal Budget Act for a next fiscal year, but by the tax legislation (for instance, by means of ranking the tax with a number of regional taxes that share common rates and bases for all the RF subjects), or by the Budget Code, by way of treating the personal income tax revenues as part of the budget revenues by an RF Subject. A particular stress should be placed to emphasize the sheer impropriety admitted by entitling the RF Subjects authorities to change the tax rates and to issue tax remissions on their own, since regional tax residence control for paying personal income tax is not allowed in terms of tax administration, and its establishment might be fraught with complications with regard to the preservation of the federative unity.

On the other hand, the present structure of personal income tax revenues distribution seems inexpedient. It is recommended, that this tax' revenues be fully assigned to the RF Subjects’ budgets, which procedure will ensure a compensation for part of losses that might be inflicted by the sales tax' possible abolition.

The tax legislation could settle the personal income tax revenues distribution between the RF Subjects' own budgets and those of municipalities. Such distribution could be dubious - by means of a division between rates, the latter assigning the revenues to the budgets of various levels or by way of setting a proportion for the tax revenues per capita distribution. In each of the two ways, both advantages and disadvantages are inherent. Thus, the tax revenue sharing by the regional and the municipal budgets, based on the rate criterion, is easy to manage (provided that the flat rate of the tax is retained); however, such a method will settle an uneven tax base allocation between the municipalities and thus will raise a problem of budgets' «surplus» fiscal capacity with some municipalities at the expense the budget revenue deficiency with some other municipalities. The second way of distribution is by far more complicated, however, it ensures better equitability by distributing the tax revenues between the municipalities, and, in fact, is easier to apply if collected at the progressive rate.

These two approaches to tax revenue distribution might be combined through fixing the minimum rate which accounts for assigning the revenues to the budgets of the municipal units, while some certain part of the remaining amount (the minimum for which should be settled by the federal legislation) is to be allocated between the municipal budgets.

Enterprises and Institutions Income tax. The present conditions, under which the municipal units are empowered to settle the rate for the tax directed to the municipal budgets within a 5% range, while the RF Subjects authorities are entitled to issue remissions within the bounds of their own tax revenues, transfer pricing being uncontrolled, an unfavorable tax competition could be brought along which could result in worsening social well-being. With regard thereto, the following measures should be taken:

· «passing» the 5% rate of the income tax to the federal level, all respective revenues being accrued to the Offset Fund for the purposes of financing all of the RF Subjects' budget expenditures associated with «Veterans» Act (should sales tax be abolished to make up for the regional budgets' dropped revenues, the retention of the municipal income tax would be possible with an allowance of unifying the tax rates by municipalities within the framework of an RF subject);

· imposing a restriction upon the RF Subjects' authorities for dropping the tax rate below 10%.

· imposing a restriction upon the RF Subjects' authorities for the settlement of tax remissions on their own except for those otherwise obliterated in the federal legislation (as a more moderate way, placing a ceiling upon the privileged revenue amount against toughening the control over individual tax remissions might be applicable by the federal legislation);

· setting the following tax rates: 15% for the federal rate (10% as an alternative), 10% to 20% as an option for the regional rate (or adjoining the regional tax rate by the municipal one (10% to 25% as a result)).

Value added tax. The present situation should be settled by the tax legislation, whereby VAT revenues are fully accrued to the federal budget.

Vodka and strong drinks excises. To avoid confusion (like assigning the excise revenues to the budgets of the regions producing but not consuming the goods subject to excises) originating from the applying system of excises paying with respect to alcohol, associated with deriving alcohol sales revenues by the production-involved but not the consumption-involved regions, the excise revenue interbudgetary distribution system should be modified. A most reasonable way of reforming the excise revenue distribution system is the acceptance of an in-full transfer of such excise revenues into the federal budget. Such redistribution should possibly be carried out alongside of a simultaneous assignment of the amount equivalent to the excises' regional part to the Fund for Compensation for the purpose of financing the regional budgets expenditures for paying salaries to the public employees (education staff) within the limits of a Universal Tariffication pattern.

As a compromise on the excise revenues distribution, a decision might possibly be taken to enter 50% of the excises, paid throughout the producer-done sales, into the federal budget (which was the point of discussion while considering the «On Excises» Chapter of the RF Tax Code Section 2 draft), while for the period of the further alcohol wholesaling by the excise warehouse the remainder of 50% of the revenues should be directed to the RF Subjects' budgets.

Natural resource consumption payments. The present distribution system of payments for the consumption of natural resources is constituted in a way, that the payments coming from the autonomous okrug territories, in their turn included in the regional (krai) jurisdiction (krai), or in the regional (krai) budget are effected at the expense of a federal budget share. First of all, it should be noted, that a reasonable solution seems to consist in an in-full to-the-budget payment transfer for the consumption of the natural resources of an uneven distribution. However, regarding the big-scale political problems originating therefrom, it should be compromised on setting such distribution proportions of payments for the consumption of the natural resources (royalty), so that the in-payments to the budget of an RF subject within which the autonomous okrug is located, do not reduce the federal budget share, which implies a reduction of the autonomous okrug's (or/and the region's) share in comparison with the applying ones. The adoption of this variant could be facilitated by a transition to tax payments calculation on the basis of the goods market value, which will stimulate the growth of the tax revenues directed to the regional budgets, thus making up for the relative shares decrease. Thereby, preventing a drastic rise of the tax load upon the extractive industry sector should be carried out through abolition of payments for the reproduction of the mineral resource base and oil excises.

Another strategy to reform the system of payments for the consumption of natural resources is passing the revenues generated by the payments for the generic natural resources consumption (the forestry fund, water facilities, environmental facilities, water biological resources and other payments), inclusive of land tax, to the budgets of the RF Subjects. It should be noted thereby, that for the purposes of growing these taxes' significance for the regional budget revenues the decision to direct the revenues to the regional level should be taken alongside of the commitment of indexing the above payments' rates.

Property taxes (real estate tax). According to the Tax Code second part draft, the real estate tax is ranked with local taxes. Property taxes as those having a less mobile base should obviously be ranked among local taxes, entitling the municipal authorities to settle the tax rate within the limits outlined by the Tax Code and also entering the tax revenues into the local budgets. However, the conversion of the property taxes into the category of local taxes might rise a problem of surplus budget fiscal capacity for some municipalities, within which domain big industrial enterprises of a high value of assets and industrial reserves are situated. Consequently, such municipal authorities will have incentives to setting reduced tax rates. In our opinion, the following solutions of this problem are possible.

First and foremost, it is possible to adjust the municipalities' budget supply by means of a negative equalization transfers system. This will require that significant modifications be introduced in the legal provisions since the authority of rendering financial aid to other municipal entities is not incumbent upon the municipal budgets. Neither are the local authorities in charge of the obligations to superior budgets for gratuitous allocations, which may make it difficult to impart a mandatory status to the negative transfers. Under these terms, an elaboration of the budget legislations items appears necessary, so that the order of such transfer calculation and the budget proceeds execution are strictly regulated.

The second way to offset the possible disparities, originating from the local tax status imparted to real estate tax, could be a possible uniting the region's major enterprises (selected on the basis of the annual average property value (subject to the average regional indices)) into a regional tax okrug. In this case the property tax revenues, generated by such enterprises, are earmarked to the regional budget and are used for the interbudgetary equalization purposes (for instance, on a per capita basis).

In the nearest future (before the real estate tax is introduced and prior to passing the enterpises' property tax to the sphere of local taxes), the municipal authorities might be empowered to increase the enterpise property tax rate by 3% (by 1 in addition to the regional tax rate, as a variant), the respective revenues assigned to the municipal budgets - in full or pro rata (by equal shares for both an RF Subject's budget and for the budget of the municipal unit).

Taxes paid by minor business subjects. Regarded in the abstract, minor business taxation and providing conditions for minor business development should be a responsibility resting with the local authorities, which preconditions the delegation of the respective tax authorities and tax revenues to the local level. However, the currently applying criteria of ranking enterprises to minor businesses (under the legislation in power, minor enterprises are understood as quite big economic agents) do not make it possible to pass the respective tax revenues and authorities to the municipal level. In this sense, introducing modifications to minor business taxation system appears necessary (for instance, by narrowing the minor business enterprises scope basing on the criterion, excusing an enterprise from being registered as VAT payer), whereas it's only afterwards, that the decisions on the respective tax authorities decentralization should be made.

Other kinds of taxes and dues.For the nearest period, it would be highly expedient to pass the revenues generated by gambling business to the budget recvenues of the RF Subjects.

Tax authorities decentralization and tax administration. As is obvious, the majority of the tax system modifications proffered presupposes the contaction of the tax authorities delegated to the regional and, particularly, to the municipal power institutions (with an exception of net worth tax). At the same time, a gradual rejection of splitting the tax revenues into those for the budgets of various levels creates negative incentives for the federal tax institutions in terms of the collection of the taxes entering into the regional and local budgets. A possible entitlement of the regional and local authorities with the right of introducing taxes on their own may burden them with carrying out tax administration costs. The establishment of their own tax services by the RF Subjects is scarcely desirable for a number of political reasons and losses inflicted by the scale effect. In this respect, the evaluation of expedience by the elaboration of agent agreements mechanism between the regional authorities and tax institutions in offsetting the expenditures of the regional and local tax institutions financing might be appropriate.

Recommendations for the field of the federal financial aid allocation to the budgets of the RF subjects.

In the course of processing the suggestions for the improvement of the federal system of financial support to the regional budgets, rising the efficiency of the inferior power levels budget support system was supposed to be a priority with the governmental activities. In the course of the reformations planned, the activities aspiring to perfect the federal support system should be carried on, their first stage having commenced upon the adoption of the RF interbudgetary relations reforming Concept for 1999 to 2001, approved of by # 862 Assignment of the RF Government dated July, 30, 1998. One of the results of the first measure implementation stage under the Concept consists in the improvement of the FFSR funds distribution mechanism and other kinds of the interbudgetary equalization in terms of their efficiency and equitability. Specifically, it is all about the transition to FFSR calculation on the basis of the RF subjects' fiscal capacity rate and objectivized expenditure needs, also, needs for the foundation of a Fund for Compensation aimed at financing part of the unsecured federal expenditure mandates and also for the perfection of the mechanism for distributing the federal north supply funds. However, maintaining the further perfection procedures for the sake of improving the system of financial aid allocated to the regions would require a number of measures to be taken within the below fields.

The federal financial support to the budgets of inferior levels should be based on 3 key financial aid types:

1) financial aid directed at the equalization of the RF power institutions in their capacities of providing public services - i.e. the minimum budget supply (transfers from the Federal fund for financial support to the regions);

2) the appropriations assigned to the RF subjects' budgets for the purpose of repaying the vertical inequitability of the budgetary system, the basic source for which consists in the expenditure obligations that are incumbent upon the RF Subjects' budgets by the federal legislation and provided with no financing sources - these are grants and subsidies for financing specific expenditures (the transfers from the Fund for Compensation);

3) Other kinds of financial support delivered to the regions for the purpose of facilitating the regional development and providing incentives for the financial sanitation and the budget sector reforming processes (the transfers of the Fund for Regional development and Regional Finance development Fund), also inclusive of budget credits and loans.

A significant drawback of the present interbudgetary relations system is accounted for by the lack of the due legal base that would also regulate the financial aid distribution process, which deprives this budget proceeds filed of the appropriate stability and transparency. This requires an elaboration and adoption of a federal act that would administrate the relationships between the budgets of different levels within the Russian Federation. On the other hand, the legislative approval of such federal aid distribution principles as transfers from the Fund for Financial Support to the regions, the fund for Compensation and other funds sets forward a requirement for the elaborated and tried distribution mechanisms, which could apply for the accomplishment of the respective tasks with no need for any additional models and recalculations, when settled and normalized. The second condition for the long-term standard-act settlement of the financial aid distribution principles is the termination of the tax- and budget-reforming active phase, which would make it possible to apply the financial aid amount data, calculated as for the future fiscal years with no need of adjustment for the tax and budgetary legislation changes.

At the same time, it is already at present, that those items of the RF Budget Code definitely be specified, which are to regulate the generic issues of granting financial aid (also inclusive of budget credits and loans) to the RF subjects, to define the terms of earmarking the funds from the federal budget and to take control over the consumption of such funds as well as over the order of mutual interaction performance by the federal authorities and the representatives of the regional authorities for the course of the interbudgetary relationships implementation.

Besides the issues of financial aid distribution from the Federal budget to those of the respective regions, the federal legislation should give a better consideration to the relationships of the RF Subjects' budgets and local budgets for investigating the possibility to render financial aid from the budgets of the RF subjects. It is advisable, that the RF Budget Code items as well as those of «On financial bases of autonomous bodies in the Russian Federation» Federal Act be brought to final amendment from the perspective of the legal settlement of the budget rights equality principle for all municipal units with regard to the mutual relations with the RF subject's budget, of providing a unified, transparent and objectivized (based on the fiscal capacity rate and on that of the objective need for the budget expenditures) approach to municipal units in the aspect of financial aid distribution and guideline settlement for regulating taxes assignments (as a kind of financial aid) to the budgets of the municipal units. The distribution of expenditure authorities between the RF Subjects' own budgets and local budgets should be normalized, as well as the very procedure of such distribution.

Thus, the activities aimed at perfecting the federal aid distribution system should be carried on and directed to the following targets which will all be taken into account while elaborating the RF interbudgetary relations perfection Concept for 2002 to 2005.

The Fund for Financial Support to the Regions.While drafting the RF Federal Budget Acts for 1999 to 2001 a new formula was designed and implemented to calculate the FFSR transfer amounts to be granted to the regions. It was based on the equalization of the RF Subjects' fiscal capacity (Gross Tax Resources) with regard to actual expenditure needs. The experience of this formula implementation illustrates, that it facilitates accomplishing the tasks of the capacity equalization for the regional authorities to provide public services and doesn't need a crucial change, however, the methods and procedures of Gross Tax Resources rates (fiscal capacity) and the budget expenditure ratio calculation (the objectivised expenditure needs) require extra improvement. To reach a better concept of both the region's fiscal capacity and the expenditure needs, the following measures should be taken:

1. A method should be worked out and settled by the Government to estimate gross tax resources, basing on the regional tax base analysis and on the evaluation of the efforts applied by the regional authorities in tax collection; also, a method should be developed to calculate the budget expenditure ratio basing on the analysis of the factors exerting an impact on the RF Subjects' need for budget services under the Legislation in power and with regard to the pros [ective strategies of the budget secor reforming.

2. The development of the above methods of grass tax resources estimation and the expenditure needs ration calculation is impossible without a sufficient statistic base. For the above reason, the main condition prior to commencing the work consists in obtaining a list of demographic, social-economic, financial rates and other data, mandatory for the correct accounting of the key factors having an effect on both the fiscal capacity amount and on the RF Subject's expenditure needs level. Subsequently, an Assignment should be adopted by the Government addressing the RF State Statistics Committee and the Ministry for Taxes and Dues and also other ministries and institutions with a prescription to prepare and regularly submit the above data to the Ministry of Finance.

3. After the development and probation period of the methods estimating the gross tax resources, calculating the budget expenditure ratio and reflecting the FFSR transfer calculation in a formula, the data should be affirmed as an Assignment of the RF Government, and later - as part of the federal Act regulating the interbudgetary relations in the Russian Federation. The procedure of calculating a transfer should, first of all, be transparent and verifiable to all the participants of the process, and secondly, it should be of a stable and long-term nature.

4. The federal law, regulating the interbudgetary relations relations, should settle the conditions of granting the FFSR transfers to the Regions. In particular, special control should be established over the disposal of the budget funds and the budget undertakings management in the RF subjects highly dependent on the federal financial aid. It is highly necessary to develop and affirm the procedure of exterior financial administration for the regions highly dependent on the federal budget grants.

The Fund for Compensation. Since 2001, the financing obligations for the funding part of the budget expenditures of the RF subjects, introduced by federal acts and not provided with the funding sources, were taken by the federal budget. For this purpose a fund for Compensation was created, which transfers are allocated to all the RF subjects with no exception in accordance with the funding need. The creation of the fund for Compensation is but a partial solution of the non-funded expenditure mandates, since total for extra expenditure obligations coming both as direct payments and as the obligations of financing a variety of privileges tends to exceed the projected amount of the compensation transfer funds. With regard to the introduction of the Fund for Compensation, the following measures should be taken to solve the problem of the unsecured expenditure mandates.

1. Likewise to FFSR transfer allocation, a method shall be first affirmed by the Government, and then settled by the Legislation to define the need for funding for particularized targets, for which purpose preparing and submitting the respective statistical data is highly obligatory.

2. Apart from the perfection of the Fund for Compensation allocations procedure, an inventory of and restructuring the system of the expenditure authorities unsecured by funding sources shall be performed.

Fund for Regional Development and Fund for Regional Finance Development. In compliance with the RF interbudgetary relations system reforming Concept, more activity shall be run for the development of the legal provisions for shaping and allocating the funds of the Regional Development Fund (RDF) and Fund for Regional Finance Development (FRFD).

In this respect it is highly recommended to take the following measures to raise efficiency in RDF and FRFD funds distribution.

1. The federal targeted programs recognized as expedient should be joined into the Regional Development Fund, while the proceeds of these funds distribution shall also be elaborated. The procedure of RDF funds distribution shall be worked out with regard to the fact, that the key application of the RDF funds consists in creating a social infrastructure, which is necessary at least for discharging the provisions set by the RF Constitution and the federal legislation.

2. It is also necessary to develop, and, consequently, to have a method settled by the Government according to which the FRFD funds will be distributed, the key goal of which is facilitating the reformations within the budgetary sector of the RF subjects. In accordance with the interbudgetary relations reforming Concept, the FRFD assignments, which are sourced from the credits provided by international financial organizations, are allocated on a repay basis and also as technical assistance for the preparation of measurements within the budget reforming field.

3. The shaping and disposal principles for the above funds are to be made part of the federal legislation, that would be in charge of regulating the interbudgetary relations in Russia.

Raising state funding efficiency for goods supply to the regions with a particular supply shedule
. A basic expenditure item of the federal budget funds is constituted by the purposes of financial aid rendered to the budgets of the regions having a specific supply schedule (hereinafter referred to as «north supply»). These funds are aimed at financing the expenses of a pre-schedule supply of goods to the obliterated regions and territories, whereby 90% of the goods supplied are accounted for by fuel, supplied for housing and utilities and some institutions of the budgetary sphere. Since 2000, the transfers to the regional budgets for financing the «north supply» have been allocated on the basis of a unified method and are included in the FFSR transfers.

The applying system of the «north supply» being a specific kind of target support, it however inheres a number of disadvantages, the most significant of which are adduced below:

1. The lack of effective control by the federal finance institutions over the tender performance for a strict funds distribution between the supliers and the shipping agents.

2. The lack of control over the tariffication and pricing on the part of common utility suppliers. This brings along precedents, when the budget expenditures for the fuel, financed under «north supply» are dispersed within the costs of the utilities, whereby «the north supply» is paid twice by both the consumers and the federal budget.

To amend the shortcomings the following measures are to be taken:

The introduction of a reliable control system on the part of the federal authorities to be performed over the correctness of all the proceeds.

The affirmation of the tender end results for the distribution of the shipping orders at the federal level, whereby a refusal to grant an appropriation should be practised toward an RF Subject in case the tender results are argued.

The creation of a system of tariffic regulations for controlling the utility enterprises' activities, whereby the costs of the fuel obtained under «north supply» will be eliminated from the utility costs for a consumer.

Considering the fact, that the basis for the state financing of the «North supply» is constituted by extra budget expenditure obligations of the RF Subjects' locating hard-to-reach areas within their territories and associated with the necessity of preschedule goods supply, the «north supply» funding will be included in total for the federal aid to the RF subjects, allocated as FFSR transfers according to the rules unified for all the regions, with an objective respect to the budget expenditures.

Methods of transfer distribution from the Fund for Financial Support to the Subjects of the Russian Federation (basic items)

The research on Russia's interbudgetary system peculiarities and upon the impact exerted by the Program of the RF Government upon the regional finance status applied to the measures to be taken as projected by the experts, and to the analysis of the theoretical aspects of the interbudgetary relationships optimization as well as basing on the paper on estimating the fiscal capacity and evaluating the expenditure needs of the regional consolidated budgets, carried out under «The estimation of fiscal capacity and the budget expenditure needs of the RF subjects» CEPRA project, a number of suggestions were set forward for further perfection of the methods of FFSR transfer distribution.

On the whole, it can be assumed, that the basic items we are setting forward haven't undergone any changes regarding the principles of financial aid distribution: part of the Fund assets is allocated between the regions, for which the specific gross tax resources, drawn up to a comparable level, do not exceed the average value for Russia as a whole, proportionally to the deviation of the adduced tax resources from the average level for the RF subjects; another part is allocated in a way so as to bring the specific gross tax resources of the less prosperous regions (after the distribution of the first FFSR part) to one and the same level, which is the maximum possible one by the given FFPR level.

Of the modifications proffered, most comprised the principles of fiscal capacity and expenditure needs calculations for the RF Subjects, which are made use of while calculating the value of the transfer provided for the region. In contrast to the transfer distribution scheme currently applied, which hinges on the exogenous dependency of the rates calculated upon a number of factors having a wide scope of adjusting ratio, the given scheme of fiscal capacity and expenditure needs calculation is based upon the results of econometric modeling for regional tax revenues and budget expenditures. An approach like that seems to be the one meeting the interbudgetary equalization requirements to a major degree.

The formulae for gross tax resources calculation, which are subject to the factor values determinant for accruing major tax revenues of the RF subjects (value-added tax, income tax, personal income tax, etc.), are set forward within the scheme. The above tax revenues are calculated according to the formulae obtained by the regressive calculation of tax revenue dependency upon a number of factors. The factors determining a RF subject’s per capita average for fiscal capacity embrace such values as the actual salary reduced by per capita debt growth value, per capita average cash revenues in the region, per capita gross regional product, and per capita enterprise and utility benefit. Table 1 depicts the variety of regional tax revenues, which lay the basis for fiscal capacity calculation, as well as the factors involved therein.

Table 1.Factors of regional fiscal capacity differentiation.

Tax revenues
Factors

1. Personal income tax
1. Actual salary reduced by per capita debt growth value.

2. Company income tax
2. Per capita cash revenues.

3. Other taxes
1. Per capita revenues gained by enterprises and utilities


1. Per capita gross regional product.

The scheme-based estimation of a region’s expenditure needs for the sake of transfer distribution is constituted by eight key expenditure items: housing and utilities, health care, education, culture and arts, law-enforcement activities, transport, state administration, and social policy. The items in the expenditures of the regional budgets, which are at the basis of expenditure need guideline calculations, and the factors involved therein are represented by Table 2.

Table 2. Factors of regional budget expenditure guideline 
differentiation. 

Kinds of budget expenditures (per capita)
Factors

1. Housing and utilities
1.Actual budget revenues of the RF subjects.

2. Municipal share of the housing fund.

3. The number of enterprises and companies within the RF subject *

4. The urban population share of total for the population of the RF subject.

5.Living standard value for the RF subject.

2. Transport and Communications
1. Actual budget revenues of the RF subjects.

2. The urban population share of total for the population of the RF subject.

3. Passenger-miles for public buses in the RF subject.

3. Culture and art.
1.Actual budget revenues of the RF subjects.

2. Newspaper and magazine supply available for the population in the public libraries (the number of newspaper and magazines in the public libraries).

3. Living standard value for the RF subject.

4. The elderly people percentage of total for the population of the RF subject.

4. State government
1. Actual budget revenues of the RF subjects.

2. The urban population share of total for the population of the RF subject.

3. The total population of the RF subject.

4. Actual salary average for the RF subject. Living standard value for the RF subject.

5. Education.
1.Budget revenues of the RF subjects.

2. Schools available for the population in the RF subject.

(the number of people per one school)

3. Living standard value for the RF subject.

6. Health care
1. Actual budget revenues of the RF subjects.

2. Medical-nurse staff available for the population (the number of medical nurses per capita).

3. Actual salary average for the RF subject.

4. Living standard value for the RF subject.

5. Sickness rate in the RF subject (per capita sickness rate)

7. Social policy.
1. Actual budget revenues of the RF subjects.

2. Living standard value for the RF subject.

3. Average city-size in the RF subject. Urban population against the number of cities in the RF subject)

8. Juridical activity
1. Actual budget revenues of the RF subjects.

2. Living standard value for the RF subject.

* per capita.

To simplify the scheme application, aggravated by the representative inconstancy of the indices calculated, the standard expenditures for each item are defined as a multiplication of co-efficient adjusting to the factor value deciding for the budget expenditures within this item For these purposes, the adjustment factors’ values were tabulated for each expenditure item.

SUPPLEMENT 1. The modifications in both tax revenue distribution among the levels of the budgetary system and tax authority distribution among the levels of state government according to the Plan of the RF Government Activity.

Tax
The distribution of tax revenues among the budget system levels,%
The level of state government  responsible for…


The Federal budget
The budgets of the RF subjects
Local budgets
Tax introduction
Tax base outline
Tax rate setting

Federal taxes

Company income tax (the federal share ranges at 11%-10% rate)
100
0
0
Ф
Ф
Ф

Personal income tax
1 / 0
99 / 100
0
Ф
Ф
Ф

Gambling tax (federal share)
Min. Federal rate
0 / 100

Ф
Ф
Ф / Р

Value-added tax
100
0
0
Ф
Ф
Ф

Excises for commodities and some mineral raw materials produced on the territory of the Russian Federation 
100

50 / 100
0

50 / 0
0

0
F
F
F

Excises for commodities imported into the Russian Federation
100
0
0
F
F
F

Currency-purchase tax
60 / 100
40 / 0
0
F
F
F

Legacy and gift taxes
0
0
100
F
F
F

Security transfer taxes
100
0
0
F
F
F

Severance tax



F
F
F

 - for hydrocarbon raw material output
40 (20)† / 80 (70)
30 (50) / 20 (30)
30 / 0 
F
F
F

 - for other natural resources output  (rare natural resources)
25 (12,5) / 60 (50)
25 (37,5)/ 20 (30) 
50 / 20
F
F
F

 - for common natural resources output, taxes raised for the exploration and development of the lands rich in natural resources
0
0
100
F
F / R
F / R

 - for federal sea  resources 
60
40
0
F
F
F

 - for coast sea- shelf
100
0
0
F
F
F

 - for underground water output
40 / 0
60 / 100
0
F
F
F / L

 - for mineral resource base reproduction
30 / 0
30 / 0
0 / 0
F / -
     F / -
F / -

Foreign trade and overseas business taxes
100
0
0
F
F
F

State tax



F
F
F

License and registration fees
100
0
0
F
F
F

Highway taxes
100
0
0
F
F
F

Regional taxes

Regional share of company and enterprise income tax (within the range from 19/20% (25%) for banks, stock-exchanges, etc.up to 27%)
0
100

F
F
R

Casino business tax (exceeding minimum federal rate)
0
100
0
F
F
R

License and registration fees collected by the RF subject’s budget
0
100
0
F
F
F

Sales tax
0
40 / 0 
60 / 0 
F / -
F и R / -
R / -

Single tax for total small business revenues



R
F and R
F and R 

Single tax for company revenues
25 to FB + 25 to 
50

R
F and R
F and R

Single tax for private business revenues
25 in ВБФ
75

R
F and R
F and R

Company net worth tax
0
50
50 
F
F
R(F)

Forest taxes
0
100
0
F
F
R

Use tax on water
0
100
0
F
F
R(F)

Standard and substandard pollution tax
0
100
0
F
F
R

Local taxes and fees

Personal property tax
0
0
100
F
F
L(F)

Land tax
30 / 0
20 / 50
50 / 50
F
F
R and L (F)

Health resort tax
0
0
100
L
L
L

Target personal, company , and enterprise tax
0
0
100
L
F 
L(F)

Commercials tax
0
0
100
L
F
L(F)

Alcohol and beer license fee
0
0
100
L
F
F

Other license and registration fees collected by local budgets
0
0
100
L
L and F
L

Other local taxes and fees
0
0
100




Notes: the levels of authority: F- federal, R – regional, L – local.  R(F) and L(F) mean that the administration activity is possible only within federal restrictions.

Mark: “current situation/the order suggested”

- in brackets – the budget share in case there is an autonomous district within the RF subject.

� In case budget accountability were based upon budget liabilities, regional budget expenditures would be higher and would result in the corresponding budget deficit increase. In particular, the expenditure excess would equal credit debt, though it should be noted that some of the budget liabilities are not considered in budget debt rate (see the results of the research carried out within CEPRA “Debts in Russia”). 


� For more detail of the changes in the policy pursued by the federal center in regard to Tatarstan and Bashkortostan, see “Russian Economy in 2000: tendencies and perspectives”, M., IET, 2001 (www.iet.ru)


� Since July 1, 2001, the value-added tax raised within the relations with other countries is based upon the principles of the target-country in respect to all commodities and services exclusive of oil, oil-products, and gas.


� It should be noted that highway users tax must have been abolished at the first stage of the program, considering the fact that it was not carried out in 2001, it became part of the second stage.


� Due to the lack of data, the effect produced by the new tax in regional section couldn’t be estimated.


� As for the sales tax reform, it should be noted that according to the Resolution of the RF Constitutional Court adopted on January 30, 2001, №2-P, it is obliged that the discrepancy between the RF Constitution and some items of “Tax System Base” Act, regulating sales tax, be eliminated. This tax would be abolished since January 1, 2002, unless tax legislation on the part of sales tax is correlated to the RF Constitution. According to the information we received, currently the RF Minestry of Finance hasn’t suggested any law-project on the modifications in “Tax System Base” Act, as well as any project of the RF Tax Code chapter ”on Sales tax” to the State Duma. 


� : the above recommendations of CEPRA experts were made use of while preparing the state policy in relation to the budget expenditures Concept, which was submitted  to the Ministry of Finance and the Economic Analysis Beureau. 


� For more detail on the problem of financial support to the northern regions, please, see the footnote referring to Radygin
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