
Introduction

Local self-governance became a topical issue in Russia in the beginning of 1990s. The vertical power line disintegration on the whole had led to a situation when solving problems directly related to life support of the population became issues for local communities. Local authorities acquired much wider responsibilities; functions performed by them in reality exceeded to a considerable degree their assigned powers. Aggravated financial crisis and populist decisions at the federal level taken as a result of political struggle made the situation in the provinces even more complicated. 

Mid 1990s witnessed formation of local governments as independent institutions. The Law “On general principles for organisation of local self-governance in the Russian Federation” was adopted, the majority of regions held elections to local authorities. But this was an extremely uneven process throughout the territory of the Russian Federation. When in certain regions local governments rather quickly gained real independence, in the majority of the subjects of the Russian Federation they found themselves under regional authorities’ control. In a number of regions leaders of municipalities are still being appointed, locally important issues are decided by territorial bodies of the state government.

Is local self-governance in Russia an accomplished fact? This question still lacks a decisive answer, it is being actively debated by researchers, politicians, experts. What is evident, though, is that the most decisive factor that does not allow local self-governance to become an independent institution in practice is a lack of regulation of its financial foundation. Though local budgets are formally approved and adopted by representative bodies of self-governance, in practice all their figures are being regulated in detail at the regional level in each instance. In this sphere there is a  lack of unified and long-term “rules of the game”, there are practically no restrictions with respect to taking subjective decisions that have no bearing upon objective criteria. This kind of situation has a most negative influence on establishing self-governance as institution, distorts motives of municipal authorities, and stands in contradiction to international practice of solving financial issues at the local level. 

The first attempt to regulate financial foundations for self-governance was taken in the Law “On financial foundations of local self-governance in the Russian Federation”, which failed. This law had no practical influence upon the practice of financial relations between regions and municipalities. In all probability there is a need to come back to this issue and suggest new approaches to the reform in this sphere, which will be built upon summarized local experience and take world practice into account. 

At present the problems of municipal financial reform are being viewed in a wider context, from the viewpoint of a complex reform of local self-governance system on the whole. Proposals by the Presidential Commission for division of powers, a new draft of the Law “On general principles of organisation of local self-governance in the Russian Federation” suggests transformations of territorial foundations of local self-governance, changing the list of issues of local importance, detailed regulation of the procedure of delegation of state powers to local authorities, regulation of government mechanisms in municipalities. Correlation of different aspects of the municipal reform, the role of financial issues within its framework, possible approaches and alternatives – all these issues are being actively discussed at present. 

In this paper we posed it as our goal to make an analysis of the existing mechanisms of local financial regulation and to work out suggestions for their reform. The present research is fundamentally different from all others in this field by making an abundant use of information on budget performance in concrete municipalities. Thanks to this the results of this research and practical suggestions that follow from them in addition to giving a picture of theoretical views and ideological preferences of the researches also provide calculations on the basis of real budgetary information. 

At the same time the data were used only as a starting point for our analysis. Using them as background information we simulated various scenarios that allowed making forecasts for financial consequences of realisation of different measures in the sphere of changing responsibilities of local authorities, assigning different lists of income sources and mechanisms of fiscal equalization of municipalities. In this way the paper suggests a set of instruments that allows making assessments of results of different suggestions on local self-governance reform that are being discussed now. This will promote taking sound and carefully thought out decisions on a wide range of municipal problems on the agenda. 
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