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Chapter 4. THE BUDGET OF THE KALININGRAD OBLAST
4.1 The revenues of regienal budget and of municipalities
4.1.1 Tax peffornéance in the oblast in 1992-1997

According to IET calculations, the tax burden, that is amount of tax revenues in
proportion to gross regional product (GRP), constitutes in the Kaliningrad oblast 28%
concerning regional and federal tax revenues and about 16% when only tax revenues of
regional budget are taken into consideration (data for 1996-1997). For the consolidated
budget of the ali Russia Federation the same indexes constitute respectively 21% and
12%. At the same time tax revenues per capita in the oblast are small in comparison
with the average for the Federation. For instance, average tax revenue per capita is 1.95
times higher in Russia than in the Kaliningrad oblast and average regional budget tax
revenue per capita in Russia exceeds the same amount for the oblast by 1.7 times (for
gross product the Russia level exceeds the oblast level by 2,9 times). In other words,
when the tax burden in the Kaliningrad oblast 1s 1.3 times higher than the average level
in Russia, there are no more ways left for raising it further. The considerable increase in
tax revenues of the regional budget may be possible only after the regional economic
performance improves.

The quarterly dynamics of all tax revenues at all Jevels of the budgetary system
collected on. the territory of Kaliningrad oblast in 1992-1997 is presented in the Fig. 1
and Table 1. It can be seen from the presented data that from 1992 till 1995 there was a
continuous fall in the figures of tax collection calculated in the constant prices of
December, 1991. But a stabilisation on tax performance in 1997 and a slow growth of
tax revenues in 1997 haven’t yet compensated for the amount lost in 4 years. A seasonal
component can also be seen from the diagram - a fall in total amount of tax revenues in
the first quarter of a year - a phenomena which is characteristic of the tax collection in
Russia. Despite the fact that in the first quarter of 1997 the total amount of taxes
collected was lower than in the same period of 1996 and of any other year, the total
amount of tax revenues of all levels of the budgetary system in 1997 exceeded the
amount of 1996 (in constant prices). |

In 1997 there was a visible growth in personal income tax and especially excise
tax revenues. The dynamics of corporate income tax and value added tax collection was
unstable to a significant extent, showing a general tendency to growth.
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Fig. 1. The guarterly dynamics of tax revenues in the Kaliningrad oblast in 1992-1957 in
prices of 1991

Tt is evident that among the factors that influence the tax performance and
dynamics of the tax revenues collected we can mention the consequences of the fres
cconomic zone regime. But up to now it is not possible to determine the nature and the
scale of this influence (it exercises direct influence only in relation to the federal budget
- decrease in custom duties revenues). On the one hand, this regime locks ke an
incentive to manufacture added value (as goods, manufactured or assembled on the
Kaliningrad oblast territory, are exempt from customs duties when imported from the
oblast to etfect

n the Kaliningrad manufacturers for the reason of the price advantages of the imported

+h
the main «':‘u.J.

Russia territory), but on the other hand there is a depressing
goods because of customs import duties exemption granted to the imported goods by the
free trade regime. The uncertainty of the effects of the free trade zone regulations may
also be proved by the absence of visible shifts in tax collection level and tendencies in
" the period of suspension of the free trade zone regime in Kaliningrad oblast which took
place for 10 months in 1995 (see Tab. 1 and Fig. 1).

The structure of all tax revenues collected in the Kaliningrad oblast was unstable
in 1992-1997 (see Fig. 2).

In 1997 the structure of tax revenues collected on the terrltory of the (}blast wasg 1o
a significant extent the same as in the all Russia Federation (Table 1 1. The pamcular
feature of the tax revenues structure in the oblast as compared with that of the whole
country lies in the fact that the proportion of personal income tax revenues in the total
amount of tax revenues collected is rather high beginning from the third quarter of 1996,
It capmot be explained by the high rate of collection of this tax for wh1le real personal
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income in the oblast exceeds average al-Russia personal income in real terms by 1,55
times (according to the data for January-November, 1997), the amount of personal
income tax collected per capita in Russia exceeds the same in the oblast only by 1,36
times (among pessible reasons for this state of affairs we can mention the high rate of
military population in the oblast, who are not subject to personal income tax).
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Fig. 2. The structure of tax revenues in the Kaliningrad oblast

The low propottion of corporate profit tax revenues evolves from the low rate of -
profit of Kaliningrad enterprises. For example, average profits of commercial
~ enterprises in Russia exceeded average losses in 1996-1997. And as for commercial
enterprises of the Kaliningrad region their average losses either were higher than profits

or profits exceeded losses by a very small rate. As a result - a corporate profit tax

revenues per capita for the whole Federation exceeds the same ratio for the Kaliningrad
oblast by 2.3 times. (For reference: the same correlation for VAT is 1.77 times in favour
of the oblast: to a certain extent it confirms our previously mentioned hypotheses on the
' free trade zone effect from the point of view of added value).
' We have obtained the same results for the revenues from certain other taxes’ in
proportion to the gross product of the oblast and of the all Russia Federation. The
proportion of personal income tax revenues compared with the gross product in the
oblast is 1.6 times higher than in Russia, the propottion of VAT revenues is 1.2 times
“higher and the proportion bf corporate profit tax i1s 1.1 lower than in the all Russia
' Federation. o - ' '
One of the major problems for the oblast is that the forecast on the ground of

which the law on the regional budget is adopted differs significantly from the actual tax

revenues. It is worth mentioning that in spite of the fact that the revenues of the regional

budget remained in 1997 at the level of 1996, the rate of budget revenues execution in
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the fitst half-year of 1997 constituted less than 70% of thé plan. This plan was approved
by the regional Duma in the form of the regional law “On the budget of thé oblast for
1997” and the total amount of tax revenues in this law fixed at the level of 370.8 bln.
rbl. Actually this resembles the sitvation of 1996, when revenues both of the
consolidated regional budget and of the oblast’s budget constituted about 65% of the

plan.
Table 1

The structure of tax revenues in the Kaliningrad oblast
and in the all Russia Federation in 1997

Kaliningrad Kaliningrad |all Russia, %
oblast,. oblast, % to | to total tax
min. Rbl. fotaitax | revenues
o ' TEVENUes -
Total tax revenues collected 1928363 | IOO;O - 100,0
Direct taxes on profit, income, capital growth 650131 33,7 31,1
- corporate profit tax 209175 15,5 18,4
- personal income tax 350956 18,2 12,7
Taxes on goods and services 714879 37.1 40,8
- VAT 610047 31,6 29,6
- gxCise taxes : 78678 4,1 i1l
- license and registration fees 19281 "t 1,0 ‘ 0,5
Payments for natural resources ' 1239657 ¥ 6,4 69
- payments for depths usage 12516 0,6 2,9
- land tax and leasing payments for land 71144 3,7 1,6
Taxes on property 156067 21 g0
- personal property tax 2511 0,1 0,1
- corporate property tax - 151291 7,8 7,8

Taking into consideration the fact that the adoption of a realistic expenditure
program and its execution during the year depends; first of all on the quality of reventes
forecast, one of the main tasks for regional authorities i is Workmg on the’ calculations of -
budget revenues so that the forecast will match actual recelpts ‘

4.1.2 Dynamics and structure of tax arrears in the oblast in 1995-1997

The quarterly dynamics of tax arrears in-1995-1997 is shown ti1 Table Z and in
Figures 3—7. It can’'be seen from the presented data that there has been a significant
growth of tax arrears both to the federal and to the consolidated regional budget. At the

125



same time we can see that the level of corporate profit tax arrears is rather stable
throughout the two years - a tendency that led to the decrease of the share of Cdrﬁméte
profit tax arrears in the total amount of taxpayers’ indebtedness. The VAT arrears
constitutes the major share of total tax arrears.

120000

160000 -

80000

60000 -

! 01.01.85 01.09.85 01.01.98 01.06.96 01.10.96 01.61.97 01.06.87 1

—uam T ta)

Corporate profit tax —3— VAT

Fig. 3. The tax arrears’ dynamics to all levels of bpdgetafy system
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The fact is that tax arrears to the consolidated regional budget exceeds tax arréars
to the federal budget both in absolute terms and in relation to the total amount of tax
liabilities: by-thererid of 1997:(See Fig. 7). This situation is not usual for the majority of
al‘Russia Tegions. a8 regional authorities always have effective measures at their disposal
that make the debior bay.-taxes. It will take a special piece of research to discern the
reasons for such a'staté of affairs but according to information that we have we can
assert that reg'ic'»’ﬂél airthoritics do not use all opportunitics to raise tax performance in
the oblast. R ‘
ERE Table 4
.~ Tax arréars in'% to the sum of tax arrears and tax revenues collected

I 1995 1996 1997

. -all Russia:Federation ! .

.. total o 13,6 18,9 21,3
federal budget 174 23,1 273
regional budgets : 10,8 15,3 ' 16,3

- Kaliningrad oblast '

Sitotal - 6,2 14,1 179

- federal budget 8,3 14,8 , 17,0

consolidated regional budget 4.9 13,8 18,3

I 18 evident from Table 3 that the comparison of tax arrears in relation to tax
fiabilities in the oblast and in the ali Russia Federation could be made in favour of the

2%



Kaliningrad oblast. But at the same time the growth rate of tax arrears against tax
revenues in recent years has been higher than in all Russia Federation.

It is worth mentioning that manipulating tax rates under present circumstances and
the volume of tax indebtedness is useless from the point of view of improving tax
performance without taking adequate measures aimed at charging tax arrears. The
present volume of tax arrears leads to asymmetric results of tax policy that results from
the following mechanism: raising tax rates leads to the growth of tax arrears and
reducing fax rates results in total decrease in tax revenues while the volume of tax
arrears remains on the same level or even increases. The way out of this vicious circle in
our opinion is to restructure indebtedness on tax and other payments - and in order to
start the process regional authorities need to work out and to adopt appropriate
measures. | '

- 4.1.3. Econometric analysis of the factors that inﬂﬁence tox revenues
in the Kaliningrad oblast

In order to discern the main factors that exercise influence on the dynamics of the
tax revenues collected we have made an econometric analysis where we have taken
deflated monthly data on the tax revenues of the consolidated regional budget as a
dependent variable. At the same time we have set as regressors monthly data on various
ecopomic indicators of the region ncluding inflation (CPI), debit and credit
indebtedness, and living standards levels of the regional population. We have chosen the
following period of time for research: between January 1995 and November 1997.

To analyse the extent of dependence of tax revenues on the level of economic
activity in the region we run regressions with the volume of industrial production as an
independent variable. In this case we do not detect any significant influence on the tax
revenues dynamics (Equation 1, Table 4). In our opinion, this could be explained by the
fact that industrial production does not necessarily lead to the emergence of tax
labilities - first of all for the reason of low sales and low level of immediate payments
for the shipped products. .

One of the factors that exercise negative influence on the tax revenues collected is
the indebtedness of enterprises to their counterparts for raw materials (debit
indebtedness). To check the extent of dependence we took indicators of indebtedness of
enterprises as independent variables. We also assumed that these indicators must
exercise negative influence on the tax revenues collected (indebtedness of enterprises
results from the lack of funds on the enterprises’ accounts and hence it is impossible to
redeem tax liabilities). Regression results confirmed our assumption (See Equation 2,
Table 4). High t-stats of parameters of indebtedness indicate the high significance of
these parameters. A Durbin-Watson statistics exceeds the upper critical level (in this
130




case it is equal to 1.55) and this fact enables us to put down the
hypothesis. ' N
For the estimation of the influence of the level of living standards on the tax

dLals autocorrelatmp

revenues collected .we used the “indicators of unemployment (the proportion of
unemployed population in the total population of the oblast), together with personal
income and average salary in the region as independent variables. Unfortunately, as in
the case with level of industrial production, we have not found significant correlaiion on

all variables with tax revenues (Table 4).

, Tabled
The resulis of regressions
1 2 3 4 5

Number of observations 35 35 35 35 35
Unemployment L 0,25
t-stat - -1,47
Real income of residents -0,15
{-stat ~0.85 e
Average salary 33
t-stat ~1,98,
Debit indebtedness -1,78
t-stat .. -2,68
Volume of industrial production -0,02
t-stat -0,12 U T
C 606833 | 75845,2 | 80285,1 | 679754 | 73041,6
t-stat 4.74 12,96 5,55 6,55 10,07

- R adj -0.03 0,21 0,03 0,01 0,08 -
F-stat 0.01 5,39 2,15 0,73 4. -3,91
bDw 1.31 1,77 - 1,38 1,39 1,50

The absence of a significant link between indicators of liviﬂg Stan&a}ds and tax
revenues is probable for a number of reasons. Unemploymeht like pei:sonai ncome,
exercises greater influence on income taxation rather than on total amounts of tax
revenues collected. The lack of the necessary number of observanons _concerning
personal income tax revenues in the oblast does not enable us to run a fu]l_ e(_:onometnc
_analysis of the interrelationships existing between these indicators. _ |

As far as average salary is taken into consideration, we have observed a negative
influence of this factor on the dynamics of total tax revenues. Despite the _fact that 1t
explains only 8%. of the dynamics of total tax revenues, the link between these two
variables is quite stable {the t-statistics value enables us to reject a zero-coefficient
hypothesis with 94% probability). This link in our opinion evolves from corporate proﬁt
tax evasion by raising salaries thus decreasing the tax blirdan on enterprises. The fact
that the share of personal income tax revenues in total tax revenues collecied of both the
consalidated regional budget and the foderal budget exceeds the share of -corporate
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profit tax- revenues in the Kaliningrad oblast proves our assumption in indirect way as
for average regional tax revenues structure the proportions are vice versa.

4.1.4 Estimation of tax revenues of the consolidated regional budget of the
Kalznmgmd oblast in 1996 in accordance with the main conditions of the drafi
Tax Code (Edzz‘zon of 01.02.1 998)

This section concentrates mainly on the possible chanlg'es of tax revenues
following the conditions imposed by new tax legislation which might be introduced by
adoption of a Tax Code by the State Duma. We have made our calculations on the basis
of 1996 statistical data for it is the latest period on which we had full data at our
disposal.

In order to make an estimation of tax revenues in 1996 we use regional data (with
corrections added to make the data fit the latest edition of the Tax Code), submitted by
the Ministry of Finance to the State Duma, together with calculations of federal
financial transfers from the Fund for Financial Support of Regions for 1998. In our
research we have taken into account the following changes in tax legislation which are
envisaged by the Tax Code: repeal of taxes, charged from payroll fund and companieg.«+ ;-
receipts (transport tax, duty on the needs of educational bodies, tax on 'housing' ands:. .
objects of maintenance in the socio-cultural sphere, taxes on militia support, territory: -,
improvement etc.), reduction of tax rates and changing progressive scale for personal
ingome tax, change in rules of tax base calculation for corporate profit tax that implies:- -

ntroduction of accelerated amortisation, revision of expenses list that reduce corporate.’
profit tax base, infroduction of new rules of taxation for consolidated groups,
-Introduction of a sales tax. ‘ .

The corrections in the MinFin calculations was as follows:

- the VAT tax revenues were reduced on the grounds of maintaining the

preferential rate of 10% on several groups of food products and on goods for children.
The reduction was made in the same proportion to the actual VAT revenues collected as
the estimated growth of VAT revenues to the federal budget related to the forecast of
VAT revenues, calculated according to old rates (130056 min. RB]. instead of 135747
. mln. Rbl., offered by MinFin); VAT revenues were estimated a't'_lthe‘ rate of 20% instead =
of the 19% that was in the draft earlzer) o ‘
- corporate {oﬁt tax revenues were esttmated at the rate of 19% mstead of 22%-
(the estimated revenues decreased from 187975 mln. Rbl. to 162342 min. RbL}. B
We have also made our own estimation of sales tax revenues in the Kaliningrad =
-oblas_t, which can be seen in Table 5. If sales tax were 1niroduced in 1996, revenues of
the consolidated regional buciget from its collection would have been about 175700 min.
Rbl. But one must bear in mind the fact that statistical data on retail turnover include
132 ‘




estimation of shadow turnover, which cannot be taxed. This mév reduce the actual

amount of sales tax revenues in comparison with our estimation, but calculation of the

discrepancy amount is one of our tasks for the next stage of research

o 7 y T all)le 5
Estimation of the sales tax revenues in the oblast~ =7 "™
First half-year of 1997 1996
Retail-trade turnover, bin. Rbl. 1832 I
Tax rate 5% 595
Tax amount, bln. Rbl. 91.6 1757
Tax amount, % GRP 2.9% o 2.8%.

The results of tax revenues estimation in 1996 is shown in Table 53:..-11; foll_qwé.,“
from the results of our research that after the Tax Code comes into force the level oftax.. | . -

revenues will not change seriously. The changes in tax revenues collected will also .

depend on the tax arrears growth in the oblast and the proportion of taxirevenues to .

GRP will depend mainly on its dynamics. It is possible that in the very:near future

regional authorities will face the problem of the decrease in tax perfortmance in the -

oblast. LI
Table 6
The comparison of estimated and actual tax revenues
of the consolidated budget of the oblast in 1996
Actual of 1996 Estimates
mlin. % GRP mlin. Rbl % GRP

Rbl.

Direct taxes on profit, income, capital
growth -

including -
- corporate profit. tax
- personal income tax
Payroll Taxes
Taxes on goods and services
including
VAT
Excise taxes

Sales tax
Taxes on property

including
- personal property tax
- corporate property tax
Payments for natural resources
Other taxes, fees and duties
Tax on housing and socm—cultural objects
TOTAL
GRP, min.RbL

161876 |  8,0%

206651  3,6%
254460 | 44%
33003 | 6%
137539 | 2,4%

93931 -1,6%
11269 0,2%

0 0,0%
120472 2,1%

118933 2,1%

64762 1,1%

114064 2,0% .
87110 1,5%

931716 | 16,2%
5755636 .

1401 0.0%

237890

136901
8989
92000

184991

18077

L 73758 [

930819

4,1%

2,4%
0,2%
1,6%
3,2%

0,3%

©1,3%

16.2%
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4.2. Inter«budgétﬁry relations’
4.2.1. Inter-budgetary relations in the financial system of the oblast

The main object of inter-budgetary relations structure analysis concerning the
Federation is the distribution of revenues and expenditures between levels of budgetary
system. The high degree of decentralisation of tax revenues allocation is typical of the
Kaliningrad oblast. For instance, if the average share of regional budgets in tax revenues
of the consclidated regional budgets for the all Russia Federation in 1996 was about
48% of total tax revenues and the share of municipal budgets' share constituted 52%, the
proportions of budgetary system levels in total tax revenues in the oblast was changed
from 35% and 65% in 1995 to 26% and 75% in the first half-year of 1997 respectively.
The process of revenue and expenditure ‘decentralisation is dates from 1992, when
municipal budgets got 50% of-total revenues and bore 60% of total expenditure of
consolidated regional budget, until 1996 when the proportions were 63% and 65%
respectively (see Fig. 8 and 9):
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Fig. 8. Structure of consolidated'regional budget's revenues m 1992-1996 (%)
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The State Duma of the all Russia Fécierati@n approved on the 10" September 1996
the federal taw Nr 126-FZ “On the Financial Basis for Municipal Self-Governance m all
Russia Federation”; on the 25" of 'Septenﬁber'thé law was signed by the President. This

law was aimed at making guarantees in the sphere of the municipal budgets’ revenues by
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setting a number of minimal proportions of federal and regional taxes revenues that .
must be assigned to municipal budgets. The estimation of municipal and regional tax.
revenues was carried out on the following minimal proportions, that are envisaged by

the law:
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Flg 9. Structure o;f consolidated regional budget’s‘expenditureé; i01992-1996 {%)

1. The proportion of the municipality in the corporate profit fax revenues is 5%
compafed with the share of a région {maximum regional rate is 22% or 63% of the total
amount according to the law “On the tax on the profit of enterprises and organisations”):
Before the adoption of the iaw the ex1sung law “On the basic budget rights ahd rights to
form and use extra- budge* finds of exscutive and representative bodies of state power
of the republics in all Russia Pedsration, autonomous oblast, autonomous districts,
krajs, oblasts, cities Moscow and St. Petersburg, municipal self-governance authorities”
did not envisage eny proporti’dri of municipalities in corporate profit tax revenues,
determining that thls kind of tax reverve may be assigned to these budgets in proportion
of 100% or less (actual share of municipalities in 1996 on the Federation level
constituted 40% of regional profit tax revenue). The law of the Kaliningrad oblast "Otx
the budget of the oblast for 1997" does not set the proportions of municipal budgets m
Lhe total corporate profn tax revenues with reference to acting laws and regulations thus
opemng the way to setting this proportion by individual negotiation. '

2. The mmlmal proportion of municipalities in personal income tax revenues is
set at the level of 50% of the regional share which was 90% according to the law “Omn
the ‘?edera} Budget for 1996”. The law “On the basic budget rights...” does not also
en\nsage any proportion of municipal budget in the revenues of this tax and the actual
proportion in 1996 on the Federation level amounted to 73% of the regional share, The
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law of the oblast on the regional budget for 1997 assigns 100% of the personal income
tax revenues to municipal budgets.

3. The mimimal proportion of municipalities in VAT revenues is set at the level
of 10% of the regional share which is 25% of the total revenues according to the law
“On the Federal Budget for 1996”. Existing law does not regulate distribution of this tax
revenue between mumicipal and regional governments and the actual proportion of
municipalities on the Federation level in 1996 was 39% to the regional share. The law"
of the oblast on the regional budget for 1997 assigns 25% of the regional share of VAT
revenues to municipal budgets.

4. The minimal proportion of municipalities in excise tax revenues is set at the
level of 5% for excise taxes on spmts vodka and 11quor and 10% for excise taxes on
oigier goods excludmg mineral - raw * materla.ls petroi cars - and imported goods.
Accordmg to the law “On the Federal Budget f@r 1996 ’the reglonal share in 1996 was
50% for the first group -of goods zand 100% for the second The: ex1st1ng laws and
regulations do not set any proporiion of excise tax revenues distribution between
regional and municipal authorities and the actual proportion of municipalities was in
1996 22% of the total amount of excise tax revenues.

5. The pfoportion of municipalities in corporate property tax is not less than 50%
of the consolidated regional budget's total tax revenue. This proportion has not changed
in comparison to the law “On the basic budget rights...”. The only innovation of the new
law is setting the minimum of 50%, which means prohibiting the reg1ona1 authority
from decreasing the proportion.

o 7 The aim of the research was to answer the question: what would be the change in
the tax revenues' structure in the Kaliningrad oblast in 1996 if the schemes of sharing
the regulating tax revenues were implemented valid and the assignments of tax revenues

to that kind of budgets were made according to minimal rates.

Our estimation shows that in 1996 the proportions of regional and municipal tax
revenues in the total tax revenues of the consolidated regional budget constituted 24%

* and 76% respectively and if minimal proportions of tax revenues were set in 1996 the
share of the regional budget's revenues in the {otal tax revenues in the oblast would
amount to 58%, and as for municipal budgets their proportion would be 42%. Such a
result reflects the standard situation in Russia, where as has alrcady been mentioned

above, 48% of the consolidated regional budgets' tax revenues is revenues of regional

authorities' budgets and 52% falls on municipal budgets. And if minimal proportions of
 municipal tax revenues were introduced from 1996, the actual proportion would

decrease to 32% and the minimal share among all regions after setting new normative
rates 1s estimated to be 14% (Kabardino-Balkarskaya Republic) and the maximum -
- 54% (Tngushskaya Republic). o
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- In other words, adoption of the new law contammg munimal normative rates of

' federal tax revenue ass1gnment to mun1c1paht1€s does not lead to the increase in
_proport:lon of tax revenues of this level of budgetary system in the total tax revenues of
the consolidated reglonai budget. The minimal proportion of tax revenues guarantesd by
the law is 20 percentage points less than the actual data for 1996. Hence, setting new
minimal proportions of tax revenue assignment both does not cause an increase in the
guaranteed level of municipal budgets tax revenues and makes impossible emerging
new expenditure obligations of regional authorities in relation to municipal budgets
aimed at donating them up to the minimum level of tax revenues guaranteed.

‘ The main methods of budgetary equalisation in-all Russia regions are as follows:
assignment of the shares of federal and regional tax revenues-to municipalities, granting
direct financial ‘qupOﬁ (donations, transfers, subventions} fo the lower level budgets,
exercising mutual clearing and making budget loans to municipalities. The Kaliningrad
oblast authoritics use, as can be seen from the data, all kinds of financial support of
districts and town except for financial transfers (from the fund for financial suppott of
municipalities) and subventions.

» Among important prmmp}es of mter—budgetary relatlons we can single out using
plain methodology of calculatmg financial flows umque for all municipalities and
transparency of inter-budgetary relations. We can see thgt the main features of regional

. and municipal budgets' relations are the same as for the relations of the regional and

- federal budgets: the proportion of financial support that is granted to the low level of
budgetary system according to formal and unique for all recipients criteria is far too low
to constitute 100% of all financial support. Mutual clearing and budget loans are neither
formally calculated methods of financial support nor fully regulated by federal laws.

‘Unlike normative rates of tax revenue proportions and donations granting the amounts

* of mutual clearing and budget loans are approved in the process of budget execution.

Moreover, among the recipients of the latter forms of financial support we may find
both "weak™ and "strong" territories. 7 '

‘_ While organising inter-budgetary relations inside the region it is important to look
at distribution of {inancial flows among local budgets of various levels and not only
among regional budget and local budgets that are subordinate to regional budget. In
other words it is interesting to look at the problem of financial flows from district
budgets to the budgets that are subordinate to them (budgets of small towns, villages,
e’fc_.j. According to the law “On the Financial Basis for‘Mﬁnicipal Self-Governance in

~all Russia Federation” one of the instruments for financial support is financial flows
from the fund for financial support of municipatities. Until 1978 there was no such a
fund in the oblast.



We consider it rational to assign to the fund the amount of the federal financial
iransfer from the federal fund of financial support of regions and the fixed share of
regional budget's tax revenues. The best variant is to form the fund on the account of the
federal taxes revenues of the regional budget: 10% of the VAT and 10% of excise taxes
revenues. For the more simple formula these two rates may be replaced by the
equivalent - 10-15% of total tax revenues of the regional budget.

While looking at the problem of the sources:of the fund for financial support of
municipalities we must take into account the formal criteria in accordance of which the
distribution of the fund will take place. These criteria may not include individual
features of a municipality that may require additional funding. That is why it is rational
in our opinion to leave a share of financial resources free as a reserve fund of regional
authorities for current budgetary administration and for financial support for investment
and other special purposes. This becomes more important in the case of setting the
minimal proportions of municipal tax revenues for the period that exceeds 1 year and
assigning fixed sum transfers for the period exceeding the duration of the budget
planning cycle. | '

While working out methods of distribution of financial transfers to municipalities
from the regional fund for financial support of municipal budgets it is tmportant to fix
the relative normative rates for the long period of time, for example, not less than three
years. This requirement on the one hand will make executive and representative bodies
be more responsible while setting the normative rates and on the other hand, which is
more important, it will ensure local authorities of additional support from the regional
budget in spite of possible growth of their revenues.

As was mentioned above, setting relative amounts of financial transfers for the
period of time exceeding-the budget planning cycle 1s one of the reasons for reserving a
certain sum for special unforeseen. purposes. This reserve will enable additional support
to be made to mumicipalities. Among the possible variants of regulating the fund for
financial support of municipalities allocation is one that envisages a trapsitional period
of 1-2 years when financial transfers to municipal budgets will be fixed every year (for
the experimentation of the mechanism). In fisture the shares of municipalities mn the fund
must be fixed for a period of not less than 3 years with a right given to the regional
authorities to form a financial reserve aimed at financial support other than transfers
from the fund. - . ' |

To distribute the resources of the fund for financial support of municipalities in
the Kaliningrad oblast various a'pproaches may be used, among which we can single out
one based on the principle of revenue equalisation, that implies granting financial
support depending on the level 6f tax revenues (or total revenues) per capita and another
based on expenditires-revenue equalisation of municipal budgets when a part of the
fund is distributed in accordance with revenue per capita criteria and the rest — in
‘proportion of the difference between normalised expenditure and revenue forecast.

438

ey




In conclusion we can mention that the Kaliningrad oblast is open to the further
development of inter-budgetary relations and the law “On the Financial Basis for
Municipal Self-Governance in all Russia Federation” creates all necessary conditions
for this process. ’ ,
4.2.2 Financial support from the Federal Budget

The Kaliningrad oblast is the region that receives the financial support from the
federal budget and in particular from the Federal Fund for the Financial Support of
Régions - Subjects of the all Russia Federation (FESR). In 1994 the regional budget
received from the FFRS for the amount of 32493 min. Rbl. or 15% of the total budget
revenues. In 1995 the amount of financial transfer was 161590 min. Rbl. or 11.6% of
the total revenues and in 1996 the regional budget received 189118 min. Rbl. or 8.5% to
total revenues (the regional share of the region in FFSR was fixed at the level of
0.8834%). The law "On the Federal Budget for 1997" envisaged the share for the
Kaliningrad oblast to be 0.5026%. So, from the actual size of FF5R in 1997 that was
32658.1 bln. Rbl. and taking for granted that the financial support was distributed
following fixed shares, in 1997 budget of the Kaliningrad oblast was to receive
164139.6 mln. Rbl. The law "On the Federal Budget for 1998" envisages the share of
the oblast in FFSR in 1998 at the level of 0.4525%. If revenues of the federal budget
constitute the planned amount this share will mean 150 - 155 bln. Rbl. in old prices.

The size of financial support in the form of transfers from FFSR has been
continuously falling during the four years of the FFSR existence. The fall of the regional
share in FFSR in 1998 .- 0.05 percentage points in comparison with 1997 and by 2 times
in comparison with 1995 - cannot be explained by objective reasons as tax performance
" in 1996 has not improved and the calculation of federal transfer was made on the basis
of 1996 tax revenues. It is evident that the decrease of the oblast's share is the
consequence of discussions of the law on the federal budget during its approval in the
State Duma. This may be proved by the fact that the draft budget that was introduced by
the Government to the Duma envisaged the share of the Kaliningrad oblast in the FFSR
at the level of 0.63% which exceeds the same for 1997. This situation once mare makes
us pay attention to the main drawback of the present system of the FFSR distribution -
the absence of transparency at the stage of its final approval in the State Duma. It is
clear that the final approval of the regional shares in FFSR is made without taking nto
account the formal calculations of the MinFin that are submitted to the Duma but
according to current political needs of the deputies. All regional shares in FFSR: were
changed after four readings of the budget law in the Duma and the majexity ‘of these
shares were changed by 1.5-2 times. ‘ :
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The principles of FFSR distribution for 1998 are as follows. The calculations are
made on the basis of actual reported data for the base year in conditions of 1996 and in
prices of 1998. Minl'in used normative expenditures in its calculations and if the
normative rate has not yet been approved for an expenditure item, it is calculated from
the payroll fund for 1993 inflated to 1996.

The calculations of regional shares in FFSR include several stages. At the first
stage budget revenues per capita are replaced with average budget revenue per capita for

the respective group of regions (all regions are.divided into 3 groups) if the former is ™"
less than the latter. The right to financial support from FFSR is accorded to all the *'*

regions where expenditures exceed revenues. The share of the region is calculated in
proportion to the estimated deficit.
At present a working group on the development of interbudgetary relations of the

Commission for the Economic Reform under the Government is discussing several new

approaches to FFSR distribution. The main ideas of the interbudgetary relations reform
in Russia is, firstly, 1o make the whole process transparent and secondly, to make the
amount of financial support fit the real financial needs of the regional budgets. 1t is
worth mentioning that there are several draft concepts of inter-budgetary relations,
among which we can single out two major directions: FFSR distribution in order to
equalise regional budgets' revenues so that it won't be less than a normative revenue per
capita and calculating financial tramsfers in proportion to the difference between
estimated own revenues and normative expenditure of the regions.

The estimation of the results of applying of the first variant on the Federation level
is now impossible for the reason of the lack of statistical information on several regions.
Thus, the results of the analysis. cannot be used for comparative analysis in our case.s.. -
The second variant of the FFSR distribution method, the one which has a high degree of : :
probability and which will be introduced from 1999, is the method of . -
expenditures/revenues equalisation with additional support for depressed regmns
developed by IET experts.

The method includes two stages: at the first stage the part of the FFSR is alloeated""" IR
among depressed regions in order to maintain the maximum deficit of their budgets at = **
the level of 50% to expenditures. Af the second stage the rest of the Fund is distributed =~ -

among the regions in proportion to their estimated deficits after receiving the first part
of the transfer. In other words, depressed regions receive financial transfer from FFSR
in two parts: first supplementing their budgets in order to make the deficit not less than
50% to expenditures and second a funding that by its nature resembles the' financial
transfers under the existing system of FFSR allocation.

. The calculations of transfers under the existing and draft methods of FESR -
allocation are as follows. Under the existing method, the oblast is to receive a transfer of
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212.4 mln. Rbl. or 0.63% of the FFSR amount and according to the draft method the
sum of the fransfer is 1.5 times less and constitutes 154 min. Rbl. or 0.46% to the FFSR
amount. This decrease could be explained by the special approach to depressive regions,
that require one-third of the Fund to support their deficit on the 50% level (the
Kahnmgrad blast is not mcluded n depressed reg1ons) But on the other hand the second
' result matches the share of the oblast in FFSR, approved by the budget law for 1958
(0.45%). This coincidence (and the fiirther analysis of the full range of regional shares
in FFSR) shows that the process of FFSR re:distribution in thé Duma is aimed 4t the
‘dssignment of higher financial $uppbrt t6 the high-deficit regions.

‘ So, the primary analysis of relations between the Kaliningrad oblast's budget and
the federal budget shows the gradual decrease in the financial transfers from central
government with no ground for its raising'. That is why, while financing expenditures

- and making assessments for draft budgets regional authorities must account first of all

on the internal resources of the oblast, thus not expecting significant financial -support
from the federal budget in the form of transfers from FFSR. Talking about internal
- Tesources it must. be mentloned that raising additional funds cannot be performed by
serious ax revenues mcrease but by restructu;rmg of regzonal expenditures, primarily -

im plementmg housmg reform

4.3 Expenditures of regional and municipal budgets
4.3.1 Budgets ! spending exectition

The analysis of the budgetary policy in the Kaliningrad oblast aimed at the

development of the set of recommendations to the regional authorities must be carried

= out from the posmons of system approaeh This implies taking into account both
i mdlcators on the consohdated regmna.l budget regmnal extra-budgetary funds, regional

branches of federal extra—budgetary funds mformatmn on federal and regional
development programs in the oblast. Be51des one must con51der the information on
federal taxes, collected on the oblast's territory, on the tax advantages that éxist in the
oblast, on expenditure items fc.}_}et_‘ areﬁnanced from the federal budget. Such an approach

2! Raising of the amount of finanmal support to the oblast is unp0551ble for several reasons: first,
the planned transfer calculation on the basis of normative expenditures will lead, according to our
estimations, to the fall in the oblast's deficit (first of all for the réason of the decrease in the normative

- expenditures, on ‘housing and commiunal services in comparison with actual data), second, new method of

estimating future revenues wilt lead to the higher figures of revenues forecast in the next year (for the
reason of improved tax performance in 1997), and third, a large number of regions with high deficits wilt
extend the part of FFSR in their favor,
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enables us to find drawbacks and to develop a program of optimisation of ﬁpaumal
flows and to enable rational decisions an expend1ture to be taken.

The structure of consolidated regional budget dynarmcs shows that in 1993-1996
the main expenditure item was expenditures in the sogal sphere. The share of this item
in the total expenditures structure has 'r‘i.sen from 34.9% in 1993 to 53.3% in 1996 (sce
Table 7). The share of expenditure on industry has'fal_len twice (from 50.9% to 25.4%).
The draft budget of the Kaliningrad oblast envisageé the opposite proportions of budget
expenditures, and resembles the state of affairs in 1995. However, after comparative
analysis of the two budget plans, for 1997 and for 1996,we may see that the difference
in the planned expenditure structure is not very serious.

Table¥

The expendituré structure of the cansoii&ated regional budgef iv 1993-1997

Expenditure items 1993 1994 1995 11996(plan); 1996 1957
(plan)
Total expenditures 100 100 100 100 100 100
1. |[Economy 50,9 40,9 37,8 433 254 387
2. |Social sphere 34,9 40,5 464 47,3 53.3 48,0
3. |State authorities 2.6 3,3 4,1 3,2 4.3 3.3
4. |Other expenditures . 11,6 ‘15,3 8,7 6,1 17,0 14,0

It is worth mentioning that tﬁe approved budget plans in the oblast differ greatly
from the actual budget execution. The expenditure plan of the consolidated budget of
the Kaliningrad oblast for 1996 was executed only by 75% and on the financing of
industry - by 48% (see Table 8). The situation is worse for the regional budget of the
oblast: its execution was about 70% and on the financing of industry - 25%. We can also
observe the same state of afféti_ré 'in“thre first half-year of 1997: the budget execution
constituted less tha_n two-third and as far as industrial financing - was 13%.

T «;_rble &

The expenditure structure of the consolidated budget of the oblast in 1996, %
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bln. Rbl. %o bln. Rbl. %o % to the plan
Total expenditures 1977,1 100 1458,6 160 73,8
1. {Economy ' 858,0 43,4 474.9 32.9 55,3
2. |Social sphere 9338 472 785.6 54,0 84,1
3. |State authorities 63,9 3,2 64,1 4.4 1003
4. |Other expenditures 121,4 6,1 124,0 8,5 102,1



4.3.2 Social expenditures

The budgetaffﬁnanoing of the social sphere is in the following condition (see
Table 9). During 1993-1996 the share of social expenditures in the total expenditures of
the consolidated budget was growing and by now it had reached the level of 53%
against 35% in 1993. The shares of expenditures on education, healthcare, social policy
are growing and at the same time there is a constant redistribution of resources inside
the item. The share of educational expenditure is slightly decreasing, remaining on the
level of about 50% of total social expenditures. The shares of expenditures on healthcare
and sport are also decreasing but more sharply. By their account the share of social
police expenditure has risén more than four times.

Table 9
The social sphere expenditure dynamics
1993 1994 1995 1996 1997 (draft)
bln. % bin. % bln.| % |bln.| % |bln| %
Rbl. Rbl. Rbl. RbL Rbl.
Social sphere 63.4 |100.0 | 233,0 | 100.0 [553.9] 100,0 |784.4| 100,0 [1144,| 100,0
34,9 40,5 494 533 | 8 | 48,0
Education 338 | 533 | 122,0| 524 [2653| 47,9 (387,9| 49,5 |$28.9| 462
- | 186 21,2 237 26,4 22,2
Health-care and | 24,9 | 393 | 79.4 | 34,1 l179.1| 32,3 |240,6] 30,7 |406,7| 35,5
physical culture 13,7 13,8 16,0 16,3 17,1
Social policy 45 [7,12,5] 30,9 13,35.4(107,9] 19,5 |153,6] 19,6 [207.4] 18,1
: 9,6 10,4 8,7

The chénge in the tendency from the growth of the social expenditures in 1997 to
the decrease is quite visible. If we lbok at the plan of the social expenditures for 1997 it
constitutes 47.2% fo the total expenditures (see Table. 10). _ | ‘

The adoption of an unrealistic budget law leads to the serious re—dlstributmn of

resources among various expenditure items during its execution. Foe instance, the share:

of expenditures on health-care and physical culture increased in comparison {o. the plan.

both in 1996 and in the first half-year of 1997. In the same time relative expenditures on
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social policy were lower than in the plan in the regional budget and higher in the
consolidated regional budget. o .

The analysis of social expenditures in the Kaliningrad oblast showed that its level
is lower than in the regions with the same economy structure (estimated by the relation

- -‘of the volume of industry production to the volume of agricultural produgtion, see Table

11).
Table 10

Execution of regional budget's expenditures in 1996 - first half-year of 1997 and of
consolidated regional budget's social expenditures in 1996

Ttem. Plan for|[Executil % - |Plan for{Executi] % |ConsolijExecuti{ . %
1t | onof |executii 1996 on |executi | dated | on |execuii
half- 1st on (%) ! 1996 | on iplanforl{consol{ on
year | half- (%) 1996 |idated),
(%) | year , 1996,%
: (%)
Education 16309 | 13583 {1 83,3 142127 ; 23032 { 54,7 |432388({3523041 8§15
(1756 1 (19,9 (22,6 | (168" 463 | (44,8
| 34) | 4.5 64 | 5,1 21,8) | 24.3)
Culture and art | 8474 | 5206 61,4 | 13747 | 15057 ; 109,5 | 41134 | 38246 | 93,0
©.1 | 7.6 74 1 (11,0 (44 | (4.9
1,8 | 1,7 210 | 33) 21 | 2.6
Health-care 50790 | 40478 | 79,7 | 82581 | 76853 | 93,1 1284093242157, 852
and physical (54,8 | (594 (44,5 | (56,0 1 (30,40 (30,8
culture 10,7) | 13,5) 12,6) | 16,9) | a4y 167
Saocial policy 17097 | 8845 51,7 147093 | 21996 | 46,7 |1762221152866| 86,7
(184 | (13,0 254 | (16,0 (189 | (19,5
36) | 3.0) 72) | 48) 8,9) | 10,5) -
Total social 92752 | 68112t 73,4 |185625(1372131 73,9 933837785573 84,1
expenditures | (100,0 | (100,0 (100,0 | (100,0 (100,0)| (100,0
119,6) | 22,7 282) | 30,1) 472y | 54,1)

This could be explained mostly by the population structure of the oblast. The
average age of the oblast's residents is 33.3 for male and 39.1 for female. The
predominance of this age and the relatively low share ‘of old pebple and children
(residents over 60 and younger than 15 constitute about one-third of total population) is
the reason for the low level of social expendifures. -

The important reason for the relatively low level of expendﬁures on education and
health-care is the high concentration of population in the cities. The proportion of the
urban population in 1995 exceeds the rural population of the oblast. It is evident that
under such population structure the expenditures on health-care and education are
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comparatively low. In spite of the present situation the regional authorities may face the
problem of social expenditures growth in the following 10 years. The problems of social
reform in the region can be found in the other sections of this chapter;

Table 17
Social expenditures in the Kaliningra& 6bla$'t; in'the regions with the same structure
- of economy and in the all Russia Federation in 1997

Ratio. .- :. Socia'l\ - incl. social | incl. incl. health- |

© industry/: | expenditures |- policy education care
~agriculture. | perhead : | expenditures | expenditures | expenditures
- : "+ .| perhead .| perhead per head
all Russia Federation| - 5,0 - | .1079,7 | 1‘80;,8' 484,77 . 3379
Leningrad oblast - 3,0 S749,6. | . 1250, 346,4 226,1
Novgorod oblast 3.1 © 8519 177,2 421,3 188,38
Ivanovo oblast . 3,2 | LT4L0 | L H4B0 303,2 261,5
Chuvash Republic 2,9 765,000+ 1350 360,7 198.4
Astrakhan oblast 2,9 861,5 142,5 388,8 2894
Republic Tatarstan 3.5 - 1296,5 640 | 5983 525.8
Rostov oblast 297 | 6510 g 'E’J’Q 9 | 2873 1973
Omsk oblast 2,9 10884 1 200 5 - 4483 3358
Republic Khakassiya 3,1 1060,8 2047 4913 301,6
. Byryat Republic 3.0 10073 166,35 526,3 2553
. Kaliningrad pbl@s‘g .32 8384 . | 1642 373,9 2393

L, o 433 Expendityre on fhe cconomy

The Sltuatlon m‘th the expendltures on the: econﬁmy in the Kaliningrad oblast is as
follows (Saq Table 12) In 1993 - 1996 the share of this expenditure item in the total
expenditure of the consohdated reglonal budget fell twice from 50.9% in 1993 to 25.4%
mn* 1996. But in’ the samé’ time the expendltures on pubhc transport, road repairs,
commumcatlon and mfarmatlcs have been rising in 1993 1995 and on the other items
we can observe a dramatlc decrease

~ The re- dlstrlbutlen of the consolidated budget expendltures on the economy can
also be observed. The share of housmg expendﬁure has been rapidly gromng and in
1996 reached the level of.7 5 8% of total expendﬁu;re on th¢ economy against 52.9% in
In other words compensatzon of housing costs absorbs all resources allocated for

the developi’nent of the economy The degTee of budget faw execution for expenditures
on the econony is lower than for social snhere The level of execution for this item in
consolidated, budget is 55.4% and in regional budget it constitutes 24.9%. In the first
half-year of 1997 the financing of the item in question was 12.9%. of the plan
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The expenditures’ on economy dynamics in 1993 — 1997

Table 12

Expenditures 1993 1994 1993 1996 [ 1997 (drafi)
bin. |(%)*] bln. [(%)*| bln. | (%) *| bin. [(%) *| bln. | (%) *

Rbl. RbL | Rbl. | RbL Rbi.
Economy 92,6 |100,0 [235,61100,0-1423,41100,0 |374,0|100,0 {922,31100,0
50.9 40,9 37.8 254 38,7
Housing 49,4 1 52,9 [155,0| 65,8.1291,3| 68,8 1283,5] 75,8 |632,3] 70,7
272 269 | | 260 19,3 27,4
Agriculture 26,1 | 282 | 3831163655 | 155 | 31,81 85 [172,7| 18,7
| 14,4 6,7 5.8 2,2 7.2
Transport, roads, 1,9 1 2.1 8.1 3,45 364 | 86 | 406 10,9 | 47,7 | 5,2
communication, | (3,71 1,0 {(27,4)] 1,4 {113.2)| 32 [(127,6] 2.8 2,0

informatics : _ :

Indusiry, energy, | 152 | 27,3 | 3421 1451 288 | 68 | 163 | 44 {466 | 5.1
construction 16,4 . 5,9 2.6 11 2,0

*First figure is a share of the expenditure type in total expenditures on economy
and the second - its share in the total budget expenditures/

Table 1&

The financing of expenditures on economy of the regional budget’s in 1996 - first half-year
of 1997 and of the consolidated budget - in 1996

Item Plan for {Executi| % |Plan for[Executi| % |[Consoli [Execut| %
15t half- | onof |execut| 1996 on lexec | dated ion |execut
year (%) 1St ion |. (%) | 1996 |ution|plan fori(consol| ion
half- (%) 1996 (idated),
year 1696,
. (%) : Yo
Industry, energy, 3.4 13,3 | 50,7 | 5,6 23,0 |162,4] 3.9 3.4 | 488
construction 1,3 1,0 1.3 2,0 1,7 1,1
Agriculture 36,4 673 | 23,8 1.358 | 44,6 (31,1 9,9 6.9 | 387
13,7 5,2 8,4 3.8 4,3 2.3
Transport, roads, 0,1 8.4 [1288, | 10,0 11,4 1286 | 6,6 8.6 | 72,7
comumunication, 0,0 0,6 0 24 | 1,0 2,9 2.8
informatics : :
Housing 60,1 11,6 + 24 1 48,6 | 21,0 10,8} 79,6 | 801 | 56,3
227 0.8 11,5 1,8 345 | 26,5
Total on economy | 100,0 | 100,06 [ 12,9 | 100,0 | 100,0 | 24,9 | 100,0 { 100,0 | 55,4
37,7 7,7 23,6 8,5 43.3 32,7

*First figure is a share of the expenditure type in total expenditures on economy
and the second - its share in the total budget expenditures/
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The expenditures on the economy in the Kaliningrad oblast (the same as for social
expenditures) are among the lowest in the group of regions with the same economic
structure. Besides, the special feature of the oblast is the comparatively low leve] of
expenditures on industry while it prevails in the oblast over- agricultural sector - the
industrial production exceeds agricultural one 3.5 times, and the number of employees -

more than 2 times,
Table 44

The expenditures on economy in the Kaliningrad oblast, in regions with the same
ecopomic siructure and in the all Russia ¥ederation in 1996

Expend|Industr | incl. |Agricul incl. |Transp | inel. {Housin| inclL
itures | v and {Subsidi| ture {Subsidij ort, iSubsidi| g |Subsidi

on the jencrgy |  es es | roads, | ‘es es
econg | sector ‘ commu '
my ' |nicatic
n:l
inform
: : atics 1o
all Russia 5,9 0,5 0,3 0,7 0,3 0,7 0,5 3,9 1,9

Federation
Leningrad oblast 6.8 0,2 0,1 0.4 0,4 0.6 0.5 5.5 4.0
Novgorod oblast 8.3 0,1 0,1 1,3 1,1 | 0.8 .| 0,6 6,1 5.4
ivanovo oblast 7,3 0,1 0,0 1,5 0,7 0,7 0,6 4.9 1,6
Chuvash Republic | 6,1 0,4 0,4 1,2 0,7 1,3 0,9 a2 2,7
Astrakhan oblast 8.0 0,5 0.4 0,6 0,4 0,5 0,4 | 63 2.2
Republic Tatarstan| 8,9 0,7 0,1 3,9 0,6 0.7 0:5 1 3.3 0,8

Rostov oblast 3,1 0,7 0,7 0,3 0,1 0,6 0,5 | 3.5 i4
Omsk oblast 6,0 0,5 0,5 1,2 0,9 0,7 | 0,5 36 | 22
Republic 0,2 0,4 0,3 1.5 0,1 0,5 0,5 | 3,9 1,9
Khakassiya ' : o o B R

Buryat Republic 7,3 0,2 0,0 0,8 0,21 0,7 0,11 55 | 4,0
Kaliningrad oblast; 5,1 0,2 0,2 0,4 03 | 0,6 0,6 | 3.9 3,1

A Expenditures on transport and communication consists only of the subsidies and
transfers. In this connection it may be important to individual compensation transfers.

.34 Expenditures on housing

6 thy 5pend1ng on housing in the Kaliningrad oblast went
down from 27.2% of the overall volume of spending to 19.3%. In 1997 it was envisaged
that -the spending on housing would have made up 27.4%. At the same tine *the
 situation in the housing sphere is complicated. An insufficient volume of financing, low
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level of collection of payments and taxes due cause debts to the housing enterprises. At
the same time one may note a non-rational, economically non-grounded use of the
earmarked financial resources, an insufficient control over the use of them. The situation
with the financing of this branch is subject to deterioration because of the large numbers
and categories of the population who benefit from housing subsidies. This results in the

fact that more than a half of citizen's occupants enjoy benefits with regard to payment

for their housing. The pace of pursuance of the housing reform in the oblast needs to be
thoroughly grounded, but this has not been yet done.
The main objectives of the housing reform are:

- providing the oblast population with housmg standa:rds meetmg quality
standards; '

- diminishing production costs with regard to' maintenance and refurbishment,
leading to lower costs; .

- - the elaboration of efficient social protection fncchaﬁisms which are designated
for moderating the population’s transition to the non-subsidised functmmng of the
housing sector.

Implementation of the identified objectives is determined by a resolution of a
number of priorities which must be resolved in the frame of the regional‘ housing
reform, of which the main tasks are:

- perfecting the system of management of the oblast’s housing;

- promoting a competitive environment in the field of provision of housing |
services, providing a transition to the system of contractual relationships;

- perfecting the system of payments for housing services and social protection,
regulating the system of benefits. | ‘

The perfection of the management is aimed at increasing the role of the local self-
governance bodies and increasing the independence and responsibility of economic
agents. One of the crucial aspects of the perfection of the housing management is the |
division of proxies of contractor and customer with regard to providing housing
services.

" The promotion of competition should encourage a reduction of the negative o

impact of the housing companies’ monopolist position and provide the customer with
an opportunity to select a contractor for necessary services and work, proceeding on
from price and quality factors.

The transition to a new price- setting which is to eliminate the price gap between
the housing sector and other industry branches should be implemented gradually, taking
 into-account the whole complex of social factors. At the same time the purpose is not to
mechanically increase the population’s payments, but to increase their respective share
in the process of creating stimuli to reduce costs for the maintenance of the housing
sphere. The social protection measures comprise restrictions of a maximum share of the
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population’s own resources spent on housing and utilities relative to (in percentags
terms) the family’s total income within social norm margins.

Reform of housing 15 an extremely important stage of the economic reform yet
because the budgetary subsidies in that 8phere make up rather a significant part of public
spending, the optimisation of the budgefity spending on housing must be carried out in
two directions: firstly, a control Gveér the' natural monopolies’ tariff policy is required
and, secondly, a steady increase ifi the share of the population’s expenses on housing
maintenance is required. o '

~ The experience of a pursuance of a comprehensive evaluation of the financial and
economic performance of the natufal- monopolies’ subjects in St. Petersburg
accomplished by the auditor company “Marketing Consulting Design™ and the
‘consulting company “Business” fond ‘Qualitet” showed that there are substantial
reservations in place with regard to reducing the saxd subjects’ current costs. At the
same time, one speaks rather about 1nefhc:1ent use of financial and other resources than
* ‘gbout lowering tariffs. AR EP I

Whereas the housing sector is the largest consumer of the natural monopolies’
services the problems of interactioﬁ;‘ béfW‘e"éffthe regional authorities and authorities
ﬁnancmg of this branch. In connectmn With ﬂns in course of pursuing housing reform,

“prior atiention nust be paid to the following problems of formation and implementation

BN of the regzonal policy n’the sphere oF natural monopolies:

1. "A lack of 'a single executlve body responsible for elaboration and
implementation of thie- reglonal policy ‘in the said sphere, which must perform (in
addition to other dutxes) “data collectlon and processing and co-ordinate other
authorities’ activities.

2. A lack of a strategy of regional development and elaboration of
objectives (including the sphere” of industry, transport, house building, etc.) which
results in an uncértainty in the problem of 1nvestment required for developing the
natural monopolies” subjects. ™ R

3. Normatlve set standards for the provision of services by the subjects
(quality of services included) afe t0 a significant extent obsolete and do not meet
modern social and eCordriic réquirements. '

- 4, The accumulating outstanding budgetary indebtedness to the natural
monopolies’ subjects,’ Whlch needs to be restruc‘cured and separated from the current
budgetary obligations. * o

5. Conflict of iriterests at the fegional level:

- on the one hand, the régions is a regulator of the activities of the natural
monopohes subjects; |

- on the other hand, the region is one of the largest debtors to every subject of
natural monopolies; ‘ o
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- at the same time, the region is an owner of the property used by the majority-of
the subjects of natural monopolies. Co

The region, being a regulator of the activities of the natural monopolies’ subjects,
should aspire to decrease the prices for consumers while keeping the quality of services
provided ( lowering respective costs with the set quality). Being the largest debtor, the
region has to aspire to delay the term of payment which results in price rises énd -the
cross- financing of different groups of consumers. As a proprictor, the region has to
care for the maintenance and revenues from use of that property. In the light of this, the
oblast finds it profitable to have the depreciation deductions and leasing payment
rising, though that may entail either a price rise with the unchanged volume of services
provided, or a growth in the volume of consumption of the said services while the tariff
remains stable. ' s '

i. The growing outstanding liabilities "of natural monopolies services'
consurers on the background of lacked mechanisms of negotiation and claiming of the
liabilities which resuits in: '

- drop in liquid assets and price rises; -

- non-guaranteed issuing credit to consumers;

- undue initiation of the procedures relating to the consumers’ actual ingolvency;

- authorities’ economically inexpedient and irresponsible interfering in the
matters relating to the bilateral relationship between suppliers and consumers-debtors.

2. The current system of budgetary subsidies allocated to the subjects of
natural monopolies is not economically and socially justified, since it is orientated to the
supplier of services, and not to the specific consumer which needs ‘a support, and this
leads to a constant growth in the volume of such subsidies, given that their efficiency is
Tow. ' ‘

3. A lack of an efficient mechanism for the separation of the maintenance
budget from the investment budget of the subjects of natural monopolies, which results
in the regional authorities’ inability to manage investment processes.

4. Incomplete natural account of resources consumed and services provided
by the subjects of natural monopolies which, together with imperfect methodology of
calculating them, consumption normatives and obsolete apparatus base, results in
inadequacies in planning and price -setting. :

5. Imperfect accounting policy and technology against the background of a
practical lack of managerial accounting inherent in the natural monopolies’ subjects,
which results in inadequacies in planning and price -setting, ,

6. General lack of stimuli and incentives to lowering -costs, failure to
introduce. resource- saving technology and tender-based placement of crders and
contracts. Lack of government support to resource- saving programs. Lack of
government efforts to organise tender procedures.
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7. © Lack of an actual regulation of contracting relations between the subjects
of natural monopolies and consumers of their services which results in utprofitable and
unfair essential terms concerning the respective contracts which therefore beeome a
burden to the customers. :

8. Considering that the payment for the services provided by the subjects of
patural monopolies is in fact (by its economic mature) pseudo-analogous to the
individually consumed public wealth, the current taxation system entails 2 payment of
taxes from taxes (i.e. double taxation).

9. Lack of strictly defined rules of interaction between the state bodies and
the subjects of natural monopolies established in various institutional and legal forms,
relationship with management of the said subjects.

10. Imperfection (contradictions and inadequacies) of the Federal and
regional legislation tn the sphere of regulation of the activities of the subjects of natural
monopolies (including the methodology of regulation, taxation, price-setting, etc.)

Hence, a strict setting and resolution of the tasks in the aforementioned
problematic fields, taking into account of the specifics of the Kaliningrad oblast,
require, first and foremost, an implementation of a comprehensive evaluation ef the
subjects of natural monopolies and elaboration of recommendations on formation and
pursuance of the respective regional policy. '

The other aspect of the housing reform, which is not less crucial than the above-
mentioned one, is a step-by-step increase in a share of the population experses on
housing maintenance, The transition to the population’s complete payment for the
services provided by the housing enterprises, given that the social guarantees for the
poorest strata are kept, would particularly lead to resolving the current paradoxical
situation, in which less money is paid for a better housing. The “Institute Ekonomiki
Goroda” Foundation calculated the justified need in the budgetary spending on housing
by the Subjects of the Russian Federation in 1998 (in prices as of mid-1997). Table 15.
represents the results of the said calculation by the Kaliningrad oblast .and RF as a
whole. o

The extrapolation of the present calculation onto the conditions of 1996 shows
that (see Table 15.) one may economise almost Rbl. 80 bIn. compared to the planned
budgetary spending on the housing sector. However, the actually executed spending

“covers only 63.7% of the justified spending ( against 56.3 planned spending).

Because of the lack of data on stratification of the Kaliningrad oblast’s population
by the amount of the per capita income, we used the average data on the Russian
Federation, with a correction to the overall value of the per capita income in the oblast
in 1996. Upon receipt of the precise data, we would be able to analyse in detail possible
variants of a change in the Administration’s policy with regard to ﬁ_nahcing the housing
sector. However the data available allowed us to built distribution models ‘of the
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~monetary flows between the population and the budget. Such an approach allows us {o
observe a trend towards a change in budgetary spending and an increase in the share of
expenses falling on the population, as long as different variants of the social protection
of the poorest strata of the population are taken into account.

Table 15

. The requirements for direct budget expenditures on housing in 1998
{in the mid-vear prices of 1997)
Kaliningrad Russian

_ ‘ oblast Federation
Nominal Personal Income (thousand Rbl. per month) 6333 841,1
Coverage of costs at the account of individuals' payments (%) 50 , ©50
The share of families entitled to subsidies according to 49.6 . 30,1
estimation made on the grounds of the requirements for ‘ ‘
budget expenditures on housing (%)
The requirements for direct budget expenditures on housing 49812 , 6808071
{min. Rbl.) ' ,
The requirements for the compensations of preferences (mn. 4981 680807
RbL) . . - : S
The requirements for subsidies (mln. Rbl.) 12142 .- 1033655
The requirements for direct monthly budget expenditures on 68149 8625899
housing (mln. Rbl.) .
The requirements for direct annual budget expenditures on 817788 103510783
housing (mln. Rbl.) o

Let us analyse possible variants of the increase in a share of the population’s
payments in the overall volume of financing the housing sector. In addition to that, it is
understood that population stratification by income is constant. During the next stage of
the present research we may reject these rather strict assumptions ; however, to do that,
one needs to conduct-an additional survey.

1. The share of the population'makes up 50% of spending on housing.

2. The share of the population makes up 60% of spending on housing: -

3. The share of the population is increased up to 75% of spending on housing.

At the same time, three options are considered for each of the above mentioned

variants: the population spends on housing services and utilities not more than 15%,
20% and 25% of their income, respectively.
The first variant, in the situation in which the population spends not more than
15% of their income on the housing sector’s services, practically coincides with the
respective calculation of the “Institute Ekonomiki Goroda” Foundation. Apparently, the
discrepancies were caused by a lack of information-data on a stratification of the
population in the Kaliningrad oblast by income groups and housing needs, in a situation
in which the level of the social protection of the population is naturally declining (the
level of the population’s minimum housing payment rate grows up to 20 and 25% of the
family’s total income), the value of subsidies allocated to the population is going‘down,
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thus decreasing the need in the budgetary spending on the housing sector. However, the
probability that the majority of the population would not pay at all rises must be taken
into account. Due to this, the budget’s potential losses may become superior to the value
of the benefits resulted from the reduction in subsidising. The second variant entails, of
course, a substantial economy for the budgetary resources (a total of a. Rbl. 90 min.}
forwarded directly to the housing sector and in a growth (approximately 1.5 times} in
the volume of subsidies for each of the cases in question. At the same time in view of
the budgetary spending, the case of the 15% limit of the population’s income is an
intermediary case compared to the cases of 20 and 25% limits for the first variant. The
" '1ast variant results in a reduction of the budgetary resources due to be directly allocated
to the housing sector, which is still at Rbl. 135 bln., but this variant also provides an
Cip 1ncrease (over 1.5 times) in the subsidies which one needs to allocate for the purpose of
-‘ compenqauﬂg for the costs of the housing services provided to the poorest strata of the

populatlon.
Table 16
10 Schemes of budget expenditures on housing in 1996 (bln.wal.)
Plan |Institute] 1 scheme (50%) | 2 scheme (60%) | 3 scheme (75%)
forthe | '
. leconomy;

of a city |

schame § 15% | 20% | 25% | 15% [ 20% | 25% | 15% | 20% | 25%
Total
expenditures 8978 1897,8|897,8/897,8|897,8/897,8/897,8|897,8|897,8|897,8
Direct budget
expenditures 448,9 1448,9|448,9(448,9(359,1|359,1{359,1|224.,4 2244
Expenditures of
individuals 4489 1448.,91448,9|448,9(538,71538,7|538,7|673,4(673,4|673,4
Subsidies 109,4 1102,7] 70,7 | 49,5 [156,4(108,4| 79,7 (231,4|176,31135,5
Preferences
compensation 44,9 14491449449 14494491449 (449 | 44,9 | 449
Requirements for | 682,6
budget
expenditures 603,2 |596,5|564,5(543,3|554,4|512,4{483,8|500,8445,6]404,9

Hence, the transition to a more complete payment for the housing services by the
population Jeads to a substantial economising of the budgetary resources. At the same
time, a pursuance of a sound social policy in this field allows us not to hamper the
 interests of the poorest strata of the population, whose real spending on the housing
. maintenance remein on the affordable level at the expense of targeted subsidies. The
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economising of budgetary resources is made at the expense of a growing remntai payment
for the elite housing made by that part of the populationi which tan afford o

Some increase in the share of the population’s spending in the overall volume of
resources in the housing sector does not have a substantial mmpact on the general
situation {proceeding on from the data available). Naturally, the volume- of subsidies
will be growing.” However, the calculations showed (it may become possible to
established this in course of further work and receipt of additional ‘data) that the growth
in subsidies allocated for the poor strata, with a change in the share of the population’s
capital due to the housing sector, is well compensated by a decrease mn-the budgetary
capital earmarked for the respective expenses. It 'should be noted that  should the
housing sector’s services be paid for by the population at a full scale, the volume of
subsidies for the three cases in question would amount to Rbl. 382.8, 308.6 and 250.6
bin., respectively. At the same time, the subsidies would be granted to the majority of
the population (with the 15% limit - 72.6 % of the population, 25% limit - 53.9%)

The results we have gained are based on rather strict assumptions and the data
available at the moment. That is why we may consider only the main trends revealed in
the course of the research. Better substantiated findings with iégar‘d to the analysis of a
housing reform and may be achieved only with the used of a more scientilic
sociological survey on the populaﬁon. In addition to this, in order to achieve a reaily
qualitative elaboration of proposals on the regpective iSSLiéé, it will be necessary to
consider separately local budgets, the oblast’s budget .and the balance sheets of
enterprises directly tied to the housing sector. :

2 The volume of subsidies provided to_the populatic.)n‘ may be reduc'é_d at the expense of
pursuing a sound policy on providing cheaper housing ( for instance, of a smallér living area)
to the poor strata of the population.
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