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Summary of Paper

Scope of this paper

In this paper, the introductory section argues that strategic planning (or multi-year development planning) is a key element in making the public sector both more effective and more efficient. This is despite the fact that the authorities (at federal, regional and local levels) have yet to realise the importance of strategic long-term planning of public sector activities in the way it is practiced in most market economies. The remaining sections of the paper are more in line with the current narrower Russian definition of multi-year development planning and concentrate on the likely impact of recent and planned federal financial reforms at the regional and municipal level.  The paper concentrates in particular on the financial consequences of reform for Perm Oblast and Altai Republic. It also makes some recommendations as to measures that these two regions should take to improve their financial performance. 
In these remaining sections of the paper, the first part describes the main features of reform of the tax system and the consequences for budget revenues at the federal and regional levels. These reforms are aimed at reducing the tax burden on the economy and at increasing transparency. The paper makes recommendations for improving tax legislation in Perm Oblast and Altai Republic, based on current legislation and estimates for both regions of the potential benefits from banning various tax exemptions and privileges. The second part of the paper examines reforms in intergovernmental fiscal relations and the impact on the two regions under consideration. There is a focus on the importance of fixing norms to govern allocations to municipal budgets and on the rules for making transfers to municipal budgets.  The underlying rationale is that well-defined and strictly enforced procedures should govern inter-budgetary relations and contribute significantly to the contraction in the government participation in the economy whilst raising effectiveness of public expenditure.

The final section of the paper focuses on the need to reduce budgetary expenditure at the regional and municipal level.  It concentrates on the feasibility of making cuts in and increasing the efficiency of expenditure on housing and communal services, healthcare, education and social policy which together account for over 50% of consolidated regional expenditures. 
Introduction – Strategic Planning

The paper’s relatively narrow focus is partly due to current Russian priorities. Over the next few years, the key areas for reform are financial: improving the tax and budgetary system and reducing expenditure with a consequent reduction in the scope of public sector activity. Nevertheless, the authorities (at federal, regional and local levels) have yet to realise the importance of strategic long-term planning of public sector activities in the way it is practiced in most market economies. This is doubtless to some extent a reaction against socialism, with strategic planning misunderstood as being close to central planning. 

As a result, there remains a tendency for public spending decisions in Russia to be either arbitrary (and based on whatever resources happen to be available) or open to manipulation. There is, as yet, little sense that the public sector needs to satisfy a set of defined long-term goals, will remain constrained by limited resources, and should set priorities accordingly.   

Yet the articulation of strategic planning would give a framework for the harsh choices that the Russian authorities at all levels in the public sector cannot avoid. It could also introduce increased transparency into decision-making as decisions may be evaluated in term of their relevance to goals. Strategic planning would allow for outputs to be provided more effectively and efficiently, thereby increasing the real level of resources at the disposal of the public sector. A framework for the development of a strategy plan is given in Appendix 1. Such a framework needs to look forward by 5 years or more and helps provide answers to key questions including:

· What should the region be aiming realistically to achieve in the medium to long term?

· How can such aims be achieved?

· What resources are available and which activities remain priorities for public spending?

· Which activities should cease or be curtailed? Which could be better delivered outside the public sector? What services could be privatised or contracted out?

· What reforms are necessary? What are the priorities and sequencing? What are the likely results?

· How can public sector performance be improved?  

· How best can the public sector provide incentives to encourage private sector activity? 

Part I – Tax Reform and Tax Revenue Projections in Perm Oblast and Altai Republic in 2001-2004

The main aim of tax reforms initiated by the Russian government during 2000 is a  reduction in the tax burden and increased fairness towards taxpayers; the elimination of tax exemptions and a crackdown on tax evasion are particular goals of the reforms. The rationale is that the tax system should be as neutral as possible between economic agents and minimise distortions in relative prices.  At the same time, tax administration should be cost-effective - both for the government and for the taxpayers.  

Through its newly announced measures, the government is attempting to reduce the tax burden from 40-41 percent of GDP currently (Min. Fin. estimate assuming 100 percent collection rate) to 37-38 percent of GDP by the end of the first stage (end-2002) and 35 percent by the end of the second stage (end-2004).  These reductions will be accompanied by measures to increase tax collection and to widen the tax base.

Tax Reform. 

IET has prepared a number of detailed revenue estimates at the national level (covering federal, regional and local budgets) and for Perm Oblast and Altai Republic. These estimates are all based on the following assumptions, which form part of the newly amended Russian tax code: 

(i) The repeal of a number of taxes and charges during the first stage of reform (by 2002) including taxes on housing maintenance, on securities transactions and on selected vehicle owners and levies on the use of name “Russia”; 

(ii) The repeal of further taxes during the second stage of reform (2002-2004) including sales tax, road tax, land tax, royalties, foreign exchange purchase tax;  

(iii) VAT to be assigned in full to the federal budget and a number of exemptions to be removed. During the second stage of reform, the reduced rate of VAT will be abolished and, at the same time, the overall rate will gradually be decreased  to 16-18 per cent range; 

(iv) A corporate income tax rate of 30 per cent, of which 19 per cent will be assigned to local budgets; a number of tax exemptions will be removed during the second stage of reform; 

(v) personal  income tax at a flat rate of 13 percent, with all the revenue accruing to local budgets; 

(vi) the introduction of a social tax is with rates varying from 10 percent to 35.6 percent;

(vii) the abolition of the Employment Fund; 

(viii) revenue from the federal Road Fund is no longer being automatically assigned for specific purposes. Local road funds to be consolidated into regional budgets and in due course to become part of general revenue; 

(ix) the streamlining of custom duties with a limited number of rates; 

(x) excise taxes to be levied at specific rates, with those on petroleum and luxury goods to be increased;

(xi) the number of local taxes should be substantially reduced to a maximum of five. Amongst the many taxes to be abolished, the tax on housing is by far the most significant, providing 70 percent of local revenues. The indtroduction of a municipal profit tax with a maximum rate of 5 percent will compensate for the abolished housing tax. At the same time, the land tax will be gradually replaced by a real estate tax. 

An additional assumption has been made that a combination of tax reforms and other general reforms will lead to the economic growth experienced in 1999 and 2000 being sustained to 2004 and beyond. This suggests an average annual growth rate of approaching 5%.

Budget Revenue Projections

A quantitative estimate of the macroeconomic impact of the above measures is presented as a revenue projection for the enlarged
 government over the period of reform to 2004. To ensure compatibility with actual data on budget outturn in the 1990s, the revenue projection is compared with the actual outturn in 1999.  A projection of revenue for 2001 is also made. During the first stage of the tax reform to 2002, the overall reduction in the tax burden is likely to amount to 2.3 percent of GDP; by the end of the second stage the budget of the enlarged government will be reduced by about 3.2 percent of GDP compared to 1999 (from 33.3 percent to 30.1 percent).  The share of the consolidated budget (including the federal and territorial road funds) is likely to fall from 26.4 percent of GDP to 24.4 percent, while extrabudgetary social funds will contract from 7 percent to 5.7 percent of GDP.

Table 1: Impact of Tax Reforms on the Enlarged Russian Government Budget


1999 (actual)
2001
I stage (2002)
II stage (2004)


% GDP
% GDP
Rb. bln.
% GDP
% GDP

Consolidated budget
26.35%
24.66%
1,677
24.41%
24.40%

Federal budget 
12.62%
14.89%
1,013
14.27%
14.69%

Budgets of RF Subjects 
13.74%
9.77%
664
10.14%
9.72%

including Local budgets
5.85%
5.14%
348
5.59%
4.97%

Social extrabudgetary funds
6.99%
6.09%
 414
6.65%
5.70%

Total budget of the enlarged government
33.34%
30.8%
2,091
31.06%
30.10%

The immediate fall in total budgetary revenue in relation to GDP is a result of a combination of taxes already reduced (or abolished) in the early months of the Putin administration and of the assumption that it will take some time to widen the tax base successfully. It is notable that there will be re-distribution within the consolidated budget between the federal and regional levels in both stages of reform. Since the federal budget will receive the main producer and indirect taxes, its tax revenues will grow during the period under question from 12.6 to 14.7 percent of GDP, while regional budget revenues will fall from 13.7 to 9.7 percent. Whilst the share of revenues assigned to the regions will fall as a percentage of GDP, most of the reduced share is borne at the regional rather than local level.

Estimates of tax revenues in Perm Oblast and Altai Republic for 2001-2004 

The above macroeconomic projections have been used as the basis for revenue projections for the regional and local budgets of Perm Oblast and Altai Republic for the period 2001-2004.  As regional GDP data for 1999 are still not available, the following assumptions have been made: 
(i) Perm Oblast regional GDP was 3  percent of Russia’s GDP  in 1999 (preliminary data) and will be 3.2 percent of Russia’s GDP in 2001 (taking into account the trend for 1997-1999); 
(ii) regional GDP of the Altai Republic in 1999 was 0.1 percent of Russia’s GDP (1998) and will be 0.09 percent in 2001 (adjusting for trend in 1997-1998);
(iii) an adjustment was made for specific regional characteristics in the projection of tax revenues.  
The revenue projections are presented in  tables 2 and 3.

Table 2. Projections of Perm Oblast Own Budget Revenues


1999 (actual)
2001
I  stage (2002)
II stage (2004)


% GRP
% GRP
Rb. Mln
% GRP
% GRP

Total budget

Of which:
8.03%
7.33%
15,955
7.51%
7.31%

Corporate profit tax
2.90%
3.76%
8,189
3.93%
3.48%

Personal income tax
1.33%
1.55%
3,366
1.80%
2.11%

VAT
0.88%
–
–
–
–

Table 3. Projection of Altai Republic Own Budget Revenues


1999 (actual)
2001
I  stage (2002)
II stage (2004)


% GRP
% GRP
Rb. Mln
% GRP
% GRP

Total budget

Of which:
3.70%
4.10%
251
4.01%
4.29%

Corporate profit tax
0.17%
0.27%
16
0.23%
0.21%

Personal income tax
2.26%
3.11%
190
3.06%
3.58%

VAT
0.18%
–
–
–
–

As can be seen from the tables, proposed tax reform is likely to have different consequences for the two regions. In Perm Oblast, where the bulk of current revenue is from taxes on enterprises and organizations (VAT, profit tax), tax reform will lead to a fall in regional budget revenue from 8 to 7.3 percent of regional GDP over the period 1999-2004. By comparison in Altai Republic, where the budget is dominated by personal income tax, it is expected that tax revenue will grow from 3.7 to 4.3 percent of regional GDP over the period in question. Nevertheless both nominal and real tax revenues in both regions are expected to grow significantly as a result of Russia’s economic recovery.

Reforming Tax Legislation and Practices in Perm Oblast and Altai Republic.               

Perm Oblast.

The current situation for the main taxes is as follows:

· Profit tax is levied at the maximum allowable by federal law (19 percent for most companies and 27 percent for financial institutions), but there are numerous tax exemptions which reduce the amount of the tax collected by nearly 70%. Whilst the exemptions for some activities (e.g. charities and mass media profits) are insignificant in total, there is a loss in tax revenue of nearly 65% for one specific exemption, namely tax allowances against investment expenditure. 

· Personal income tax  exemptions are very minor (Rub 52,000).

· Enterprise assets tax  exemptions are estimated as 23 percent of revenues collected from this tax in 1999.  The main part of this are exemptions for new production equipment. The authors think that this exemption is not justified because the encouragement of innovation should be conducted through proper depreciation allowances, rather than exemptions.

Whilst Perm tax legislation largely conforms to federal legislation, with tax rates levied usually approaching maximum allowable levels, regional tax exemptions amounted to 21 percent of the region’s tax revenues in 1999 and were four times the approved oblast budget deficit. As a result, the system of tax exemptions has to be revised. Two alternative scenarios are proposed. First, the repeal of all exemptions granted by the regional legislation on the profit tax, tax on enterprise assets and personal income tax; this would yield Rub 690 million. A second proposal would repeal only the least justifiable of the tax exemptions (particularly profit tax exemption and this would yield Rub 600 million in recovered revenues. As the second part of the tax code, which goes into effect on January 1, 2002, will ban virtually all regionally-legislated exemptions on federally-administered taxes, it is recommended that the first alternative be implemented.
It is further recommended that tax exemptions on investment be replaced by depreciation allowances, which are a fairer and more efficient method of recognising the cost of capital. Such allowances already exist though it is recognised that they themselves need revising.

Altai Republic.

The tax exemptions granted in the Republic are mainly associated with the free economic zone, the so-called ecology-economic region “Altai.” Participants are exempted for 5 years from all regional and local taxes, as well as federal taxes accruing to the republican budget. These exemptions are granted in exchange for a fixed initial fee and subsequent quarterly fees paid to a regional fund, most of which is off-budget. The free economic zone does not require the firms’ registered to conduct any economic activity in the region and is effectively a tax dodge for firms in other regions. This contravenes federal law and it is recommended that the economic free zone be disbanded in its present form. An alternative that leads to real private investment in the region, without contravening federal law, should be set up.

In other respects, legislation in Altai Republic does not currently give significant exemptions.  Previous agreements to give enterprise-specific exemptions have been stopped and legislation governing tax exemptions has expired.  

Part II - Reform of Intergovernmental Fiscal Relations in Perm Oblast and Altai Republic.      

In both Perm Oblast and Altai Republic, two problems continue to be of particular significance as follows: 
(i) Setting the sources of revenue for lower-level (municipal) budgets on a permanent basis and 
(ii) Establishing uniform and sustainable rules for distributing financial aid to municipal budgets.

Taking these in turn:

Setting sources of revenue for municipal budgets on a long-term basis.    

The Budget Code of the Russian Federation, which came into force on January 1 2000, identifies revenues to be shared between all levels of government in proportions to be agreed. Because of the problem of high volatility and uncertainty in tax revenues, it is difficult to specify fixed shares of these so-called regulated revenues for each level of government. Nevertheless, the Budget Code suggests that specific proportions (norms) be allocated to local and municipal budgets on a long- term basis (not less than 3 years). At the same time the federal law “On financial fundamentals of local self-governance” governs the allocation of tax revenues to local budgets as a two-stage process: 

· First, regional authorities should fix the shares of municipalities (including on average not less than 50% of personal income tax, 5% of profit tax, VAT on domestic goods and 5-10% of some excise taxes); 

· Second, the regions should review these shares at a minimum of once every three years with a view to allocating additional shares to municipalities.

Research by IET in various Russian regions (including Perm Oblast and Altai Republic) suggests that, whilst regions comply with allocating minimal amounts of shared taxes overall to municipalities, none has attempted to put municipal revenues on a firm and secure basis giving consistent allocations to all municipalities. In other words, the regions maintain almost complete control of the funds that are allocated to municipalities and revise and approve the actual amounts annually given to each. 

Unfortunately, omissions and contradictions in the legal framework enable regions to continue exerting far more control over municipal revenues than intended. There is no definition of “revenues (that should be) fixed on a permanent basis”, nor is a methodology for their calculation provided. At the same time, federal tax legislation does not specify adequately which taxes should be allocated to municipal budgets. This means that amendments in regional legislation alone are unlikely to lead to a stable system of tax revenue allocation to municipal budgets. 
The following changes at regional level are recommended to help solve the problem:

(i) Amendments to regional legislation to bring it into line with the federal law “On the financial base of local authorities;” 
(ii) Requirements to be established for allocating additional revenues to municipalities for a minimum period of 3 years, over and above those revenues already fixed on a permanent basis;

(iii) Agreements be concluded between regions and municipalities whereby the regions commit not to change the share of tax revenues going to the municipal budgets during an agreed period of up to 5 years; 

(iv) To prevent losses of revenue resulting from changes in federal tax rates, revenue allocation should be calculated on the basis of shares of the relevant tax in the regional budget. 

The implementation of these recommendations requires amendments to regional budgetary laws. As an additional safeguard, the methodology for calculating allocations should be a matter for legislative acts rather than executive decision-making.            

These changes alone are probably insufficient to solve the problem finally, especially as it may not be in the interests of regions to close loopholes that provide them with more flexibility and control than envisaged in federal reforms. Further federal legislation is likely to be required to overcome the omissions and contradictions in previous attempts to set clear and predictable sources of income for all levels of government.

Establishing rules for financial aid to municipal budgets.

Federal legislation establishes only very general norms for the distribution of financial aid to municipalities that is allocated to regional budgets. This leaves regions in receipt of such transfers with considerable freedom to adopt whatever methods they wish to govern onward transfers to municipalities. 
To tighten up the allocation mechanism of federal aid, the following changes to regional legislation are recommended: 
(i) The introduction of a unified methodology for distributing funds from regions to municipalities based on the municipalities’ tax raising potential and their expenditure needs; 
(ii) a specific legal act or agreement between regions of Perm Oblast and Altai Republic and their municipalities, covering 3 to 5 years, recognising that financial aid should be based on the number of recipients of public services and on other welfare indicators.

Part III – The Need for Budget Spending Cuts

Housing subsidies in 2000-2004.    

In Perm Oblast the level of subsidies in 2004 is expected to be in the range 0.35 to 0.69 percent of the region’s GRP compared to a much higher level in Altai Republic of 1.26-2.2 percent of GRP. The level of subsidy is likely to be even higher in the intervening period but to start declining in 2003. Whereas in Perm Oblast housing subsidies are a significant but probably manageable proportion of regional revenue, these subsidies could account for almost half of own generated revenue in the region in Altai Republic. This not only suggests the urgent need for reform of housing finance so that it can be targeted more effectively but it also highlights the urgency of solid arrangements for the distribution of revenues between the regions and municipalities as discussed in Part II above. At the same time, it demonstrates the dependence of Altai Republic on federal transfers; without them the region has no room for manoeuvre in financing expenditure from its own revenues. 
Reform of spending on education, health and social services.

Education reform should involve both changes in the general principles of financing and measures to finance specific types of educational facilities. The general principles should determine minimal requirements for education financing guaranteed by the state. Among these principles is more extensive use of sources of finance other than the budget and public sector support targeted on children of low-income families. 
A number of specific measures can be taken in the areas of vocational and professional training based on individual returns to such training and market demand for the skills obtained. Non-core education should be financed from sources other than the budget. Such measures could result in savings of between 10 and 30 percent of Perm Oblast’s consolidated education expenditures amounting to up to a 4 percent reduction in total expenditure. In Altai Republic, expenditure on the education budget could be reduced by 30 percent without great difficulty.

Health reform requires a switch to financing medical expenditures through mandatory medical insurance. Budgetary resources currently used to finance health spending should be replaced by a more limited scheme to pay insurance contributions on behalf of the non-working population. The resulting savings would reduce budgetary spending on the health sector by between 7 to 25 percent or in total some Rub140 million. Such savings could be used for improving disease prevention which would be a more efficient use of scarce resources. In Altai Republic, the benefits of reform could amount to as much as 30 percent of expenditures, or Rub 30 million.

An analysis of social expenditure in Perm Oblast and Altai Republic shows that a very high share of spending is on social categories (e.g. former military personnel) rather than based on individual incomes. Transfers would be much better utilised if targeted directly on the poor. Means testing should be the primary tool for determining the level of social benefits (as opposed to affiliation to a particular social group).  The experience of Komi Republic suggests that the administration and targeting of benefits could be substantially simplified.  Radical reform of social expenditure would allow average per capita benefits to be increased by 20% to over Rub 540 per month.

As regards other budgetary expenditures in general, it is important that the share allocated to the judiciary be increased.  Various other government agencies should be abolished, leading to a reduction in public sector employment. This would allow average wages of civil servants to be increased. “Expenditures on the national economy” budget heading should be significantly reduced with the primary targets for reduced spending being subsidies on communal services, road construction and industrial subsidies. 

Overall, in current straitened financial circumstances, it is no longer possible for the public sector to attempt to deliver services beyond core and priority areas. In principle, if there is a potential market for the private sector to deliver a particular service, then the public sector should withdraw. It is even less desirable for the public sector to intervene throughout the regional economy as this crowds out the development of the private sector that could deliver services more efficiently and effectively.  

Conclusion

In the short-run tax reform will put even greater strains on tight revenue budgets in the regions and municipalities. In these circumstances, it is ever more important that regions close tax loopholes, and particularly abandon tax exemptions, in order to preserve their revenue base. In any event, such exemptions tend to be arbitrary and unfair and can be open to manipulation. Moreover, incentives for investment can be much better provided through automatic depreciation allowances rather than tax exemptions.

It is equally important that equitable and transparent arrangements be made for the sharing of revenues of regulated taxes. Without greater certainty of revenue, it is impossible for lower tiers of government to plan their services and expenditures with any coherence or clarity. Part of the problem is the regions’ desire to maintain control over revenues. They therefore resist efforts to make transfers to municipalities automatic and known. This can be overcome by legislation. But the problem also reflects the extreme volatility in Russian tax revenues throughout the transition. There is an understandable reluctance to fix shares of the revenue pie when no-one has a clear idea of the size of the pie beyond the short-term. Ultimately, this problem will only be overcome with a stable recovery in the Russian economy.

Nevertheless, the slow pace of reform in the public sector still means that all levels of government are attempting to provide outputs and services well beyond the resources that are available. This merely adds to the stresses and strains of attempting to split up the revenue pie. A major decrease in the scope of Russian government at all levels with consequent major expenditure cuts is inevitable. 

The real question is whether such reductions will be planned and orderly or forced and arbitrary. Planned and orderly reductions will result in much more effective government spending at all levels than the more anarchic alternative. Priorities need to be established and core needs assessed, in particular the better targeting of expenditures on the poorer sections of society.

To facilitate this process, greater use of strategic planning is required. There needs to be considerable reflection on the reasons for the public sector (at all levels), what it is attempting to do and what is possible in the highly straitened circumstances of modern-day Russia. An orderly and effective reduction in the public sector is only likely to be possible if a clear-sighted review of longer term priorities is made at all levels of government. Such an orderly reduction will speed the recovery of the Russian economy. Forced and arbitrary cuts are likely to prolong the painful economic transition.

Appendix 1: Development of a Strategic Plan

Principles in Creating a Strategic Plan 
A guiding principle of a regional strategic plan is that it should be “market enhancing” not “market replacing”. The public sector can only provide an improved framework of law, regulation, infrastructure and specific limited interventions to encourage the further development of the nascent market economy in the region. This can of course be backed up by further privatisations and market liberalisation with social measures to maximise opportunities for all citizens. The “market enhancing” framework should be guided by the economic realities and prospects of the region and the actions of the public sector limited by its own resource availability - in terms of both human capital and finance. Measures should include those that can strengthen the public sector’s resource base. At the same time, opportunities for encouraging the private sector and for public-private partnership should be fully explored.

The strategic plan should also be formulated to evolve to meet changing circumstances. Such a plan involves successive iterations, testing and adjustment. In a well-constructed plan some aspects will inevitably assume a higher priority over time and others become less important. 

Developing the Strategic Plan

The techniques to be used in developing a regional strategic plan are not dissimilar to those used by firms in developing  a corporate strategy. The first requirement is a careful situation analysis profiling the regional economy as follows:

1. Industry Analysis 

· auditing the make-up of the regional economy in terms of manufacturing, services, distribution and agriculture, including the inherited economy from the Soviet period and “de novo” industry that has been more recently established;

· establishing areas of growth and decline;

· an assessment of skills availability, employment and employment opportunities.

2. Infrastructure Analysis
An audit of the physical and institutional infrastructure including:

· transport, utilities and communications;

· social infrastructure including education, health and welfare;

· federal, regional and local government institutions and the linkages between them; 

· the legal and regulatory environment and its effectiveness, in particular as regards economic development;

· the tax structure and its efficiency and effectiveness as regards economic development;

This situation analysis should form the basis for carrying out a Strengths, Weaknesses, Opportunities and Threats (SWOT) Analysis of the region. This analysis should address both the internal dynamics of the regional economy and its position relative to the rest of Russia and overseas. In other words, the interplay between, for example, aspects of a particular industry and the regulatory environment may produce a specific weakness that could be removed simply through changes in regulations. In another case, a regional industry that has high transport costs, such as wood processing, may be found to be in a strong position relative to other Russian regions because the region is much closer to major export markets. By contrast, other regional industries may be at a relative disadvantage because of the close proximity of high quality/low cost western producers. 

This detailed SWOT analysis will involve quantitative and qualitative comparisons to establish the internal dynamics of the region. It will further involve national and international benchmarking to assess the competitiveness of the region’s industries. This analysis will be the basis for developing regional strategy. It will allow the identification of the following:

1. Constraints to Regional Development
What factors are constraining the economic development of the region? 

Which can be resolved by regional action, which may require federal action 

and which are insurmountable?

2. A Critique of Current Policy
In what ways are current policies assisting regional development and in what 

ways are they constraining it? How can regional policies overcome inefficiencies and shortcomings in federal legislation and policies? How can policies be improved and made 

consistent?

3. Regional Potential
In what industries and areas of economic activity does the greatest potential 

lie for economic development? What is the region’s comparative advantage 

in economic terms?  What is the best policy mix to bring about this 

comparative advantage?

The Strategic Plan will be an evolving set of prioritised practical measures and steps designed to maximise comparative advantage and overcome constraints. The ambit of measures could involve:

· social and welfare reform;
· legal and regulatory reform; 

· institutional strengthening; 

· investment in physical infrastructure;

· investment promotion and the encouragement of foreign investment;

· public-private sector partnership and the provision of publicity and information networks to improve market efficiency;
The implementation of the strategic plan requires a careful distinction between: 

· Activities that can only be carried out within the public sector. These are usually core activities of a social or welfare nature;
· Activities that could be contracted out to the private sector for reasons of efficiency and effectiveness in their production but which may be partially or wholly financed from the public sector;
· Activities primarily in the private domain, particularly as regards financing, but where public sector encouragement through (lack of) regulation and promotion could provide a key stimulus;
· Activities that should wholly be in the private sector.
The public sector component of the plan can then be rolled out. Key issues include:

· What resources are available and are likely to be available over the plan period? The level of taxation and public sector command over resources must be set so as not to impair potential private sector activity;
· What are the priorities in order of importance for expenditure both to meet social and welfare requirements, particularly of the poorer members of the community, and to meet requirements of the strategic plan that cannot be financed privately?
· How can resource availability and expenditures be matched? Which items of expenditure are recurrent and which discretionary? How can expenditure be either reduced or sequenced so that it matches resource availability? What specific reforms and changes in past practices are required to bring this about?
· Which current public sector activities could be eliminated entirely? Which can be reduced and/or reformed? How? Which could be carried out outside the public sector, either through handing them over to the market or through contracting them out?
· What performance targets can be introduced to increase public sector efficiency and effectiveness and to release resources available to meet expenditure priorities that could not previously be financed?
· What standards of service performance can be afforded given limited resource availability? How can these standards be increased over time through efficiency savings? 
· Producing regularly updated estimates of revenue (based on resources projected to be available) over a 5 to 10 year period with expenditure plans (and specified outputs) matched to available revenues.
� Federal revenue budget, federal extra-budgetary funds (social, health, employment etc.), regional budgets and local budgets 
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