
Chapter 1. The record of interbudgetary relations development in Russia

The evolution of the budgetary system and interbudgetary relations in the Russian federation for the period of 1992 - 1993

The contemporary system of interbudgetary financial flows started developing as early as in 1991. By that time before the formation of the independent Russian State the budgetary system of the former RFSR existed as part of the Soviet Union centralized budgetary system. By 1991 the USSR budgetary system presented the totality of all the budgets of the country integrated into the USSR state budget which fell into the union budget, the union republics’ state budgets, and that of state social insurance. The state budgets of the union republics embraced, in their turn, a union Republic's republican budget, the state budgets of the autonomous republics belonging to the union republic, and local budgets. The latter compressed three groups: the budgets of regions and "krays",  those of the cities subordinate to republics, and those of districts (for the republics with no regional subdivision). Besides, the budgets of the regions included regional and krays' budgets (by the analogy with the union republics' state budget structure), the budgets of the autonomous regions (okrugs), the budgets of the region-subordinate (kray-subordinate) cities, and also district budgets. The budgets of districts (inclusive of those regional ones) embraced, in their turn, district budgets, the budgets of the district-subordinate towns, the budgets of settlements and village budgets.

On the whole the revenue distribution between the budgets of different levels was as follows
. The union budget was replenished by turnover tax (with a substraction of the part remitted to the budgets of the union republics), by profit tax on the enterprises and state-subordinate organizations, by personal income tax, also by payments for state social insurance, customs duties.

The budgets of the union republics compressed part of the profit tax on the enterprises and utility organisations under republican and local subordination, the forest income, the income tax on collective farms, co-operative and social enterprises, the agricultural tax, the alloccations from the turnover tax and other country-wide kinds of income measured in accordance with the state budget Law for the respective year, and also some other payments.

The budgets of the Autonomous Republics, districts and regions received substarctions from the subordinate enterprises' profit and also part of the payments from the profit of the enterprises and institutions, transmitted to these budgets, the state duty, the revenues gained by showing movies, the local taxes and fees.

The revenues of the local budgets were constituted by the substractions from the profit of the enterprises under local subordination and by the transfers received from higher level budgets.

It is obvious, that the revenue distribution came to reflect the specificity of the Soviet tax system, which doesn't leave open to discussion the questions of delegating income authorities with different levels of power, as the majority of the exponents was subject to approval to be made by the higher echelones.

The adoption of budgets for administrative-territorial institutions was a process consisting in their spending and revenue exponents to be affirmed by the state authorities of a higher level, and the regional budgets themselves were further liable to consolidation into the united state budget. Due to the lack of any universal norms for assignment of income sources and spending responsibilities, each administrative unit had got individual proportions of tax and non-tax incomes distribution which funded the expenditures agreed on in advance. The interbudgetary equalization in Russia of the USSR times was also achieved by means of rendering subsidies for financing these or those spending articles by the budget of a higher level, besides the subsidy amounts were determined as a result of conforming the demands for resources based on the natural rates.

It's natural, that the introduction of real principles of federalism into the sphere of the state establishment required serious reforming of the budget system and the interbudgetary relations in Russia. At the end of 1991 the Supreme Council of RSFSR adopted the laws "On the bases of the budget process and budget establishment in RSFSR" and "On the bases of the RFSR tax system", which outlined the basic principles of budget federalism. During the two succeeding years the theses of the normative acts listed gained development with the laws like "On the subventions to the republics within the body of the Russian Federation, to the autonomous okrugs, to the city of Moscow and Saint Petersburg" and "On the bases of budget rights and the rights to form and use the extra-budgetary funds of representative and executive state power authorities of the Republics within the body of the Russian Federation, autonomous regions, okrugs, krais and oblasts, the city of Moscow and Saint Petersburg, also self-governance bodies”
.

These attempts of realization of the basic principles of federalism in the context of building up a budget system faced real difficulties when implemented. The regional authorities of the subsidized regions had a habit taken after the Soviet times which was to wage wars for the redistribution of budget resources by means of concluding individual agreements with the federal power organs, whereas financially strong regions alongside with the evolving economic crisis sought to precipitate the payment of tax revenues into the federal budget, for instatnce, some of the national republics (that of Sacha, Tatarstan, Bashkortostan) stopped paying taxes into the federal budget, aspiring to gain the right to accumulate all the tax incomes coming from the region's territory within their own budget by means of regular transferring the only payment into the Federal Budget, the amount of which was to be negotiated with the Federal government.

Under the conditions of the increasing spending pressure upon the Federal budget and the considerable shortage of tax revenues the federal organs of power initiated a process of passing part of federal budget expenditure responsibilities over to the regional level (the subsidies for selling foodstuffs and other goods at regulated prices, free medication, subsidies for public transport and utility services, the expenditures for social protection of the population and some kinds of communal expenditures), which caused an increase of the spending share of the Federation Members’ budgets within the consolidated RF budget (see Table 1).

Table 1.The share taken by some budget exponents of the Federation members in the consolidated RF budget (%).


1992
1993
1994
1995
1996
1997
1998
1999
2000*

Tax revenues
44,2%
53,1%
53,4%
47,6%
49,5%
53,1%
54,0%
48,9%
45,9%

Total revenues
44,0%
58,0%
53,9%
52,6%
53,8%
57,5%
56,6%
49,2%
41,4%

Total expenditures
34,0%
40,3%
37,7%
43,4%
45,4%
48,1%
48,4%
46,9%
46,1%

* for the first half-year

Source: federal Ministry of Finance

The extent of budget independence gained by regional authorities remained rather limited, since the only exponent they could exert a real influence upon was the regional budgets' expenditures. At the same time the regions didn't get any rights to independently raise revenues into the budget, and finance departments of regional administrations were placed under the double subordination of the regional authorities and the Federal Ministry of Finance. The federal authorities alongside with that retained the right to apply a  differentiated manner of regulating the tax sharing rates into the regional budgets from the basic federal taxes which determined the amount of tax revenues of the state budget system. In 1992 - 1993 financial assistance was delivered to regional budgets coming as subsidies in case the revnuees from their own and regulating (shared) taxes proved insufficient to cover the minimal necessary budget, the size of which was agreed on by federal and regional authorities.

The regional level reproduced the same principles for interbudgetary relations’ realization as those applied at the federal level, the only difference being the fact that both tax revenues disbursed on a shared basis and subsidies didn't come from the federal budget, but were transferred from the regional one. It's notable that a scheme like that enabled a regional level to gain greater efficiency in reallocating the resources from rich municipalities in favour of those poorer ones; such a manner of procedure, however marked by the lack of any legitimate rules of relations between regional and local budgets imparts local authorities a negative incentives to raising their own incomes and to developing a tax base of their own. Thus higher authorities got capable of diminishing the sharing rate of the regulating taxes for the municipality or of diminishing the subsidy size in case the previous budget period displayed the growth of its incomes. 

The pressure the regional authorities exerted upon the federal ones resulted also in the growth of regional financial aid
 share in the Federal budget expenditures from 6,9% to 14,9% for the period of 1992 - 1994.

The interbudgetary relations’ reform of 1994 and their development for the period of 1994 - 1997.

The new Constitution of 1993 and federal authorities' strengthened positions made it possible to make a reform of interbudgetary relations in 1994, the main purpose of which being to formalize the aspects of revenue allocation between federal and regional budgets and to provide financial aid for lower level budgets
. With articles 71 and 72 in place, the new Constitution formalized the basic aspects of competence for federal, regional and local authorities. Besides, a number of treaties were signed to differentiate the objects of competence between the Centre and the Federation members known as the main abusers in paying no taxes to the federal budget and, thus a tax payments to the federal budget was made possible, although in smaller shares compared to the rest of the regions (implying Tatarstan, Sacha, Bashkortostan).

As regards interbudgetary relations, the main result of the reform undertaken was primarily the formation of a Fund of Financial Support to the Regions within the framework of the Federal Budget, that was to disburse its resources between the subjects of the Russian Federation according to an all-unified methodology regarding both regional budgets' revenue capacity and spending needs, and secondarily, it was an attempt to set out universal rates for the allocation of federal tax revenues between the centre and the regions. The 1994 federal budget law contained the common rates for tax income distribution between the federal and the regional budgets for basic federal taxes. Set in 1994, the tax income distribution proportions for the three basic federal taxes remained practically unchanged till 1998 (see Tables 3–5 for the currently operating proportions of tax income distribution and also for those of tax authorities and spending responsibilities). The tax sharing rates between the Federal budget and the budgets of Federation members made: for VAT – 25% of tax revenues collected on the region's territory, for corporate profit tax – at the rate of 25%  to 22% for different years, for personal income tax – 90%-100% (taking account of a particular the year) of the tax revenues originating from the region's territory. Regional authorities also got a right to change the regional corporate profit tax rate, and also a right to introduce regional and local taxes of their own (the latter right was abolished in 1996)
.

The ideas on gaining greater objectiveness in interbudgetary relations were however implemented inappropriately, especially in the sense of interbudgetary relations formalisation and imparting them transparency. So the regional shares in FFSR calculated according to a universal method, were subject to approval to be made by the State Duma as part of the Federal Budget Law, which preconditioned numerous current amendments in the calculations presented by the Ministry of Finance when drafting the bill. Sticking to universal rates for the distribution of federal tax revenues between the federal and the regional budgets wasn't actually carried out either: first, as a result of the non-cash off-sets the shared taxes might be payed only in the share, that assigned to the region's budget, and second, setting the federal taxes' sharing rates in the case the budgets of a number of national republics was a procedure regulated by special insrtuctions of the Ministry of Finance, i.e. it could be made on the individual basis.

One should lay a special emphasis upon the agreements on division of authorities and objects of competence between the federal centre and the regions which came to characterise the relations between the federal and regional authorities, since 1994. Alongside with the transition made to replace individual agreement-based management of interbudgetary relations with the introduction of common principles, there was however an oppposite tendency displaying itself as making agreements on competence division with certain Federation Members. Thus there were several agreements with the republics of Tatarstan and Bashkortostan signed in 1994 to preserve the whole-hearted unity of the Russian Federation, implying not only the 100% assignment of some federal taxes (mainly VAT) into the budgets of the republics but also setting proportions for the distributing the rest of the taxes on agreement basis.

Later on during the period of 1995 - 1996 the agreement made between the republic of Sakha (Yakutia) and the city of Saint-Petersburg confirmed the latter condition. The same kind of agreements reached for the period of 1995-1997 with a number of other Federation members (the republic of Udmurtia and Komi, the Krasnodarsky and Khabarovsky krais, the Sverdlovsky, Irkutsky, the Nizhny Novgorod, Rostov, Vologda, Murmansk and Chelyabinsk regions) also implied a considerable extension of the budget rights with regional authorities. First and foremost, this means providing an opportunity for a region to finance the federal budget expenditures on the region's territory at the expense of the federal tax revenues, originating from the territory, then about the right to effect individual off-sets with the federal budget, to use exponents individually agreed on when calculating the transfers from FFSR, to finance regional spending programs at the expense of the resources from the Federal budget, then about obtaining a right to control the resources of the regional departments of federal non-budget funds and also to appoint administration for these departments etc. As becomes obvious from the above-described
, some of the regions were delegated too wide authorities in comparison with the majority of other federation members – the budget statistics suggests that the agreements made enabled Tatarstan, Bashkortostan and Yakutia to control considerable revenue amounts, additional spending responsibilities being thereby incumbent upon them, which implied a greater extent of independence for these regions compared to other Federation members. It is however notable that the privileges, implied by the agreements, actually operated only for Tatarstan, Bashkortostan and partly the Republic of Sakha, whereas the federal government and the Ministry of Finance gave the other Federation members no chance to implement the agreement-implied privileges.The record of interbudgetary relations development in Russia.

The evolution of the budgetary system and interbudgetary relations in the Russian federation for the period of 1992 - 1993.

The contemporary system of interbudgetary financial flows started developing as early as in 1991. By that time before the formation of the independent Russian State the budgetary system of the former RFSR existed as part of the Soviet Union centralized budgetary system. By 1991 the USSR budgetary system presented the totality of all the budgets of the country integrated into the USSR state budget which fell into the union budget, the union republics’ state budgets, and that of state social insurance. The state budgets of the union republics embraced, in their turn, a union Republic's republican budget, the state budgets of the autonomous republics belonging to the union republic, and local budgets. The latter compressed three groups: the budgets of regions and "krays",  those of the cities subordinate to republics, and those of districts (for the republics with no regional subdivision). Besides, the budgets of the regions included regional and krays' budgets (by the analogy with the union republics' state budget structure), the budgets of the autonomous regions (okrugs), the budgets of the region-subordinate (kray-subordinate) cities, and also district budgets. The budgets of districts (inclusive of those regional ones) embraced, in their turn, district budgets, the budgets of the district-subordinate towns, the budgets of settlements and village budgets.

On the whole the revenue distribution between the budgets of different levels was as follows
. The union budget was replenished by turnover tax (with a substraction of the part remitted to the budgets of the union republics), by profit tax on the enterprises and state-subordinate organizations, by personal income tax, also by payments for state social insurance, customs duties.

The budgets of the union republics compressed part of the profit tax on the enterprises and utility organisations under republican and local subordination, the forest income, the income tax on collective farms, co-operative and social enterprises, the agricultural tax, the alloccations from the turnover tax and other country-wide kinds of income measured in accordance with the state budget Law for the respective year, and also some other payments.

The budgets of the Autonomous Republics, districts and regions received substarctions from the subordinate enterprises' profit and also part of the payments from the profit of the enterprises and institutions, transmitted to these budgets, the state duty, the revenues gained by showing movies, the local taxes and fees.

The revenues of the local budgets were constituted by the substractions from the profit of the enterprises under local subordination and by the transfers received from higher level budgets.

It is obvious, that the revenue distribution came to reflect the specificity of the Soviet tax system, which doesn't leave open to discussion the questions of delegating income authorities with different levels of power, as the majority of the exponents was subject to approval to be made by the higher echelones.

The adoption of budgets for administrative-territorial institutions was a process consisting in their spending and revenue exponents to be affirmed by the state authorities of a higher level, and the regional budgets themselves were further liable to consolidation into the united state budget. Due to the lack of any universal norms for assignment of income sources and spending responsibilities, each administrative unit had got individual proportions of tax and non-tax incomes distribution which funded the expenditures agreed on in advance. The interbudgetary equalization in Russia of the USSR times was also achieved by means of rendering subsidies for financing these or those spending articles by the budget of a higher level, besides the subsidy amounts were determined as a result of conforming the demands for resources based on the natural rates.

It's natural, that the introduction of real principles of federalism into the sphere of the state establishment required serious reforming of the budget system and the interbudgetary relations in Russia. At the end of 1991 the Supreme Council of RSFSR adopted the laws "On the bases of the budget process and budget establishment in RSFSR" and "On the bases of the RFSR tax system", which outlined the basic principles of budget federalism. During the two succeeding years the theses of the normative acts listed gained development with the laws like "On the subventions to the republics within the body of the Russian Federation, to the autonomous okrugs, to the city of Moscow and Saint Petersburg" and "On the bases of budget rights and the rights to form and use the extra-budgetary funds of representative and executive state power authorities of the Republics within the body of the Russian Federation, autonomous regions, okrugs, krais and oblasts, the city of Moscow and Saint Petersburg, also self-governance bodies”
.

These attempts of realization of the basic principles of federalism in the context of building up a budget system faced real difficulties when implemented. The regional authorities of the subsidized regions had a habit taken after the Soviet times which was to wage wars for the redistribution of budget resources by means of concluding individual agreements with the federal power organs, whereas financially strong regions alongside with the evolving economic crisis sought to precipitate the payment of tax revenues into the federal budget, for instatnce, some of the national republics (that of Sacha, Tatarstan, Bashkortostan) stopped paying taxes into the federal budget, aspiring to gain the right to accumulate all the tax incomes coming from the region's territory within their own budget by means of regular transferring the only payment into the Federal Budget, the amount of which was to be negotiated with the Federal government.

Under the conditions of the increasing spending pressure upon the Federal budget and the considerable shortage of tax revenues the federal organs of power initiated a process of passing part of federal budget expenditure responsibilities over to the regional level (the subsidies for selling foodstuffs and other goods at regulated prices, free medication, subsidies for public transport and utility services, the expenditures for social protection of the population and some kinds of communal expenditures), which caused an increase of the spending share of the Federation Members’ budgets within the consolidated RF budget (see Table 1).

The extent of budget independence gained by regional authorities remained rather limited, since the only exponent they could exert a real influence upon was the regional budgets' expenditures. At the same time the regions didn't get any rights to independently raise revenues into the budget, and finance departments of regional administrations were placed under the double subordination of the regional authorities and the Federal Ministry of Finance. The federal authorities alongside with that retained the right to apply a  differentiated manner of regulating the tax sharing rates into the regional budgets from the basic federal taxes which determined the amount of tax revenues of the state budget system. In 1992 - 1993 financial assistance was delivered to regional budgets coming as subsidies in case the revnuees from their own and regulating (shared) taxes proved insufficient to cover the minimal necessary budget, the size of which was agreed on by federal and regional authorities.

Table 1.The share taken by some budget exponents of the Federation members in the consolidated RF budget (%).


1992
1993
1994
1995
1996
1997
1998
1999
2000*

Tax revenues
44,2%
53,1%
53,4%
47,6%
49,5%
53,1%
54,0%
48,9%
45,9%

Total revenues
44,0%
58,0%
53,9%
52,6%
53,8%
57,5%
56,6%
49,2%
41,4%

Total expenditures
34,0%
40,3%
37,7%
43,4%
45,4%
48,1%
48,4%
46,9%
46,1%

* for the first half-year

Source: federal Ministry of Finance

The regional level reproduced the same principles for interbudgetary relations’ realization as those applied at the federal level, the only difference being the fact that both tax revenues disbursed on a shared basis and subsidies didn't come from the federal budget, but were transferred from the regional one. It's notable that a scheme like that enabled a regional level to gain greater efficiency in reallocating the resources from rich municipalities in favour of those poorer ones; such a manner of procedure, however marked by the lack of any legitimate rules of relations between regional and local budgets imparts local authorities a negative incentives to raising their own incomes and to developing a tax base of their own. Thus higher authorities got capable of diminishing the sharing rate of the regulating taxes for the municipality or of diminishing the subsidy size in case the previous budget period displayed the growth of its incomes. 

The pressure the regional authorities exerted upon the federal ones resulted also in the growth of regional financial aid
 share in the Federal budget expenditures from 6,9% to 14,9% for the period of 1992 - 1994.

The interbudgetary relations’ reform of 1994 and their development for the period of 1994 - 1997.

The new Constitution of 1993 and federal authorities' strengthened positions made it possible to make a reform of interbudgetary relations in 1994, the main purpose of which being to formalize the aspects of revenue allocation between federal and regional budgets and to provide financial aid for lower level budgets
. With articles 71 and 72 in place, the new Constitution formalized the basic aspects of competence for federal, regional and local authorities. Besides, a number of treaties were signed to differentiate the objects of competence between the Centre and the Federation members known as the main abusers in paying no taxes to the federal budget and, thus a tax payments to the federal budget was made possible, although in smaller shares compared to the rest of the regions (implying Tatarstan, Sacha, Bashkortostan).

As regards interbudgetary relations, the main result of the reform undertaken was primarily the formation of a Fund of Financial Support to the Regions within the framework of the Federal Budget, that was to disburse its resources between the subjects of the Russian Federation according to an all-unified methodology regarding both regional budgets' revenue capacity and spending needs, and secondarily, it was an attempt to set out universal rates for the allocation of federal tax revenues between the centre and the regions. The 1994 federal budget law contained the common rates for tax income distribution between the federal and the regional budgets for basic federal taxes. Set in 1994, the tax income distribution proportions for the three basic federal taxes remained practically unchanged till 1998 (see Tables 3–5 for the currently operating proportions of tax income distribution and also for those of tax authorities and spending responsibilities). The tax sharing rates between the Federal budget and the budgets of Federation members made: for VAT – 25% of tax revenues collected on the region's territory, for corporate profit tax – at the rate of 25%  to 22% for different years, for personal income tax – 90%-100% (taking account of a particular the year) of the tax revenues originating from the region's territory. Regional authorities also got a right to change the regional corporate profit tax rate, and also a right to introduce regional and local taxes of their own (the latter right was abolished in 1996)
.

The ideas on gaining greater objectiveness in interbudgetary relations were however implemented inappropriately, especially in the sense of interbudgetary relations formalisation and imparting them transparency. So the regional shares in FFSR calculated according to a universal method, were subject to approval to be made by the State Duma as part of the Federal Budget Law, which preconditioned numerous current amendments in the calculations presented by the Ministry of Finance when drafting the bill. Sticking to universal rates for the distribution of federal tax revenues between the federal and the regional budgets wasn't actually carried out either: first, as a result of the non-cash off-sets the shared taxes might be payed only in the share, that assigned to the region's budget, and second, setting the federal taxes' sharing rates in the case the budgets of a number of national republics was a procedure regulated by special insrtuctions of the Ministry of Finance, i.e. it could be made on the individual basis.

One should lay a special emphasis upon the agreements on division of authorities and objects of competence between the federal centre and the regions which came to characterise the relations between the federal and regional authorities, since 1994. Alongside with the transition made to replace individual agreement-based management of interbudgetary relations with the introduction of common principles, there was however an oppposite tendency displaying itself as making agreements on competence division with certain Federation Members. Thus there were several agreements with the republics of Tatarstan and Bashkortostan signed in 1994 to preserve the whole-hearted unity of the Russian Federation, implying not only the 100% assignment of some federal taxes (mainly VAT) into the budgets of the republics but also setting proportions for the distributing the rest of the taxes on agreement basis.

Later on during the period of 1995 - 1996 the agreement made between the republic of Sakha (Yakutia) and the city of Saint-Petersburg confirmed the latter condition. The same kind of agreements reached for the period of 1995-1997 with a number of other Federation members (the republic of Udmurtia and Komi, the Krasnodarsky and Khabarovsky krais, the Sverdlovsky, Irkutsky, the Nizhny Novgorod, Rostov, Vologda, Murmansk and Chelyabinsk regions) also implied a considerable extension of the budget rights with regional authorities. First and foremost, this means providing an opportunity for a region to finance the federal budget expenditures on the region's territory at the expense of the federal tax revenues, originating from the territory, then about the right to effect individual off-sets with the federal budget, to use exponents individually agreed on when calculating the transfers from FFSR, to finance regional spending programs at the expense of the resources from the Federal budget, then about obtaining a right to control the resources of the regional departments of federal non-budget funds and also to appoint administration for these departments etc. As becomes obvious from the above-described
, some of the regions were delegated too wide authorities in comparison with the majority of other federation members – the budget statistics suggests that the agreements made enabled Tatarstan, Bashkortostan and Yakutia to control considerable revenue amounts, additional spending responsibilities being thereby incumbent upon them, which implied a greater extent of independence for these regions compared to other Federation members. It is however notable that the privileges, implied by the agreements, actually operated only for Tatarstan, Bashkortostan and partly the Republic of Sakha, whereas the federal government and the Ministry of Finance gave the other Federation members no chance to implement the agreement-implied privileges.

Table 2. Amounts and structure of the federal financial aid to the budgets of the RF constituent entities in 1993 – first half of 2000.


1993
1994
1995
1996


% GDP
 % of total fin. aid
% GDP
 % of total fin. aid
% GDP
 % of total fin. aid
% GDP
 % of total fin. aid

Dotations
0,02%
1%
0,09%
3%
0,06%
3%
0,09%
4%

Subventions
0,69%
26%
0,42%
12%
0,12%
7%
0,12%
5%

 Total transfers from the FFSR
0,00%
0%
0,36%
10%
1,17%
64%
1,04%
44%

     including:









   Transfers
0,00%
0%
0,36%
10%
0,86%
47%
0,68%
29%

   Transfers at the account of the regional VAT share
0,00%
0%
0,00%
0%
0,31%
17%
0,36%
16%

Mutual settlements (surplus)
1,95%
72%
2,54%
74%
0,42%
23%
0,81%
35%

Budgetary loans to the lower levels of the budgetary system less repayments:
0,03%
1%
0,02%
1%
0,04%
2%
0,23%
10%

Deficiencies in transfers from the regional budgets to the special purpose budgetary funds
0,00%
0%
0,00%
0%
0,02%
1%
0,05%
2%

Totals: amount given to the lower level budgets
2,70%
100%
3,4%
100%
1,8%
100%
2,3%
100%

Total federal expenditures
21,2%

23,0%

16,6%

15,8%


* for January-June

Source: RF Ministry of Finance, authors' calculations

1997
1998
1999
2000*


% GDP
 % of total fin. aid
% GDP
 % of total fin. aid
% GDP
 % of total fin. aid
% GDP
 % of total fin. aid


0,13%
5%
0,10%
6%
0,06%
4%
0,18%
11%
Dotations

0,09%
4%
0,02%
1%
0,20%
14%
0,02%
1%
Subventions

1,22%
49%
1,12%
70%
0,99%
71%
1,20%
74%
 Total transfers from the FFSR





0,00%

0,00%

     including:

0,86%
35%
1,00%
62%
0,99%
71%
1,20%
74%
   Transfers

0,36%
14%
0,12%
8%
0,00%
0%
0,00%
0%
   Transfers at the account of the regional VAT share

0,43%
17%
0,36%
22%
0,14%
10%
0,20%
12%
Mutual settlements (surplus)

0,64%
25%
-0,03%
0%
-0,28%
0%
0,02%
1%
Budgetary loans to the lower levels of the budgetary system less repayments:

0,00%
0%
0,00%
0%
0,00%
0%
0,00%
0%
Deficiencies in transfers from the regional budgets to the special purpose budgetary funds

2,5%
100%
1,60%
100%
1,39%
100%
1,61%
100%
Totals: amount given to the lower level budgets

15,3%

14,5%

14,8%

13,7%

Total federal expenditures

As was stated above the next basic component of the interbudgetary relations reform of 1994 was the creation of the Fund for Financial Support to the Regions within the federal budget, the resources of which coming as transfers were calculated according to a single universal formula for the Federation members and were to lay the foundation for the federal financial assistance delivered to regional budgets. It is, however, only in 1994 and 1995, that the FFSR transfers were really calculated by precise sticking to the formula, as the proportion of the FFSR transfers in the total amount of federal financial assistance to the regions was small enough (see Table 2). Later on the regions' shares in the Fund (the law on the federal budget for each year fixed the transfer size as shares of transfer recepient regions in the total amount of the fund) were essentially amended when passing the budget bill in the State Duma.

The mechanism of FFSR disbursement applied for calculating transfers since 1994 till 1998 was based on a balancing procedure compressing two stages. The first stage was to outline the regions where the per capita budget revenues were below average and then a certain amount was calculated to raise their incomes level up to the average. Such regions were named «those requiring financial support». For the reasons of taking into account the country's spending needs interregional differentiation it was decided to split the regions into three groups, individual average exponents of the incomes forecasted being calculated for each, – these are «nothern» regions or those having districts ranked with the Far North, regions contained districts aknowledged equal to Far North and other Federation members. The second stage was to delineate the regions, in which the estimated revenue amount failed to cover the amount of expenditures forecasted for the next financial year – these are named «regions requiring extra financial support». For such regions a certain amount was prescribed to fill the gap. The shares of regions in FFSR were later on calculated in proportion to the region's total demand for resources at the first and the second equalization stages. The right to obtain FFSR transfers was given to app. 70 to 80 Federation Members in all the 89 of them annually.

The total amount of FFSR resources was defined annually on the basis of the federal budget capacity. The source of FFSR forming was set in 1994 as the proportion of VAT on goods and services, produced and rendered on the territory of the Russian Federation estimated as 22% from the federal share of the tax. In 1995 the share of FFRS assignment the was increased to 27% of the VAT federal part. In 1996 and 1997 FFSR was formed by the 15% share of the total amount of tax revenues into the federal budget, supervised by tax organs (i.e. taxes on external operations excluded), this share decreasing to 14 % in 1998.

It's notable that the incomes of the regional budgets used for calculating the transfers were the previous year reported budget incomes in the budgets of the Federation Members diminished for a certain value for the purpose of stimulating regional authorities to mobilize the incomes. The regional budgets' spending exponents involved in the calculations presented data on regional budgets' expenditures for 1991, «brought» to the conditions of the planned year by means of a number of «adjustments» and corrections. For instance, the regions' revenue base for 1998 was calculated with reference to the data of the previous reported year (1996) with a 3 positions decrease and a six positions increase, whereas the expenditures were forecasted by inflating of the 1991 data, 15 spending articles being excluded and 32 new kinds of expenditures added up, the expenditures for housing and utility services being also overviewed.

Using the 1991 data as the basis for transfers calculation is first and foremost accounted for by the regional representatives' demand that the rates of regional budgets spending needs be taken into account when calculating the transfers. However there haven't been any affirmed normatives for budget expenditures with a subject-to-subject ranging, the reason for which being the questionable basic social guarantees for the population of the Russian Federation and the doubtful sources of their funding. Such-like conditions suggested taking the actual expenditures of Russian regions for 1991 as the basis for the federal financial support distribution, since the year was generally recognized as the last one with the budget resources’ spending performed according to the natural norms of the Soviet times. It's lucid that the numerous corrections applied to the 1991 data became an aggravating factor for the exponent, groundless as it was, and all in all an approach like that actually happened to fix the budget demands of the Federation Members on the level of 1991. Thereby it appears favorable for some regions, the expenditures of which were at a comparatively high level in 1991, and visa versa
.

Since the time of the FFSR foundation and the introduction of a new mechanism of interbudgetary equalization the basic spending и revenue exponents of the FFSR distribution methodology were further liable to conforming to the representatives of regional authorities. However in the course of time the forecasted revenues and especially the Federation Members’ expenditures proved to be subject to an largely increasing influence of individual agreements, as the Ministry of Finance was beginning to face greater difficulties in proving the exactness of the data gained by introducing corrections into the 1991 exponents. As a result, by 1998 both basic exponents for transfer calculations and financial support final amounts could be changed arbitrarily by agreements made in the Government or the State Duma, which placed any objectiveness, or transparency, or formalization of the FFSR transers out of the question.

As a result of the reforms undertaken, the system of federal financial support of the regions became inclusive of several channels to render financial resources, which can be divided into two groups: the regular and irregular kinds of financial support. The regular kinds of financial support embrace, first of all, transfers from the federal fund for financial support to the regions, the «dotations» delivered to the budgets of closed administrative-territorial institutions, the subventions for the city of Moscow, federal financing for shipping goods in advance to the regions of «problematic accessibility» (the so called «Nothern shipping»). The irregular kind of financial support mainly consists of expenditures as part of various federal programs’ performance, and also financing through budget limits of ministries and other government bodies. One should lay a special emphasis on budget loans and resources passed to regional budgets when carrying out mutual payments: the channels of the resources’ allocation, presenting no formal kinds of financial support offered regularly, have actually acquired a status of an extra source for covering the gap between the revenues and expenditures in regional budgets.

The resources passed to the lower level of the budget system within the framework of mutual payments were officially defined as the resources directed to fund the expenditures, related to the implementation of the federal decisions adopted in the course of the fiscal year, i.e. after the Federal budget Law had already come into power. However due to the common shortage of financial resources, insufficient to finance various expenditures set by the acts of Federal legislation, the resources passed through mutual payments happened to serve as a kind of federal financial support, both additional to FFSR transfers and rather substantial in quantity. The resources mentioned contributed to the regions as a compensation for growing their expenditures which resulted from the decisions made on the federal level and was connected with the performance of federal and regional investing programs. Besides the expenditures financed directly in the mutual payments form, there were many other kinds of expenditures added up hitherto, the volume of which was defined either on a negotiation basis or by a decision taken by a higher authority. Since 1994 and on, the majority of the resources that the regions receive mutual payments fell with financing housing and utility services, the required expenditures for which were set by agreement between federal and regional authorities. It's notable that the expenditures for carrying out mutual payments weren't implied the Federal Budget Law – it's already at the stage of the budget's executions, that they were defined and agreed on. Besides, in different times all the regions of the Russian federation (with no exception) were recipients of such-like resources.

The budget loans offered to regions on a repayable and chargeable basis were often a latent kind of grants, as it's the regions that were the recipients, whereas the loan repayments were often postponed, or the loan debt was cancelled. Along with that, the amounts of federal budget loans, offered similarly to the resources, spent through effecting mutual payments weren't implied by the Federal budget law; as to the order of their financing, it was vague and resulted from individual agreements and decisions of federal authorities. For example, during the 1997 campaign of paying salaries to the budget sphere staff the federal budget paid more than 10 bln. rubles to the budgets of the Federation Members (more than 1,5 % of GDP) which made about 20% of all federal budget resources given to the regions that year. (see Table 2).

The pressure exerted by the regional leaders as well as the reasons of supporting the bill on the federal budget for 1998 in the Federal Council resulted in the decision to envisage 1,5 mlrd. roubles for the financial support of depressive regions and of those being badly in need, in addition to the Fund of Financial support to the regions (the planned amount of FFSR for 1998 was 39 mlrd. roubles). Thereby it was noted, that the order of these facilities' distribution was set to be determined by the Government of the Russian Federation. In the mid-September of 1998 the Government approved of a methodology of extra financial support distribution and affirmed the distribution over the subjects of the Russian Federation
.

The methodology mentioned actually set out a number of principles to calculate regional shares in the total amount of facilities aimed at extra financial support. It was supposed in particular, that ranking a region among depressive ones is a procedure performed on the basis of «budgetary provision» exponent defined as a ratio of the difference between the regional budget's expected expenditures and income to the expected expenditures. Besides, it's only socially relevant expenditures of regional budgets, that are taken into consideration (salaries together with payroll taxes, state payments to the families with children, scholarships etc), adjoined by the amount of subsidies for housing and utility services and the creditor debt in socially relevant spending articles.

In accordance with the methodology adopted, a Federation Member is ranked with the category of depressive regions in case it has displayed the dominance of the spending exponents noted over the revenue ones. The financial resources were distributed with depressed (that are highly-subsidized) regions, identified by applying the corresponding method, proportionally to the absolute meaning of the gap between expenditures and revenue in question. In 1998 the right to receive extra financial support facilities was offered to 28 subjects of the Federation.

A new stage of interbudgetary relations reforming: 1998 - 2000.

The relations between the budgets of various levels haven't been left unaffected by the serious changes that have been taking place in the sphere of economic, financial and budget policy since 1998. Despite the reforms performed in 1994, the political trading process together with the struggle of federal authorities to gain support with regional elites have resulted in the fact that the federal budget has been spending huge facilities to fund the budgets of the Federation Members embracing both direct expenditures and revenues undergained. The federal government at the same time had efficient levers of control neither over the compliance of the funds provided with the real demands of regional budgets, nor over the spending directions these funds were given by regional authorities. The financial crisis that came to increase the demand for budget revenues mobilization has as well pushed the Government to search for the ways to increase both the interbudgetary relations efficiency and effectiveness.

Reforming the interbudgetary sphere was already laid foundation to with the adoption of the Law on «Financial bases for local self-governance in the Russian Federation» in 1997 and by the creation of a working group for reforming interbudgetary relations under the Committee for economic reform (the governmental structure). The task to change the system of rendering assistance to the lower level budgets as well as to distribute sources of revenue and spending displayed itself as urgent during the massive campaign of offering federal budget loans to regional budgets which was undertaken in December 1997 for the purpose of paying the salaries in the public sphere. The conditions which induced the federal authorities to resort to an urgent extra funding of regional spending needs (as to budget loans, these were formerly described as a kind of a grant to the regions badly in need (due to the cancellation capacities and numerous repayment delays) rendered via irregular, non-formalised channels, devoid of transparency) has lead the federal authorities to the recognition of a necessity to create a new order of federal transfers distribution supposing it was to be both formalized and transparent and to become the one and only channel of rendering the non-earmarked federal financial support to the regions.

The first steps to direct reforming of the regional financial support system were already undertaken when preparing the federal budget for 1998. The methodological outline for FFSR distribution which was placed with the State Duma as part of the bill suggested reducing the Fund size from 15% to 13% of tax revenues together with relinquishing the former division of the Federation Members into «regions badly in need for financial support» and «those requiring extra financial support» as well as earmarking as much as a 3% tax revenues part of the Fund for financial support of territorial funds of compulsory health insurance. It's no less important to stress the reservation of 10% of the Fund within its whole amount for the purpose of distributing them over regions marked by a most vivid disproportion of expenditures and revenues, and also the combination of offering facilities for financing housing and utility services with fulfilling the conditions the housing reform.

Nonetheless, the draft of the FFSR distribution methodology was never adopted in the course of discussion. According to the existing practice the State Duma has a right to change the shares' values obtained as a result of the calculations conducted by the Ministry of Finace with the help of the respective method. All that has formed a condition under which the regions' actual shares in FFSR, fixed in the 1998 Federal Budget Law are much different from those presented in the bill by the Ministrty of Finance. The analysis undertaken helps reveal that the regions' shares in FFSR which were finally approved of by the Federal Council tend to be closer in figures to the true structure of FFSR distribution in 1997 than to the share values calculated with the help of the proposed methodology
. A situation like that came to nearly reproduce the previous year situation when the transfers for the regions affirmed by the Budget Law were mostly determined by means of agreements rather than with the help of the calculations of the Ministry of Finance.

As soon as the Federal Budget Law came into power in the shape it was adopted by the State Duma, the Ministry of Finance conducted vigorous work on preparing a full-scale reform for interbudgetary relations which turned to one of the most important strategies of the new Russian government. This first of all resulted in forming a tripartite working group for modifying interbudgetary relations, engaging representatives from the Government, the President Administration and the Federal Assembly and, secondly, in signing of the President's directive on the interrelations between the federal budget and those of the Federation Members
.

The directives the President's Directive voiced were basically aimed at normalizing the relations between the federal and regional budgets, cutting out the inappropriate usage of the federal financial support and financing groundless spending obligations at a regional level at the federal budget's expense. The Directive thus suggests that the Government should allow the repayment delays of the formerly offered budget loans as well as to sanction providing financial aid only in case an agreement is reached by the Government of the Russian federation and its subjects' executive power authorities in favour of the state finance recovery granting the same for the financial support providing conditions which were to be rather severe in stopping non-cash settlements, restructuring tax arrears, reforming the housing and utility services sector etc.

The pressure that the Federal Government was exerting upon regional authorities by means of applying conditions onto the repayment delay of federal loans and offering a different kind of financial support assisted undertaking the very first attempt to reform the budget sphere in order to reduce the budget expenditures. As shown by the data on federal budget's execution, the Ministry of Finance kept sticking to the theses of the docment under discussion for the rest of 1998 - the amount of budget loans offered was preserved at a low level whereas the repayment amount surpassed the value of the previous years making 0,2 % by the end of the year which is 866 mln. roubles more than the budget loans' total amount. It's right since 1998, that federal budget loans have ceased to be an additional channel of providing federal financial support.

The second one of the governmental strategies in the field of fiscal federalism was working out basic conceptions of an interbudgetary relations reform which was once approved of by the tri-partite working group for interbudgetary relations updating and then affirmed again at the end of July 1998, already shaped as a Concept of reforming the interbudgetary relations in the Russian Federation for 1991 - 2001
. This document sets out the basic directions for the interbudgetary system reform to take. These are: the differentiation of the spending authorities and the responsibility between the power authorirties of various levels, the differentiation of the sources of income between the levels of the Russian Federation's budgetary system, the modification of the formation and distribution methodology for the federal Fund of financial support of the Federation Members and also investment support for the development of territories. The Concept puts forward basic suggestions for each direction, supposing the reform ought to be based thereupon alongside with the set of measures that appear inevitable for carrying out the task.

Thus its spending authority defining part for variously leveled budgets enumerates the basic kinds of expenditures that are to be financed at the expense of budgets of various levels according to the Constitution, and also the expenditures subject to joint financing. In 1998 it was already expected to inventory the spending authorities of the federal, regional and local budgets and to affirm the expenditure rates for housing and utility services, education, health care, state administration, child support, and in 1999 it was expected to set rates for the rest of spending articles in regional budgets while the assessment of the Federation Members' consolidated budgets would be performed on a normative basis beginning with 2000. Besides regional authorities are recommended to undergo transition to a normative-based assessment of municipal institutions' demands before the end of 2001.

As to the sphere of revenue sources distribution, the Concept adduces a closed list of federal, regional and local taxes which is to be approved of by the corresponding normative acts alongside with the list of federal taxes subject to distribution among variously levelled budgets. Besides it is asserted that the distribution of the regulating taxes income between the federal and regional budgets is to be performed on the basis of rates, set for a period no shorter than three years, whereas with regional and municipal budgets it is to be carried out on the basis of the rates set for no shorter period.

The chapter putting forward the methods of forming and distributing the Federal fund of Support to the regions appears to be one of the most important parts of the Concept for interbudgetary relations reforming
. The document states the financial expenditure rates for state services rendering to be the likeable basis for determining the financial aid from FFSR, then, the total amount of FFSR resources would be defined by the rate of allocations into the federal budget set by the federal law for a period no shorter than three years, and some of the FFSR resources could be offered for an extra suuport to highly dotable regions on the basis of a universal methodology.

For the purpose of the investment support of the regions it is advised to create a federal Fund of regional development which would accumulate the resources of the state capital investments currently managed as part of federal and regional programs, as well as of branch financing projects etc. The resources of this Fund are supposed to be granted on an «as is» basis (unlike those of the development budget, granted on a repayment basis) under the condition of presenting an investment program worked out by regional authorities in cooperation with the Ministry of Economy of the Russian Federation.

To facilitate economic reforms within regions and to stimulate the processes of financial recovery within regional budgets the Concept suggests creating a Federal Fund for regional finance development, the resources of which are supposed to be granted to unsubsidized и low-subsidized regions on a repayment basis and also to those creating favourable prerequisites and conditions for economic development, implying their sooner gaining financial independence and greater creditworthiness.

The Concept approved laid the foundation for working out FFSR distribution methods for 1999. In accordance with the Concept, the transfer design quantities were defined in a way to bring the regional budgets incomes adduced to the level determined by the Fund amount. To gain the сompatibility of regional per capita revenues a budget expenditures index was employed, it being calculated however not with individual regions but with groups of regions, besides grouping of Federation Members (except for Moscow and Saint Petersburg) by economic regions was used, the regions of the Far North and the mountaineous areas of the Northern Caucasus highlightened. The Vologodskaya and the Kaliningradskaya regions were thereby ranked with the North - Western regions. The very budget spending index itself was calculated as a ratio of weighted average costs of living in a group of regions to the least costs of living value found in all the groups then multiplied into the ratio of a region's weighted average budget expenditures to the weighted average value of the budget per capita expenditures in a group of regions.

It's notable that the FFSR distribution project presented to the Federal Assembly was approved by the State Duma without any global corrections so typical of the previous years which is likely to be due to the participation of the State Duma representatives alongside with those from the Federation Council and regional authorities. It's for the first time that the Federal Budget Law affirmed the right of the Ministry of Finance to render FFSR transfers only to the regions which come to satisfy the demands of the federal and tax legislation completely, no exceptions, additions or special conditions admitted, which thereby creates a legislative basis for the federal government to exert an influence upon the process of economic performance in the regions.

The rates for distributing tax incomes between the Federal and Regional budgets, left unchanged since 1994, came to be overviewed in the Federal Budget Law and by other Acts of legislation adopted as part of the budget package. Thus the share of VAT revenues was increased up to 85%, whereas the rates of corporate profit tax (the federal and the maximum regional one) were reduced correspondingly to 11% and 19%, besides it was set that the personal income tax revenues from individuals be enlisted into the federal budget at a 3% rate (it's 16% of the personal income tax revenues that has been enrolled into the Federal Budget since 2000 January the 1st).

Reforms in interbudgetary relations initiated in1997 and 1998 continued vigorously in 1999. It's notable that generally, beginning in 1999, the federal Government took a relatively firm line in relation to Federation members. During Yevgeny Primakov's premiership proposals were frequently voiced in favour of abolition of elections of heads of regional administrations and also for a greater concentration of powers over revenues, and a more effective control over the performance of regional authorities. In February 1999, the Government issued a directive on reform in housing and utility services, setting maximum rates of charges and utility services, which was differentiated by economic regions and provided a mandatory benchmark in financial support distribution to the regions
. For all the imperfections of these rates, the directive was one of the few attempts so far launched to put budgetary relations with the regions within a legal framework.

These developments were bound to affect the quantitative aspects of relations between the federal centre and the regions. For a second year running, federal budget loans cannot, in general, be regarded as channels for the flow of financial aid – the balance in these operations has been unfavourable for the regions in both 1998 and 1999, which means that more loans were repaid than received throughout the year. It is a notable fact that the share of outstanding federal budget loans in total funds transferred into the budgets of federation members in 1996 and 1997 was 10 % and 25%, respectively. In 1999, the Ministry of Finance discontinued iits practice of transferring funds from the FFSR by setting them off against the federal share in value added tax receipts. Previously, the amounts flowing through these channels reached nearly 17% of total federal financial support (including outstanding loans from the budget), creating a favourable field for federal and regional authorities to bargain over VAT amounts to be set off against federal transfers.

These positive changes in interbudgetary relations in Russia however failed to work off the backlog of problems that had built up in this area. The methods of allocating federal transfers and the basic principles and conditions of federal financial support allocation to the regions were badly in need of updating. The principal areas where reforms could start in methods of aid disbursement from the Fund of Financial Support to the Regions included the need for a fuller account to be taken of the tax potential and spending needs, methods to be developed to motivate the regional authorities into stepping up their efforts to collect taxes and restructure their budgetary spending, the process to be further formalized, and bias to be eliminated in the elaboration of the initial data and setting of actual amounts of financial support.

In 1999, the work was continued to update the relations between the federal and regional budgets as part of the tripartite working group. In particular, by the time work started on the draft federal budget for the year 2000 the group had discussed and approved of the methods to calculate the federation members' fiscal potential, the spending needs of regional budgets, besides some changes were also introduced into the methodology for allocating the FFSR amounts
.

The new methods of assessing the budgetary spending needs in Federation members was, in contrast to those used in previous years, based on differentiation of average countrywide forecasts taking account of factors characterizing the magnitude of demand for specific kinds of budgetary spending. Standard budgetary requirements were calculated in the following groups of expenditures: education, health care, housing and utility services, government administration, transport and communications, culture and the arts, social policy and law enforcement.

Interregional differentiating coefficients of countrywide spending average (calculated as GDP share) characterized the objective factors of growing costs of public services such as wages and prices of goods and services in a region, climate and transport infrastructure. Moreover, these coefficients were calculated from open statistical data that are not, normally, handled by the Ministry of FInance (and, accordingly, aren't capable of being agreed on with regional authorities) – such as the proportion of the population receiving «nothern» allowances in addition to their wages, the cost of living, existence of direct access to a motor or rail network, the share of the population living in areas reachable by good suupliers for a limited season only, and so on.

The chief positive result of the adoption of a new methodology to estimate standard spending rates was the fact that it was ultimately approved by the tripartite working group set up to enhance the interbudgetary relations, and that the budgetary spending indexes used to make FFSR disbursements under the 2000 Federal Budget Law were obtained on its basis. For the first time in the history of the budgetary system of the independent Russian state, the attempt to formalize region budget spending rates has proved successful. In addition, it was helped to considerably enhance the transparency of calculations of federal budget rates, deprived regional authorities of influence over the size of regional budget spending rates by bargaining over individual financial numbers separately, as was the case previously, and gave the Federal centre an opportunity to set priorities in the Federation members' spending policies by enlisting, in this way, yet another tool for implementing the regional budget policy at the federal level.

In addition to the methods of estimating the regions' spending needs in drafting a 2000 federal budget bill, a new technique was developed and applied for calculating the tax potential of Federation members. The need for an impartial approach to estimating the tax potential was outlined already in the Concept of reform in Interbudgetary relations. At the time the transfers were calculated for 1999, an approved mechanism for calculating the regions' tax resources was non-existent, and FFSR disbursements were made on the basis of adjusted base year reports
.

The new methods of assessing territorial tax potentials used in making disbursements from the Fund of Financial Support to the regions in 2000 is based on the average tax load on the gross value added in the leading sectors of the economy in the base period. In other words, the average countrywide tax load calculated as a ratio of an industry's actual tax liabilities to the value added in that industry in the base period is used to determine the region's tax potential with account for the expected volume of value added in that industry in the region during the plan period. Calculations are made for manufacturing, construction, agriculture, and market services.

Major alternations were also made, at the drafting stage of the 2000 federal Budget, in the method of disbursements from the Fund of Financial Support to the Regions. The mechanism of the approved methodology of FFSR disbursements in 2000 is illustrated in Figs. 1 to 3, where the regions' adjusted GTR values before and after transfer disbursements from the FFSR arranged in the order of magnitude are given as tentative examples. Fig. 1 illustrates the transfer calculation princilple used in 1999. It is clear from the figure that transfers go to Federation members whose adjusted gross tax resources are below a certain equalizing line that is, in turn, determined from the FFSR size. If, under these circumstances, the adjusted GTRs of a region rise above that line (the region shifts to the right along the adjusted GTR curve to equalization), the equalizing line remains actually unchanged and the amount of transfer made to that region is reduced by the amount of GTR growth.

Fig. 1. The equalizing principle applied in the methodology of FFSR resource allocation for 1999 (a hypothetical example).
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Fig. 2 illustrates another equalizing principle, under which the Fund of FInancial Support is disbursed in proportion to the deflection of adjusted GTR values from the median level. The figure illustrates that in this situation, the number of transfer recepients doesn't depend on the FFSR volume and that a growth of adjusted GTRs causes the amount of a transfer to decrease in proportion to the total growth. This method is disadvantageous because of a possible fragmentation of the Fund among a large number of financial support recepients.

Fig. 2. The principle of equalization in proportion to adjusted GTR's deviation from average values applied in the allocation of 80 % of the FSSR for 2000 (a hypothetical example).
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Fig. 3 illustrates a combined principle of FFSR disbursements, which was used in calculating transfers in 2000. According to the figure, the number of FFSR transfer recepients does not depend on the Fund size, where this principle is applied, and financial support is disbursed proportionally among them. In this case, however, a region is guaranteed a certain minimum of budgetary support, that is, a tax potential adjusted for the magnitude of demand for budgetary spending.

Fig. 3. The combined equalizing principle applied in the methodology of the FFSR resource allocation for 2000 (a hypothetical example).
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As it was mentioned above, one of the problems facing the system of federal financial support to Federation members has, to this day, been the existence of numerous support distribution channels. In particular, earmarked sums were allocated to the regions within the framework of the federal Northern Program aid, which the Russian Government calculated and transferred during the fiscal year without regard for any approved methodology
. Meanwhile, the implementation of the Northern Program (financial livehood aid to areas in the Far North and areas that can be supplied with provisions for only a few months during a year) amounts to a problem of unsupported higher spending requirements in the budget of respective regions which in this case brands placing the financial aid beyond the FFSR framework as unjustified.

An attempt was made, at the preparatory stages of the 1999 Federal Budget Law, to integrate funds to finance the Northern program within the FFSR transfers (it was proposed to allocate funds for these purposes in proportion to the actual sums transferred in the preceeding year), but this proposal was never approved by the State Duma. The method of FFSR disbursements through 2000 was designed so that the budgetary spending index (spending requirements) takes account of the Northern location and remoteness of a region, making it possible to increase transfer sums to Federation members in need of financial aid under Northern Program. In 2000, therefore, a separate line for aid under the Northern Program and livehood provision has been added to the amount of transfers to regions in the Far North.

Also, the FFSR disbursement methodology provided, with consent of the tripartite working group members, that transfers to all regions were to be cut by 2 %, and that the resultant saving (Rb.353.7 million) be used as financial aid to the Rpublic of Daghestan. The transfer to the Chechen Republic that could not, for obvious reasons, be reckoned with in FFSR disbursements by the standard technique, was calculated directly, on the basis of financial support for previous years. These factors refclect the tendency with state power authorities, to impart a systematic and transparent character to the process of federal financial resource disbursement.

The new methodology of FFSR disbursements led to a reduction in the number of Federation members eligible for transfers. Whereas the 1999 Federal budget Law named 13 regions that were ineligible to disbursements from the Fund of Financial Support to the Regions in 1999, the number of ineligible Federation members rose to as much as 18 under the 2000 Budget.

Therefore it proves necessary to state, that the period of 1998 – 1999 was the time marked by a «step ahead» – venture, undertaken as far as the interbudgetary relations are updated. The advantages of the FFSR disbursement methodology in the economic sense listed above can be added up with a supposition, that the Government has managed to find an effective way to cooperate with the representatives of the legislative power and regional authorities. Recently the mechanism of agreement on the decisions in the financial aid allocation has been justifying its value with the tripartite working group members: compared to the previous times, on having gained the approval of the working group, it takes the Governmental proposals or the Federal Budget bill a lesser effort (as well as a much smaller number of changes introduced) to be approved of at the Federal Assembly.

Moreover, the progress made in reforming the interbudgetary relations system for the last two years has manifested itself as a gradual transition from individual exponents agreement in transfer calculations to the agreements made on the methodologies to calculate these, reached by the tripartite working group members together with the representatives of regional financial authorities. This has given an opportunity, as a result, to considerably reduce the possibility for some of the regions to receive big amounts of financial aid just because the Ministry of Finance is convinced of the additional transfer necessity.

It won't be superfluous to mention the graduate transition to initial exponent calculation for FFSR allocation, now based upon socially-economical and financial exponents (gross regional product, the number of the population and budget services' main consumers, tax arrears etc.), the responsibility for the calculation of which now rests with the corresponding ministries and institutions. The function of preparing the initial data is gradually being withdrawn from the domain of the Ministry of Finance, which is an additional factor preventing the influence regions could exert upon indidvidual exponents.

It is a notable fact, that the 2000 State federal budget law takes a tough and rigid line in relation to the Federal Centre and regions' financial interrelationships. In this sense, it gives the RF Government a directive to convert such Federation members as the Republics of Althai, Daghestan and Tuva, as well as the Kemerovskaya oblast and the Komi-Permyatsky and Evenkiisky autonomous okrugs to the Treasury system of budget execution, adding up the regions that can't pay salaries to the budget sphere staff on time. As the document puts it, the further conversion of other regions to the treasury system of budget cash execution ought to take place as soon as the Ministry of Finance proves ready for it in the technical sense.

The law also ascribes the RF Government to bring all the agreements on interbudgetary relations, that have been reached with the regions, into the state of correspondence with the universal rates of tax income disbursement between the federal and regional budgets, set by the law
.

First and foremost, it's those bilateral agreements made with some Federation members at the beginning of the 90-ies and setting specific (compared to other regions) conditions for federal tax proceeds to the budget, that are implied. Moreover, it's suggested that the FFSR transfers be offered only to the regions that ensure sticking to the budget and tax legislation of Russia on its territory, no exceptions or special conditions admitted, and that the Government and the Accounting Chamber have the right to perform revisions and checking procedures over the budgets of the Federation members which receive the FFSR aid.

Among the other settings of the 2000 Federal budget Law, there's another one no less notable, which toughens the manner of performing mutual repayment between the Federal and regional budgets, as well as the manner of budget loans repayment
. Since 2000 on, the offsetting of mutual claims between the federal and regional budgets can be carried out through territorial authorities of the Federal Treasury. Should the repayment be timed out or in case the federal budget resources offered to the Federation members on an «as is» or a repayment bases are used for purposes other than those agreed on, the RF Government has a right to stop transferring any kind of financial aid to the regions, and also to demand compensation for the resources at the expense of those transferred thereto within the framework of financial support and mutual settlements.
Another important setting is that the law relinquishes the practice of financing legislative and normative acts at the expense of the federal budget, in case they are not supplied with the sources of financing, the application of the same principle being advised to regional and local authorities when forming budgets of their own
.

Introducing changes into the manner of carrying out the relations between the federal budget and the budgets of Federation members will be continued in 2001. In particular, the 2001 Federal budget bill presupposes a manner of disbursing tax proceeds and spending obligations between the budget system levels, different from the one currently operating, the manner of allocating the federal financial support to the regions being also slightly changed.

Just as in the year 2000, the Fund for Financial Support to the Regions is supposed to be disbursed according to the fiscal capacity (gross tax resources) and the regions' spending needs, besides the Fund is expected to partly be employed for subsiding highly subsudized regions by means of equalizing their gross tax resources. Thereby the mechanism of discussing the FFSR disbursing and also calculations by a tripartite working group, which has been a success, will be retained.

In 2001, it is expected to implement one more novelty of major importance, which is building up a so called Compensation Fund within the framework of the Federal Budget, that is designed to spend its resources on funding federal spending mandates, whereas these are currently funded at the expense of Federation Member budgets. As to the source of building up the Fund, it is expected to use the 15 % of the value added tax revenues that are currently transferred to regional budgets (since 2000 on, the Federal budget will receive 100 % of VAT proceeds).

Table 3. The distribution of Federal, Regional and Local Taxation authority

Federal Taxes
Regional Taxes
Local Taxes

· Value Added Tax

· Excises

· Profit Tax (Enterprises and Organisations)

· Profit Tax on Capital Income

· Income Tax (Individuals)

· Contributions to State Extra-Budgetary and Budgetary Funds

· State Tax

· Customs Duties and Charges

· Subsurface Resource Use Tax

· Reproduction of Mineral and Raw Material Base Tax

· Tax on Extra Incomes Derived from Extraction of Hydrocarbons

· Fee for the Right to Use Fauna and Biological Water Resources

· Forestry Tax

· Water Tax

· Environmental Tax

· Federal License Fees
· Estate Tax on Organisations

· Real Estate Tax

· Road Tax

· Sales Tax

· Gambling Business Tax

· Imputed Income Tax

· Charge for the Needs of Educational Institutions

· Regional License Fees


· Land Tax

· Property Tax on Individuals 

· Tax on Advertisement 

· Gift or Inheritance Tax 

· Local Purpose-Oriented Charges (Militia, Territorial Improvements, etc.)

· Maintenance Tax (for Residential Housing, Objects of Social and Culture Sphere)

· Local License Fees

Source: RF Tax Code, law “On Principles of the RF Taxation System"

Table 4. Distribution of Tax Revenues across Budgetary Levels

Tax
Federal Budget
Regional budgets

1. Profit Tax (Enterprises and Organisations)
at a 11% rate
At a rate below 19%

2. Value Added Tax
85% – up to 31.12.2000

100% – from 01.01.2001
15% – up to 31.12.2000

0% – from 01.01.2001

3. Personal Income Tax
16% – up to 31.12.2000

1% – up to 31.12.2000
84% – up to 31.12.2000

99% – – from 01.01.2001

4. Excises on Drinkable Alcohol, Vodka, and Spirits
50%
50%

5. Excises on Import, Mineral Raw Materials, Fuel, Cars 
100%
0%

6. Other Excises



7. Tax on Purchase of Foreign Currency Notes
60%
40%

8. Land Tax
30%
20% – regional budgets,

50% – municipal budgets

9. Sales Tax
0%
0% – municipal budgets

10a. Uniform Tax on Imputed Income Payable by Organisations
25% – federal budget

25% – social extra-budgetary funds and road fund
50%

10b. Uniform Tax on Imputed Income Payable by Businesspersons
0%
75% – regional budgets 

25% – state extra-budgetary funds

Source: RF Tax Code, law “On Principles of the RF Taxation System"

Table 5. Distribution of Expenditure Authority across Budgetary Levels

Federal Budget
Regional Budgets
Local Budgets

· Financing of federal legislative and executive authorities, state administration;

· Functioning of the federal judiciary system;

· International activity;

· National defense and national security;

· Fundamental research and assistance to scientific and technical progress;

· State support to railroad, air, and sea transportation;

· State support to atomic power engineering;

· Prevention and liquidation of emergencies, consequences of  natural calamities on the federal scale;

· Research and space exploration;

· Financing of entities in the federal ownership or under the federal government’s management;

· Formation of federal property;

· Servicing and repayment of the state debt of the Russian Federation;

· Replenishment of the state stock of precious metals and gems, of the state material reserves;

· Carrying out elections and referendums in the Russian Federation;

· Implementation of decisions of federal authorities resulted in increases of budgetary expenditures, or decreases in budgetary revenues of budgets at other levels;

· Provision for the execution of certain state powers transferred to other authority levels;

· Financial aid to the subjects of the Russian Federation;

· Official statistics;

· Other expenditures.
· Financing of legislative (representative) and executive authorities of the subjects of the Russian Federation;

· Servicing and repayment of state debts of the subjects of the Russian Federation;

· Carrying out elections and referendums in the subjects of the Russian Federation;

· Implementation of regional purpose-oriented programs;

· Formation of state property of the subjects of the Russian Federation;

· International and foreign economic relations of the subjects of the Russian Federation;

· Maintenance and development of enterprises, administrations, and organizations managed by state authorities of the subjects of the Russian Federation;

· Provision of work of mass media of the subjects of the Russian Federation;

· Financial aid to local budgets;

· Provision for the execution of certain state powers transferred to the municipal level;

· Compensation of additional expenditures resulted from decisions taken by authorities of the subjects of the Russian Federation, which resulted in increases of budgetary expenditures, or decreases in budgetary revenues of local budgets; 

· Other expenditures related to the execution of power of the subjects of the Russian Federation.


· Financing of local governments;

· Formation and management of municipal property;

· Organization, financing and development of institutions of education, public health, culture, physical culture and sports, mass media, of other entities in the municipal ownership, or under the management of local governments;

· Financing of municipal law enforcement forces;

· Organization and maintenance of municipal housing and communal services;

· Municipal road construction and maintenance of local roads;

· Improvement of territories of municipalities entities;

· Organization of utilization and processing of municipal waste (excluding radioactive waste);

· Maintenance of cemeteries managed by municipal authorities;

· Organization of mass transit and transport services for entities in municipal ownership or managed by local governments;

· Fire safety;

· Environmental protection on territories of municipalities;

· Implementation of purpose-oriented programs adopted by local governments;

· Servicing and repayment of municipal debts;

· Targeted subsidizing of the populace;

· Maintenance of municipal archives;

· Carrying out municipal elections and local referendums;

· Financing the implementation of other decisions approved by local governments and other expenditure determined as local expenditure and approved by the legislative authorities of local governments in accordance with the budgetary classification of the Russian Federation. 

Expenditures Jointly Financed by the Federal Budget, Budgets of the Federation’s Subjects, and Local Budgets

· State support of industries (excluding the atomic power engineering), construction and construction industry, agriculture, motor and river transport, communications, road infrastructure, subways;

· Law enforcement;

· Fire safety;

· Research, development, design, engineering, and  survey works ensuring the scientific and technical progress;

· Social security net;

· Environmental control, protection and reproduction of natural resources, hydro-meteorological activities;

· Prevention and liquidation of consequences of emergencies and natural calamities on the inter-regional scale;

· Development of the market infrastructure;

· Development of federal and national relations;

· Operation of election commissions of the subjects of the Russian Federation in accordance with the legislation of the Russian Federation; 

· Operation of mass media;

· Financial aid to other budgets;

Source: RF Budgetary Code

� For detailed discussion see S.Sinelnikov "Budgetny krizis v Rossii: 1985 – 1995 gody", Eurazia, Moscow, 1995.
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� Under federal financial aid to regional budgets we shall understand the sum of all non-earmarked federal grants (flows) to regional budgets: subsidies (dotations), subventions, transfers from the FFSR (including those financed through the off-set against federal share of VAT), mutual settlements, federal budgetary loans less repayments.


� For discussion see A.M.Lavrov "Interbudgetary relations in Russia: problems of reforming", mimeo,  1997.


� See presidential decree "On the formation of the republican budget of the Russian Federation and relations with budgets of the constituent entities of the Russian Federation in 1994"


� See "OECD Economic Surveys: Russian Federation", OECD, March 2000, pp.113-149


� For detailed discussion see S.Sinelnikov "Budgetny krizis v Rossii: 1985 – 1995 gody", Eurazia, Moscow, 1995.
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� Under federal financial aid to regional budgets we shall understand the sum of all non-earmarked federal grants (flows) to regional budgets: subsidies (dotations), subventions, transfers from the FFSR (including those financed through the off-set against federal share of VAT), mutual settlements, federal budgetary loans less repayments.


� For discussion see A.M.Lavrov "Interbudgetary relations in Russia: problems of reforming", mimeo,  1997.


� See presidential decree "On the formation of the republican budget of the Russian Federation and relations with budgets of the constituent entities of the Russian Federation in 1994"


� See "OECD Economic Surveys: Russian Federation", OECD, March 2000, pp.113-149


� For instance, the Altai Republic until 1992 was not the member of the Russian Federation, but as autonomous oblast belonged to the Altaiski krai. That is why the majority of the public organizations at its territory was financed from the krai's budget. The consequences of this was a situation when a region (Altai) with per capita revenue almost equal to the neighboring Tuva but branching of budgetary organizations network is 1.5 times higher receives lower financial support. With the adoption of new principles of financial support distribution the sum of transfers to Altai is 3 times higher that it was earlier.


� See resolution of the federal Government of the RF of 19.09.1998 #1112 "On the supplementary financial support of the depressed regions".


� See "Russian Economy in 1998: Trends and Prospects", IET, Moscow, 1999


� See: presidential decree 5.05.1998 №495 "On the supplementary measures regarding payment of salaries to the employers in the public sector and sanitation of public finances"


� See resolution of the federal Government of the RF of 30.07.1998 №862 "On the concept of the reforming interbudgetary relations in Russia in 1999-2001"


� Discussion on the forms and implementation of the new method of transfers distribution see С.Баткибеков, П.Кадочников, О.Луговой, С.Синельников, И.Трунин "Оценка налогового потенциала регионов и распределение финансовой помощи из федерального бюджета", О.Луговой, С.Синельников, И.Трунин "Разработка бюджетных нормативов и методики оценки межрегиональных различий в бюджетных потребностях субъектов Российской Федерации" // "Совершенствование межбюджетных отношений в Российской Федерации. Сборник статей". Институт экономики переходного периода, Научные труды №24Р, М., 2000; Дж.Боекс, Х.Мартинес-Васкес "Реформирование механизма распределения средств из Фонда финансовой поддержки регионов: анализ нового механизма выравнивания", рабочая группа экспертов правительства США по оказанию содействия налоговой реформе в Российской Федерации, Москва, 1998


� See resolution of the federal Government of the RF of 24/02/1999 №205 "On the federal standards of transition to the new system of the payment for housing and communal services"


� See "Russian Economy in 1999: Trends and Prospects", IET, Moscow, 2000


� Detailed discussion on measurement of regional fiscal capacity see "Обзор существующих концепций и методов измерения фискального потенциала регионов и возможность их использования в Российской Федерации", Школа политэкономических исследований Университета штата Джорджия, июнь 1997


� The irrationality of the separate financing of the Northern Program could be shown with the help of the following example: nobody can even imagine that federal budget would finance advanced shipment of goods to such northern regions as Khanty-Mansiisti or Yamalo-Nenetsky autonomous okrugs.


� See article 47 of the federal budget law for 2000


� See articles 72-73 of the federal budget law for 2000


� See article 129 of the federal budget law for 2000
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