
Chapter 3. Tendencies in the Federal Budget Financial Aid Allocation to the Subjects of the Russian Federation: 1992 to 2001

Financial aid rendered to the subjects of the Russian Federation from the federal budget constitutes a basic component part of the interbudgetary relations system. The research goal is to overview and analyze the key tendencies in rendering federal finacial assistance to the regional budgets since 1992. It is notable, that a historical overview of the interbudgetary relations development in the Russian Federation and the legal provision for the relationships between the budgets of different levels (inclusive of financial aid distribution) is represented in the following papers done within the bounds Consortium for Economic Policy Research and Advice (CEPRA): Trounin I.V. "The Record of Interbudgetary Relations Development in Russia" and Zolotaryova A.B. "Legal aspects of interbudgetary relations in the Russian Federation”.

For the above reason the issues are not addressed in detail below.

Total for federal support for the period of 1992 to 2000 is illustrated by Table 1. The figures show that the aggregate amount of funds allocated to the Subjects of the Federation  fluctuated within a relatively wide range during the nine years in point: from 1, 37% of GDP in 1999 to 3,4 % of GDP in 1994. Apart from that, it is notable that the spread-spectrum fluctuation of total for financial aid to the regions was basically caused by the changes in the aggregate funding amount transferred via such distribution channels as "funds assigned through mutual settlements", "subventions" and through other varieties of non-regular financial support. In contrast to the aggregate financial assistance rate, which volatility would be difficult to ascribe to economic reasons (this inconstancy rather arises from the political situation of each period), the very structure of the federal financial aid reveals more comprehensible tendencies. Thus, after 1995,  a growth of the FFSR (Fund for Financial Support to the Regions) transfer share of total for Federal support delivered to the Subjects of the Federation is evidenced - all after this kind of financial aid was introduced in 1994, at which time the transfers' aggregate value was relatively low and accounted for 10% only (this low transfer share was also for the reason, that transfer funding, in fact, came into effect in mid-1994)
.

In 1995, a large increase of FFSR transfer share of total for the Federal funding allocated to the regions is displayed (to 64 %). In effect, the year 1995 is to be treated as the first full-fledged effect year for such a kind of financial support, as FFSR transfers, since it is for the first time that the Ministry of Finance made a calculation for FFSR transfers within the budgetary process,  provided for by Russia’s new Constitution, which accounts were later adopted by the State Duma as part of the 1995 Federal Budget Act.  It should be noted, however, that the increased FFSR transfer share of total for the federal financial aid can be just partly accounted for by the convertion of the formula distributed transfers into the dominant financial aid for that period. The resolution adopted a year before to make FFSR transfers a key financing source of interbudgetary equalization, was accomplished by the federal government to a major extent, however, a possibility to  finance a FFSR transfer by offsetting a region's VAT revenues against the federal budget, dated the same year, shall be considered. Table 1 depicts, that the year 1995 evidences the maximum transfer share growth owing to the federal VAT share of total for the federal financial support to the regions (17%) for the whole observation period.

In 1996 through to 1997, a certain decrease of FFSR transfer share of total for the federal funding can be traced. Such a reduction is elucidated by two facts: in 1996, a share growth of funding allocated to the RF Subjects as funding assigned through mutual settlements (up to 35% of total for financial aid) took place, and 1997 earmarks funding regional budgets' expenditures by budget loans, assigned by the federal budget (around 25% of the aggregate funding allocated to the regions)
.

The federal support funding policy made tougher in 1998
, it resulted in an increase of FFSR transfers share of total for the federal aid. It should be observed, that alongside of FFSR transfer share growth within the federal finacial aid bounds, there's a contraction for the funds appropriated at the account the federal VAT share (both in absolute and relative values). Consequently, in 1999 and 2000 the amount of transfers from the federal budget settled at 0,98% of GDP, and their percentage share of the federal financial support structure accounted for 71% and 67%, respectively.

Thus, the following observations could be made with respect to the structure of the financial aid delivered by the federal budget. The period of 1992 to 2000 marks the following sources of the federal support to the budgets of the RF Subjects as the major ones:

- subventions (the federal budget appropriations allocated to the budgets of the RF Subjects for a special purpose), which was a major variety of financial aid to the subjects in 1992 (53%). An emphasys should be placed upon the growth of the subventions share within the federal support structure for 1999 (up to 14%), however, since that year, the federal funds appropriated for «north supply»еверного (calculated by a scheme similar to that of FFSR distribution) has taken the form of subventions, while this has also been the case for some other kinds of finacial aid for a special purpose, included in a FFSR transfer;

- funds transferred to the RF Subjects via mutual settlements (a to-the-region gratuitous transfer channel for appropriations made available for the current financial aid goals during the federal budget performance period) retained a status of one of the basic financial aid types for 1992 to 1998, while the biggest share of funding awarded to the regions via this channel is characteristic of 1993/94 (at 72% and 74%, respectively);

- FFSR transfers (a major kind of the federal general financial support, delivered to the Subjects of the Federation on the basis of a unified scheme) have been a key channel to allocate funds among the Subjects of the Federation since 1995, its share having increased from 10% to 70% for its whole lifetime.

- eventually (in 1996 and 1997), the budget loans unrepaid to the RF Subjects tend to possess high shares (10% and 25%, respectively).

- the whole observation period exhibits a steady increase of the grants share of total for the federal budget's financial aid (appropriations transferred from the federal budget to those of Classified (secret) territorial entities (CTE) - this is partly due to the changes in the policy persued towards the CTE budgets, which are financed by the federal grants, - starting from 1998, the funds accrued to CTE budgets through federal and regional tax remissions are replaced by grants coming direct from the Federal budget.

Table 1. Amount and Structure of Federal Aid to RF Subjects rendered by federal budget  for 1999 – 2000. 


1992
1993
1994
1995
1996
1997
1998
1999
2000

Grants

 % of GDP
0,00%
0,02%
0,09%
0,06%
0,09%
0,13%
0,10%
0,06%
0,16%

 % of financial aid
0%
1%
3%
3%
4%
5%
6%
4%
11%

Subventions










 % of GDP
0,79%
0,69%
0,42%
0,12%
0,12%
0,09%
0,02%
0,20%
0,03%

 % of financial aid
53%
26%
12%
7%
5%
4%
1%
14%
2%

 Total for FFSR transfers










 % of GDP
0,00%
0,00%
0,36%
1,17%
1,04%
1,22%
1,12%
0,98%
0,98%

 % of federal aid
0%
0%
10%
64%
44%
49%
70%
71%
67%

     Inclusive of :










   Transfers










 % of GDP
0,00%
0,00%
0,36%
0,86%
0,68%
0,86%
1,00%
0,98%
0,98%

 % of financial aid
0%
0%
10%
47%
29%
35%
62%
71%
67%

 Transfers at the account of VAT










 % of GDP
0,00%
0,00%
0,00%
0,31%
0,36%
0,36%
0,12%
0,00%
0,00%

 % of financial aid
0%
0%
0%
17%
16%
14%
8%
0%
0%

Funds assigned through mutual settlements

 % of GDP
0,61%
1,95%
2,54%
0,42%
0,81%
0,43%
0,36%
0,14%
0,29%

 % of financial aid
41%
72%
74%
23%
35%
17%
22%
10%
20%

Loands reduced by repaying to other levels of government:










 % of GDP
0,09%
0,03%
0,02%
0,04%
0,23%
0,64%
-0,03%
-0,28%
0,00%

 % of financial aid
6%
1%
1%
2%
10%
25%
0%
0%
0%

Assignments underpaid by the RF Subjects’ budgets to budget funds created for special purpose

 % of GDP
0,00%
0,00%
0,00%
0,02%
0,05%
0,00%
0,00%
0,00%
0,00%

 % of financial aid
0%
0%
0%
1%
2%
0%
0%
0%
0%

Total for funds transferred to budgets of other leveles of government

 % of GDP
1,49%
2,70%
3,40%
1,80%
2,30%
2,50%
1,60%
1,37%
1,87%

 % of Financial aid
100%
100%
100%
100%
100%
100%
100%
100%
100%

Source: RF Ministry of Finance; estimates by the authors.

The 1992 to 2000 dynamics of the key rates reflecting the budget financing of the RF Subjects via federal aid will be considered below. Table 2 represents the share values of the budget revenues by the Subjects of the Federation, generated by appropriations assigned by the federal budget throughout the whole observation period, as well as the respective budget expenditure share, financed by the federal financial aid. The table displays, that  the combined dependency rate by the regional budgets on the federal support is the lowest one for the last two years since 1991 (For the Subjects of the Federation as a whole, the federal budget appropriations share of the budget revenues doesn't tend to exceed 9,6% for 1999/2000). Thereby, the regional budgets' dependence on the federal financial aid being rather low in 1992, it increased by a factor of 2 by 1994, while the federal funding share of both regional budgets' expenditures and revenues accounted for 19%-20%). Later on, in 1995, a drastic drop for the respective rates was observed (to 12,8% of the regional budgets' expenditures/revenues), which was determined by the implementation of FFSR transfer mechanism. In 1996/97, apart from the simultaneous increase of the unrepaid amount allocated between the Subjects of the Federation, there was, however, an increase of the federal financial aid share by the regions' expenditure and revenue rates. The consequent policy toughening towards the relations between the federal center and the regional budgets in 1998, and the outset of a new stage of reforming the interbudgetary relationships lead to a decline for the dependence by the RF Subjects on the federal financial aid as a whole. It is also notable, that the invariance of the federal support share of the regional budgets' revenues for 2000, against the absolute volumes growth by the federal budget funds, allocated among the Subjects of the Federation, is also accounted for by the budgets' own-source revenue increase.

Table 2. Share of federal financial aid of revenues and expenditures of RF Subjects’ budgets in 1992 to 2000.


1992
1993
1994
1995
1996
1997
1998
1999
2000

Share of federal financial aid of RF Subjects’  budget revenues 
10,4%
15,2%
19,4%
12,8%
16,2%
16,1%
10,8%
9,6%
9,6%

Share of federal financial aid of RF Subjects budget expenditures 
11,7%
15,9%
19,8%
12,8%
15,5%
15,2%
10,7%
9,7%
10,1%

Source: RF Ministry of Finance; estimates by the authors.

While analysing the federal support delivery to the RF Subjects by the federal budget, one should concentrate on the objectives of the above bankroll allocation as well as upon the way the federal grant-in-aid system happens to run its business. Thus, a major goal of financing regional expenditures by the federal budget is to reduce the degree of fiscal capacity differentiation between the regions,  i.e. the capacity of the regions to produce public goods that could  stand for the regional budgets' per capita revenue. The bankroll sharing system coping with its task, the dispersion of the regional budgets' per capita revenues, if calculated as before and after the federal aid delivery, shall be reduced, which would imply a lesser extent of interregional differentiation reached through the federal funds distribution.

The calculations made are explicit to show that the "Total for Revenues" rate per capita dispersion by the regional budget, calculated as prior to and after the federal aid acceptance tends to increase on receiving the federal aid. Besides, the budget receipts of the regions adjusted for the federal transfers tend to surpass the respective value unadjusted for the federal support by 10% to 140%, applied to a particular period.  A similar result was acheived (although displaying lower values of the excess described) by regarding just one of the federal support varieties: that of the Fund for Financial Support to the Regions transfer (see Table 3).

It would be fair to remark, that the above results, which frequently happen to be interpreted as proving the lack of equalization effect inherent in the federal finanial aid of the Russian Federation come to witness an inter-regional differentiation increase only by the absolute values of the regional budget revenues and expenditures. However, as was stated above, the major goal of interbudgetary levelling consists in balancing the levels of the state services, whereby a sheer comparison of the dispersion rates by the regional budgets' revenues, estimated as prior to and after the delivery of the federal support is inappropriate, which results from the fact that a region's specific conditions would account for different output per each rouble of the budget revenues in terms of  financing the budget services. It is for the above reason, that the equalization capacity of the federal financial aid
 should be evaluated with regard to the state services per unit cost factors within the regions, that can be assessed by applying the interregional living-wage ratio, as well as by their need for financing the production of public goods, the latter being understood as the on-budget expenditure ratio involved in the FFSR funds distribution, аnd also the standard expenditure needs of the RF subjects, calculated under CEPRA “Estimating expenditure needs and fiscal capacity  of the RF Subjects” project.

To evaluate the equalization effect inherent in the federal financial aid from the perspective of fiscal capacity, the per capita dispersion dynamics was calculated for a number of regional budget revenues, adjusted for both an interregional living-wage ratio (which value is calculated as the relation of the average per capita living wage to the respective average for Russia as a whole) and for the budget expenditures rise ratio, associated with the changed cost of public goods or with the altered demand for them (calculated  similarly to the living standard ratio)
.

Table 3. RF Subjects’ budget per capita revenue dispersion dynamics by granting financial aid to the regions 


1992
1993
1994
1995
1996
1997
1998
1999
2000

RF Subjects’ budget per capita revenue dispersion dynamics by granting financial aid to the regions

 - nonstandardized  budget revenue rates
127%
11%
17%
110%
88%
140%
89%
123%
49%

 - standardized by living standard rates  (price ratio) 
39%
7%
9%
-24%
3%
-10%
-25%
-12%
-18%

 - budget revenues standardized by expenditure needs guideline 
41%
7%
10%
-29%
2%
-10%
-25%
-13%
-18%

 - budget revenues standardized by budget expenditure needs  ratio made use of in FFSR distribution for 2001 
-6%
5%
7%
-23%
-17%
-18%
-22%
-23%
-15%

Regional budget revenues per capita dispersion dynamics at granting federal support from FFSR.

 - unstandardized budget revenue ratio


2%
62%
59%
77%
68%
35%
46%

 - standardized by living standard rate (price ratio) 


2%
-20%
-1%
-11%
-19%
-16%
-16%

 - budget revenues standardized by expenditure needs guideline 


2%
-20%
1%
-10%
-17%
-17%
-16%

 - budget revenues standardized budget expenditure ratio made use of in FFSR distribution for 2001.


2%
-22%
-20%
-19%
-19%
-20%
-14%

Source: RF Ministry of Finance;, Cadochnikov, Synelnikov, Trounin (2001)), estimates by the authors 

Variant  1 of the adjustment (with regard to the regional living standard indices) was to reflect the interregional differentiation by the cost of rendering the budget services. Apart from the interregional differentiation by the cost of rendering the budget services, Variant 2 also reflects the need for rendering the regional budget services. Variant 2 adjustment involved both the expenditure needs regional guideline for 1999, calculated in the paper by Kadochnikov, Synelnikov-Murilyov, Trounine (2001) and expenditure needs guideline which actually served as a basis for the Gross Tax resources adjustment by the Subjects of the Federation for the 2001 FFSR distribution. (all the calculations were based on region selection having the expenditure needs guideline calculated).

The calculation data signify indeed, that the federal financial aid distribution system has been reducing the per capita budget revenues' interregional dispersion since 1995, calculated with regard to the need for funding public goods; besides, the above dispersion decrease is evidenced regardless of the way of accounting the need for the budget expenditure performance. It is notable, that the equalization effect (dispersion decrease) as calculated for the budget revenues, adjusted with the help of the budget expenditure official ratio, has proved to be greater on average, than for the revenues normalized according to the expenditure needs guideline as estimated by CEPRA project. The above results from the fact, that the federal government appropriates the fianancial aid tending to rely on the Ministry of Finance for their estimates of the need for it. Further on, attention should be drawn hitherto that, under the adjustment of the average per capita budget revenues for living-wage ratio, the change of the resultant value dispesrion in case of the federal financial aid acceptance proved to be proximate to thе rates originating from the adjustment of the regional budget revenues for the budget expenditure ratio. In other words, the application of the budget expenditure standards, calculated under CEPRA project research, attains a result equivalent to that of the application of the living-wage ratio in terms of reflecting the fiscal capacity interregional differentiation. It should be also emphasized, that the maximum equalization effect is characteristic of the periods marked by the maximum FFSR transfer value in total for the federal funding to the regions (1995, 1998 and 1999). The latter phenomenon might manifest a stronger intention of this federal support type to eliminate the fiscal capacity interregional disparities, than is embedded in the funds allocated via other channels. At the same time, the calculations data do allow a definite conclusion, whether it is through the FFSR transfers alone, that a more considerable contraction of the fiscal capcity iterregional disparities is facilitated, than is accomplished through the allocation of total for the federal financial aid. (see Tbale 3). Provided that, on the one hand, the financial aid distribution between the regions takes place in a manner that the federal government bases its calculations on the criteria of fiscal capacity equalisation, and on other considerations, on the other hand, it might also be admitted that the dominant periods for such federal support types as the FFSR formalized transfers will also be marked by toughening the federal government's policy towards the funds transferred to the regions through other channels.

In reference with the interregional federal support distribution structure it should be pointed out, that such distribution has been ultimately unequitable. While the federal financial aid recipients were represented by nearly all the regions of Russia, around 50% of funding was directed just to some Subjects of the Federation, numbered 13 (1992) to 23 (1997/1998) within each respective period. Of all the regions having the biggest share of the federal financial support for many years, the following ones are notable (as the biggest federal support recipients for 5 years or longer): the Khabarovsky Krai, the Altaisky Krai, the Krasnodarsky krai, the Prymorsky Krai, the Republic of Daghestan, the Kemerovo region, the Stavropolsky Krai, the city of Moscow, the Moscow region, the Buryat Republic, the Sakha Republic (Yakutia), the Rostov region, the Sakhalin region, the Amur region, the Kamtchatka region, the Magadan region, the Mourmansk region. It should be mentioned, that that the Subjects of the Federation listed above are not unconditionally highly-subsidized ones, i.e. highly dependent on the federal support, since the awarded funds' share of the budget revenues by the above regions may be smaller than that by the regions highly dependent on the federal appropriations in aid.

The regions highly dependent on the federal support (the so called «highly subsidized» Subjects of the Federation) would be defined as a group of regions comprising 20 Subjects of the Federation having the biggest budget expenditure shares funded by the federal financial aid
. For the whole observation period, the analysis shows that the scope of the «highly-subsidized» regions happened to include the below Subjects of the Federation most frequently: the Agynsky-Buryatsky Autonomous okrug, the Nothern Ossetya republic, The republic of Tyva, the Tambov region, the Evenkee Autonomous okrug, the Ingush Republic, The Kabardino-Balkar Republic, the Karachaevo-Tcherkesskaya Republic, the Komi-Permyatsky AO, the Adygeya Republic, the republic of Altai, the Daghestan Republic, the Jewish AO, the Koryaksky AO, the Republic of Kalmykia, the Kamtchatskaya region, the Tchukotsky AO, The Altaisky Krai. As has been vividly shown, of all the major federal aid-recipient regions (in terms of the federal funds absolute value), there are only three «highly-subsidized» Subjects of the Federation that could be distinguishable by our criterion.

Thus, the end results of the analysis of total for the federal financial support delivered to the budgets of the RF Subjects could account for the following conclusions:

1. For the whole lifetime of the Russian Federation as of an independent state having a multilevel budget structure, considerable volatility was displayed equally on the part of both the federal financial aid amounts and the structure of the funds transferred to the budgets of the Subjects of the Federation. For the recenet years, percentage share of total for the federal support delivered through the channels under observation has been evaluated at no more than 1,8% of GDP amount, while the financial aid is structured so as to prioritize the funds allocated as the FFSR transfers.

2. The combined dependence by the regional budgets on the federal support for funding has also undergone remarkable changes for the whole observation period. Lately, however, the federal support share of the regional budgets' revenues has failed to exceed 10%, which is partly due to the cutback of total for the federal financial aid and eventually for the reason of own-source revenue growth by the Subjects' of the Federation consolidated budget.

3. The federal support allocation among the Subjects of the Federation notably exerts an equalization impact - specifically since 1995, the federal funds acceptance by the regions has steadily diminished the dispersion of the regional budgets' average per capita revenues, adjusted for the needs of generating the regional public goods.

4. The figures stress the ultimate unequitability as the case for the federal support allocation between the regions (calculated both per capita and as the absolute values of the amounts, directed to the federal aid-recipient regions), which fact could still be rooted in the areal unevenness of the population density and industry location, as well as in the high interregional differentiation rate for the federal financial support requirements. At the same time, around 20 Subjects of the Federation are currently replenishing their budgets' revenue share by the federal funds to a major degree. These regions could be referred to as the «highly-subsidized» Subjects of the Federation.

The Fund for Financial Support to the Regions Transfers

The transferes from the Fund for Financial Support to the Regions (FFSR) have currently become a major kind of general financial support to the Subjects of the Federation. As was stated above, since the FFSR foundation in 1994, the transfer share of total for the federal support to the regions has increased by 60% from 10% to 70%. For its whole lifetime, the amount of funds awarded through FFSR has shown an increase from 0,36% of GDP in 1994 to 0,95-1% of GDP in 1998/2000. The above transfer share of the federal on-budget expenditures for the same period has increased from 1,55% to 7-8%. Eventually, 80 to 64 Subjects of the Russian Federation were entitled to receive a FFSR transfer. The 2001 Federal Budget Act prescribes transfers to 70 regions.

The FFSR transfers are allocated among the Subjects of the Federation according to a unified scheme, while the transfer value distribution between the regions is annually set as part of the Federal Budget Act for the respective year. For the last three years, the FFSR transfer allocation rests with the data on the average per capita fiscal capacity of the Subjects of the Federation (calculated by the tax load imposed upon the Gross Regional Product branches), adjusted for the ratio which describes the interregional differentiation of the objective expenditure needs. After the fiscal capacity is calculated (the so called «Gross tax resources of the RF Subjects), the appropriations assigned by the Fund for Financial Support to the Regions are allocated as follows: the transfers of a 20% combined value of total for FFSR are entailed to the regions to bring the average per capita gross tax resources of the aid-recipient regions to one and the same level, which is calculated endogenously within the bounds of a scheme, with regard to the amount of the funds allocated. The FFSR remainder is allocated between the regions, the gross tax resources of which (although increased by the transfer's first part received) are below Russia's average, pro rata to the deviation from the average
.
In reference with the dependency by the RF Subjects' budgets on FFSR for transfers, which comes as a transfer share of a Subject's consolidated budgetary revenues/expenditures, a tendency is notable for this dependence to decline throughout the whole full-fledged performance period of this financial aid type. Thus, while an 8% of the regional budget expenditeres was financed in 1995 by the FFSR funds, the regional aggregate budget revenues being shaped at 8,2%, the share of the regional budget expenditures, sourced by FFSR transfers, diminished up to 6,8 % in 2000, whereas the share of the budget revenues, gained in transfers, reduced to 6,6%. (See Table 4).

For the RF subjects as a whole, the reduced dependence on the FFSR transfers against the simulaneous share increase of the latter in total for the federal financial aid, could not, however, be the consequence of the financial performance improvement with all the Subjects of the Federation. This tendency is rather caused both by a certain decrease of the FFSR absolute volume (see Table 1) reinforced by a smaller number of transfer recipients and by the revenue rise by more prosperious regions: while the dependency extent by all the RF subjects on the FFSR funds has been constrained for the recent years, the disparity rise in transfer distribution (the dispersion of some transfer shares of the regional budget revenues increased by factor of 1,5 by 2000 against the 1995 figures) resulted in generating a larger number of the RF subjects as highly dependent on the transfers - while the FFSR funds accounted for 50% of the budget revenues or more for just 7 regions (1995), the number of such regions was brought to 11 in 2000.

Table 4. Dependency level by RF Subjects’ budgets on FFSR for transfers in 1994 to 2000. 


1994
1995
1996
1997
1998
1999
2000

Percentage share of FFSR transfers of total for budget revenues forRF Subjects 
2,0%
8,2%
8,0%
8,5%
7,5%
7,0%
6,6%

Percentage share of FFSR transfers of budget expenditures for RF Subjects. 
2,0%
8,0%
7,7%
7,8%
7,3%
7,0%
6,8%

Source: RF Ministry of Finance; estimates by the authors.

With regard to the FFSR transfers as a kind of the federal financial aid rendered to the Subjects of the Federation, an analysis of financing the regions highly dependent on the federal aid (referred to as depressive or highly subsidized RF subjects) should be adduced hitherto. The issue of highly subsidized regions having been touched on above in this paper, the criterion to define these regions was that of total for the federal financial aid. The resultant data came to evidence, that those Subjects of the Federation receiving the larger part of the federal funding are not regions highly dependent on the federal aid in most cases. The analysis of the FFSR transfer distribution structure reveals a different picture. The FFSR distribution scheme implies, that the transfers amounting 20% of the aggregate FFSR funds are delivered to the Subjects having the least fiscal capacity (adjusted for the cost reference of the normative expenditure needs) with regard to the funds, received while allocating 80 % of the FFSR funds. This criterion might also be applicable for defining a status of a highly-subsidized region. In this case, the scope of highly-subsidized RF subjects would embrace 33 regions
, i.e. somewhat less than a half of such aid recipients. Thereby, the share of the transfers to the regions outlined has been steadily rising for the whole FFSR lifetime from 45% in 1995 to 63% in 2000 (the FFSR funds distribution for 2001 is projected at around 65% of the aggregate transfer amount to be directed to highly-dotable regions).

It is notable, that outlining highly-subsidized regions on the basis of involving an RF Subject in the distribution of 20% of the FFSR funds at the second stage would not be a perfect criterion to define the actual dependence of such RF subjects on the financial aid. On the one hand, a criterion like that means the real budget revenues value, provided by the federal center (with regard to the interregional differentitation of the federal services' costs and amount) which is naturally the case for the regions having the least fiscal capacity. On the other hand, in case there is some certain scatter to be found within the regional tax resources rates after the first FFSR part has been assigned, the number of recipiens subject to the transfer’s second part would increase to comprise the majority of the regions (implying to «disperse» this transfer part among a large number of the RF subjects), since the applying FFSR distribution scheme doesn't presuppose applying any restrictive mechanism hitherto. It should further be regarded, to what extent the highly-subsidized RF subjects' bulk correlates with the actual transfer value for the regional budgets.

Of the 30 RF Subjects having top transfer shares of the consolidated regional budgets' expenditures in 1999/2000, there was but a single region devoid of the right to an equalization transfer of the FFSR 20% for the respective period (the Republic of Kalmykiya). All the other regions are enlisted in the interbudgetary equalization process, provided with a minimum fiscal capacity by the funding distribution scheme, so the objective set forward by the second stage of the funds' distribution as supporting the highly-subsidized (depressive) regions could be asserted as attained. Considering that on the whole it is more than the half of the FFSR funding that is allocated among such regions, the above result appears to be quite logical.

On the other hand, attention should be drawn to the RF Subjects characterized by a low dependency extent for the FFSR funding. As an example, the transfer share of the budget expenditures funding happened to account for 5 % and less with 11 regions in 1999. In 2000, the number of such RF subjects dropped to 9. Thereby, the size of the regions itemized should however be considered (the Belgorodskaya, the Vologodskaya, the Lenigradskaya region etc.). While the FFSR transfer percentage share of their budget revenues was insignificant, they happened to have received 24% and 16% of all the FFSR transfers, respectively. Should a modification be introduced to the FFSR funds distribution scheme to further expell such-like regions from the transfer recipients, the efficience would evidently rise for this federal aid type
.

Thus, the following conclusions could be drawn with regard to the transfers from the Fund for Financial Support to the Regions. First of all, despite growing its significance within the aggregate federal-to-the-regions funding amount, this financial aid type has noticeably diminished its funding role for the expenditures of the RF Subjects' budgets, all in all for the whole FFSR age. Secondly, a combined smaller share of the regional budget expenditures, FFSR being the funding source for them, is simultaneous to the transfers' re-distribution between the recipients as well as to the number contraction of the RF Subjects empowered to receive the FFSR transfers. Thirdly, the interregional transfer redistribution, determined by the change to the FFSR distribution scheme, has resulted in gradual shifting the transfer distribution interregional structure towards the Subjects of the Federation having the least fiscal capacity and currently receiving around 65% of total for FFSR transfers.

Other varieties of the federal financial aid.

Apart from the major type of finanial aid to the regional budgets, i.e. the the Fund for Financial Support to the Regions transfers, as stated above, there are some other channels to perform the federal financing of the RF Subjects' budgets. Namely, these are subventions, grants, funds assigned as mutual settlements and budget loans. Of these federal aid types, part of regular nature and is meant for special purpose financing of particular regional budget expenditures or for financing specific административно-территоральных образований, and part is distributed on a non-regular basis and serves the purposes of funding the regions in case of emergency or under the occurance of other demands for extra funding. The key tendencies in the distribution of the above federal support types will be addressed below.

Grants. Grants as a specific kind of the federal support represent a special item in the «Financial Aid to the Other Levels of Government» section of the Budget and are aimed at financing the budget expenditures of CTE, the jurisdiction of which comprises the facilities of the RF Ministry of Defense and the RF Ministry for nuclear energy. In accordance with № 3297-F3 «On CTE» Federal Legislation dated July 14, 1992, it is asserted that a CTE be understood as a «territorial entity, having local autonomous bodies, within which area plant facilities for the development, production, storage and utilization of mass destruction weapons are located, inclusive of those for nuclear and other waste processing, and other military facilities, for which a special regulation of safety performance State secret protection is established, inclusive of specific conditions of habitation».

The noteworthy special position occupied by CTE in Russia’s tax and budgetary system is described by the below items:

· the budget revenues of a CTE are replenished with all the tax proceeds and other inpayments coming from its territory;

· additional tax and due priveleges are provided for bodies corporate registered as taxpayers in the CTE tax body by the respective autonomous bodies in the order established by the Government of the Russian Federation (it is essential, that a number of constraints for the CTE authorities to grant the federal tax remissions has been imposed by the Federal Budget and Tax Legislation for the recent years);
· A CTE budgeted deficit is covered by the subsidies, subventions and grants from the Federal budget funds in the order established by the Government of the Russian Federation. The items in the budget granting the above funds are protected items.

Thus, all the tax proceeds within the CTE area enter in the revenues of CTE budgets, and the budgeted deficit of CTE is entirelly covered by the federal budget funding. Besides, by 1998 the local CTE authorities had had no restrictions for introducing tax remissions of any kinds, inclusive of the federal taxes, for the purpose of plant facility industrial intake to the CTE area. The consequent CTE transformation into a kind of inside-Russia «tax harbours», as attracting the enterprises aspiring to reduce their tax payments, resulted from the above. SInce 1998, such practice tended to contract. It was set by the 1998 Federal Budget Act, that all the tax and tallage amounts collected within a ÇÀÒÎ area enter in account of the Federal Treasury authorities, whereas providing tax remisions other than those fixed by the Legislation, be only allowed in the order of granting such privileges' adopted by the government which came into effect in May 1998. The 2000 Federal Budget Act passed end-1999, the right to tax privileges was prescribed to the enterprises having 90% of funds and 70% of transactions concentrated within the CTE area. Above all, it is set by the federal budget law, that the amount of grants to the CTE budgets may be contracted by the tax privelege value as provided by the CTE administration.

In 2001, the tax treatment of the classified adminisrtrative-territorieal entities was exposed to extra toughening. Apart from disabling those budget Code items empowering the CTE administration to change tax rates and to introduce tax remisions for both regional and local taxes but in accordance with the respective RF Sublect's legislation, the same as for 1999, the changeability of tax rates and privileges by the CTE administration remains limited to a high degree. The 2001 Federal Budget Act lays a particular stress thereupon, that the federal tax and due amounts collected within a CTE area enter in the federal budget revenues in the order equivalent to the one valid for all the Subjects of the Federation, whereas the regional and local tax inpayments as well as highway-user tax revenues accrue to the CTE budgets
.

The examples adduced come to actually signify CTE's being equated to a Subject of a Federation for its budgetary and tax status. In contrast to 1999, as should be noted thereby, this equation was made with no acceptions admitted (the 2000 Federal Budget Act implied the same conditions for all CTE but those locating the federal nuclear centers - in 2000, all the tax and tallage revenues collected within the CTE area entered in those two CTE budgets. Also, a key item of 2001 Federal Budget Law is imposing a constraint upon the tax remissions provided by the CTE administration: it is particularly stressed that, of all the federal taxes, extra remissions could only be assigned to income tax and only for their rates and amounts that are directed to CTE budgets.

As was stated above, the federal budget provides funding to the budgets of classified territorial entities to cover the gap between the expenditures and the revenues, whereby the federal funds are awarded through both the budgets of the respective RF Subjects, locating the CTE, and directly to the budgets of the latter. However, the grants to the CTE budgets lack a unified calculation scheme. It is also noteworthy, that the funding awarded to CTE as grants could not be ranked with general funding in full, for since 1999, the amounts for capital investments and a transfer for abandoning the CTE area have also been included in the grant as a special item.

In reference with the quantitative analysis of the federal grants distribution to the Budgets of CTE, it should be noted, that the above changes of the CTE tax status have stimulated the grants growth both in their absolute values and within the structure of the federal support to the regions. Since the grants focused on are directly allocated to the budgets recipient of financial aid which are no part of the regional budgets, an interregional structure analysis of the grants’ distribution appears both hardly feasible and inexpedient.

Subventions. In accordance with the RF Legislation, subventions are understood as financial support delivered to the minor budgets on a special- purpose basis for financing particular types of expenditures. Eventually, the «Subventions» article happened to dwell upon various kinds of financial support. For 1992 to 1993, a ponderous amount (up to the half) of the federal financial support to the regions was allocated according to this article (calculated on an unformalized basis and actually spent in the general manner). Throughout the period of 1994 to 1998, the «Subventions» federal budget expenditure article was constituted by transfers to one region only - namely, the city of Moscow - as delivered to offset the expenditures of fulfilling the RF capital functions. Later on, in 1999, the form of subventions was taken by granting the funds to support preschedule goods supply to the regions, including hard-to-reach areas, while in 2000, this was the case for part of a FFSR transfer, initially meant for the compensation of the losses inflicted by the transition to the new transfer distribution scheme and actually transferred as subventions, funding the the state benefits to individuals raising children.

Due to the significant denotation variance for «subventions» issue throughout many years, little interest could be taken in an analysis of tendencies found in the delivery of this kind of financial support, since no denotation compatibility for different years will be accomplished, while for the largest part of the observation period, the financial aid was confined to a single RF subject. In our opinion, it is therefore necessary to dwell upon such a major federal support kind, as the federal funding of pre-schedule goods supply to hard-to-reach (season-subject) areas (the so called «north supply»). A more in-depth consideration of the relationships between the federal budget and those of the Nothern regions, as well as the north supply problem, is found in the paper «Radygin's North project'».

The Russian Federation sets forward a specific kind of regional expenditure funding for special purposes - that of financing some goods’ pre-shedule supply to hard-to-reach regions. Financial aid of this kind is applied to provide a preschedule oil, fuel and food supply to the low-access regions during the navigation period or any other access period for the regions pointed out. For the regions as a whole, around 10 % of the aggregate regional expenditures for «North supply» funding is covered by the federal appropriations, however, some of the regions appear remarkably dependent on the 'north supply' federal transfers. The support assignments for 'north supply' are directed to the regional authorities that carry out open tenders for goods supply and distribute the funds between shipping organizations.

The federal budget funds for supporting 'north supply' are still very significant items for financial aid to the regions on the federal level despite the considerable decrease of the 'north supply» federal financing for the last nine years. Thus, while around 200 bln roubles, or 1,1% of GDP (accounting for 5,1% of the federal budget expenditures) was transferred to the targeted regions as 'north supply support' is 1992, the respective value for 1997 accounted for 3,5 bln roubles in denominated rouble value (or 0,13% of GDP as 0,86% of total for the federal expenditures). A 3 bln roubles (which is around 0,07% of GDP (0, 45% of the federal budget expenditures) being the case for 1999, funds committed to the regions for 'north supply' are projected at 3 bln roubles (0,056% o GDP as 0, 35% of total for the federal budget expenditures) by the 2000 federal budget law, while the 2000 federal budget law grants 6, 65 bln roubles (0,086% of GDP, 0,56% of total for the federal expenditures) for the same purpose.

Particular attention should be given to issuing budget loans for goods supply as specific kind of 'north supply' financing. In 1994/95, the federal budget didn’t sponsor just oil and fuel transportation only, but the procurement of the above products as well, for which purpose budget loans amounting 1,2% of GDP (1994) and 0,5% of GDP (1995) were issued. Later on, as the regional aouthorities failed to repay the above amounts, a decision was made to pass those funds into the trust of the RF subjects' administration inclusive of the interest added. Specifically, an amount equivalent to 0,5 % of GDP was passed into the regions' trust in 1999. Of this amount, part was charged off during the recent years, while part of the funds (basically passed into the trust of high fiscal capacity regions) was transferred to the federal budget revenues.

Funds transferred to the Subjects of the Federation as mutual settlements.

Mutual settlements represent one of the most significant big-amount channels for transferring the federal budget funds to the regions, via which compensation funds of the regional budgets' additional expenditures are transferred, the latter associated with certain decisions made by the federal government (for instance, those concerning effecting payments in accodance with «On Veterans» federal legislation), also, funds for the compensation of the expenditures for passing departmental housing to the budget of the local administration and other regional budget expenditures, also including those occuring during the process of cash deficit coverage. Funds distributed as mutual settlements represent some of the few federal budget items, which amount is not set in the federal budget law and which allocation between the recipient regions is not set by the State Duma and the Federation Council. For different periods of Russia' latest history, all RF subjects happened to be the recipients of funds transferred as mutual settlements. Table 1 depicts, that the type of financial aid focused on accounted for 2% of GDP (50%-70% of total for the federal support) in early 1990-ies, as mutual settlements (along with subventions) were the major federal aid rendered to the regions, to 0,2%-0,4% of GDP (10% to 20% of total for the federal financial aid) for the recent years. (Table 5).

Table 5. Dependency by RF Subjects on funds assigned through mutual settlements in 1992 to 2000.


1992
1993
1994
1995
1996
1997
1998
1999
2000

funds assigned via mutual settlements as percercentage share of budget revenues 
6,4%
14,1%
15,7%
4,8%
7,3%
5,2%
4,5%
1,4%
1,9%

funds assigned via mutual settlements as percercentage share of budget expenditures
6,9%
15,4%
16,3%
4,7%
7,0%
4,8%
4,4%
1,4%
2,0%

Source: RF Ministry of Finance; estimates by the authors

For 1992 to 2000, the dependency by the RF subjects on the federal budget for the funds awarded as mutual settlements is represented as their share of the regional budget expenditures and revenues by Table 5. For the Russian Federation as a whole, the Table depicts a gradual decline of the dependence on the stated financial aid type, it accounting for 1,5% to 2% of the regional budgets for the recent years. Nonetheless, the analysis has revealed essential unconstancy for the dependence rate in terms of regarding mutual settlements in the regional context - unlike the FFSR case, the analysis of the data for the past 6 years has failed to outline a group of regions steadily dependent on the federal support of this kind, although an eventual mutual settlements' share of the expenditures for some ergions accounts for up to 20%. The same is due for the interregional allocation of this kind of the federal suppoprt - for the past 6 years, it is imposible to outline a stable group of regions the basic funding amount of which is allocated in this mannner.

Such results above the non-formalized distribution of the funds under analysis put the financial aid of this kind as utterly uneffective, it being distributed by unobjective criteria. Further to the above, the increase of total for funding coming as mutual settlements in 2000 as well as the growth of its share of total for the federal support to the regions, rising the dependency rate of the regional budgets on the federal aid of this kind appear unfavorable.

Budget loans. Those granted on a repay basis are a way of providing the federal funding for the purpose of compensation of the cash defecit while executing the budgets of the RА subjects, and also for other purposes (specifically, end-1997, ponderous amounts were granted to the public emplyees as budget loans under the payroll debt comensation campaign). Peculiar for this kind of financial aid, its repay nature pressupposes that the budget loan aggregate annual value can have both positive and negative sign (a region might be either a sheer recipient or a sheer repayer of the federal funds previously loaned). For this reason, the federal budget loans could be worth including in the federal financial aid provided, that there has been a firm positive balance in their accounting within several years, i.e. in case this mechanism is applied by the federal center as a means of gratuitous financial support by allowing adjournments and deferred payments of the loans offered, and also by offering more loans.

This was the case to observe about the Russian Federation for 1992 through to 1997. However, since 1998 the federal center-to-regions policy was toughened to a high degree for this kind of the federal support: while around 2,5% of the regional budget expenditures was financed by the budget loans proper granted to the RF subjects from the federal budget in 1997, (for the regions repaying the federal budget loans to the federal budget the figure is 3,4%), the respective figure for 198 - 1999 was a negative value, i.e. the regional budgets tended to repay the previous budget loans rather than to obtain new funds.

In reference with both the interregional budget loan distribution structure stability and the dependance by the regional budgets on this kind of financial aid in the regional context, the case is notably similar to that for the funds allocated as mutual settlements (namely, the rates tend to display volatility to a high degree). For this reason, performing an in-depth analysis of the key tendencies in the distribution of this kind of financial support to the RF Subjects proves inexpedient.

*   *   *

The analysis of the above kinds of the federal financial aid to the regions (which account for around 30% of the federal support to the regions and finance around 3% of the regional budget expenditures) depicts that their big variety, as well as the non-formalized distribution, demand that the approaches to federal funding of some subnational budget expenditures be reconsidered. Thus, funding executed on the basis of mutual settlements doesn't display an evident justification of its existence. It is essential to introduce a formalized scheme of grant distribution to the budgets of classified territorial entities which should be based on the objective criteria of financing requirements. Reforming the system of federal budget loans should consist in listing the purposes and the terms of issuing loan proceeds.

Varieties of the federal financial aid the the Subjects 
of the Russian Federation

The above overview was made to regard the delivery of the federal financial aid, which is viewed as the channels of a direct federal support to the regions. Above all, there's a number of types for financial flows coming from the federal budget, which can also be considered as federal support to the regions. First and foremost, these are federal programs of regional development and the grants from the federal Road fund to the respective regional funds, and also (to a certain extent) the federal budget expenditures on the regions' territory.

The implementation of the federal programs of regional development, as a kind of the federal budget expenditures, could be ranked among the federal support to the regions, since all the financial resources, assigned by the federal budget in such a way are consumed within the territory of the RF subjects, also constitute the tax base of the regional budgets and are, in fact, budget-substituting expenditures in relation to the regional budgets. The key goal of the целевых federal programs is accomplishing particular tasks within the domain of specific regions' development (in the field of culture, education, health-care), such as the reconstruction or building social or cultural sphere facilities within the territory of the regions, also, rendering support to some specific population groups or nations inhabiting the area of one or several regions etc. Taking a decision to establish a federal program for the development of a particular region rests with the government of the Russian Federation, while the funding amount awarded under the program is settled as an agreement between the Ministry of Finance and the regional authorities. A peculiar feature of funding the federal programs for regional development implies offering direct grants to the recipients, no intermediation like regional budgets supposed. Thereby it is notable, that the expenditures of funding the federal programs of regional development are not given as a special line in the federal budget performance accounting up to now.

Since 2000, the funds directed to the objectives of regional development programs are assigned from a particular Regional Development Fund, which was created within the «Financial Aid to other levels of government» federal budget section. The 2001 federal budget law assigns funds for the implementation of 42 federal programs of regional development, the aggregate value of funding for these objectives accounting for 3,3 bln. roubles (0,3% of the federal budget expenditures).

The relationships for funding highway construction and operation appear to be a specific kind of center-to-regions financial relationships. The expenditures for the above state services rest with the federal and territorial road funds, which are replenished by some specific tax revenues. In most regions, a status of budget funds of a special purpose is awarded to the territorial дорожным фондам, besides, this was the case for the federal road fund prior to 2001. The fiscal capacity interregional equalization is carried out by the federal Road Fund as dotations to the respective regional funds, which are allocated on funding requirements criteria, as put by the federal Road Service (an authority in charge of the allocation of federal Road Fund assets). For the recent period, the aggregate value of funds granted as dotations to the territorial road funds, has decreased from 0,34% in 1997 to 0,11% of GDP in 2000.

For the issue of financial aid to the regions rendered from the federal budget, the federal budget expenditures should be considered in the territorial context in particular. Evidently, actual federal budget consumption is carried out within the domain of particular regions, which creates a possibility of viewing them as a way of indirect financial support to the RF subjects. Thus, the federal expenditures execution for representing the federal authorities in the regions, for law-enforcement activity, for the State defence, or for funding certain facilities of the federal standing results in the economic activity growth within the region, and consequently (for the regional tax base growth) - in the revenue growth for the budgets of the RF subjects. It is notable, that the current legislation basically confines itself to committing funds to some special expenditure targets, or even to some particular social facilities, however, neither the common policy of the federal expenditures for the regions, nor the federal regional policy of funding particular programs for social, political and economic develpment are sufficienty grounded. Nor are the statistic data on the federal budget funds consumption in common access, which impedes to evaluate the interregional structure of the funds consumed.

Thus, above the direct channels of delivering federal support to the regions, there are some other ones to be itemized. Dotations to the federal Road Funds funds appear to be the most transparent of them, however, they also fail to be allocated on the basis of a unified and formalized методики. Total for funding transferred both as dotations from the federal Road fund and under the federal programs of regional development doesn't exceed 0,2% of GDP. Planning and executing federal expenditures in the regional context requires a special approach, since such structure planning should be based on the consideration of the regional policy tasks.

Federal Support to the Regions System in 2001.

The 2001 Federal budget law, adopted end-2000, pressupposes the introduction of an additional kind of the federal financial aid to be rendered to the regional budgets - transfers form the Fund for Compensation granted for a special purpose. The above fund was created within the budget at the expense of the funds obtained through VAT revenue centralization, while the federal aid amounts from this fund are allocated among all the Subjects of the Federation and are directed for a special purpose at funding some federal expenditure mandates, namely, at the implementation of the federal laws like «On allowances to individuals raising children» and «On social protection of the disabled in the Russian Federation».

The transfers (grants) from the Offset fund are received by all the regions without an exception and are distributed according to the scheme with regard to the consumers quantity of the budget services awarded in this way and the number of social transfer recipients, as well as the average per capita cost of such services and the per capita grant total. The lack of special expenditure accounting for the Disabled State Support federal legislation performance in the RF subjects before January 1, 2001 adds to the problems of estimating the Federal Compensation Fund expenditures. For this reason, a transfer amount to be calculated for a region under the Fund allocations is based on the estimates of Russia's average for expenditures adjusted for the regional differentiation. Changes introduced into the budgetary classification, since 2001 the execution expenditures of the «On the Disabled State Support in the Russian Federation» federal law « have been accounted separately.

As previously informed, the Offset Fund sourced its funding in the federal budget's supplementary resources gained by a complete centralization of VAT revenues within the federal budget. For Russia as a whole, the estimates we've made come to illustrate that the proportion is mostly kept: the amount of the Offset Fund (projected at 41,7 bln roubled for 2001) is just a little less than the potential revenues of the regional budgets according to the normative 15% of VAT assessments to the budgets of the RF subjects for 2000 (43,3 bln roubles)
. While estimating the correlation of VAT revenues in the budgets of the Rf subjects and the grants coming from the Compensation Fund in the regional context (by the data and on the terms of 2000), it is notable that the mechsnism of funding some regoinal expenditures adopted for 2001 causes an essential interregional resource re-allocation. Thus, the replacement of entering 15% of VAT in the budgets of the RF Subjects by the federal budget grants has mostly affected the regions with the fiscal capacity level traditionally high, such as the city of Moscow and St petersburg, the Samara, Sverdlovsk and Perm regions, the republics of Tatarstan and Bashkortostan, the Khanty-Mansy and Yamalo-Nenets Autonomous okrugs. At the same time, the amount of resources allocated to the highly-subsidized RF subjects, has significantly increased: the positive balance of the funds extracted from the regional budgets by VAT centralization and those additionally gained as dotations from the Offset Fund reaches the maximum per capita rates in such regions as the republic of Daghestan, Tyva, Sakha, North Ossetya, The Chuckchi, Komi-permyatsky, Ust-Ordinsky and Agynsky Buryatsky aoutonomous okrugs, the Altaisky krai, the Amur, Magadan and Bryansk regions.

During the preparation of the 2001 federal bidget bill some changes were introduced into the scheme of transfer distribution from the Fund for financial Support to the Regions, which has brought along the below results. First, the number of no-transfer-recipient regions has displayed a minor increase: this number is 19 compared to the 18 for the previous year data (the regions that hadn't received the transfers one year before were joyned by the Nenets Autonomous region, also by the Orenburg and Belgorod regions, while the Moscow and Chelyabinsk regions were excluded from the regions that didn't receive the transfer in 2000. If to regard the FFSR assignments interrregional structure, a significant funds перераспределение as compared to the previous year would be noticed plan. Thus, among the aggrieved RF subjects, (the FFSR share of which has diminished by more than one thrid), there are the following regions to be named: the Mourmansk region, The Irkutsks region, The Tomsk region, the Astrakhan, the Novgorod, the Kemerovo, the Sakhalin, the Smolensk, the Oryol regions and the republics of Udmurtiya and Karelya. The regions which were lucky to benefit from the modification introduced into the методика (the planned FFSR share has increased by obe third in their case) comprise the Volgograd, the Omsk, the Kurgan, the Leningrad and the Kirov regions, also, the Taimyr autonomous okrug, the republics of Altai, Sakha and Kalmykiya, the Primorsky Krai, the Chuvash and the Chechen republics. Thereby the FFSR share for the Chechen republic and the Leningrad regions have grown more than twice as much. At the same time, the bulk of the FFSR first-rate recipients hasn’t altered: in 2001, approximately 28% of the transfers (compared to 24% for 2000) was accounted for by 5 regions – the Rostov region, the Prymorsky and the Altaysky Krai, the republics of Sakha and Daghestan.

It is noteworthy, that the list of the regions that happened to have benefited from the modification to transfer allocation scheme comprises more regions that have traditionally been less prosperous in the long run, inclusive of those «aggreived» ones, which manifests the optimisation of funds redistribution, caused thereby.

As to the Fund for Compensation grants, the redistribution of these also comes to exhibit a high interregional difference rate: the estimated per capita grant value to the top-rate recipient (the Ingush republic) surpasses the amount subsidized to the region having the least value of the latter. Regarding the funds allocation structure, the city of Moscow proves to be a top-rate Offset Fund appropriations recipient (6,1% of the Fund assets), while the least grant was awarded to the Evenkee Autonomous region (0,03%). Thereby, the 20 regions having the maximum population rate (52% share of total for Russia’s population) happened to receive around 50% of the Compensation Funds assets, which prompts that the distribution of the funds was basically pro rata to the population rate within the regions.

The analysis of the fund for Compensation transfers draws our attention to such fedeteral item of expenditure as «grants» to the RF Subjects’ budgets for the compensation of the losses inflicted by the changes in the order of the Offset fund formation and amounting», which accounts for around 25% of total for the Offset Fund assets
. Thereby the above extra grants allocation is subject to a particular RF subject: some of the regions happen not to be the recipients of this financial aid at all, while the amounts appropriated to some other regions tend to exceed the «major» Compensation Fund transfer value (the Ivanovo and the Voronezh regions and the Komy-permyatsky autonomous okrug). Taking into account, that the Offset fund was first introduced in 2001 as part of the Federal Budget, the extra transfers could be supposed to reward the regions for the approval of the Offset Fund calculation modification, since now based on objective expenditure requirements, the very transfers calculated on the basis of the actual budget expenditures consumed by the subsidized federal laws implementation in the regions.

If to regard the combined total for the federal aid of bothe the Offset Fund and that for the Financial Support to the regions for the period of 2001, it is notable, that the federal support distribution structure is practically the same as that of FFSR transfer distribution (especially regarding the aspects of minor- and top-rate recipients). On the other hand, the biggest per capita financial aid amounts are directed to the least-numbered and most backward regions of Russia: the Republics of Tyve and Altai, the Taimyr, the Koryak, the Chuckchee and the Evenkee autonomous okrugs, while the regions having the least per capita financial aid amounts mostly comprise regions of high industial development and fiscal capacity.

In accordance with the interbudgetary relations reforming Concept for 1999 through to 2001, a Fund for Regional development was created as part of the 2001 Federal Budget Law (for the purpose of accumulating the funds assigned to the regions for investment purposes) alongside of the Fund for Regional Finance Development (establisged to render the federal aid to the regional authorities for improving the quality of the federal funds’ regional administration). However, the order of assigning the above funds remains utterly non-formalized, since the authorities to provide and consume the funds mentioned rest with the RF government, while the latter hasn’t got any kind of a formalized сalculation scheme developed
.
Reviewing the develop [ment of the interbudgetary relations in Russia for the recent years, it would be important to emphasise a continious formalization process of the federal aid distribution besides the tendency towards eliminating the skewness phenomena in the budgetary status of the various-level interbudgetary relations subjects. It should be also noted, that the measures taken within the tax and budgetary policy bounds in 2000 aspire to reduce the fiscal capacity interregional differentioation and to reallocate the budget revenues in favour of highly-subsidized reagions. At the same time, the reforming rates for the relations of various-level budgets and for the regional finance administratios were below the required ones. Despite the pro forma accomplishement of most tasks, the federal government has failed to gain the due rigidity of budgetary restrictions for the authorities of the rf subjects, nor has it gained control over the resource efficiency at the regional level, nor has it attained a due growth of interbudgetary relations formalization. all these are the problems set for the rf government within the medium-term measures program for the nearest years.
� Due to the 1993 autumn disturbances, the bill “On the Federal Budget for 1994” was finally approved of by the State Duma as late as June 24, 1994 and came into effect since July 1 1994


� The federal budget loans for 1997 could be trated as the federal financial aid, since the funds allocated to the regions throughout this period for the purpose of paying salaries to public employees were not repaid to the federal budget, but numerous delays and installments were granted for them. (For more detail see “The Record of the Interbudgetary Relations’ Development in the Russian Federation”, 2000, CEPRA, Moscow)


� Ibid.


� Here the equalization capacity is understood as the ability of the federal financial aid to smooth away the interregional disparities in the per capita distribution of the budget revenues.


� To provide the compatibility of the calculation results the values of the living standards and the budget expenditure guideline for 1999 were applied.


� The expedience of singling out a criterion like that for outlining highly-subsidized regions (in contrast to setting forward a marginal criterion, exceeding which ranks an RF Subject with a number of those highly-subsidized ones) is accounted for by the fact, that the notion of  “a highly-subsidized region” signifies its specific status within the system of interbudgetary relationships.   In case a criterion to define the marginal expenditure share financed by the federal aid happens to unwarrantably rank many more RF Subjects with those highly-subsidized, this will evidence just a higher extent of the vertical misbalance within the budgetary system.


� The scheme of FFSR funds allocation and the genesis of its key counterparts are considered in more detail in the following paper: I. Trounin, “The кусщкв of the interbudgetary relationships in the Russian Federation”, 2001, CEPRA, Moscow.


� This group comprised the RF Subjects, entitled to receive the transfer of 20% FFSR both in 2000 and 2001.


� It should be noted, that the improvement of the interbudgetary relationships inclusive of reforming the distribution of the FFSR funds happens to gradually shorten the number of the recipient-regions at the expense of those RF Subjects, which are not highly dependent on this kind of financial aid. This is due to the application of more objective methods for the evaluation of the regional needs for financial support. The question is, whether such a restriction should be deliberated.


� See art. 52 of the “2001 Federal Budget Act”.


� The amount evaluated was that of the projected federal revenues raised by VAT with the deduction of the estimated amount of tax indemnification to the exporters.


� See art. 44 of the “2001 Federal Budget Act”.


� See art. 46 of the “2001 Federal Budget Act”.
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