
Chapter 4. Review of theoretical aspects of 
assignment of expenditure responsibilities and taxing powers of subnational budgets

One of the principal problems of organising a system of state finances within a multilevel structure of state administration is that of how to distribute the powers for spending between the levels of the budgetary system. More than a century ago Alexis de Tocqueville, one of the founders of political investigations on federalism, suggested that the federal system emerged as a result of the desire to unite within one and the same state all those different benefits that are encountered in different nations inhabiting different territories
. From the point of view of fiscal relationships Tocqueville’s hypothesis can be understood as a supposition stating that the presence of several levels of state administration makes it possible to centralize the decision-making process in those spheres of the economy where it is necessary to have a uniform national policy, as well as to ensure decision-making at the local level in those places where it turns out to be most effective.

In the above-mentioned work by R. Musgrave (1959) the hypothesis referred to was made more concrete through formulating the basic principles for distributing the spending obligations between the levels of state authority. It is argued that fiscal federalism is based on the assumption that the policy in the area of providing state services must differ between various sub-national administrative territorial entities whereas for the purposes of the state policy in revenue redistribution and macro-economic stabilization these functions have to be delegated to the national (central) bodies of authority
.

The sufficiently general hypotheses of Musgrave (1956) on the distribution of the powers between different levels of state authority which were subject to many discussions have nevertheless preserved their importance until the present phase of the development of the economy of the social sector. Thus, it is agreed that the functions of developing and implementing the macro-economic policy must be centralized to a maximum degree: virtually in al the countries of the world the powers for exercising the monetary policy belong to the central monetary authorities. As regards fiscal policy decentralization, it can be noted that stimulating the total demand at the regional level offers limited possibilities because of the high degree of openness of the regional economic systems.

On the other hand, in some works it has been stated that sub-national administrative bodies can ensure a successful enough policy of stabilization
. Thus, external macro-economic factors (for instance, dramatic growth of the prices on energy resources) have different importance for different regions. The administrative bodies at the sub-national level have the possibility of taking measures that take into account the specific regional differences which is impossible when the total demand is being regulated at the national level. Besides, the sub-national administrative bodies have the possibility to create special stabilization funds for maintaining the level of state expenditures and taxes in the different periods of the economic cycle. However it should be noted that the opportunities for exercising a decentralized policy of macro-economic stabilization are limited, and the main powers in this field must be delegated to the national government.
Similarly, there are also limitations imposed on the possibility for exercising a decentralized policy in the area of revenue redistribution. Thus, the administrative bodies of a sub-national territorial entity while implementing an active policy of redistributing revenues between the well-off and not so well-off social strata may witness an inflow of low-income social groups and an outflow of well-off households
. A number of authors offer empirical data that prove the reality of such an outcome of the policy of revenue redistribution at the sub-national
, besides, some works suggest that supporting low-income households is a kind of nationally important social benefit and the powers to ensure it are by definition is the prerogative of the national (central) government
.

However excessive centralization of the powers in the area of revenue redistribution is also against the principles of fiscal federalism. Thus, it can be presumed that the smaller the administrative territorial entity, the greater are the informational capacity of the administrative bodies as regards a realistic estimation of the existing demand for financial support as well as the efficacy of social support provided to low-income households
. Thus it becomes possible to redistribute the powers in the area of the revenue redistribution policy in such a way that the general national redistribution policy is defined at the level of the central (federal) government, and the sub-national administrative bodies can change the degree of redistribution within the limits set by the national legislation
.

To be able to understand more comprehensively the reasons why a certain part of the spending obligations should be delegated to the lower levels of the budgetary system, we are going to take a look at the models of providing State-financed services in a situation when there are several equally empowered administrative bodies managing separate budgets. As it was already mentioned earlier, one of the principal functions of the administrative bodies at the sub-national level is to distribute local social benefits in accordance with the preferences of the residents of a given administrative-territorial entity. In a classic model of the State finances functioning at the sub-national level constructed by C. Tiebout, the behavior of individuals is compared to the process of choosing the most appropriate commodity in the form of social benefits out of a number of variants offered at different outlets, that is, administrative-territorial entities
. As it was shown by Tiebout and a number of later studies in this field, in an ideal situation such behavior leads to a result which represents full realization of all the potential benefits of decentralization: both the public and the private sectors of the economy grant an individual full liberty to chose the most effective level of consumption for each of the benefits, where the price of the public benefits is represented by the local and regional taxes paid by the individual. Until the marginal value of the taxes paid by an individual is equivalent to the marginal costs of the available public benefits, the equilibrium, similar to that in the private sector, will be effective, according to Pareto
.

From the economic theory pertaining to the public sector we know the condition for the optimal availability of social (public) benefits outside the context of a multilevel budgetary system
: when there exists an aggregated industrial (production?) ratio between private and public benefits

F (X, G) = 0,
where X — is the vector of the total volume of production of private benefits (1symbol 180 \f «Symbol» \s 12 i);

G — the total volume of production of the public benefit consumed by each citizen accepted as a measure unit.
In this connection it is presumed that the administrative bodies choose level G on their own and have the possibility to establish the vector of consumption of private benefits Xh for each household h (h = 1,..., H). The goal of the administrative bodies is to maximize the individual functions of public welfare. Then, if we represent the function of the utility of each consumer in the terms of private and public benefits as Uh (Xh, G), the function of public welfare can be expressed as symbol 89 \f «Symbol» \s 12 (U1,..., Uh,..., UH). Thus, it is necessary to solve the problem of maximization of the public welfare function symbol 89 \f «Symbol» \s 12 when the only existing limitation is the production ratio F between private and public benefits.
By differentiating the Lagrange function L (Xh,G) for each of the variables the following conditions of the first order are found:
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If we divide the first equation by the second one, we shall obtain the principal condition for the optimal level of public benefits supply:
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which means equivalence of the sum of the marginal substitution rate (MRS) between the public benefit and some private benefit for all individuals, and the marginal transformation rate (MRT) between the public and the private benefit for society as a whole. C. Tiebout’s model for the first time extended the standard conditions for the optimality of choice of public benefits to a state system containing several budgetary units. Despite the high degree of arbitrariness of this model, some of its basic provisions are actively employed also at the present time in analyzing federal state finances, therefore it seems necessary to take a more detailed look at the model itself. The following preconditions are established:

1. The consumers are absolutely mobile and free in their choice of the place of residence. Also, the consumer chooses for his or her activity a territory where the level of public servicing is the most satisfactory for his or her personal needs.

2. It is presumed that consumers possess complete information on the difference between the revenues and the expenses of the state budget and correspondingly react to any changes of this variable.

3. The number of the administrative-territorial entities is sufficiently great.

4. The limitations imposed on the freedom of movement by the different employment levels existing in different regions are not taken into consideration.

5. The public services provided in the regions do not cause external effects.

6. For each set of public services there is an established optimal size (population number) of an administrative-territorial entity whose budget provides funds for such services.

7. The region whose population number is lower than the optimal level takes efforts to attract new citizens in order to reduce the average costs of providing public services.

When these preconditions are applied, the citizens of a state with a complex administrative division of territories are compared to the consumers on the market of private benefits who can choose as their place of residence the most appropriate region, and their desire or lack of desire to move on to another place of residence demonstrates the demand for public services.
It follows from the model of providing public services at the sub-national level that the consumer chooses as a place of residence the region where the set of public services provided exactly corresponds to his or her preferences. However when the precondition of absolute mobility of consumers is weakened, mobility rate represents the cost of revealing the demand for public services, therefore the lower is the mobility rate the farther from the optimal level is the level of the distribution of resources, all the other preconditions being equal
. Thus the state policy aimed at increasing the mobility of the citizens of the state and also increasing the level of the voters’ knowledge about the status of the state budget and the level of providing public services contributes to the efficiency of public fund spending. Besides, even in the absence of the necessary freedom to move a growth of welfare can be seen due providing certain public services at the regional (local) level in accordance with the preferences of the population of a given territory that does not depend on the existence of the freedom to move from one administrative-territorial entity to another
.

Thus it can be concluded that providing public services yields better results if it is exercised by the local administrative bodies. In such a case the necessary inter-regional differentiation in the structure and the quality of public services is achieved that corresponds to the preferences of the population of a given region which leads to general growth in welfare. However within the framework of the demonstrated models it impossible to answer the question which powers for financing which public services and in which degree should be delegated to the sub-national budgets. The solution for this problem has to be looked for in the results of the studies on the efficiency of public expenditures in countries with different variants of the distribution of spending obligations.

While estimating the distribution of spending obligations between the levels of the state authority it is necessary to distinguish three component parts of any spending obligation - legislative regulation, financing and administration
. It should be noted that regulation cannot be estimated quantitatively, and financing and administration, even if they can be subjected to a quantitative estimation, do not reflect the complete set of the activities of an administrative body on implementing a spending obligation. The difference between the variables of financing and administratively controlling public spending is represented by inter-budgetary transfers where the grantor often has no administrative powers to provide public services. When such an approach is applied the variable of public services financing can be defined as the total cost including the grants allocated, and the administration variable as the total costs excluding the grants allocated
. Thus, in the analysis of the distribution of expenditures it is necessary to rely upon the complex variables of decentralized spending obligations which must include, in addition to the administered financial flows, the variables of financing and regulation.

In the international practice, different models of the distribution of spending expenditures and the corresponding mechanisms of their financing are applied, and the availability of a local revenue base and unconditional non-target transfers from the higher levels of the budgetary system demonstrates the degree of autonomy of the regional and local administrative bodies in the public services that they provide
. However there are also certain kinds of public services that are assigned to the sub-national levels of authority virtually in al countries. Those are primarily the services in the area of housing, land maintenance, local public transportation, fire services, police, etc., that is, such kinds of spending that are rather neatly fit into the Tiebout model
.

Below we are going to consider the expediency of assigning to the lower levels of the state authority the three principal kinds of spending whose structure of distribution between the levels of State authority is not so evident as in the case of other local expenditures: social security, education, and health care. The analysis of the data on the shares of different budget levels in those expenditures has demonstrated that in the majority of the industrialized countries (with the exception of the USA and Great Britain) education is financed by the central government which is different from the developing countries where the existing statistical data show that education and health care are financed mainly by the regional and local budgets
.

As for social security expenditures, it should be noted that in addition to the function of revenue redistribution they also possess certain properties of insurance. This is especially typical of the developed countries where social guarantees include superannuation pension, benefits compensating a loss of the source of income including unemployment benefit, children’s allowance, and social security benefits. The basic element of any insurance, including insurance coverage in cases of unemployment and disability is the widest possible risk pooling. Therefore despite the fact that regional or local insurance coverage of superannuation and disability appears to be more expedient from the point of view of low cost of obtaining information on the recipients at the local level, the mechanisms of social insurance by definition should not be based on regional coverage of insurance risks, i.e. the network of social insurance must have the widest possible scope.
.

However in certain cases the drawbacks of a fully centralized order of financing social insurance expenditures exceed the above-mentioned benefits. In the instances when it is necessary to ensure strict targeting of social subsidies, the role of low costs of obtaining information at the local level becomes more prominent which means a necessity of creating stimuli for finding out those who are truly needy of a subsidy. However on the other hand when the powers for spending management in the area of social insurance are delegated to the local level it is necessary either supplement those powers also with the powers for mobilizing the revenues into the social insurance funds or to establish a stable order of receiving financing from a higher-level budget. In the first case the condition of nation-wide risk pooling is not observed, and in the second, there will be created negative stimuli for the regional authorities to find out potential recipients of social subsidies
.

Education is a classical example of conflicting goals and different levels of the state authority. From country to country, there are very dramatic differences in the levels of the budgetary system that are employed as the sources for financing elementary, primary, secondary, and higher education. Practically in all the developed countries of the world, free-of-charge primary education is guaranteed, and in many developed countries there is also free-of-charge secondary and heavily State-subsidized higher education. It should be noted that education in the first approximation does not satisfy the demands of the pure state welfare: the profit that comes from receiving education is the human capital growth and, consequently, the level of personal income expected in the future. We cannot say that the price of private education is higher than the increment of society’s welfare from receiving an education. Nevertheless, low-income social strata do not have access to private education because of the imperfect capital and information market. For this reason, providing a country-wide minimum of education standards is the main argument in favor of revenue redistribution
.

Primary and secondary education, as a rule, is financed from the budgets of local (municipal) administrative bodies, whereas the powers for financing higher education are more centralized which is necessary in order to enjoy the benefits of economy through scope. Sometimes in countries with vast territories municipal financing of primary education is not expedient because the need to maintain a large number of small schools. However the main arguments in favor of local financing of primary education are, firstly, that educational services by definition have to cover wide expanses geographically, secondly, small-size schools usually provide a better level of education., and, thirdly, the direct participation of the students’ parents is a factor that has a positive influence upon the quality of primary education.
. At the same time it should be noted that the outcome of education expenditures decentralization is usually the interregional differentiation of those expenditures and the quality of education which only leads to an increased differentiation of the regions by revenues. Therefore in many countries, along with decentralized spending powers in financing the educational services, there have also been established minimal educational standards that must be ensured by local educational establishments, and in this connection the non-covered spending obligations are as a rule financed from the central budget in the form of target transfers.

Health care is an example of a combination of the private and the public sectors in providing services and different levels of authority that ensure the most effective financial coverage of health care services
. Thus, sanitary and epidemiological control service and medical prevention institutions are as a rule financed and managed by local administrative bodies. Infection control is most effective when it is financed by the upper levels of the state authority. The activity of in-patient medical institutions is associated with the effect of economy through scope which is also the reason for their financing from upper-level budgets.
Following from the above considerations on the principles of spending powers distribution between the levels of State authority, it can be concluded that from the point of view of macro-economic control of the expenditures status in the state budget it is the task of controlling the overall level of State expenditures that is important, and not the way of distributing spending powers.

It should be noted that decentralized budgetary systems with a large share of the expenditures within a consolidated budget allocated to the budgets of regional and local administrative bodies are more flexible and are often able to react more quickly to the changing preferences of the populations of different territories. At the same time, a lack of well-developed mechanisms of inter-territorial revenue redistribution in the presence of a high degree of expenditure decentralization may result in an unacceptable interregional differentiation of expenditures.

The Revenues of Sub-National Budgets and the Distribution of Authority for Revenue Assignment Among the Levels of State Power

Together with the problem of distribution of the function of spending among the levels of state power and administration, the problem of authority distribution for revenue assignment among the levels of state authority is one of the major questions of the theory of fiscal federalism. Examination of the international experience in building a vertical structure of tax assignment reveals that there exists no predominant strategy of assigning certain spending powers to definite levels of state authority. nevertheless, on the other hand, theoretic studies in this field show that certain forms of distribution of tax assignments can result in considerable losses on the part of society as far as both justice and efficiency are concerned
.

The economic theory of public finances emphasizes that whenever there are several territories, individuals are free to choose their territory of residence on the basis of a comparison of the highest advantages of having an access to social benefits with the highest costs of obtaining these benefits. And the process of revealing the preferences of individuals by means of «voting by choosing the place of residence» will lead to emergence of communities of individuals wit largely similar preferences, granted that there exists a freedom of movement between the territories. From the fiscal point of view, this system is an optimal one, and with the preferences being uniform, the residents within each community would cover the costs of the received social benefits through taxes and other payments. Notwithstanding the corrections associated with the costs of overpopulation, the costs of outflow and other complicating features of the model, this system remains a self-regulating mechanism guaranteeing optimal results
.

The real structure of multilevel states is far from the one described in classical theoretic models. Firstly, the territorial entities within the existing federal and unitary states are forming primarily under the influence of politico-geographical and national as well as of socioeconomic factors. And it cannot be asserted that while these administrative-territorial entities were being formed the questions of territorial distribution of the advantages from social benefits were taken into account, and that individuals were grouped according to the criterion of maximization of personal advantages and uniformity of preferences.

We are going here to take a look at the possible variants of distributing tax assignments to different levels of state authority from the point of view of the practice of inter-budgetary relations. The term «tax assignment» in this case relates to the levels of state authority responsible for setting the rates and the structure of distributing revenues coming from certain taxes by the levels of the budgetary system irrespective of whether those revenues generated by taxation are directed to the budget of a particular level of state authority or not.
.

It should be noted that tax assignment to different levels of state authority can follow the principles of decentralization of spending obligations, according to which the distributive function of regional and local administrative bodies has to take mainly the form of providing public services directly to the population of an administrative-territorial entity. Generally speaking, there are three variants of fixing specific tax assignments to the sub-national administrative bodies
:

1) The sub-national administrative bodies can be granted the powers for regulating all the revenues coming from the territory under their jurisdiction. It is also stipulated that a certain part of these revenues is to be directed to a higher level of the budgetary system in order to cover the spending obligations of the national government. As far as this variant can lead to a reduction of the efficiency of inter-territorial redistribution of revenues and also obstruct fiscal stabilization, it cannot be considered as the most effective method of mobilizing national resources; it can also create inadequate stimuli for local administrative bodies in their task of financing the national spending obligations.

2) The second variant of distribution of tax revenues, a direct opposite of the first one, means delegating all tax assignments to the national government with subsequent direction of the available funds to the lower administrative bodies in the form of grants and other transfers, as well as by setting the standard rates for allocating the revenues generated by all or some of the existing taxes to the lower-level budgets. The main drawback of such a system is the total lack of any link between the level of administrative authority controlling the territory where specific taxes are collected and the level of decision-making pertaining to spending which is the major precondition for creating an effective system of inter-budgetary relations. When such a link is missing, there is always a risk of falling into a budgetary illusion, i.e. the risk of excessive financing of local spending needs. On the other hand, the possibility of frequent and unmotivated cuts in the volume of financial resources allocated to the lower levels of the budgetary system can result in an inability to create a stable system of financing public services at the local and/or regional level.

3) The third, intermediate, variant of distributing the powers over revenues means delegating a certain part of tax authority to the level of local or regional administrative bodies, and in case of a necessity - compensating a deficit in revenues by fixing a share of regulating taxes or through allocating transfers to the local budget. The key problem in implementing this scheme of revenue distribution is how to select the taxes to be assigned to local regional administrative (local/regional taxes) ans also federal taxes of which a certain part is assigned to regional/local budget (regulating taxes). In case of taxes being assigned to the lower levels of authority which makes it possible to coordinate the volume of the tax burden and the decisions on spending, local administrative bodies must act according to the principle of cost-effectiveness, which results in better economic efficiency.

It should be noted that the solution to the problem of tax-revenue assignment is not reduced to total assignment of specific taxes to the local or the national level of authority; more likely, this solution includes a whole spectrum of different schemes of allocating tax revenues and tax assignment. Table 1 demonstrates different types of revenues assigned to the lower level of administration.

The table indicates that tax revenues of the sub-national budgets can take different forms: a) local revenues entirely allocated to the budget of the respective administrative body which has the authority to set the tax rate, and in certain cases to influence the system of calculating of the tax base; b) overlapping taxes with the base set by the federal law for all the territory of the country, and the rates which the sub-national administrative bodies are free to set on their own. Different ways of tax assignment and tax-revenue assignment as well as the economic consequences of such a distribution will be treated later in more detail.

Table 1. Types of Tax Assignments of Sub-National Administrative Bodies
Types of Budget Revenues of the Lower Level
Level of Authority to Control the Type of Revenue

Local Taxes
The authority to set the rates and the base of a tax belongs to the administrative bodies of the respective level.

« Overlapping « Taxes
The tax base is defined by the Federal law; the authority to set the rates rests in the administrative bodies of the respective level.

Regulating (shared) taxes
The rates and the base of a tax are set by the Federal law, but a fixed share of tax revenues is allocated to the budget of the administrative bodies of the respective level (the ratios can be determined on the basis of the share of tax revenues coming from the territory under the jurisdiction of the administrative bodies of the respective level, or on the basis of other criteria such as population size, consumption requirements, potential revenues

Source: Fiscal Federalism in Theory and Practice, IMF, 1997

The Rules of Tax Assignment. The necessity to assign tax prerogatives to different levels of state administration proceeds, firstly, from the existence of social benefits most effectively produced at the national (federal) level, and secondly, from the efficiency of a total assignment of all taxes to the sub-national administrative bodies. Thus, when the administrative bodies of the sub-national level receive the rights to regulate income tax, a tax competition between different territorial entities becomes inevitable, which would result in the necessity to introduce a principle of income taxation in the given territory. In would be also necessary to decide whether all the incomes of an individual or a company residing in the given administrative-territorial entity are to be taxed in compliance with the rules of this administrative-territorial entity, or taxation is to be carried out irrespective of the origins of the recipient of the income. Apart from the difficulties associated with defining the origins of an individual and especially of a company within the framework of the state as a whole, this situation can lead to emergence of intrastate borders and barriers hindering free circulation of goods and resources within the country, as well any attempts at exporting the tax burden which must be considered absolutely unwelcome.

The problem of fiscal autonomy of the sub-national administrative bodies can be treated separately from the matters of administration and tax collection by different levels of state authority. The key aspect of the problem of granting fiscal autonomy to the sub-national governments is certainly the question of whether the administrative bodies of a particular level of the budgetary system have the right to set income rates in their territory. On the one hand, it is important to limit the autonomy of the sub-national administrative bodies in the area of setting the tax base at the level of an administrative-territorial entity, because an introduction of additional tax exemptions, etc. can result in deformities in resource-allocation among the administrative-territorial entities. In case when the local bodies have no right to influence the tax rates, they are incapable of changing the level of public services rendered to the population in accordance with the regional preferences. In a number of countries, the revenues of the sub-national budgets are formed mainly by taxes collected according to the rates set by the central government (e.g. countries with a developed system of the budgetary system like Portugal and Germany), or by taxes with the rates whose upper limits are specified by the federal law.

The urgency of the problem of fiscal autonomy of the sub-national administrative bodies is proportional to their expected role in the economic system of the state. In case when the economic role of the administrative-territorial entities is reduced to the practical implementation of a policy developed at the highest levels of authority, there is no need for any broad fiscal autonomy to be delegated to them. If, on the contrary, it is expected that the sub-national administrative bodies conduct their own spending programs are free to determine the volume and the quality of the public services provided at the respective levels, then their inability to change the tax rates, and consequently the volume of budgetary revenues as well, will pose a serious problem, as a result of a discrepancy between the expectations, requirements and desires of the population, on the one hand, and the actual revenue capabilities of the authorities, on the other.

The major arguments against granting the sub-national administrative bodies with broad fiscal autonomy are based on the increase in the risk of creating inter-regional or inter-municipal disproportions in the economic development, and also in weakening of the control over the macro-economic situation on the part of the central government. The simplicity of administering and retrenching by cutting down on the scale of fiscal administering are also listed among the arguments voiced by the proponents of centralized tax systems.

Besides, the importance of the problem of choice between the centralized and decentralized systems of tax regulating is also determined as some researchers have emphasized
, by the impossibility to argue that the burden of a tax introduced at the national level is equivalent to the burden of a tax introduced at the sub-national level together with a delegation to the sub-national authorities of the right to change the tax rate. Similarly, the influences on the efficiency and equality of taxes regulated by different levels of authority will be of a different scope.

The simultaneous delegation of the right to exact various taxes to several levels of state authority gives rise to the problem of optimal distribution of tax assignments among particular levels.

Two major approaches to the solution of the problem of distributing tax assignments between the national and the sub-national levels of authority can be singled out. According to the traditional model of tax assignment distribution
, the personal tax base (i.e. the base of taxes which can be regulated at a particular level) of the sub-national authorities will always be smaller than the spending liabilities faced by the sub-national authorities in accordance with the same traditional approach. The vertical misbalance of the budgetary system resulting from such a discrepancy has to be leveled by means of inter-budgetary transfers. Within the traditional analysis it is recognized that any delegation of the majority of tax prerogatives to the sub-national level results in emergence of distortions in the inter-territorial distribution of resources, and that the purpose of a effective distribution of tax assignments is to minimize such distortions. In this case much attention is also drawn to creating a system of inter-budgetary transfers that can be effective from the point of view of leveling the discrepancies.

The second approach to the solution of the problem rests in an analysis from the point of view of social choice
. According to the models of thus type, when a state have a multilevel budgetary system it is necessary that the rule of correspondence of the revenue potential and the spending obligations be observed. It is also argued that in the majority of countries, tax prerogatives are distributed among the levels of state authority through a political process and not on the basis of economic calculations. In accordance with this approach, the sub-national administrative bodies must have the powers for taxing the most mobile factors, because in this case an inter-territorial competition will make it possible to avoid negative effects; besides, it is necessary to distribute tax assignments in such a manner that they would correspond to the spending obligations.

Let us consider the most important principles of tax assignment distribution among the levels of state authority in accordance with all these approaches to the solution of this problem. First of all, we are going to analyze the main points of the traditional approach to the distribution of tax assignments expostulated in detail by R. Musgrave
.

1) The state bodies of the middle and especially the lower level must have the authority to tax the least mobile types of the tax base. A federal (multilevel) state must solve the problem of the most efficient utilization of resources at the national level to the necessity to eliminate the distorting effects of the inter-territorial differences in tax rates upon the distribution of resources. When the authority to exact income taxes (the base of which is comparatively mobile) is delegated to the lower levels of power, such a degree of efficiency will be achieved only when the income is taxed on the principle of the jurisdiction of its recipient, i.e., in the administrative-territorial entity where the latter is resident.
. As it was mentioned above, the application of this principle requires substantial and not always productive expenditures on tax administering, primarily manifested in the «search» for those incomes of a juridical person or an individual that are obtained outside the territory of their registration and their subsequent taxation.

The solution to this problem consists in setting uniform tax rates (and, if possible, tax rebates) throughout the territory of the country, despite the fact that such a decision lowers the degree of centralization of the state. The lower levels of administration should be given the right to collect those taxes whose base is least susceptible to inter-territorial fluctuations. Such a distribution will be efficient not only from the point of view of national interests but also of the interests of the local authorities, because a non-mobile tax base reduces the possibility of its outflow into other administrative-territorial entities.

Thus, from the standpoint of the criterion under consideration, it is advisable to regulate income taxes as well as consumption taxes at the national level of the budgetary system. The authority to regulate consumption taxes as well as payroll taxes can be delegated to the middle sub-national administrative level, while property and real-estate taxes can be regulated most effectively at the sub-national levels which does not decrease the efficiency of resource distribution at the national level.

2) Progressive personal income taxes can be set at sub-national level only when it is possible to administer the «global» tax base at the level of a territorial entity. As previously mentioned, in order to prevent distortions in the inter-territorial distribution of resources, personal or corporate incomes must be taxes in accordance with the rates and regulations of the territorial entity the subject belongs to (that is the tax base is to e «global» - irrespective of the territory where the income is obtained). If the income has been obtained on the territory of other regions or municipalities, the taxpayer residing in the given territorial entity is entitled to a tax credit because his income is also subject to taxation elsewhere.

The precondition of tax base «globalization» is difficult to achieve as far as administering of corporate taxes is concerned, but is achievable in case of taxation of personal incomes provided that the administrative-territorial entities are large enough, firstly, to guarantee adequate resources for administering the incomes of non-residents on the given territory and the incomes of non-residents on other territories; and secondly, to prevent serious distortions in inter-territorial distribution of resources if the goal of «globalization» is not achieved and this type of administering is not possible.
3) The powers for regulation progressive taxation in order to achieve tax distribution must be delegated to the federal) national) level of authority. This rule proceeds from the principle that the authority to regulate progressive taxation in general should belong to the national government. If the goal of the federal government is to pursue a policy of income redistribution at the national level irrespective of whether an individual is registered in a particular territorial entity, the rules of progressive taxation asserting this purpose must also be uniform throughout the territory of the state.

When the authority to pursue a policy of income redistribution is delegated to the sub-national level it will be inevitably accompanied by an emergence of jurisdictions more or less favorable to population groups with different incomes. In this case every individual will tend to choose a place of residence according to the particular policy of income redistribution that is practiced there. Such a situation will significantly increase the cost of achieving efficiency and consequently lead to an abandonment of any attempts at income redistribution.

4) The powers for tax regulation capable of performing a stabilizing function must be assigned to the federal authorities, while the sub-national taxes must be cyclically stable. The use of fiscal policy instruments for the purposes of achieving economic stabilization represents a predominant function of the national government. Applying stabilizing mechanisms at the sub-national level within a multilevel system of state authority leads to substantial losses thus minimizing any control over the aggregate demand. The national government also enjoys a priority in the use of mechanisms of credit and loan policy. Thus, effective sub-national taxes are those that can yield revenues stable against cyclical fluctuations (property taxes, consumption taxes), while the taxes with inherent adaptability to cyclical fluctuations (personal and corporate income taxes) must remain a priority for the national government.
5) If the tax base is unevenly distributed across the territory of the country, the powers for taxation thereupon must belong to the national government. It is clear that a substantial richness in natural resources can make it possible for the sub-national authorities to provide public services at low «tax prices» (i.e. due to a relatively low level of taxation), which can result in inefficient use of resources.
. Therefore, the powers for taxing national resources unevenly distributed across the territory of the country must belong to the central government, even if it is contrary to the first of the discussed above rules of revenue assignment according to which the powers for taxation should be delegated to different levels of administration depending on the mobility of respective tax bases.

6) Special taxes imposed on the consumers of social benefits, as well as payments for the use of social benefits, are applicable at all levels of state authority. The powers for regulating these types of taxes and payments must be delegated to the various levels of state authority according to the distribution of the recipients of particular social benefits across the population.

The afore-listed rules regulating the distribution of tax assignments among the various levels of power demonstrate that the same taxes can be introduced by several levels, and it can be possible that the same taxes will be exacted simultaneously by the authorities of different levels. There are several ways of simultaneous tax regulation by the authorities of different levels.

Firstly, the simplest solution consists in a joint use of the sane tax base. When tax regulation is reasonable, the joint use of the tax base will considerably simplify tax administering thus reducing associated costs. However excessive taxation of one and the same base can result in dead-weight losses exceeding those typical of a more leveled tax system. For example, uncoordinated use of incremental tax rates can produce a situation when marginal rates might exceed 100%.

Secondly, in order to achieve the desired efficiency of tax exaction by different levels of administration, it is possible to introduce a deduction of the tax already paid at the one level of administration from the tax base calculated at another level. Thus, the taxable base will be determined as the income minus the taxes already paid at a lower level. In case when there exist two territorial entities A and B and the central authority C, the aggregate tax rates for the administrative-territorial entities A and B (
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where tA, tB and tC — are the respective personal tax rates in the territorial entities A and B, as well as the tax rate of the central government.

In case of an established deduction of the tax already paid, the highest tax rate cannot exceed 100%. Besides, such a regime reduces the inter-territorial differentiation of tax rates and consequently reduces also any distortions of the inter-territorial choice, because
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It should be also noted that the application at the national level of the rule providing for the deduction of a tax paid at the sub-national level will result in reducing the incrementality of a sub-national tax, which is also favorable from the point of view of the rules of tax assignment.
Thirdly, in order to regulate a simultaneous collection of similar taxes by different levels of administration, it is possible to apply a method which is alternative to that of deducing the paid tax from the tax base. The point is the possibility of granting a credit equal to the amount of the paid tax. The application of this method envisages on the part of the authorities the deduction from the taxpayer’s liabilities of the amount of tax paid by him into the budget of a lower level. It is clear that in such a situation the authorities of the lower level would find it profitable to increase their own tax rate while the tax rate of the authorities of a higher level would simply represent the upper limit to which the authorities of the lower level would boost their tax rate.

At the same time, the crediting fixed at the level of the paid tax represents an effective instrument neutralizing the distortions of inter-territorial choice when it is used in horizontal relationships among the authorities of one and the same level.

The review of the international experience demonstrates
, that taxes and levies assigned to the sub-national administrative bodies would differ from country to country. In the majority of countries (both industrially developed and newly developing ones, as well as federal and unitary) several sub-national taxes are collected. In general, it can be argued that revenues from personal income tax are more important for the sub-national budgets of the developed countries that for those of he developing ones, though in the Anglo-Saxon nations the role of property taxes is also very significant.

Below we are going to deal with the major problems that emerge when the authority to regulate specific taxes is distributed among the levels of the budgetary system, and to the ways of solving them in compliance with the standpoints of the traditional approach to taxation in a federal state.

Before we start to analyze the variants of tax and revenue assignment among the level of state administration as well as their economic implications, let us present a short description of the possible methods of tax assignment as distributed between the national and sub-national authorities. As a rule, the following major variants are singled out.
.

1. Total centralization of tax and tax-revenue assignment. In this case, the national government possesses all the powers for regulating the system of tax collection, while all the tax receipts are included in the national budget.
2. Tax revenue division. When the revenues are divided, control over tax collection remains the responsibility of the national government, though some share of the tax revenues would be allocated to the budgets of the sub-national level. The amount of tax assigned to a regional budget can be assessed in accordance with various principles: firstly, it can be a tax-share uniform for all the sub-national formations; and secondly, the amount of tax assigned to a regional budget can be assessed in compliance with a certain formula aimed at distributing tax revenues according to the criteria of the income origin, the distribution of shareholders, the indices of the regional potential of taxation, population size, etc.

3. Centralized division of tax assignments envisages a division of the tax base and consequently a division of certain prerogatives among the national and the regional authorities, though nevertheless, there remains a high degree of uniformity as far as the national and local rules of tax collection are concerned. In particular, this variant envisages that the system of determining the tax base and the taxable income, as well as the rest of major elements of tax legislation must rest with the national authorities which are also responsible for tax collection, while the competence of sub-national administrative bodies must include the setting of tax rates.

4. Decentralized tax assignment. When the degree of decentralization is high, the state can use a decentralized system of tax assignment distributing the respective powers between the national and sub-national administrative bodies, when the role of the national government is reduced to determining the general framework within which the regional tax legislation can be changed, while the sphere of competence of the regional authorities significantly expands. When tax assignment is decentralized there can emerge a necessity to create certain independent regional taxation bodies, because when the rules of determining the taxable bases differ from region to region the national taxation bodies an encounter difficulties in tax collection across a multitude of regions each of which has different rules regarding the determination of the taxable base, different tax rebates, etc.

5. A unified and decentralized tax assignment. Sometimes there can emerge a situation when tax assignment is formally decentralized but a number of regions (or all) would age to unify their tax legislation. In this case, such a tax assignment will not differ (unless only formally) from tax revenue assignment.

6. Fiscal autonomy of the sub-national authorities is achieved when the sub-national administrative bodies possess all the powers for regulating and collecting taxes. The regions’ autonomy is limited only by the constitutional guarantees stipulating the freedom of business activity and free circulation of goods and capital within the country. At the same time, the national authorities can introduce taxes that will be considerably different from similar regional taxes as far as the rules of their collection are concerned.

Let us consider the major problems emerging during the distribution of the powers for regulating the corporation income tax and indirect taxes among the levels of state authority and the budgetary system. These taxes are chosen for thorough consideration mainly because most of the remaining widespread taxes according to the principles of the traditional approach are to be regulated by a certain level of state authority, as it is more or less definitely attested to by the international experience. At the same time, both in literature and in real life, there exists a disagreement concerning tax assignment as regards the corporation income tax and indirect taxes (the sales tax, the value added tax, and the excises).

The Corporation Income Tax. First of all, it should be noted that the potential of the corporation income tax as the instrument of the policy of income redistribution and economic stabilization is sufficiently strong. That is why, as it has been already mentioned, a delegation of considerable powers for is regulation to the sub-national level does not look effective from the viewpoint of the rules of tax assignment. On the other hand, the regional authorities are capable to a certain extent to perform the function of resource reallocation: first of all it deals with rendering the local public services, exacting the fines for damaging the environment, and eliminating tax-induced distortions of resource allocation. From such a viewpoint, the powers for regulating and collecting the corporation income taxes can be delegated to the sub-national level to the extent which corresponds respectively to the benefits from the reception of public services, the damage to the environment, etc.; or, they will simply represent a neutral means for the acquisition of incomes at the sub-national level.
It can be proved that none of the above-mentioned requirements are inadequately fulfilled as far as the corporation income taxes are concerned. In particular, there are no reasons to believe that the corporation equity income (the amount of economic profit plus the return on the invested capital), in opposition to sales taxes and the VAT, have any relation to the advantages received by the consumers or producers from the social benefits rendered to them. That is precisely why no regional corporation income taxes can be used for financing government expenditures in order to achieve the efficiency according to Tiebout as far as resource allocation among the regions is concerned
. All this remains true, for example, when the tax collected from the incomes of a corporation active on the territories of several regions is distributed among their budgets in accordance with the place where the income has been obtained - even in such a case the income tax cannot be considered as a benefit tax
.

Corporation income tax also does not look feasible as a source of financing the environment protection because no relation exists between the degree of danger to the environment represented by the activity of an enterprise, on the one hand, and its income, on the other. That is why the said incomes cannot be used as an ecological compensation either on the sub-national or national level.

In order to answer the question of whether the corporation income tax creates distortions of resource allocation among the regions, it is necessary to analyze the nature and the types of distortions caused by a particular tax. Let us consider the various types of corporation income tax collection and all the corresponding distortions.

When the corporation income tax is collected at the place of their registration, any delegation of the powers for tax regulation to the sub-national authorities appears unreasonable. It is evident that when the sub-national authorities possess extensive powers for taxation, the place of registration will be chosen by the enterprises mainly for the reasons of optimization of their tax payments, and the simplest way to achieve such an optimization will be to register in the regions with the most favorable conditions of taxation of companies-intermediaries whose primarily goal is profit accumulation. At the same time, the taxation bodies will face the problem of combating transfer pricing and tax exemption. One of the most negative consequences of tax assignment to the sub-national level that can be encountered under this variant of income tax will be the general reduction of tax revenues received by the budgetary system caused by the inter-regional competition aimed at attracting the taxpayers.
The foregoing problems can be avoided by collecting the corporation income tax provided that the revenues will be allocated to the budget of the region where the actual source of income is located. There are two methods of collecting such a tax: firstly, it is possible to treat the enterprises’ subdivisions on the territory of the region as independent taxpayers. But this approach will produce numerous problems dealing with the assessment of transfer prices and the determination of the taxable basis for in-house goods delivery and rendering of services (when fiscal accounting is carried out by isolated subdivisions, the resulting picture of the subdivision’s contribution to the total gains of the enterprise can be incorrect). The second method of registering tax revenues at the place of the emergence of the tax base is to allocate the tax base to the regions harboring the isolated subdivisions of the taxpaying enterprise; this allocation is to be carried out according to a special formula. As a rule, this formula would determine the region’s share in the aggregate amount of the tax base according to the share of the isolated subdivision’s wages fund, fixed assets and sales volume as reflected in the aggregate indices of the activity of the whole enterprise
.

When the corporation income tax is paid according to the place where the income has been obtained, inter-territorial distortions of resource allocation will be eminent. Fiscal accounting conducted by the isolated subdivisions of a corporation will result in distortions of decision-making in the area of investing due to the impetus given to capital outflow from the regions with high taxation level to the regions with more lenient tax regulations. At the same time, there remains essential the problem of profits accumulation in the regions with lenient tax regulations involving transfer pricing. Such distortions can be avoided only through tax assignment centralization and a unification of regional tax regulations.

The distortions of inter-regional resource allocation are also caused during the distribution of the tax base among the regions in compliance with the formula. The regional profits tax can be considered in such a case as being also a tax on the factors included into a particular formula; its rates will reflect both the general level of the company’s profitability and the regional tax regulations. If such factors are represented by the wages fund, the fixed assets and the company’s sales volume, this income-oriented tax distribution (if tax regulation is decentralized) will have a negative effect on the rate of employment as well as on the investments and sales in the regions with higher tax rates
. As in the previous case, the delegation of substantial powers for tax assignment to the sub-national level, and the absence of inter-regional unification of tax regulations, it is certain that the corporation income tax would distort the inter-territorial resource allocation.
One of the variants of corporation income tax collection in a federal state includes the combination of tax collection at the place of registration of isolated subdivisions and at the place of obtaining the income. Under such regulations, the tax is collected at the place of the company’s registration, but the company obtains the right to a tax credit in favor of the regions where the company’s income has emerged. In this case, the foregoing distortions of the interregional resource allocation will come into being; and the character of the distortions will depend on the size of the tax credit, that is on the ratio between the amount of taxes collected at the place of registration and the amount of taxes collected at he place of the income’s emergence.

The neutrality of the corporation income tax to the inter-territorial resource allocation can be achieved only through integrating the former with the personal income tax (which means such a treatment of corporation incomes that would exclude any double taxation of dividends). In this case, neutrality results from the fact that the integration of the corporation income tax with the personal income tax is impossible without the coordination of national and sub-national tax regulations, as well as without the coordination of tax regulations at the sub-national level. If one should assume that the completely integrated corporation income tax will be collected with a deduction from the taxable personal income at the place of residence, while the money will be allocated to the region where the source of income is located, the regional authorities will not be interested in fiscal competition carried out by the lowering of tax rates. The only distortions to be possibly caused by this variant of the corporation income tax will be those of the natural person’s choice of the place of residence.

The Value-Added Tax and the sales Taxes. Most of the theoretical studies on tax assignments from the viewpoint of the traditional approach indicate that the most effective form of the value-added tax (or the general sales tax) is the national VAT encompassing the opportunity to divide the tax revenues between the national and sub-national budgets
. As a rule, this argument will be focused on the following standpoints
: The growth of the administrative costs and the compliance costs which follows the assignment of tax to the lower levels of the budgetary system; the problem of taxation arising in he course of inter-regional economic relations; the uneven allocation of the tax base, etc.

Nevertheless, some researchers would put forward a number of arguments against the total centralization of tax assignment regarding the regulation of the VAT
. Firstly, within the current tendency towards decentralization of the spending obligations, some corresponding decentralization of tax assignment has become necessary. Secondly, the sales taxes are the only stable sources of income where the economy is either developing or in transition, and where the role of income taxes is not too important. Thirdly, in a number of economically developed countries the sub-national sales taxes remain a significant source of budget revenues. An analysis of the existing practice of collecting the VAT and sales taxes reveals several methods of the corresponding tax assignment among the levels of state authority.

1. Regulation and collection of the sales tax or the VAT at the regional level. At present, this system is used only in a small number of countries, primarily in the USA and Russia where the sales tax is collected at the regional level. Some analysts note that the EU fiscal system can be interpreted as a delegation of the powers for regulating the VAT to the sub-national level
.

2. The VAT can be a national tax. The federal states which collect the VAT include the FRG, Switzerland, China and Russia. The national sales tax is collected in Australia, Brazil, India, Canada and Argentina at the national and sub-national levels, while only Brazil and Canada collect the VAT at both levels. It is often pointed out that the FRG experience (revenues from the VAT are distributed among the regional budgets in accordance with the formula or in proposition to the population size) is optimal as far as federal states are concerned
, though formally such a system does not require the powers for tax regulation to be delegated to the sub-national administrative bodies, representing just another method of allotting transfers to the regions.
3. The existence of dual VATs and/or sales taxes cannot be excluded. Such a solution looks extremely expensive both from the viewpoint of fiscal administering and of possible distortions, though a number of researchers note that such might be the cost of the benefits created by a federal system and the independence of the sub-national authorities, particularly due to a more complete assessment of the population’s preferences at the regional level
.

4. The sub-national and national levels of administration can collect their own VATs, while reducing the costs of tax administering due to the unification of tax regulations. At present, such process can be observed within the EU.
5. A compromise variant between the division of tax revenues and the introduction of personal taxation at the national or sub-national levels can consist in the joint regulation of the VAT. Such a system of taxation would permit the national and sub-national levels to conduct a joint determination of the tax base and other substantial factors of taxation, while preserving their right to change the tax rate.
The Excise Taxes. As far as the excises are concerned, it should be noted that most of the associated studies tend to place this type of taxes within the competence of the sub-national authorities.
. Firstly, the excises represent a «politically acceptable» tax from the point of view of the sub-national authorities; secondly, they are sufficiently simple in administering at the regional level; and thirdly, an inter-regional differentiation of the tax rates becomes acceptable provided that the excises are introduced. Moreover, when the excises are collected on the principle of the region of allocation, no distortion will be caused by such a tax. Delegation the excise-regulating powers to the sub-national level is reasonable from the point of view of an agreement between the spending obligations and the assignment of the taxing powers: the degree of responsibility for service-rendering in health care and road construction on the part of the regional authorities must correspond to the scope of the prerogative to regulate the excise taxes on tobacco, alcoholic beverages, cars, and fuel, respectively.

After completing our discussion of the traditional methods of analysis dealing with the distribution of the taxing powers among the levels of administration, I should be noted that such an approach has a number of faults, the most serious ones being listed below
.

Firstly, the analysis presupposes that the economy can function efficiently in the absence of taxes, and the main goal of the tax policy is to minimize the distortions caused by taxation. Though such a supposition makes a formal analysis easier, it contradicts the real goals of the authorities
.

Secondly, the precondition of many traditional models is the strict hierarchy of the goals pursued by the administrative bodies of different level. For example, as it was already stated earlier in the text, the goal of the national government is (or should be) redistribution of revenues inside the country; whereas, despite the presence in those models of the precondition of a democratic state structure, strict distribution of tasks between the levels of state authority has little in common with the principles of constitutional federalism
.

Thirdly, the traditional analysis leaves outside the study framework the extra-economic aspects of the relationship of the authorities in a federal state. That is, political processes, resolution of conflicts arising between the administrative bodies, etc. In respect of most states the statement that the principal goal of the authorities as representatives of the median voter is to efficiently and successfully provide public services does not sound correctly.

Fourthly, the drawback of the traditional approach to the analysis of national and sub-national tax assignments is its purely normative character and poor ability to provide any explanation of the ways of tax assignment distribution encountered in reality
. It should be noted that the powers for regulating the most «productive» taxes as well as corresponding revenues in many countries are concentrated at the national level by no means due to theoretical speculations on the efficacy of such an order. Rather, this results from a factor that is overlooked in the traditional analysis: striving to obtain maximum political power.

For the reasons described above, to follow the recommendations developed as a result of the traditional normative analysis of the problems associated with taxation may create a large gap between the volume of revenues and the spending obligations at all levels of the budgetary system. Therefore, despite the importance of these recommendations for developing a strategic program for reforming the system of public finances, to implement these proposals in the present situation may lead to unwanted economic and political consequences.

Let us consider the problem of tax assignment distribution between the levels of state authority from the point of view of the public choice theory. Our analysis will be based on the work by Brennan and Buchanan (1983), where the basic provisions of this approach are presented most completely. As it was already mentioned before, the traditional approach to taxation in a federal system basically means minimization of the distortions that appear because of the necessity to delegate a part of the tax assignments to the sub-national level. Deviating from the traditional approach, the researchers that apply an analysis based on the theory of public choice proceed primarily from the decision-making process at the levels of the national and sub-national administrative bodies and the results of this process from the point of view of the distribution of the spending obligations and the tax assignments.

In particular, Brennan and Buchanan, through constructing a simple public choice model where the administrative bodies at the national and the sub-national levels act in the interests of the median voter, come to the conclusion that in case of inter-territorial differentiation of the voters’ preferences the voting process based on the majority rule must lead to political decentralization of the state structure. At the same time, if the benefits of a certain public service involve the population of a limited number of territories, by means of a legally established centralization of powers, voting will result in providing this particular service at the same level on all the territories. Judging by the results of applying this model, the authors offer the following conclusions concerning the distribution of tax assignments between the levels of authority
.

Firstly, any political decentralization of the state must be followed by a decentralization of the powers both for spending and for revenues. When the powers for tax regulation are assigned to the national administrative bodies which means that revenues are distributed to the lower levels of the budgetary system in the form of grants, the interconnection between the expenditures of the authorities on public services and their revenues disappears.

Secondly, in the case of distributing tax assignments between the administrative bodies at several levels, the population of the territory must bear the burden of taxation in the same degree as it receives the benefits of the public services provided by the national government.
The outcome of applying another model where the administrative bodies maximize their own utility but do not respond to the preferences of the median voter have led to the conclusion that decentralization of both tax assignments and spending powers results in a closer correspondence of the public services provided on a given territory to the consumers’ preferences. Besides, the sub-national administrative bodies (depending on the costs of migration between the territories) attract taxpayers to territory either though their taxation policy or through providing public services. Thus, sub-national taxes should be imposed primarily upon a mobile tax base so that inter-territorial competition may lead to increased efficiency of the tax system.

The common conclusion from applying the public choice theory to the problem of tax assignment distribution is the statement that it is necessary to decentralize the majority of public services (at least those that do not have external and «pouring over» effects) and to delegate correspondingly the tax assignments.

Thus it follows from the public choice theory that in reality the decisions made by the administrative bodies on imposing particular taxes result from political and not economic calculations
. The competition for the taxation base can arise only to the extent it may influence the probability of a certain representative to be reelected for another term. This means that those taxes regarding which the regulating powers can be delegated to the lower levels of state authority may fall into one of the three categories: firstly, the revenues generated by the taxes can be too small, secondly, the costs of administering and collecting the taxes can be too great for the higher authorities (for example, the property tax), and, thirdly, these taxes can be both too complicated to administer and unattractive in terms of revenues (usually this refers to the local taxes on business).

Bearing in mind the traditional approach to tax assignment, and with regard to the analysis of this problem based on the principles of the public choice theory, it is possible to formulate two major rules of tax assignment to be oriented to in the process of decision-making
:

1. The sub-national administrative bodies must possess tax-regulating powers as far as the taxes forming their budget revenues are concerned in order to carry out effective decentralized control over budget expenditures.
2. he term «tax-regulating» means here the ability of sub-national administrative bodies to influence the amount of tax revenues up to a certain extent by taking unbiased decisions on the fiscal policy, particularly by changing the tax rate. If it is expected that the behavior of the sub-national authorities will be responsible, these bodies must be able to use all the available instruments at their disposal in order to influence the amount of tax revenues provided that the possible consequences are also taken into account.
The foregoing standpoints mean, firstly, that tax assignment strongly depends on the distribution of the spending obligations, and secondly, that the real problem of tax assignment consists not in the delegation of the right to introduce or abolish taxes and to completely determine the tax base, etc. to the sub-national level, but in delegating to this level of authority the right of decision-making within the limits set by the national legislation.
Sources and Bibliography
1. Atkinson E.B., Stieglitz D.E. «Lektsii po ekonomicheskoi teorii gosudarstvennogo sektora»,Moscow, Aspekt Press, 1995, p. 658

2. Sinelnikov S. et al. «Reforma nalogovoi sistemy v Rossii: tendentsii, problemy, rekomendatsii», Moscow, Institute of the Economy in Transition, 2000

3. Ahmad, E., D. Hewitt, E. Ruggiero «Assigning Expenditure Responsibilities» // «Fiscal Federalism in Theory and Practice», T. Ter-Minassian, ed., IMF, Washington, D.C., 1997

4. Bird, Richard M. «Central-Local Fiscal Relations and the Provision of Urban Public Services», Canberra: Center for Research on Federal Financial Relations, Australian National University, 1980.

5. Bird, Richard M. «Federal-Provincial Taxation in Turbulent Times» // Canadian Public Administration, Vol. 36, pp. 479–496;

6. Bird, Richard M. «Rethinking Subnational Taxes: A New Look at Tax Assignment», IMF Working Paper #WP/99/165, Washington: IMF, December 1999

7. Bird, Richard M. and Pierre-Pascal Gendron «Dual VATs and Cross-Border Trade: Two Problems, One Solution?» // International Tax and Public Finance, Vol. 5, 1997б pp.429–442

8. Bradford, David F. & Wallace E. Oates «Suburban Exploitation of Central Cities and Governmental Structure» // Redistribution Through Public Choice, ed. H. Hochman & G. Peterson. New York: Columbia University Press, 1975

9. Brennan, Geoffrey and James Buchanan «Normative Tax Theory for a Federal Polity: Some Public Choice Preliminaries» // Tax Assignment in Federal Countries, ed. Charles E. McLure, Canberra: Centre for Research on Federal Fiscal Relations, Australian National University, 1983

10. Breton, Albert «Competitive Governments: An Economic Theory of Politics and Public Finance», New York: Cambridge University Press, 1996

11. Brown, Charles C. & Wallace E. Oates «Assistance to the Poor in a Federal System» // Journal of Public Economics, #32 (April), 1987, pp.307-330

12. Buchanan, James M. «An Economic Theory of Clubs» // Economica, XXXII (125), February, 1965, pp. 1-14;

13. Gordon, Roger H. «An Optimal Taxation Approach to Fiscal Federalism» // Quarterly Journal of Economics, XCVIII, November, 1983, pp. 567-586

14. Government Finance Statistics Yearbook, Vol.13. – Washington, IMF, 1989.

15. Gramlich, Edward M. «Federalism and Federal Deficit Reduction» // National Tax Journal, #40 (September), 1987, pp.299-313

16. Head, John G. «Public Goods and Public Policy», Durham, North Carolina: Duke University Press, 1974.

17. Hettich, Walter and Stanley Winer «A Positive Model of Tax Structure» // Journal of Public Economics, Vol. 24, pp. 67-87

18. Hettich, Walter and Stanley Winter «Democratic Choice and Taxation», New York: Cambridge University Press, 1999;

19. Jimenez E., Paqueo V. & Ma. Lourdes de Vera «Does Local Financing Make Primary Schools More Efficient? The Philippine Case», PPR Working Paper WPS 69, Washington: World Bank, 1988

20. King, D.N. «Local Government Economics in Theory and Practice», London: Routledge, 1992

21. King, David «Fiscal Tiers: The Economics of Multi-Level Government», London: Allen and Unwin, 1984, pp.36-37

22. Ladd, Helen F. & Fred C. Doolittle «Which Level of Government Should Assist the Poor?» // National Tax Journal, #35 (September), 1982, pp.323-336

23. Levin, J. «Measuring the Role of Subnational Governments» // Public Finance with Several Levels of Government, ed. by Remy Prud'homme, The Hague: Foundation Journal Public, 1990

24. McLure, Charles E., Jr. «The Tax Assignment Problem: Ends, Means and Constraints» // Australian Tax Forum, Vol. 11, pp.153-183

25. McLure, Charles E., Jr. «Market Dominance and the Exporting of State and Local Taxes» // National Tax Journal, vol. 34, #4, 1981

26. McLure, Charles E., Jr. «State and Federal Relations in the Taxation of Value Added» // Journal of Corporate Law, Vol.6, 1980, pp.127-139

27. McLure, Charles E., Jr. «The Brazilian Tax Assignment Problem: Ends, Means and Constraints» // A Reforma Fiscal no Brasil, Sao Paolo: Fundacao Instituto de Pesquisas Economicas, 1993

28. McLure, Charles E., Jr. «The Interstate Exporting of State and Local Taxes: Estimates for 1962» // National Tax Journal, vol.20, #1, 1967.

29. Mclure, Charles E., Jr. «The Tax Assignment Problem: Conceptual and Administrative Considerations in Achieving Subnational Fiscal Autonomy», paper presented at the seminar on Intergovernmental fiscal relations and local financial management organized by the National Economic and Social Development Board of the Royal Thai Government and the World Bank, Chiang Mai (Thailand), 24.02–05.03.1999

30. McLure, Charles E., Jr. «Vertical Fiscal Imbalance and the Assignment of Taxing Powers in Australia», Stanford, California: Hoover Institution, Stanford University, 1993

31. McLure, Charles E., Jr., ed. «Tax Assignment in Federal Countries», Canberra: Centre for Research on Federal Fiscal Relations, Australian National University, 1983

32. Mieszkowski, Peter «Energy Policy, Taxation of Natural Resources and Fiscal Federalism» // Tax Assignment in Federal Countries, ed. Charles E. McLure, Chapter 6, Canberra: Centre for Research on Federal Fiscal Relations, Australian National University, 1983, pp. 129-145

33. Mills A., ed. «Health System Decentralization: Concepts, Issues and Country Experience», Geneva: World Health Organization, 1990

34. Mueller, D.C. «Public Choice II», New York: Cambridge University Press, 1989

35. Musgrave, Richard A. «The Theory of Public Finance: A Study in Public Economy», New York: McGraw-Hill, 1959, p.181-182

36. Musgrave, Richard A. «Who Should Tax, Where and What?» // Tax Assignment in Federal Countries, ed. Charles E. McLure, Canberra: Centre for Research on Federal Fiscal Relations, Australian National University, 1983, pp.2-19.

37. Norregaard, John «Tax Assignment» // Fiscal Federalism in Theory and Practice, ed. T. Ter-Minassian. – Washington, IMF, 1997.

38. Oates, Wallace E. «Federalism and Government Finance» // Economics of Fiscal Federalism and Local Finance, ed. by Wallace E. Oates, Cheltenham, U.K.: An Elgar Reference Collection, 1998,

39. Oates, Wallace E. «Taxation in a Federal System: The Tax-Assignment Problem» // Public Economics Review, Vol. 1, pp. 35-60

40. Oates, Wallace E. «Federalism and Government Finance» // Modern Public Finance, John M. Quigley & Eugene Smolensky (eds), Chapter 5, Cambridge, MA: Harvard University Press, 1994, p.128

41. Oates, Wallace E. «Fiscal Federalism», New York: Hartcourt, Brace, Jovanovich, 1972;

42. Olson, Mancour «The Principle of Fiscal Equivalence: The Division of Responsibilities Among Different Levels of Government» // American Economic Review, Vol. 59, 1969, pp. 479–487;

43. Pauly, M.V.»Income Redistribution as a Local Public Good» // Journal of Public Economics, #2 (February), 1973, pp.35-58

44. Tait, Alan A. «Value-Added Tax: International Practice and Problems», Washington: IMF, 1988

45. Tanzi, Vito «Fiscal Federalism and Decentralization: A Review of Some Efficiency and Macroeconomic Aspects», Washington: World Bank, 1995

46. Ter-Minassian, Theresa, ed. «Fiscal Federalism in Theory and Practice», IMF, Washington, D.C., 1997

47. Tiebout, Charles M. «A Pure Theory of Local Expenditures» // Journal of Political Economy, #64, 1956, pp.416-424
� See: Wallace E. Oates “Federalism and Government Finance” //  Modern Public Finance, John M. Quigley & Eugene Smolensky (eds), Chapter 5, Cambridge, MA: Harvard University Press, 1994, p.128


� See: Richard A. Musgrave “The Theory of Public Finance: A Study in Public Economy”, New York: McGraw-Hill, 1959, p.181-182


� See, for example: Edward M. Gramlich “Federalism and Federal Deficit Reduction” // National Tax Journal, #40 (September), 1987, pp.299-313


� Naturally, this statement is true in cases when there is no legal limitations on citizens’ migration within a country and their choice of a place of residence, and vice versa,— an active pursuit by  the sub-national authorities of their own redistribution policy can lead to imposing limitations upon granting privileges to the residents of other territories (for example, preserving “residence registration” in the city of Moscow).


� See: Charles C. Brown & Wallace E. Oates “Assistance to the Poor in a Federal System” // Journal of Public Economics, #32 (April), 1987, pp.307-330


� See, for example, Helen F. Ladd & Fred C. Doolittle “Which Level of Government Should Assist the Poor?” // National Tax Journal, #35 (September), 1982, pp.323-336


� See: M.V.Pauly “Income Redistribution as a Local Public Good” // Journal of Public Economics, #2 (February), 1973, pp.35-58


� For more details see David King “Fiscal Tiers: The Economics of Multi-Level Government”, London: Allen and Unwin, 1984, pp.36-37


� See: Charles M. Tiebout “A Pure Theory of Local Expenditures” // Journal of Political Economy, #64, 1956, pp.416-424


� See: Tibout (1956), p. 422


� For more details, see Atkinson E.B., Stieglitz D.E.. “Lektsii po ekonomicheskoi teorii gosudarctvennogo sektora”, Moscow, Aspekt Press, 1995, p. 658


� See: Tibout (1956), pp. 421-422


�For more details on the benefits of decentralized provision of public services and their quantitative evaluations see  Wallace E. Oates “Fiscal Federalism”, New York: Hartcourt, Brace, Jovanovich, 1972; David F. Bradford & Wallace E. Oates “Suburban Exploitation of Central Cities and Governmental Structure” // Redistribution through Public Choice, ed. H.Hochman & G.Peterson. New York: Columbia University Press, 1975


� See J.Levin "Measuring the Role of Subnational Governments" // Public Finance with Several Levels of Government, ed. by Remy Prud'homme, The Hague: Foundation Journal Public, 1990


� Those are primarily non-target unconditional grants because in case of  covering expenditures with conditioned transfers the grantor can exercise a degree of control over the spending at the lower levels of the budgetary system.


� See: Mueller D.C. "Public Choice II", New York: Cambridge University Press, 1989


� See: T.Ter-Minassian, ed. "Fiscal Federalism in Theory and Practice", IMF, Washington, D.C., 1997


� See: Government Finance Statistics Yearbook, Vol.13. – Washington, IMF, 1989.


� The peculiarities of population age structure, natural and economic factors can become the reason for huge social subsidies in certain regions while in other regions there will be no such payments which will require supplementary sources of financing and unfavorable flow of resources.


� A more detailed discussion on this theme see in E.Ahmad, D.Hewitt, E.Ruggiero "Assigning Expenditure Responsibilities" // "Fiscal Federalism in Theory and Practice", T.Ter-Minassian, ed., IMF, Washington, D.C., 1997


� See: Jimenez E., Paqueo V. & Ma. Lourdes de Vera "Does Local Financing Make Primary Schools More Efficient? The Philippine Case", PPR Working Paper WPS 69, Washington: World Bank, 1988


� See:  E.Ahmad, D.Hewitt, E.Ruggiero (1997)


� See: Mills A., ed. "Health System Decentralization: Concepts, Issues and Country Experience", Geneva: World Health Organization, 1990


� See Richard A. Musgrave “Who Should Tax, Where and What?” // Tax Assignment in Federal Countries, ed. Charles E. McLure, Chapter 1, Canberra: Centre for Research on Federal Fiscal Relations, Australian National University, 1983, pp.2-19.


� See  James M. Buchanan "An Economic Theory of Clubs" //  Economica, XXXII (125), February, 1965, pp. 1-14; Roger H. Gordon "An Optimal Taxation Approach to Fiscal Federalism" // Quarterly Journal of Economics, XCVIII, November, 1983, pp. 567-586


� See  J.Norregaard "Tax Assignment" // Fiscal Federalism in Theory and Practice, ed. T.Ter-Minassian. – Washington, IMF, 1997.


� See: King, D.N. "Local Government Economics in Theory and Practice", London: Routledge, 1992


�  See McLure, Charles E., Jr. "The Interstate Exporting of State and Local Taxes: Estimates for 1962" // National Tax Journal, vol.20, #1, 1967 and McLure, Charles E., Jr. "Market Dominance and the Exporting of State and Local Taxes" // National Tax Journal, vol. 34, #4, 1981


�  See  Richard Musgrave (1983), Roger H. Gordon (1983), Wallace Oates "Federalism and Government Finance" // Economics of Fiscal Federalism and Local Finance, ed. by Wallace E. Oates, Cheltenham, U.K.: An Elgar Reference Collection, 1998, John Norregaard (1997), Charles McLure "The Tax Assignment Problem: Ends, Means and Constraints" // Australian Tax Forum, Vol. 11, pp.153-183


� See  Mancour Olson "The Principle of Fiscal Equivalence: The Division of Responsibilities Among Different Levels of Government" // American Economic Review, Vol. 59, 1969, pp. 479–487; Walter Hettich and Stanley Winter "A Positive Model of Tax Structure" // Journal of Public Economics, Vol. 24, pp. 67–87; Walter Hettich and Stanley Winter "Democratic Choice and Taxation", New York: Cambridge University Press, 1999; Geoffrey Brennan and James Buchanan "Normative Tax Theory for a Federal Polity: Some Public Choice Preliminaries" // Tax Assignment in Federal Countries, ed. Charles E. McLure, Canberra: Centre for Research on Federal Fiscal Relations, Australian National University, 1983


� These rules were suggested by Richard A. Musgrave (1983)


� See Roger H. Gordon (1983)


� See Peter Mieszkowski "Energy Policy, Taxation of Natural Resources and Fiscal Federalism" // Tax Assignment in Federal Countries, ed. Charles E. McLure, Chapter 6, Canberra: Centre for Research on Federal Fiscal Relations, Australian National University, 1983, pp. 129-145


� See  Tanzi V. "Fiscal Federalism and Decentralization: A Review of Some Efficiency and Macroeconomic Aspects", Washington: World Bank, 1995


� See  Charles E. McLure, ed. "Tax Assignment in Federal Countries", Canberra: Centre for Research on Federal Fiscal Relations, Australian National University, 1983


�For more details concerning the character of income taxes in the regional aspect, see. Charles E. McLure, Jr. "State and Federal Relations in the Taxation of Value Added" // Journal of Corporate Law, Vol.6, 1980, pp.127-139


� A simplified definition of the term “benefit tax” implies that the advantages of consumption of public benefits will correspond to the amount of the paid tax. In case of income taxes, the principle of benefit taxation is violated to the extreme - the producers and consumers can use social benefits, while the enterprise can get no profits at all and therefore to pay no tax.


� For example, different SU states apply different formulae to allocate the tax base to corporation incomes according to the places of activity of isolated subdivisions (both the engaged indices and their shares are singled out). In Russia, allocation pertains not to the tax base but to the revenues from the corporation income tax assessed proportionally to the mean value of the wags fund and the fixed assets of the isolated subdivisions as expressed in the similar indices for the enterprise as a whole.


� See  Charles E. McLure (1980)


� See, for example, Charles E. McLure "The Brazilian Tax Assignment Problem: Ends, Means and Constraints" // A Reforma Fiscal no Brasil, Sao Paolo: Fundacao Instituto de Pesquisas Economicas, 1993; Alan A. Tait  "Value-Added Tax: International Practice and Problems", Washington: IMF, 1988


� See Richard Bird "Federal-Provincial Taxation in Turbulent Times" // Canadian Public Administration, Vol. 36, pp. 479–496; S. Sinelnikov et al. "Reforma nalogovoi sistemy v Rossii: tendentsii, problemy, rekomendatsii", Moscow, Institute of the Economy in Transition, 2000


� See, for example, Albert Breton "Competitive Governments: An Economic Theory of Politics and Public Finance", New York: Cambridge University Press, 1996


� See  Richard M. Bird and Pierre-Pascal Gendron "Dual VATs and Cross-Border Trade: Two Problems, One Solution?" // International Tax and Public Finance, Vol. 5, 1997б pp.429–442


� See Alan A. Tait (1988)


�See  Richard Bird (1993)


� See Charles McLure "Vertical Fiscal Imbalance and the Assignment of Taxing Powers in Australia", Stanford, California: Hoover Institution, Stanford University, 1993


�For more details on the comparative analysis of the traditional approach and the application of the public choice theory to the analysis of the distribution of the taxing powers among the levels of state authority see in Richard M. Bird "Rethinking Subnational Taxes: A New Look at Tax Assignment", IMF Working Paper #WP/99/165, Washington: IMF, December 1999


� See, for example, John G. Head  "Public Goods and Public Policy", Durham, North Carolina: Duke University Press, 1974.


� This contradiction is dealt with in detain in Richard M. Bird "Central-Local Fiscal Relations and the Provision of Urban Public Services", Canberra: Center for Research on Federal Financial Relations, Australian National University, 1980.


�many researchers note that for the provisions of the normative theory of the distribution of the taxing powers to be implemented in practice, it is necessary to satisfy all its preconditions, including those three listed above. See Wallace E. Oates "Taxation in a Federal System: The Tax-Assignment Problem" // Public Economics Review, Vol. 1, pp. 35-60; J.Norregaard "Tax Assignment" // Fiscal Federalism in Theory and Practice, ed. T.Ter-Minassian. – Washington, IMF, 1997.


�See  Geoffrey Brennan and James Buchanan "Normative Tax Theory for a Federal Polity: Some Public Choice Preliminaries" // Tax Assignment in Federal Countries, ed. Charles E. McLure, Canberra: Centre for Research on Federal Fiscal Relations, Australian National University, 1983, p.59


� Walter Hettich and Stanley Winer "A Positive Model of Tax Structure" // Journal of Public Economics, Vol. 24, pp. 67-87


� Charles E. Mclure "The Tax Assignment Problem: Conceptual and Administrative Considerations in Achieving Subnational Fiscal Autonomy", paper presented at the seminar on Intergovernmental fiscal relations and local financial management organized by the National Economic and Social Development Board of the Royal Thai Government and the World Bank, Chiang Mai (Thailand), 24.02–05.03.1999





PAGE  
116

_1034430856.unknown

_1034430858.unknown

_1034430860.unknown

_1034430861.unknown

_1034430857.unknown

_1034430850.unknown

_1034430852.unknown

_1034430849.unknown

