
Part I. Municipal Finances: a Qualitative Analysis 

Chapter 1. Municipal Entities in Russia – Basic Characteristics 

Legal basis for local self-governance 

The constitution of the Russian Federation prescribes that in towns and rural communities, as well as in other territories there is established local self-governance, which ensures that the population solves issues of local importance independently and has municipal property in its ownership and at its disposal. Local self-governance belongs to the basics of the constitutional order in the Russian Federation, its normative regulation is described in a separate chapter of the Russia’s constitution. By this the municipal level is actually acknowledged by constitutional norms, though not as a part of the government, but as a special form of sovereignty of the people – local self-governance. The constitution stresses not only the fact that local self-governance is independent within the framework of its powers, but also that local governments are not a part of the state government system. 

This provision on separation of local self-governance from the state government system is rather controversial and did not enjoy everyone’s support neither at the time when the Constitution was being worked out, nor after it was adopted. There were actually formed three different concepts about the nature of local self-governance, they give different interpretations of the state government’s role in functioning of this institution, also in the part of regulation of its financial foundations.

According to one of the existing positions local self-governance is viewed first of all as a form of citizens’ self-organization, as an institution of a civil society
. This interpretation treats a maximal participation of citizens in taking decisions and an active control of their execution as a key issue for a successful functioning of local self-governance. In such conditions the local self-governance shall be as close to the population as possible and exist at the level of even the smallest settlements, where conditions for a direct democracy are most favourable. Such an understanding of local self-governance is most consistent in pursuing the idea of its separation from the government and to a certain degree even puts it in opposition to the state government. At the same time the issues of professionalism and effectiveness of local governments are placed in the background here, as far as democratic values become self-sufficient and it is acknowledged that the society will have to pay for their realisation. 

Another position treats municipal governments as being actually a third level of the state government
, where the population’s control of government bodies uses same mechanisms as at the level of a RF subject and the Russian Federation as a whole. For example, direct election in Russia is a feature typical not only of local, but also of regional and federal levels. Local self-governance exists in the framework of Russian laws and legislations of RF subjects and is not entitled to contravene the existing laws by its decisions. Thereby the constitutional provisions about the non-government nature of local self-governance are actually viewed as a juridical case being in contradiction with the general logic of Russian laws. The role of these provisions is boiled down to a purely ideological one aimed at disintegration of the government vertical of the Soviet time and a transition to democratic governance mechanisms. Additional argumentations to support this kind of interpretation are provided by the Budget Code that describes the budgetary system of the Russian Federation as comprised of three levels: the federal budget, budgets of the RF subjects and local budgets. 

And finally there is an intermediary position that views local self-governance as a level of public, but not state power that contains a strong social component. The nature of local self-governance in this case is of a mixed character, a socio-government one
. The government prescribes general juridical and financial frameworks, provides local authorities with incentives for their effective effort and gives them the responsibility for the results of their own decisions, it also builds mechanisms that guarantee citizens’ rights to have local self-governance. The local level of power, though, remains to a certain degree autonomous and is not included into the executive power vertical of the government. This kind of autonomy’s basic goal provides local communities with a possibility to find their own effective ways of using local resources to satisfy their own needs and pursue their interests. At the same time the local power level also possesses real authorities to execute power, which presupposes that the decisions are obligatory, they can be enforced, etc.

In the situation when constitutional norms are rather vague, rulings of the Constitutional Court have become an important source of municipal law, they give their interpretation to certain provisions in the Constitution. In the context of the discussion about the nature of local self-governance the position of the Constitutional Court on interpretation of local self-governance as a right or an obligation of each citizen plays a very important role. In this situation the Constitutional Court is more inclined to interpretations from the standpoint of “government” ideology, treating local self-governance as a certain form of public life obligatory for all citizens. In a most concentrated form this position was revealed in the dissenting opinion of judge N.V.Vitruk on the so-called “Udmurtiya case” that gained a wide public response; the judge stated that “the source of establishing and reorganisation of local self-governance is the Constitution and the law, not agreements and citizens’ will, who only have the right  to participate in application of local self-governance” (Vestnik…, 1997, volume 1).
At the same time the position of the Constitutional Court is not that indisputable and is shared by no means by all specialists. Pointing out to the fact that the Constitution does not oblige citizens to participate in local self-governance and referring to the European Local Government Charter that defines local self-governance as the right and a real ability of local communities within the framework of the law and at their own responsibility and for the welfare of the people to control and to govern a considerable part of public affairs, advocates of an alternative concept say that citizens are entitled to participate in local self-governance and the government is obliged to guarantee that right and to provide conditions for realisation of this right (Belkin, Burmistrov, 1999). This position is actually used in the current version of the Law  “On General Principles of Organisation of Local Government in the Russian Federation” (see below), where article 4 in the law is called “The right of citizens of the Russian Federation to apply local self-governance” and article 9 is named “State government support to local self-governance”.

In addition to the Constitution and rulings by the Constitutional Court legal regulation of local self-governance at the federal level is also provided by federal laws, the most important of which are the Law “On Basic Principles of Local Self-governance Organisation in the Russian Federation” number 154-FZ of August 28, 1995 (further on referred to as the Law “On general principles…”) and the Law “On Financial Foundation of Local Self-governance in the Russian Federation” number 126-FZ of September 25, 1997 (further on – the Law “On financial foundation…”). Besides, municipal issues are regulated by the Law “On Foundation of Municipal Service in the Russian Federation” number 8-FZ of January 8, 1998, the Law “On Basic Guarantees of Electoral Rights of Citizens of the Russian Federation and Their Right to Participate in Referendums” number 67-FZ of June 12, 2002 and a number of other legislative documents. 

The Law “On general principles” directly links the notions of municipal entities and local self-governance, it gives definition of municipal entity as a town or rural settlement, several settlements united by a common territory, part of a settlement, other populated areas under the present Federal Law that have local self-governance in that areas and possess municipal property, have local budgets and elected bodies of local government. This Law provides legal framework for functioning of municipal entities including issues of municipalities’ powers, territorial structure, the system of municipal entity’s government, economic basis for municipal activities, etc. Following the Constitution the Law uses the notion of “local self-governance” as the basic one, refraining from usage of “municipal entity” as the basic definition. The Law also regulates such forms of local self-governance execution as local referendum, municipal elections, meetings (gatherings) of citizens, etc. Different aspects of normative regulation contained in this Law will be treated in more detail later in this survey, when we will view concrete issues of formation and organisation of municipal entities’ activities. 

In the Law “On financial foundations…” there was taken a partially failed attempt to regulate basic issues of municipal finances, to restrict uncontrolled redistribution of financial resources among municipalities on the part of regional authorities, to strengthen guarantees of financial independence of municipal entities and to form legal grounds for inter-budgetary relations between regions and municipalities. We will give a more detailed analysis of this law in next chapter, when we will view the evolution of financial basis of local self-governance in Russia. 

At present it is commonly accepted that the legislation on issues of local self-governance has become outdated in many respects and needs a considerable revision. 

As far as Russia’s Constitution refers establishing general principles of local self-governance organisation to subjects of joint competence of both the Federation and RF subjects, regional lawmaking in this sphere also has a considerable influence on normative and legal environment in which municipal entities function. By the present moment there is accumulated a rather large corpus of normative and legal documents in the subjects of the Russian Federation, for the most part of legislative acts. Among them there are first of all the following laws:

· on election of bodies and officials of local self-governance in subjects of the Russian Federation; on local referendums in subjects of the Russian Federation;

· on municipal services in subjects of the Russian Federation;

· on budgets and the budget process in subjects of the Russian Federation;

· on procedure of registration of municipal entities’ statutes.

Regional normative documents are far from being always in complete compliance with the federal legislation. Among most typical deviations one can name the following:

· imposing restrictions on independence of local self-governance in locally important issues;

· transfer of certain state government’s powers to local governments without providing an adequate material and financial support;

· withdrawal of some of territories from the effective sphere of local self-governance legislation (see in Munitzipalnoye Pravo 2002, p. 37-38).

The territorial structure of municipal entities 

The question of municipal entities’ territorial structure or in terms of the Law  “On general principles…” of territorial foundation of local self-governance is one of the most complicated ones among municipal problems. It says in the Constitution that local self-governance is performed in city, town, rural settlements and other territories. It is also fixed in the law that establishing and changing borders of municipal entities, as well as the procedure of forming, merger, transformation and abolishing of municipal entities shall be established by the RF subjects. When such questions are being decided upon one is obliged to take the population’s opinion into consideration and the legislation of the RF subject shall contain guarantees of this. Legal interpretation and practical application of these provisions are ambiguous, a considerable uncertainty in approaches to formation of municipal entities’ territorial structures persists until present. 

According to one of positions on this issue the Constitution does not provide a clear territorial foundation for local self-governance: municipalities can be formed both in separate settlements and on territories belonging to several settlements, parts of settlements, etc. This kind of interpretation has found its way into the Law “On general principles…”, where local entity is defined as “a town, rural settlement, several settlements united by a common territory, part of a settlement, other kind of populated territory under the present Federal Law that are under self-governance within their limits, possess municipal property, have local budgets and elected bodies of local self-governance”.

According to another position the provisions of the Constitution are interpreted as a predominance of the settlement principle – municipalities shall be formed at the level of settlements (in town and rural settlements), but can also be formed on other types of territories. This position is reflected, for example, in the dissenting opinion of judge of the Constitutional Court Gadjiyev G.A. on “Udmurtiya Case”: “The Constitution of the Russian Federation in solving the question of on what kind of territories citizens enjoy the constitutional right of local self-governance proceeds from the concept of natural settlements. … Thus, it is not the subjective opinion of legislative bodies of the RF subjects (including that of constitutional lawmakers), but objectively formed settlements that … shall be the constitutionally significant criterion for defining a local self-governance territory…” (Vestnik…, 1997, vol. 1).

The official position of the Constitutional Court on this issue is more eclectic than the previous ones. On the one side, on a number of cases the Court formulated its position in a rather cautious way, according to it “defining territorial foundation for local self-governance shall as far as possible promote that local governments are drawn closer to the population and allow solving the whole complex of issues of local importance” (Vestnik…, 1997, vol. 1). In addition to that it is especially stressed that “defining territorial levels, at which establishing municipal entities is possible, is referred to the competence of subjects of the Russian Federation and can differ depending on historical and other local traditions of various  subjects of the Russian Federation” (Ibid.). On the other hand, in its ruling on “Udmurtiya case” the Constitutional Court directly opposed giving rights of municipal entities to administrative districts (rayons) when town and rural settlements that they consist of are deprived of that right on the basis that this “would not have brought local governments closer to the population, but on the contrary would have estranged them from each other” (Vestnik…, 1997, vol. 1).

In practice there is built up lots of concrete models of local self-governance organisation in different regions of Russia, and it is not always that they comply with constitutional provisions even if these are interpreted in a most general and liberal way. Among the most used models one can name the following ones.

1. The “rayon” model. Municipalities are established at the level of administrative districts, no local government is planned at lower levels. Representative bodies are elected and local budget is formed at the district level. In certain settlements there are representatives of the regional administration or its territorial subdivisions, which can make expenditures within their estimated limits. Also according to this model the town or the large village that historically played the part of the “rayon” centre can either become part of the “rayon” or be singled out as a separate municipal entity. 

2. The settlements’ model. Municipalities are established at the level of inhabited areas (which usually do not coincide with settlements and consist of several closely located villages or a settlement with surrounding villages). Each of such municipalities has elected bodies and its own budget. In these cases it is common that there exist several hundred municipalities within one region. At the level of  administrative districts  (with a few exceptions) there are established territorial state government bodies that solve inter-municipality problems. 

3. The two-level model. Municipalities are established both at the level of separate settlements and that of administrative districts. Elected administrative bodies and local budgets shall be formed at each of the levels. It is not always that it happens in practice, though. There can be cases when local budgets in settlement municipalities are not always established or not formed at all, though the two-level municipal entities’ structure is formalised in the regional legislation. As far as a local budget according to the Constitution of the Russian Federation is one of the obligatory attributes of a municipal entity, one can state that in cases when local budgets at the level of settlements in a certain region are lacking it means that the “rayon” model was applied. 

4. Local self-governance functions only in certain towns and settlements on the territory of a given subject of the Federation, in the rest of cases it is the territorial bodies of regional government that actually take upon themselves solving local problems. At the same time municipalities can formally exist, but they are not given the right to form independent local budgets. That kind of approach to local government organisation contradicts the Constitution of the Russian Federation, which has several times been confirmed by the Constitutional Court
. Nevertheless, this kind of practise is rather widely represented also today. 

According to the information of the Centre for fiscal policies municipal entities at the level of “rayons” and towns singled out as regional centres exist today in 48 subjects of the Russian Federation, at the level of settlements in 17 subjects (in 10 of those the number of local budgets is much smaller that that of municipal entities at that), in 22 of the regions municipal entities exist at both levels (but only in 5 of these the number of municipal entities and municipal budgets is the same, and in 11 subjects municipal entities of the lowest level are completely devoid of municipal budgets). Based upon this information one can draw the conclusion that in the overwhelming majority of regions the “rayon” model prevails completely or transition to this model is at its final stage (there are approximately 60 of those regions). Cases when the settlements’ model and the two-level model are preserved in their complete form are actually isolated instances (in 5 to 7 regions with respect to each of the models). One can also assume that there is a high probability that at least in 10 regions there are serious breaches of the Constitution in the part of the citizens’ right to have local self-governance. 

In recent years regional authorities were very active in spreading the “rayon” model of municipalities’ organisation. An example of it is Tyumen oblast, where in the course of 2001 the number of municipal entities decreased approximately tenfold. 

The existing tendencies in changes of municipal entities’ territorial structures, advantages and disadvantages of different models receive unequal assessments in researchers’ communities, in political circles and administrative government bodies. This reflects to a certain extent the objective fact that “when borders of municipal entities are being drawn, there always appears a certain contradiction in an attempt to achieve two goals: to ensure that the power gets closer to citizens and more accessible for them and to get an ideal economically and financially all-sufficient territorial unit” (Patokina, 2001, p. 192). But the excessive politicisation of this process to the prejudice of an effective functioning of municipal entities is by no means less evident. These real-life problems are closely connected with a thesis that has been gaining popularity lately and which says that it is necessary to make a transition throughout the country to a unified two-level municipal entities’ structure, which according to its advocates will allow solving in a most adequate way the whole set of locally important issues and ensuring a most profound realisation of the local self-governance principles. With the aim to realize this approach in practice it is suggested to start full-scale reforms in the nearest future. At the same time other viewpoints are also expressed; one of these, for example, is that the functions of a municipal entity can most effectively be performed by bodies that will have an intermediate position between the level of the settlements and that of the “rayon”.

Municipal entities’ powers

According to the current legislation municipal entities shall deal with issues of local importance. Besides, they can be given certain government responsibilities. The Law “On general principles…” provides a municipality with 30 issues of local importance, among them are

· adoption and changes in statutes of the municipal entity and control of their observance;

· possession, usage and disposal of municipal property;

· local finances, formation, approval and performance of the local budget, imposing local taxes and duties, solving other financial issues of local importance;

· social and economic development of the municipal entity as a complex;

· maintenance and usage of municipal housing and non-residential property;

· organisation, upkeep and development of municipal health institutions, ensuring sanitary order for the population’s benefit;

· maintenance of public order, organisation and upkeep of municipal public order institutions, control over their activities;

· regulation of planning and building up at the territory of the municipal entity; 

· control over land use at the territory of the municipal entity;

· regulation of usage of locally important water bodies, deposits of generally found mineral recourses, as well as of land under the surface for building underground constructions of local importance;

· organisation, upkeep and development of municipal power, gas, heat and water supply and sewage systems; 

· organisation of fuel deliveries to the citizens and municipal institutions; 

· municipal roads construction and maintenance of locally important roads; 

· improvements and planting of greenery at the territory of the municipal entity;

· organisation of recycling of domestic waste;

· organisation of undertaker services and maintenance of burial places;

· organisation and maintenance of municipal archives; 

· organisation of transport services for the citizens and municipal institutions, ensuring communication services to the population;

· creation of conditions to provide the population with trade, public catering and consumer services;

· creation of conditions for the activities of cultural institutions in the municipal entity;

· preservation of historical and cultural monuments in municipal property;

· organisation and maintenance of municipal information service; 

· creation of conditions for the activities of mass media of the municipal entity;

· creation of conditions for organisation of public performances;

· creation of conditions for development of physical culture and sports in the municipal entity;

· ensuring social support and promotion of citizens’ employment;

· participation in nature protection at the territory of the municipal entity;

· ensuring fire safety measures in the municipal entity, organisation of municipal fire fighting service.

But the list of municipalities’ powers is kept open. Municipal entities can deal with other questions that are referred to the issues of local importance by the laws of RF subjects, as well as with questions that are not excluded from their competence and not referred to the competence of other municipal entities and government bodies. Thus one can say that the following principle is applied to local self-governance: everything that is not prohibited by the law is allowed. 

Basic drawbacks of this list of powers can be described as follows.

First of all, the list is too vast and lacks concreteness. It contains a mixture of both real functions and responsibilities of local self-governance and instruments for their execution (adoption of statues, disposal of municipal property, local finances). The Law uses such indefinite notions as creation of conditions, participation, etc., without elaborating on concrete meanings of those. It is still unclear how a municipality’s competence in education, health care, culture and social protection are correlated with that of the Russian Federation and its subjects in these spheres and guarantees provided to those in the Constitution. This does not help to divide the locally important issues into questions directly referred to the competence of local self-governance and those under the authority of the state government, the ones that state government have the final responsibility for. Neither it is defined which of the responsibilities – in normative and legislative regulation, finances and administration – shall be executed by municipalities with respect to this or another locally important issue. 

The second drawback is that in the majority of cases when this or another responsibility was referred to municipal competence the criteria that were used was not the function (for example, organisation of heat supply in the municipal entity) or the sphere of activities (for example, infant education, social housing), but the form of property (municipal housing, municipal infant schools, municipal heat supply). This leads to a situation when a municipality’s scope of powers is defined by a rather arbitrary distribution of property among federal, regional and local levels. To give an example, according to the Decree of The Supreme Soviet of the Russian Federation of December 27, 1991, number 3020-1 municipal property was enlarged with housing and parts of engineering infrastructure, the overwhelming majority of public health establishments (with the exception of oblast hospitals and specialized health centres), public education establishments (except specialized schools for children with chronic diseases), and those of culture and sports. Later a similar transition of property that had previously belonged to different departments, institutions and organisations to municipal ownership took place. Municipal entities in many case turned out to be unprepared to administer such large scale and varied households. At the same time in a number of spheres powers of municipalities were groundlessly cut. For example, a municipality cannot regulate the local heat market on the whole, as far as its responsibilities cover only municipal boiler-houses, while departmental and private sources of heat that work at the same local market are regulated at the regional level. The approach to distribution of powers in question also created conditions for unjustified interferences of regional bodies of power into purely local problems. For example, the transfer of water-supply systems into regional property that is happening in a number of regions under pressure of subjects of the Federation automatically excludes the question of water-supply to the citizens from issues of local importance, though it does not change anything in the real mechanism of providing this service. 

In addition to issues of local importance local governments can also execute certain government powers, which are delegated to them by government bodies. This possibility is provided for in the Constitution of the Russian Federation, but this delegation of certain government powers to local authorities shall be drawn up as a legislative act and accompanied by a transfer of required material and financial resources. This provisions with different inessential variations is reproduced practically in all legislative acts related to general problems of local self-governance and its financial foundation. But in the situation when division of functions and responsibilities between different levels of power is rather vague, the “government responsibility” notion is not clearly formulated, and a mechanism to define the scope of material and financial resources required to execute it is not established in any document, these legislative provisions actually don’t work in practice. Local governments have no possibility to reject execution of non-financed government powers and decisions of state government  bodies and are forced to bear the whole responsibility for realisation of those. 

Structure of local governments

According to the Constitution of the Russian Federation the structure of local governments shall be decided upon by the citizens independently. In addition it is generally accepted that local self-governance being of a non-governmental nature, a division of powers into a representative and an executive one is not obligatory
.

In practice the local government organisational pattern is often defined at the regional level and is basically uniform throughout the subject the Federation. It was only in a few regions, for example in Leningrad oblast, that municipalities were given the possibility to choose from several variant. 

The predominant government organisation form is the pattern that got the name “strong mayor – weak council”. According to this pattern the head of a municipal entity, just like the representative body, is directly elected by the citizens. In many cases he is the head of the elected body and of the local administration simultaneously. An alternative to this is election of the head of the municipal entity by the elected body of local self-governance. In practice this variant allows regional authorities to execute a greater control over how local bodies of power are being formed and in the majority of cases actually means that mayors are appointed by  the governor. In some municipal entities it is usual to hire administrators, but this pattern gained no wide popularity. 

The roles of the elected body and the head of a municipal entity are in many respects determined by the distribution of powers fixed in the statutes of the municipal entity. The federal legislation defines the issues that are referred to the exclusive competence of the elected body of a municipal entity. But in practice interpretation of these issues is not that simple, especially with respect to such an issue as “adoption of rules of general effect on issues that fall under competence of municipal entities”. The question of giving additional powers to elected bodies is also solved in different ways. For example, the tempo of the housing reform at the municipal level is in many ways dependent on which of the power braches – the representative or the executive – is given the power to regulate tariffs for enterprises and citizens. 

A summary of different variants of local authorities, officials of local self-governance and their interrelations are given in Table 1.1. (Voblenko, 2002, p. 35-36).

Table 1.1.

Local governments – structure and interrelations

	1. The way the elected bodies and local administrations of a local self-governance are formed 

	11.1
	Local self-governance’s elected body is elected on the basis of 
	11.3
	Local administration is formed:

	•

• 
	majority system;

proportional system;
	•
	by the head of the municipal entity independently;

	• 
	mixed system 
	•
	by the head of the municipal entity and shall be approved by the representative body of the local government 



	1.2

• 

• 
	The head of the municipal entity is elected:

by the citizens;

by the elected body:

a) among elected representatives 
	1.4

•
	Officials are appointed:
leading ones -at consent of the representative body of the local government, others – by the head of the municipal entity independently;

	• 
	b) among professional managers.
	•
	leading ones – by the head of the municipal entity, those dealing with current economic issues – shall be recommended by the head of local administration (or the town administrator).

	2. Place of the head of the administration in the system of local governments 

	2.1

• 
	The head of municipal entity leads:

the local administration;
	2.3
	Interrelations between the head of the municipal entity and the representative body:

	• 

• 
	the representative body of the local self-governance;

the local administration and the representative body of local self-governance.


	•

•
	he organises the work of the representative body of local government, but has no right of decisive vote;

he participates in the work of the representative body of local administration and possesses the right of decisive vote.

	2.2
	Interrelations between the head of a municipal entity and the administration:
	•
	he possesses the right of suspension veto (complete veto) on decisions made by the representative body of local government; 

	• 

• 
	he personally leads the work of local administration;

he performs general management, operational management is performed by an appointed (hired) head of administration;
	•
	he has no veto right on decisions taken by the representative body of local administration. 

	• 
	he does not participate in the work of local administration, local administration is headed by an appointed (hired) head of administration. 


	
	

	3. The head of the elected body 

	• organises and leads the work of the council, 

	• organises the council’s work and performs functions of the town secretary. 

	• performs functions of the head of municipal entity. 


Local self-governance reform

Drawbacks of the current normative regulation system of local self-governance and the mass breach of the existing legislation in this sphere call for an urgent reform. This problem was raised by the Presidential Commission for division of powers. As part of its activities the Commission worked out a new variant of the Law “On general principles for local self-governance in the Russian Federation”, which suggests considerable changes in legal foundation in this sphere. The basic novelties suggested by the Commission can be boiled down to the following:

In the first place it is suggested to establish a unified territorial pattern for municipal entities on the whole of country’s territory. Municipal entities shall be formed at the level of town and rural settlements, municipal regions and city districts. As a basic pattern a two-level “settlement – region” structure is suggested. At the level of settlements there is planned performance of a limited list of municipal powers; within regions there will be solved problems of inter-settlement character (for example, organisation of transport between settlements), powers in the sphere of education and public health that are kept by the municipal level  will also be executed in regions. Regions shall also be responsible for execution of state government powers delegated to them. The level of city district shall combine functions of settlements and administrative districts. A new territorial pattern shall be established by the government of the RF subject. 

Secondly, the scope of municipal responsibilities is given a more precise shape; at the same time powers of municipal entities get rather considerably reduced. For example, the regional level gets the responsibility for organisation of educational process in the sphere of education, the functions of municipal entities get completely devoid of social issues. At the same time such drawbacks as form of property orientation when defining responsibilities and prescription of concrete forms to solve this or another issue of local importance inherent also in the previous law are kept by the suggested variant. 

Thirdly, the new draft of the law prescribes in detail (in certain instances in too much detail) forms and mechanisms for citizens’ participation in local self-governance. For example, its says that when local budget is being adopted and report on its executions is being approved public hearings are obligatory. 

The fourth innovation is a more strict regulation for the local government s’ pattern. Representative and executive powers in a municipal entity are clearly separated from each other. At the level of municipal region there are prescribed two possible patterns to organise the powers: the elected body is either formed of representatives of settlements and hires a paid manager, or is elected by direct vote. In settlements all variants to form power bodies existing today can be realised in principle: the head of municipal entity can be elected by direct vote or by the elected body, he can lead the elected body or the local administration. But for the head of municipal entity it is forbidden to simultaneously hold offices of the chairman of the representative body in local government and the head of local administration. It is suggested to legally fix the number of deputies in the local representative body depending on the population number in municipal entity. In case the head of municipal entity does not lead local administration, it shall be headed by a hired manager. Election by the citizens of other bodies and officials for local self-governance is also possible. 

The fifth novelty is wider rights of local governments to finance issues of local importance, simultaneously the responsibility of the government to finance delegated government powers is toughened. It is suggested that local governments are delegated the right to independently fix wages and conditions of remuneration of labour of municipal employees, of those employed by budget organisation (which actually means cancellation of The Uniform Tariffs System), and to establish other standards, as well as norms for planning and financing local budget expenditures to solve issues of local importance. At the same time financing of government powers receives a more strict regulation, it can only be performed as subventions and at a level at least equal to the one marginally guaranteed by the law. But alongside with these no doubt progressive elements the new law also envisages a complicated multistage system to level out budget sufficiency, which can in many instances outweigh the incentives to an effective municipal management. It is also planned to establish negative transfers for municipalities with the highest fiscal capacity. 

The sixth novelty is a toughened financial and administrative responsibility of bodies and officials in local self-governance. It is envisaged that government bodies of a RF subject can temporarily execute powers of local governments in particular in cases when the budget of a municipal entity is insolvent or budget funds allocated for execution of state government powers are used for other purposes. In cases of overdue debts that exceed the limits defined by the law a provisional financial administration of up to one year can be imposed. 

At the same time the suggested approach to local self-governance reform is not shared by everyone. Its critics point out to considerable organisational expenses and a possibility of embezzlements when the whole structure of municipal power in the Russian Federation will be reformed simultaneously, to excessiveness of the suggested mechanisms for fiscal equalization and insufficiently developed issues for cases of municipal entities’ insolvency. What is alarming here is the “governmental” bias of the suggestions; their practical realisation will lead in many instances to a situation when local self-governance will be turned into the third level of the government (at least with respect to municipal regions). Experts question conformity of the suggested draft law to the Constitution of the Russian Federation
.

Alternative suggestions to reform the local self-governance system are boiled down to the following. As far as local self-governance is not an institution of the government, the latter shall in the first place ensure conditions for its effective functioning. These conditions are divided into organisational and financial ones. 

Creation of organisational conditions presupposes restricting arbitrariness on the part of the government bodies in the RF subjects in changing the territorial structure of municipal entities, as well as the possibility for any settlement or a group of settlements that satisfy conditions provided by the federal law to form an independent municipal entity regardless of the regional authorities’ will. With this end there shall be adopted a separate federal law on creation, reorganisation and liquidation of municipal entities or corresponding provisions shall be included into the Law “On general principles…”. As prerequisites for any settlement or a group of settlements to form an independent municipal entity shall be used the following:

· citizens’ wish vocalised in a referendum (the law in question shall provide for financial sources to arrange such referendums, as well the nature of questions that can be put at referendums, so that they are not formulated like “Do you wish to have a good life and to establish an independent municipal entity?”);

· obligation to perform all obligatory functions that are attached to local governments in the law shall be stated in the Statutes of the new municipal entity in question (which shall be confirmed by legal experts’ examination of the draft Statutes);

· the new municipal entity shall not originally be of a highly subsidised type (definition for a highly subsidised entity shall be provided for in the law), which shall be confirmed by a contract with the government of the subject of the Federation about conditions of financial support. 

To perform some of the powers (including the compulsory ones) municipal entities can create associations and unions, in the frames of which they can consolidate their financial and organisational resources and jointly perform their tasks. Creation of such associations can be done both within the limits of administrative districts and with no account to these borders. To perform various powers there can be created associations and unions of different shapes. It is feasible that such unions can be created both to solve locally important questions and to execute powers delegated by the state government. This kind of role of associations and unions created by municipal entities differ to a considerable degree from the one, which at present is stated in the Law “On general principles…”. The provision of this law that says that associations and unions of municipal entities cannot be given powers of local governments (art. 10) should be reviewed. 

As for delegated government powers is concerned, this issue should be solved by bodies of the state government and state administration. It can have various solutions both in different subjects of the Federation and within a single subject. For example, government powers can be delegated to large municipal entities that possess sufficient organisational and administrative resources to execute them, or to associations of municipal entities (or if this is more correct from the legal viewpoint, to municipal entities that association is comprised of). In case of lack of both one can establish territorial government bodies that can take upon themselves execution of government powers (but will be devoid of the right to interfere in solving issues of local importance). 

Creation of financial conditions presupposes securing financial guarantees to local self-governance. Here one does not question such suggestions by The Commission for division of powers as reinforced financial independence of municipalities on issues of local importance, tougher responsibility of state government bodies for financing of state government powers and mandates. The importance of a more precise definition of the scope of municipal powers is also acknowledged here. But the fact that the provisions about fixing own revenue sources for municipal entities are vague and the suggested system of fiscal equalization is too complicated causes a serious anxiety. Besides, two radical reforms of such a scope such as changes in the territorial structure of municipal entities suggested by the Commission and transformation of principles and mechanisms to regulate municipal finances performed concurrently are viewed as being practically unfeasible. As far as according to those who represent the alternative approach the basic reasons of an ineffective local self-governance lie not in the drawback of the territorial structure of municipal entities but in the flaws of the municipal finances’ regulation system, the priority here should be given to solving financial problems, while the evolution of the territorial structure should take a step-by-step course, being in many respects determined by the new regulatory milieu, which should be shaped in the sphere of municipal financing. 

Thus, the question of securing financial guarantees for local self-governance according to the logic of the alternative approach should be brought to the foreground and become the key issue for the reform of local self-governance. 




� Among advocates of this interpretation are, for example, the authors of the paper “The Constitution of the Russian Federation: comments to problems”, who explain local government as “an institution of civil society (a form of the citizens’ self-organisation), which is empowered by the government to take decisions of general effect on issues of local importance and thus turned into a corporation of public law” (Konstitutziya Rossiyskoy Federatzii: Problemny Kommentariy, 1997, p. 98). At the same time they stress that local government “is developed from the population’s initiative, from the natural historic foundations for citizens’ self-organisation in places where they live, and is not determined by government forms of power” (Ibid.).


� For example, O. Salov points out that “separation of local government, which in the whole world is one of the forms (namely a local form) of public authority, from the government administration is not possible in principle. The sphere of government interests and challenges includes (and must include) all kinds of problems of local public importance. Splitting them, separating them, tearing them from each other is extremely difficult (Salov, 2001, p. 19).


� “Municipal authority is a special form of power. By its nature it is both a public power, its decisions in this case are ensured by the government’s enforcement, and a social one, in this quality it stands as a form of coordination, self-organisation of citizens, who voluntarily bind themselves by some kind of institutions inherent in this kind of power. Thus, municipal authority is a special public and social institution that provides citizens with the power to decide local issues and solve government ones at local level by themselves” (Peshin, 2002, p. 48-49).


� In the course of “Udmurtiya case”, which was quoted previously and got the largest public response in this context, the Constitutional Court analysed in particular compliance of the provision of the Law of the Republic of Udmurtiya “On the system of government bodies in the Republic of Udmurtiya” that prescribes that local governments are only possible at the level below that of town and region, at the town and regional level there can only function government bodies, and ruled the provision to be in contradiction with the Constitution (Vestnik…, 1997, vol. 1). The Constitutional Court expressed this very idea in an even more direct way in its ruling in a case of Kursk oblast, which said that “issues of local importance can and shall be solely decided upon by bodies of local government or by the citizens directly, and not by government authorities” (Vestnik…, 2001, vol. 1).


� This conclusion can be drawn in particular from the ruling of the Constitutional Court on Chita oblast, that declared the binding instructions to local governments to form executive bodies as unconstitutional (Vestnik…, 1996, vol. 1).


� The suggestions by the Commission for distribution of powers were criticised by a number of experts, see in “Mer budet…”, 2002, p. 24, “Yescho Odno Ogosudarstvleniye…”, 2002, “Munitzipalnaya Reforma…”, 2002.
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