
Chapter 4. Municipal Expenses: Current Status and Future Prospects

Budgetary Expenses of Municipal Entities

The structure of municipal entity expenses includes more than 15 lines; over 50 percent of local budgetary expenses are related to the development of the human capital, cca. 25 percent to the services affecting property value and less than 10 percent, to business support.

Only four expense items account for approximately three fourths of all municipal expenses: housing and utility services, education, health care and social policy. The structure of municipal budgetary expenditure in Russia is shown in Table 4.1.
Table 4.1 

Structure of Municipal Budgetary Expenditure 
in the Russian Federation as a Whole (%) 

	Code
	Items of Expenditure
	1995
	1998
	2000
	2001

	0100
	STATE ADMINISTRATION AND LOCAL SELF-GOVERNANCE
	3.2
	5.0
	5.8
	6.3

	0700
	INDUSTRY, ENERGY AND CONSTRUCTION
	1.7
	0.0
	1.2
	9.0

	1000
	TRANSPORTATION, ROAD-BUILDING AND ROAD MAINTENANCE, TELECOMMUNICATIONS AND INFORMATICS
	3.9
	3.2
	3.0
	2.1

	1200
	HOUSING AND UTILITIES SECTOR
	26.4
	27.8
	28.2
	23.4

	1400
	EDUCATION
	24.1
	26.0
	27.4
	27.3

	1700
	HEALTH CARE AND PHYSICAL CULTURE
	14.9
	13.8
	15.7
	14.4

	1800
	SOCIAL POLICY
	6.9
	5.3
	4.6
	6.9

	
	OTHERS
	18.9
	18.9
	14.1
	10.6

	
	TOTAL
	100
	100
	100
	100


The data in Table 4.1. allows to suppose that in 2001 considerable structural changes occurred as compared with 2000. However, to make a conclusion in this area a more detailed analysis is required. The matter is that in 2001 (unlike in 2000) all capital expenditure was posted to the item "Industry, power engineering and construction", hence the data is not fully comparable. This factor will be taken into account in the course of further analysis. 

It is evident that at present the expenses of municipal entities, instead of corresponding to the powers, which have been assigned to them, reflect the general lack of regulation in the distribution if functions and responsibilities between various levels of power as well as the constant shortage of funds that results in insufficient financing of a number of budget items and accumulation of budget debt. And what is more, regional differences in these issues are quite substantial. It is necessary to analyse in detail the contents of various items of expenditure, find out the inevitable factors of expenditure growth and the possibilities of abating them, and understand how a change in the scope of municipal entities can affect various lines of municipal expenditure. The main aim of the analysis carried out in this Section is to estimate the effect that all these factors have on the expense side of local budgets. 

Potential and future expenditure of local budgets

Continuos underfunding of a number of items in local budgets in the course of the past six to eight years has lead to permanent accumulation of accounts payable that have not been formally reflected in the budgetary classification. E.g., according to the data available for year 2000, accounts payable and debt were: in Lipetsk, 41 percent; in Kaliningrad, 44 percent; in Krasnoyarsk, 45 percent; in Novosibirsk, 64.7 percent; in Voronezh, 92.8 percent; in Perm, 100 percent; in Saratov, 147 percent of budgetary expenses (Mateyuk, 2000, page 18). As the data in Table 4.2. demonstrate, the amount, structure and dynamics of this debt differ considerably in different municipalities even of comparable sizes.

Generalised data on the total debt of municipal entities is not available. However, there are indirect assessments that may be used in this context. E.g., according to the available information, the main debts of municipalities results from partial payments for housing and utility services relating both to subsidies for the services to the population and to covering the corresponding expenses of municipal institutions in the field of education, health care, social policies etc. According to the official data provided by the Russian State Committee for Construction, as at the beginning of 2001 in Russia on the whole this debt was RUR 247 billion, or more than 40 percent of total expenses of municipal entities. As at the end of 2001 it grew to RUR 253 billion. Since other data is not available, we will use only this type of budgetary debt in the analysis.

Table 4.2

Accounts payable (% budgetary expenses) 

	City*
	1996
	1997
	1998
	1999
	2000
	2001

	1
	N/A.
	1
	49
	13
	4
	0

	2
	33
	32
	46
	48
	9
	11

	3
	36
	51
	120
	79
	77
	84

	4
	N/A.
	N/A.
	104
	75
	15
	7

	5
	38
	58
	87
	65
	47
	21

	6
	N/A.
	N/A.
	N/A.
	N/A.
	14
	8

	7
	N/A.
	N/A.
	N/A.
	N/A.
	117
	77


* The table contains data on the cities included in the sampling. However, since municipal administrations sometimes consider this data confidential, the names of the cities are not given.

The data on budgetary debt not accounted for in the budgetary reporting is necessary for two directions of analysis.

Firstly, lack of formal recognition of the debt fails to solve the problem in essence and does not prevent creditors from exercising pressure on municipalities so that the latter would repay their debts (especially if a creditor is a natural monopoly and it is impossible to refuse its services). RAO United Energy Systems has taken an extremely austere stance in this respect. As a result, in 2001 current payments to that 'Big Energy Company' were made almost in full. Anyway, accumulated debts also have to be repaid. This is why, although accounts payable for housing and utility services are not included in budgetary classification,  almost all regions informally account for it.

Secondly, debt accumulation reflects the fact that some items of the municipal budget are undervalued since the allocated funds prove insufficient for covering real expenses. However, it is year-on-year dynamics of the accumulated debt, not its total amount, that play the key role in this respect. E.g., in 2001 the debt grew RUR 6 billion, or 2.4 percent, and the situation differed considerably from municipality to municipality: some of them continued to accumulate debts and others not only were making current payments but also repaying the debt.

Another item of expenditure that is bound to grow in importance in the near future is the servicing of municipal debt. It is evident that constant underfunding of municipalities' capital expenditure cannot go on indefinitely; therefore municipal entities will start to look actively for the sources of capital expenditure funding. The most natural and tested mechanism in the international practice is related to borrowing. Hence, expenses on the servicing and repayment of debt should be carried as contingent liabilities of local budgets.

An increase in expenses will also be related to an increase in the salary of municipal personnel and public sector workers. Starting from December, 2001, quite radical decisions have been made in this connection, and this has already caused serious problems with the funding of regional and municipal expenses in 2002. As at 1 August, 2002, in 32 regions there have occurred problems with paying salaries to public sector employees. However, it is obvious that the salary growth of public sector employees is a natural and long-term trend that should be accounted for in projecting future municipal expenses.

Housing and utility services

Since housing and utility services are one of the main items of expenditure in municipal budgets, the dynamics of this item affect the change of total expenses. On average in the country, the share of this item was 28.2 percent in 2000 (the largest item of expenditure) and 23.4 percent in 2001 (second largest item of expenditure). However, taking into account the expenses  on capital construction (in case we suppose that they are at the level of 2000), one can assume that the reduction is not that great and in reality the average share of the housing and utility services was cca. 27 percent. On the whole in Russia, the main part of the expenses of the housing and utility services is funded precisely from municipal budgets; regional expenses under this item are small, although a trend towards their growth has been observed in the past years. As one can see in Annex 4.1., in 2001 in 22 percent of subjects of the Russian Federation regional budgets were used to fund over ten percent of the costs of housing and utility services; in other regions this share was smaller.

The item "Expenses on housing and utility services" is in most cases used to finance the following costs:

· budgetary subsidies for housing and utility services related to partial payment for these services by the population (usually, they are reflected in two sub-items: "Losses of the institutions of housing and utility services" and "Compensation for the price difference for heating "';

· benefits;

· housing allowances to low-income households
;

· housing improvements;

· capital expenditure (capital repair; capital construction).

However, this classification is not clearly reflected in the Ministry of Finance' reporting on municipal budgets, therefore it is rather difficult to estimate the amounts of each direction of financing on the basis of the available data. The expenses on housing and utility services presented according to the existing classification are shown in Table 4.3.
Table 4.3 

Structure of local budgets' expenses on housing and utility services (%)

	Items of expenditure
	2000
	2001

	SUBSIDIES, SUBVENTIONS AND CURRENT TRANSFERTS, including:
	78.0
	88.3

	Subsidies and subventions
	98.1
	97.1

	Transfers to individuals
	1.9
	2.9

	CAPITAL INVESTMENTS IN FIXED ASSETS, including
	21.4
	11.7

	Acquisition of equipment and durable items
	5.0
	0.0

	Capital construction
	55.0
	0.0

	Capital repair
	40.1
	100

	TOTAL
	100
	100


It is evident that to present day the main expenses under this items have been directed at subsidising current operations of housing and communal enterprises, while transfers to individuals are small. 

Before 2000 this item of expenditure was greatly distorted by offsets, but by 2001 it has practically ceased; payments were carried out mainly in monetary form.

The increase in the share of the population in covering the costs of housing and utility services should result in reduction of expenses funded from the budget. This process does take place, albeit it is not as quick as normative documents stipulate. For the first time it could be observed in 2001, when the share of expenses on housing and utility services in municipal budgets somewhat decreased. It is rather difficult to forecast the exact dynamics of these expenses for the next 2-3 years. It will to a great extent depend on how consistent the federal centre will be in the transition to full payment for housing and utility services. 

At the same time, the experience of municipalities that are introducing full payment for the services by the population ahead of schedule allows to make certain conclusions. E.g., in 2001 the city of Cherepovets introduced 100-percent payments for the housing and utility services by the population. As a result, the share of expenses on the services in the local budget fell to 19.5 percent in the second half-year of 2001 (in Quarter IV: to 14.5 percent), and the share of expenses on housing allowances in that amount was less than two percent. The plan share of expenses on housing and utility services for 2001 is 21.5 percent; the actual figure in the first half-year is 19.8 percent, including 2.7 percent of housing subsidies. In other cities approaching the transition to 100-percent payments for the services by the population, the share of expenses on housing and utility services is comparable. E.g., in the town of Kovrov, the Vladimir Oblast, where, starting from the beginning of 2002, the inhabitants have been paying for 80 percent of expenses on heating and 100 percent of expenses on all other housing and utility services, the plan share of these services in the town's budgetary expenses is 20 percent, including 5 percent that should be directed to payments for housing allowances. In Tyumen, where the population paid for 90 percent of expenses on the housing and utility services, the plan share of the corresponding budgetary expenses for 2002 is 18.6 percent.

Calculations directly excluding housing allowances and heating services, water supply and sewage services produce lower results. E.g., in this case the aggregate share of the housing and utility services in budgetary expenses has averaged 9.3 percent without taking into consideration housing allowances. Several factors account for this. On the one hand, while an overwhelming part of funds were directed to current subsidies, other components of the housing and utility services, above all the capital repair and improvements were to a great extent underfunded, hence it is quite natural that expenditure along these lines would grow. On the other hand, this item is used to fund benefits and to partially repay debts. It is evident that these expenses are temporary and will disappear upon normalisation of the mechanisms of local budget financing. Thus, it may be assumed that upon transition to full payment for the housing and utility services out of the money of the population, the share of the corresponding expenses in municipal budgets will be 10-12 percent, at least with respect to cities.

However, the dynamics of expenses on the housing and utility services are also affected by opposite factors. E.g., the strengthening of discipline of payments for electric power resources imposes limitations on possible underfunding of this item and accumulation of accounts payable (which was widely used in the past). According to the available data, in 2001 the majority of municipalities paid to fully cover the difference in heating prices. It is obvious that in the period of transition to full-scale payment for the housing and utility services by the population, the strengthening of payment discipline under the conditions of growing prices for fuel and energy resources will contribute to the increase of this item's share and role.

At the same time, the increasing share of payment for the housing and utility services by the population is accompanied by an increase in expenses on the funding of benefits and housing subsidies. Forecast with respect to the consequences of this trend may be founded only on expert estimates
. These estimates demonstrate that in case the system of benefits is not restructured, the increase in benefits will to a large extend neutralise the budgetary economy achieved owing to transition to full-scale payment for the housing and utility services by the population. With respect to housing allowances, it is planned that upon transition to full-scale payment for the housing and utility services by the population the subsidies would amount to RUR 40 billion, or 6.6 percent of local budgets' expenditure in 2001.

The proposed reform of municipal entities will have a considerable impact on the expenses on the housing and utility services. In a few words, the changes will be as follows.

Firstly, the main authorities in the field of the housing and utility services will remain at the municipal level. Municipalities are responsible for the organisation of electric, heating, gas and water supply to the population, for sewage, fuel supplies, maintenance of the social housing stock, collection, removal, utilisation and processing of household and industrial garbage, for the development of the territory and planting trees and gardens etc. However, at present it is difficult to estimate the potential expenses related to these functions since, as noted above, neither the rates nor the mechanisms of completing the reforms of the housing and utility services are clear. E.g., it remains unclear what additional expenses may arise in connection with the maintenance of social housing since the issue of social housing has not been legally determined so far.

Secondly, benefits with respect to payment for the housing and utility services are either cancelled or fully financed from higher-level budgets. Non-funded benefits are at present the main source of financial problems in the field of the housing and utility services. Thus, in case this provision of the reforms is realised, it is bound to have considerable effect on the financial status of the housing and utility services. However, it is precisely due to widespread substantial underfunding of these benefits that their effect on decreasing municipal budget expenses will be much lower. According to the available estimates, in 2001 only approximately one third of the benefits granted were financed; RUR 17 billion were allocated on it from budgets of all levels. 

It would be realistic to suppose that municipalities carried out approximately half of this funding.
 Correspondingly, in case benefits are either cancelled or fully funded form higher-level budgets, the possible reduction under current conditions will on average be cca. 6 percent of expenses on the housing and utility services in local budgets or 1.6 percent of total municipal expenses in 2001. 

Thirdly, the reform provides for transition of the housing allowances funding to the regional level. In our opinion, this decision has been a mistake. Municipal entities were responsible for most of the parameters determining the amount of expenses on housing allowances (establishment of tariffs on the services of municipal companies, determination of the level of payment for expenses on the housing and utility services by the population). It is inexpedient to transfer these functions to the level of the subjects of the Russian Federation since the functions are realised based on the correlation between demand for and offer of the housing and utility services, social structure and paying capacity of the population, possibilities of introducing mechanisms of competition and other similar factors of purely local nature. In case a subject of the RF starts to carry out these functions, this will, all other conditions being equal, result in unjustified unification and deterioration in the regulation efficiency of local natural monopolies. For the same reasons it would be expedient to keep the detailed management of the housing allowances mechanism within municipality competence. However, under these circumstances regional budgets will incur additional (sometimes, unjustified) expenses relating to the decisions made at the local level. Housing allowances may become a kind of a local mandate the funding of which would be shifted to the shoulders of federal entities. This will inevitably reduce the responsibility of municipalities for the decisions with respect to the reforms of the housing and utility services. It would be more expedient to leave these expenses to local budgets; in doing so it is necessary to provide for co-funding out of higher-level budgets in case certain limits are exceeded (e.g., expenses on housing allowances exceed 10 percent of a local budget's expenditure or the share of households receiving housing allowances exceeds 20 or 25 percent, etc.). Naturally, in order to receive these funds it is necessary to comply with the conditions of housing allowance provision established at the federal and, possibly, at the regional level.

Education

Education was the second most important item of the municipal budget in 2000 and took the top position in 2001. This item is the main source of financing pre-school education (cca. 20 percent) and general education (almost 70 percent). Expenses in this respect in Russia on the whole were 27.4 percent of municipal expenditure in 2000 and remained practically unchanged in 2001 (27.3 percent); however, taking into account capital construction, a growth of approximately 0.6 percent may be assumed. Thus, we can observe a continuation of the trend that started in previous characterised by quite significant increase in the share of expenses on education: from 24.4 percent in 1994 up to 27.4 percent in 2000, or 3 percentage points over six years. The main part of expenses on education comes from municipal budgets, but the differentiation of the regional policy is more obvious in this case than in the case of the housing and utility services. E.g., in 27 percent of RF subjects at least 10 percent of educational expenses are funded from regional budgets, in 56 percent of cases this share lies in the range from 10 to 20 percent, and in 7 percent of regions it exceeds 40 percent.

Table 4.4. shows the structure of municipal expenses on education.

Table 4.4 

Structure of local budgetary expenses on education (%)

	Item of expenditure
	2000
	2001

	REMUNERATION OF LABOUR OF STATE EMPLOYEES AND DEDUCTIONS FROM SALARIES
	55.8
	58.3

	ACQUISITION OF SUPPLIES AND DISPOSABLE MATERIALS
	8.8
	8.7

	PAYMENTS FOR THE HOUSING AND UTILITY SERVICES 
	15.7
	16.4

	OTHER CURRENT EXPENSES ON PURCHASING OF GOODS AND  SERVICES*
	4.5
	4.5

	TRANSFERS TO INDIVIDUALS
	6.1
	5.6

	CAPITAL INVESTMENTS IN FIXED ASSETS, including:
	8.0
	5.7

	Procurement of equipment and durable items
	21.6
	29.1

	Capital construction
	32.1
	0.0

	Capital repair
	46.3
	70.9

	TOTAL
	100
	100


* Funds in this item are used mainly to pay for current repairs.

It is obvious that, considering the economy's strategic tasks and the necessity to increase its competitiveness, education expenses in most of the items should be increased in future. Increasing teachers' salary and improving the equipment of the education process is necessary to ensure that the education corresponds the modern requirements. However, it is hardly possible that these tasks could be resolved mechanically; to this end, a purposeful governmental policy is required. The matter is that the Russian education is positioned at a disproportionately high level in relation to the country's economic development measured by the per capita GDP. Thus, in the event that this process is allowed to develop on its own, education would gradually be reduced to the 'natural' level determined by the current economic circumstances. On the other hand, in the event that education would really become a priority of the governmental policy, the corresponding expenses would have to be funded (at least partially) not only from municipal budgets but also from higher-level budgets, above all from the federal budget. Otherwise, one could predict that the trends existing in this field would remain.

An opposite trend towards reducing education expenses could be related to the restructuring of educational institutions, growing efficiency of the educational system, increasing student numbers per one lecturer etc. The utilisation of budgetary funds has been growing ever less effective over a long period of time, so there is considerable room for improvement in this field. E.g., from 1985 till 1999 attendance of kindergartens almost halved; the number of pupils per one teacher was 18.2 in 1985/85 academic year, then fell to 14.5 in 1992 and to 13.2 in 1999; while the total number of pupils was falling, the number of teachers even increased, let alone decreased (Tipenko, 2001, page 8). However, it is obvious that it will take quite a long time and organisational efforts to change the prevailing trends in this field; we believe it is impossible to make realistic forecasts with respect to the impact this change would have on municipal expenses in the next three to five years.

As for utility expenses, if reforms in this field accelerate one may expect that in the medium term they would somewhat diminish due to optimisation of the budgetary network, regulation of accounting, implementation of resource-saving technologies etc. However, it is practically impossible to estimate the probability of quick implementation of these measures. Moreover, the resource-saving measures require considerable additional expenses from the municipal budget.

In the proposed reform, municipal entities retain the organisation of pre-school, primary general, basic general and secondary (full) general education and additional education, with the exception of the educational process funding (which includes expenses on teacher salaries, school-books, technical teaching aids etc.). Hence, subjects of the Russian Federation must grant subventions out of own funds for the support of the educational process to local budgets. Thus, it is proposed that cca. 60 percent of education expenses covered by municipalities in 2001 should be funded out of regional budgets
.

On the face of it, this redistribution of powers seems to comply with the overall strategy of education reform the necessity of which we have mentioned. However, in point of fact this is not so. The transfer of powers of funding the educational process to the regional level has not been accompanied with a real shift in governmental priorities towards education support; hence, it is not going to introduce any fundamental improvements in this field. Under such circumstances it would be expedient to keep the expenses in question at the local level (because this would allow the local community to influence the quality of child education) instead of transferring the expenses to the regions, which do not seem to be particularly interested in funding them.

In the event that the task of funding the educational process is nevertheless transferred to subjects of the Russian Federation, it seems necessary at least to charge them explicitly with granting subventions to municipal entities on the per capita basis and not on the basis of the requirements of the existing budgetary network with its rigid distribution between individual items. Otherwise the proposed measures would have not positive effect on the budgetary network and would contradict the changes aimed at increasing the independence of educational institutions.

Health Care

Health care and physical culture form the third largest item of municipal expenses; in 2000 its share in Russia was on average 15.7 percent, in 2001 it was 14.4 percent (in the event that capital construction is taken into account practically no decrease can be observed). The share of health care expenses in this item was on average more than 95 percent in 2001, and the expenses on sanitary measure and epidemic control, physical culture and sports also included in that item are mainly connected with grants to the population and with capital expenditure. The structure of municipal expenses in this item is shown in Table 4.5.
Table 4.5

Structure of local budgetary expenses
 on health care and physical culture (%)

	Expense items
	2000
	2001

	EXPENDITURES FOR REMUNERATION OF LABOR WITH PAYROLL TAX
	33.0
	35.4

	PROCUREMENT OF SUPPLIES AND EXPANDABLE MATERIALS, including
	17.2
	16.3

	Medical expenses
	53.8
	50.6

	Linen and uniform
	2.4
	2.3

	Foodstuffs (food supplies)
	25.1
	24.4

	PAYMENTS FOR UTILITY SERVICES
	10.0
	11.8

	OTHER CURRENT EXPENSES ON PURCHASING OF GOODS AND SERVICES*
	7.2
	8.8

	SUBSIDIES, SUBVENTIONS AND CURRENT TRANSFERS
	2.5
	16.9

	CAPITAL INVESTMENTS IN FIXED ASSETS, including:
	14.0
	8.8

	Procurement of equipment and durable assets
	31.9
	49.6

	Capital construction
	40.9
	0.0

	Capital repair
	27.2
	50.4

	OTHER EXPENSES
	16.2
	2.0

	TOTAL
	100
	100


* Funds in this item are mainly used to pay for current repair.

Looking from the viewpoint of municipal expenses, health care is the most complicated item since its size is affected by a number of important factors.

Firstly, unlike the aforementioned expenses, health care expenses are funded from three sources and not from two, namely: regional budgets, municipal budgets and the Compulsory Medical Insurance Funds (CMIF). The share of expenses covered out of the CMIF can vary significantly from region to region. E.g., while in the Samara Oblast (where, according to expert opinion, the model of budgetary and insurance health care funding combination envisaged in the federal law (Shishkin 2000, page 206) has been realised to the greatest extent) two thirds of funds used to finance the state guarantee programme came from compulsory medical insurance assets, in the Smolensk and Chita Oblasts the ratio was inverse, and in the Kirov and Omsk Oblasts the share of compulsory medical insurance did not exceed 20 percent. On average, 35 percent of health care expenses in Russia were funded out of compulsory medical insurance.

Secondly, regional and local budgets both finance health care institutions directly and  make contributions to the CMIF for nonworkers. There are no definite instructions either on the amount of contributions or on their direct source (the regional or the local budget); there are considerable differences from region to region. Payments for compulsory medical insurance for nonworkers may be made either only from local budgets, or both from local and regional budgets, or only from the budgets of subjects of the Russian Federation (Shishkin 2000, page 198 - 199). Hence, the correlation between regional and municipal expenses for these purposes differs a lot from region to region.

The 2001 Tyumen budget can serve as an example of the transitional health care expenses structure that reflects the unaccomplished change processes in that area. While health care expenses in the city budget were 1.8 the size of the corresponding expenses of the CMIF, insurance payments for nonworkers were only 16 percent of budgetary expenses. In practice, compulsory medical insurance covered less than 60 percent of expense items it had to cover; the remaining part was funded out of the local budget.

In future, municipal expenses on health care should decrease due to the transfer of a considerable portion of expenses to the CMIF. In accordance with the existing methodologies, the following items should be funded out of the CMIF:

· expenditures for remuneration of labor with payroll;

· the greater part of the item " Procurement of supplies and expandable materials " (foodstuffs, medicines and dressing materials, linen).

A definite decision about what government agency should be the insurer for nonworkers and, therefore, make contributions to the CMIF, should affect this item's dynamics considerably.

The municipal reform concept proposed by the Committee for Division of Powers offers the following solutions. Municipalities continue to organise urgent medical care (except for aviation medicine), stationary and outpatient primary medical care, and medical care for pregnant women and childbearing care. Subjects of the Russian Federation should finance out of their budgets expenses on the organisation of medical care in specialised medical institutions and specialised (sanitary and aviation) urgent medical care; in addition, they should envisage expenses on compulsory medical insurance of non-workers.

However, it remains unclear whether the costs of organising medical care include the items that should be funded from the CMIF or the reform of local self-governance should be carried out at the same time with the completion of health care reform in accordance with the previously adopted concept. The funding of primary care and urgent medical care poses the greatest problems. Probably, it would be expedient to fund these services entirely out of municipal budgets, at least in the near future. The reason for this is that, on the one hand, the issue of selecting the doctor and the medical institution is not as pressing here, and, on the other hand, the risks of transition to multichannel financing of the these services that could lead to lack of co-ordination, instability and irregular allocation of funds are too high.

Hence, based on the concrete distribution of obligations to finance the existing budgetary network between the regional and municipal level, forecast of the reform ratio in this field and possible adjustments in the reform directions, it is possible to obtain only a rough estimate of the future dynamics of municipal expenses on medical care.

Social policy

The share of expenses on social policy in local budgets is less than the share of other items under review. In 2000 it was 4.6 percent, in 2001 it demonstrated considerable growth, up to 6.9 percent. Income distribution between regional and municipal levels differs considerably from one RF subject to another, and, while the cases in which the region finances less than 20 percent are quite seldom (only eight subjects of the RF did so in 2001), in the 20 to 100 percent range RF subjects are distributed quite evenly. In most cases the share of municipal expenses lies in the 60 to 80 percent range.

It is not possible to explain the dynamics of this item at the municipal level without considering the nature of the expenses financed out of it. The fact is that this item combines two polytypic components: the expenses on municipal social policy and on funding municipal social institutions, on the one hand, and expenses on financing the government's powers delegated to the municipal level, on the other hand. Table 4.6. demonstrates both lines of expenses; the financing of the government's powers is reflected in the items "Other measures in the field of social policy" and "State allowances to citizens with children". While in 2000 in Russia on the whole the share of these items was cca. 56 percent, in 2001 it neared 70 percent. This trend demonstrates positive shifts in the decrease of non-funded federal mandates. E.g., in 2001 the benefits under the Law on Disabled and, partially, under the Law on Veterans were financed at the same time with child allowances. Still, the funding of the benefits established in federal laws is far from full.

Table 4.6

The Structure of Local Budget Expenses on Social Policy (%) 

	Expense Items
	2000
	2001

	SOCIAL SECURITY AND EMPLOYMENT SERVICE INSTITUTIONS
	23.2
	17.2

	SOCIAL SUPPORT
	16.0
	10.3

	YOUTH POLICY
	3.8
	2.7

	OTHER MEASURES IN THE FIELD OF SOCIAL POLICY
	14.1
	47.1

	STATE ALLOWANCES TO CITIZENS WITH CHILDREN
	42.1
	22.7

	OTHERS
	56.2
	69.8

	TOTAL
	100
	100


The proposed changes in the distribution of powers imply radical solutions with respect to this field. While the existing Law "On General Principles…" stipulates that social support for the population is in the competence of municipal entities, in the propositions on the new edition of the law it is transferred to the national level entirely. In our opinion, such an approach is too radical. Along with the federal and regional aspects of social support, there are many other issues that should be preferably solved at the local level, where it is possible to provide quick and less formalised aid to those in a difficult situation. The advantages of a full-scale transfer of social institutions and youth policy to the regional level are also not clear. It is precisely in the field of social activities that the familiarity with local conditions and support from informal mutual aid systems (including charity) established in the local community play a key role in making effective solutions. Centralisation in this field may result in unjustified unification, loss of flexibility and lesser catering for direct needs of the population.

Other Expense Items

Other most important expense items are "State administration and local self-governance", "Industry, energy and construction" and "Transportation, road building, telecommunications and informatics"

The share of the item " State administration and local self-governance " has been steadily growing throughout the past ten years, reaching 6.3 percent on average in the country in 2001. The maximum share of this item is approximately ten percent. The weaknesses of executive power organisation at the local level, above all an unclear organisational structure, excessive numbers of government employees and their low skills, are well known. However, it is not obvious that their liquidation would result in considerable savings on costs under that item. Part of the functions currently carried out by municipal employees would be transferred to the market basis and, in many respects, would be handed over to the private sector. Budgetary expenses could fall to the extent, in which this transition would result in their shifting to the population. However, as far as the part financed from the budget is concerned, the need for funding may even grow. In addition, in order to improve municipal governance, a decrease in the number of municipal employees should be accompanied with a considerable increase in their fees, and the final balance is not clear in this case either.

Expenses in the item "Transportation, road construction, telecommunication and informatics" have been cut considerably over the past several years, and on many occasions a decrease of their share has been accompanied by a decrease in their amount. Most likely, this results from the growing amounts of funding allocated for these expenses from the regional budget.

As for the dynamics of the item "Industry, energy and construction", in 2001 its share grew on average in Russia from 1.2 to 9 percent. The existing dispersion is also quite large: e.g., in cities this item ranges from under one percent to almost 40 percent of local budgets. An overwhelming majority of expenses in that item are related to capital construction; it is noteworthy that, above all, this reflects the above-mentioned accounting peculiarities in 2001 and not a real increase in expenses in this field. On considering the dynamics in the item "Capital construction" in the economic classification of expenses, the progress is far more moderate, from 6.9 percent in 2001 up to 7.7 percent in 2001. Direct support to enterprises granted under this item is immaterial. E.g., even in Tyumen noted for its financial well-being it is less than 0.1 percent.

Federal Mandates

The real structure and the sources of federal mandate funding, especially of the benefits stipulated in the federal law for various categories of the population, constitute a rather complicated issue that is interpreted by various researchers in different ways. One thing is certain: expenses on these commitments allocated from municipal budgets are made in the amounts of subventions transferred for these purposes from higher level budgets; on the whole this amounts to cca. five percent of municipal expenses.

It is rather difficult to establish the extent, to which federal commitments are covered for the account of other local budgetary items. We have attempted to make such assessments with respect to the allowances for housing and utility services earlier in the text in the course of analysing the expenses on housing and utility services.

The funding of the state's commitments out of local budgets puts two questions before municipal authorities. Firstly, if local budgets are used to fund a considerable part of expenses on federal benefits, the corresponding amounts of funds are taken out of other items representing local expenses proper. Secondly, if such funding is immaterial, the arrears of benefits both before the population (in the event that benefits are granted in the monetary form) and before associations of housing property owners and enterprises selling goods and services to which benefits apply. The situation differs in various municipal entities, but the second option seems to be more widespread. While federal commitments (child allowances, in particular) are funded in the monetary form owing to subventions, debts before enterprises and associations of housing property owners still remain the issue of the day. Our estimate of the amount of municipal budgetary expenses on federal commitments (with the exception of subventions allocated for these purposes) is rather low, ranging from three to four percent of the total municipal expenses.

Although the issue of sources of financing benefits and other federal commitments has become one of the most pressing problems at the level of municipal finance, it is obviously not a local level problem. Such issues as the extent to which the existing benefits should be cancelled, the scope of financing that the government is able to provide for the corresponding expenses, fixing a list of remaining benefits and determining the source of their financing require an individual, in-depth research and cannot be resolved within the framework of this survey. Therefore, it is proposed that in the course of the subsequent analysis the corresponding federal commitments are either cancelled or reimbursed in some forms not related to local budgets or fully funded out of subventions from higher level budgets. As a matter of fact, this viewpoint has been set forth in the draft new edition of the law "On General Principles of the Organisation of Local Self-governance in the RF". Hence, it is possible to forecast that this factor would bring about a decrease in municipal expenses of approximately 3-4 percent.

Annex 4.1

	Item to Item Correlation between the Expenses of Regional and Local Budgets, Year 2001 (%)

№
	Regions
	Housing and Utility Services
	Education
	Health Care
	Social Policies

	
	
	RB
	LB
	RB
	LB
	RB
	LB
	RB
	LB

	1
	Republic of Bashkiria
	2.7
	97.3
	10.9
	89.1
	26.5
	73.5
	31.5
	68.5

	2
	Republic of  Buryatia
	1.4
	98.6
	9.9
	90.1
	35.9
	64.1
	19.3
	80.7

	3
	Republic of Daghestan
	0.4
	99.6
	17.0
	83.0
	80.5
	19.5
	84.3
	15.7

	4
	Kabardin-Balkar Republic
	22.4
	77.6
	22.3
	77.7
	39.1
	60.9
	77.4
	22.6

	5
	Republic of Kalmykia
	21.1
	78.9
	14.9
	85.1
	52.0
	48.0
	11.0
	89.0

	6
	Republic of Karelia
	0.0
	100.0
	14.1
	85.9
	46.3
	53.7
	61.4
	38.6

	7
	Komi Republic
	0.0
	100.0
	8.3
	91.7
	47.8
	52.2
	23.5
	76.5

	8
	Republic of Mari El
	0.6
	99.4
	17.1
	82.9
	31.2
	68.8
	42.1
	57.9

	9
	Republic of Mordovia
	4.2
	95.8
	13.6
	86.4
	33.7
	66.3
	63.5
	36.5

	10
	Republic of North Ossetia (Alania)
	3.1
	96.9
	20.5
	79.5
	53.5
	46.5
	95.9
	4.1

	11
	Republic of Tataria
	5.6
	94.4
	8.5
	91.5
	27.5
	72.5
	53.9
	46.1

	12
	Republic of Tyva
	14.3
	85.7
	17.3
	82.7
	56.2
	43.8
	23.6
	76.4

	13
	Udmurt Republic
	4.5
	95.5
	7.1
	92.9
	27.9
	72.1
	90.9
	9.1

	14
	Republic of Ingushetia
	50.6
	49.4
	26.7
	73.3
	52.6
	47.4
	99.2
	0.8

	15
	Chuvash Republic
	0.1
	99.9
	12.7
	87.3
	29.8
	70.2
	30.1
	69.9

	16
	Republic of Sakha (Yakutia)
	99.3
	0.7
	99.6
	0.4
	100.0
	0.0
	100.0
	0.0

	17
	Altai Krai
	0.8
	99.2
	7.0
	93.0
	26.2
	73.8
	73.9
	26.1

	18
	Krasnodar Krai
	2.9
	97.1
	5.7
	94.3
	25.6
	74.4
	5.7
	94.3

	19
	Krasnoyarsk Krai
	0.0
	100.0
	10.9
	89.1
	30.6
	69.4
	21.2
	78.8

	20
	Primorski Krai
	0.1
	99.9
	11.0
	89.0
	43.0
	57.0
	40.4
	59.6

	21
	Stavropol Krai
	34.6
	65.4
	45.4
	54.6
	55.5
	44.5
	66.7
	33.3

	22
	Khabarovsk Krai
	25.7
	74.3
	9.8
	90.2
	41.0
	59.0
	90.1
	9.9

	23
	Amur Oblast
	2.8
	97.2
	14.8
	85.2
	42.6
	57.4
	72.5
	27.5

	24
	Archangelsk Oblast
	0.2
	99.8
	8.0
	92.0
	33.9
	66.1
	57.7
	42.3

	25
	Astrakhan Oblast
	2.2
	97.8
	22.5
	77.5
	36.6
	63.4
	66.2
	33.8

	26
	Belgorod  Oblast
	0.7
	99.3
	14.1
	85.9
	40.5
	59.5
	22.7
	77.3

	27
	Bryansk Oblast
	5.3
	94.7
	16.2
	83.8
	62.4
	37.6
	62.5
	37.5

	28
	Vladimir Oblast
	0.8
	99.2
	5.5
	94.5
	30.6
	69.4
	12.2
	87.8

	29
	Volgograd Oblast
	1.8
	98.2
	13.0
	87.0
	21.8
	78.2
	70.7
	29.3

	30
	Vologda Oblast
	0.3
	99.7
	25.4
	74.6
	30.8
	69.2
	64.5
	35.5

	31
	Voronezh Oblast
	1.9
	98.1
	12.2
	87.8
	34.8
	65.2
	56.1
	43.9

	32
	Nizhny Novgorod Oblast
	0.1
	99.9
	15.5
	84.5
	15.4
	84.6
	84.4
	15.6

	33
	Ivanovo Oblast
	0.9
	99.1
	9.0
	91.0
	31.9
	68.1
	45.9
	54.1

	34
	Irkutsk Oblast
	1.3
	98.7
	10.9
	89.1
	25.2
	74.8
	44.2
	55.8

	35
	Kaliningrad Oblast
	0.8
	99.2
	7.3
	92.7
	38.7
	61.3
	63.4
	36.6

	36
	Tver Oblast
	0.2
	99.8
	7.7
	92.3
	44.0
	56.0
	87.4
	12.6

	37
	Kaluga Oblast
	2.5
	97.5
	16.5
	83.5
	41.1
	58.9
	77.4
	22.6

	38
	Kamchatka Oblast
	0.0
	100.0
	14.9
	85.1
	33.8
	66.2
	72.2
	27.8

	39
	Kemerovo Oblast
	0.1
	99.9
	12.7
	87.3
	20.5
	79.5
	27.0
	73.0

	40
	Kirov Oblast
	4.6
	95.4
	5.7
	94.3
	27.4
	72.6
	20.7
	79.3

	41
	Kostroma Oblast
	22.9
	77.1
	10.7
	89.3
	28.2
	71.8
	34.0
	66.0

	42
	Samara Oblast
	0.9
	99.1
	41.0
	59.0
	77.9
	22.1
	67.7
	32.3

	43
	Kurgan Oblast
	0.5
	99.5
	17.6
	82.4
	39.6
	60.4
	15.2
	84.8

	44
	Kursk Oblast
	10.1
	89.9
	11.5
	88.5
	36.2
	63.8
	41.3
	58.7

	45
	Leningrad Oblast
	0.3
	99.7
	44.1
	55.9
	58.9
	41.1
	64.7
	35.3

	46
	Lipetsk Oblast
	2.6
	97.4
	12.6
	87.4
	37.7
	62.3
	71.0
	29.0

	47
	Magadan Oblast
	6.7
	93.3
	10.2
	89.8
	44.8
	55.2
	27.4
	72.6

	48
	Moscow Oblast
	0.6
	99.4
	17.2
	82.8
	33.0
	67.0
	22.1
	77.9

	49
	Murmansk Oblast
	0.0
	100.0
	9.3
	90.7
	37.6
	62.4
	55.0
	45.0

	50
	Novgorod Oblast
	29.2
	70.8
	7.9
	92.1
	38.7
	61.3
	13.0
	87.0

	51
	Novosibirsk Oblast
	0.9
	99.1
	10.1
	89.9
	37.2
	62.8
	61.8
	38.2

	52
	Omsk Oblast
	15.7
	84.3
	42.4
	57.6
	44.8
	55.2
	95.4
	4.6

	53
	Orenburg Oblast
	1.1
	98.9
	7.9
	92.1
	53.8
	46.2
	82.0
	18.0

	54
	Oryol Oblast
	0.9
	99.1
	11.7
	88.3
	30.3
	69.7
	54.9
	45.1

	55
	Penza Oblast
	9.4
	90.6
	45.6
	54.4
	67.5
	32.5
	64.5
	35.5

	56
	Perm Oblast
	0.1
	99.9
	7.5
	92.5
	27.4
	72.6
	41.5
	58.5

	57
	Pskov Oblast
	32.5
	67.5
	15.7
	84.3
	38.0
	62.0
	89.8
	10.2

	58
	Rostov Oblast
	0.2
	99.8
	13.6
	86.4
	34.6
	65.4
	16.0
	84.0

	59
	Ryasan Oblast
	0.2
	99.8
	11.7
	88.3
	41.1
	58.9
	59.7
	40.3

	60
	Saratov Oblast
	1.6
	98.4
	10.6
	89.4
	30.1
	69.9
	80.3
	19.7

	61
	Sakhalin Oblast
	1.6
	98.4
	7.6
	92.4
	27.0
	73.0
	22.8
	77.2

	62
	Sverdlovsk Oblast
	5.3
	94.7
	17.2
	82.8
	43.8
	56.2
	87.8
	12.2

	63
	Smolensk Oblast
	0.9
	99.1
	13.7
	86.3
	26.9
	73.1
	66.8
	33.2

	64
	Tambov Oblast
	0.0
	100.0
	9.5
	90.5
	40.5
	59.5
	84.8
	15.2

	65
	Tomsk Oblast
	0.1
	99.9
	8.6
	91.4
	29.5
	70.5
	50.6
	49.4

	66
	Tula Oblast
	4.8
	95.2
	9.1
	90.9
	27.1
	72.9
	78.4
	21.6

	67
	Tyumen Oblast
	3.2
	96.8
	13.2
	86.8
	50.8
	49.2
	58.2
	41.8

	68
	Ulyanovsk Oblast
	21.5
	78.5
	19.6
	80.4
	44.7
	55.3
	45.9
	54.1

	69
	Chelyabinsk Oblast
	2.4
	97.6
	14.3
	85.7
	21.6
	78.4
	58.9
	41.1

	70
	Chita Oblast
	1.7
	98.3
	16.6
	83.4
	44.9
	55.1
	22.9
	77.1

	71
	Yaroslavl Oblast
	0.6
	99.4
	10.1
	89.9
	30.0
	70.0
	51.3
	48.7

	72
	Republic of Adygeya
	5.7
	94.3
	16.8
	83.2
	43.9
	56.1
	83.5
	16.5

	73
	Altai Republic
	5.5
	94.5
	17.8
	82.2
	46.0
	54.0
	31.3
	68.7

	74
	Jewish Autonomous Okrug
	7.9
	92.1
	14.9
	85.1
	75.8
	24.2
	20.7
	79.3

	75
	Karachai-Cherkes Republic
	31.2
	68.8
	10.9
	89.1
	38.6
	61.4
	36.8
	63.2

	76
	Republic of Khakassia
	12.7
	87.3
	10.2
	89.8
	25.6
	74.4
	66.9
	33.1

	77
	Aginsk Buryat Autonomous Okrug
	7.1
	92.9
	15.1
	84.9
	90.9
	9.1
	98.9
	1.1

	78
	Komi-Permyak Autonomous Okrug
	0.0
	100.0
	13.1
	86.9
	53.7
	46.3
	72.4
	27.6

	79
	Koryak Autonomous Okrug
	0.0
	100.0
	21.0
	79.0
	21.5
	78.5
	65.8
	34.2

	80
	Nentsi Autonomous Okrug
	23.2
	76.8
	39.7
	60.3
	85.1
	14.9
	95.9
	4.1

	81
	Taimyr (Dolgan Nentsi) Autonomous Okrug
	80.8
	19.2
	15.9
	84.1
	75.4
	24.6
	83.0
	17.0

	82
	Ust-Orda Buryat Autonomous Okrug
	59.1
	40.9
	9.9
	90.1
	41.8
	58.2
	4.6
	95.4

	83
	Khanty-Mansi Autonomous Okrug
	1.0
	99.0
	8.5
	91.5
	15.3
	84.7
	34.2
	65.8

	84
	Chukotka Autonomous Okrug
	0.0
	100.0
	39.6
	60.4
	34.7
	65.3
	32.9
	67.1

	85
	Evenki Autonomous Okrug
	36.3
	63.7
	23.0
	77.0
	57.8
	42.2
	50.4
	49.6

	86
	Yamalo-Nentsi Autonomous Okrug
	18.0
	82.0
	10.4
	89.6
	26.3
	73.7
	12.8
	87.2





� A trend has been observed recently to transfer these expenses to the social protection system; in this case they are sometimes found in the item "Social policy".


� The Institute of Urban Economy foundation has carried out large amount of work in this area; the calculations that follow are based on the foundation's estimates.


� In 2001, municipal budgets received from higher-level budgets RUR 8.3 billion for compensating the expenses on benefits to the disabled and war veterans, i.e. approximately one half of the amount funded in reality.


� In 2002 this share should be even greater due to the increase in the salary level in the public sector.


� The data on the share of regional budgets are provided without taking into account insurance payments for nonworkers.
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