
Conclusion 

This study was aimed to determinate approaches to the implementation of the financial reform at the level of local self-governance and to formulate recommendations concerning amendment of the legislation in a way ensuring implementation of this reform. Accordingly, the analysis focused on such issues as the current practices in the sphere of municipal finances, normative and legal regulation of financial principles of local self-governance, key guidelines of improving of financial guarantees of local self-governance and respective necessary amendments to the legislation, the impact on local finances of recommendations concerning the municipal reform as elaborated by the Commission For Division of Powers. 

In the course of the study there was made an analysis of the possibility to assign revenue sources to local budgets as the scope of powers vested with municipal entities varied. In order to settle this problem, there were done calculations basing on the data about execution of municipal budgets in 2001. The calculations were done for two groups of municipal entities: cities where populations exceed 200 thousand persons and municipal entities in 12 Russian regions. Sampling of regions took into account the necessity to ensure adequate representation of different groups of RF subjects both in terms of their financial performance (both “poor” and “rich” regions), and in terms of their geographical situation (all federal okrugs were represented). On the whole, there were analyzed 471 municipal entities. The reporting data for 2001 were partially adjusted taking into account the trends that became noticeable in 10 months of 2002. 

The analysis allowed formulating a number of general conclusions and practical recommendations, which may become the basis of the reform of municipal finances. The key conclusions may be reduced to the following:

1. Over the decade since the start of reforms, there has not been elaborated and implemented an integral concept of transformations in the sphere of municipal finances. This sphere remains one of the least reformed and relies on mechanisms in principle similar to those used in the Soviet time. As a result, in practice municipal finances completely depend on decisions taken at the level of RF subjects, revenues of local budgets are unstable and cannot be forecasted, political factors affect the financial standing of municipal entities much stronger than the effectiveness of operations of local authorities. Although negative impact of this situation is felt by all municipal entities, it is most unfavorable for large and medium sized cities.  

2. The lack of financial guarantees of local self-governance is the major factor preventing development of local self-governance at the present stage. Exactly the existing financial mechanisms cause disinterest of local authorities in enhancement of effectiveness of their activities, improve quality of municipal services and create favorable environment for business development. Possibilities to take long-term financial decisions, in particular those concerning attraction of long-term investment are undermined. Populism and political loyalty are encouraged to the detriment of implementation of most important economic and social reforms at the municipal level. Therefore, the transformation of the financial basis of local self-governance shall become the key element of the municipal reform. 

3. The most important factors facilitating enhancement of financial independence of municipal entities are permanent assignment of a uniform list of revenue sources and more important role and capacity of regulation of local taxes at the municipal level. According to the theoretical principles relating to this sphere and respective international practices, it would be most feasible to assign to the local level the income tax, the property tax (in conditions of Russia – three property taxes: the personal asset tax, the corporate asset tax, and the land tax), taxes on small businesses, and the sales tax. The analysis confirmed that under Russian conditions these revenue sources (in different combinations) are most favorable for financing of expenditures of municipal entities. 

4. Although radical approaches to the limitation of the list of problems within local competence do not prevent assignment of revenue sources to municipal entities, they sharply deteriorate the effectiveness of such assignment across the following parameters: 

· the potential of diversification of revenue sources assigned to municipal entities diminishes, therefore stability of local budgets with regard to unfavorable external factors deteriorates; 

· the unevenness of defrayal of expenditures at the expense of assigned revenue sources increases, what simultaneously makes the problem of surplus more acute and makes the need for financial aid more urgent, there sharply increases the share of heavily subsidized municipal entities; 

· the problem of managing local budgets becomes more complicated; 

· it is impossible to create favorable environment enabling transition to the property tax. 

5. Assignment to municipal entities of different lists of revenue sources in the framework of general approaches formulated in item 3 (full or partial assignment of the corporate asset tax, inclusion or exclusion of the sales tax) affects the possibility to finance local expenditures at the expense of own revenues (including amounts of surplus and need for financial aid, the degree of unevenness of defrayal of expenditures), however, this impact is much less significant than limitation of powers vested with municipal entities. 

The practical recommendations on strengthening of the financial basis of local self-governance following from the results of the analysis may be reduced to the following key principles. 
1. On the whole, the previous composition of functions and expenditure powers of municipal entities shall be retained. In particular, the local level shall retain: 

· financing of local social policies, including housing allowances (probably on condition that they will be co-financed at the expense of subsidies from budgets of RF subjects); 

· financing of the educational process. 

2. Municipal entities shall be granted the right to merge funds of local budgets in order to co-finance exercise of certain powers. 

3. Municipal entities shall be assigned on the permanent basis the following revenue sources: 

· the income tax: the guaranteed share at 25 per cent, the equalizing share at 50 per cent;

· the corporate asset tax at 100 per cent; 

· the single tax on imputed income at 90 per cent; the single tax levied in relation to the application of the simplified taxation system at 30 per cent
; 

· the tax on common mineral resource at 100 per cent; 

· the transport tax at 50 per cent; 

· ensure the assignment of the full amount of rental payments for land to the municipal level in the framework of non-tax revenues. 

4. The property tax shall be added to the list of local taxes. There shall be ensured the assignment of the total amount of local taxes to municipal entities. There shall be stipulated that local referendums shall have the right to raise rates of local taxes above the maximal rates set forth in the legislation. The representative bodies of local self-governance shall have the right to impose non-recurrent targeted fees for settlement of concrete problems within local competence. 

5. The possibilities to regulate the personal asset tax at the local level shall be broadened, its maximal rate shall be set at 2 per cent and there shall be created possibilities for transition (on the decision of local authorities) to evaluation of property basing on its market value. 

6. The right to levy and regulate the tax on imputed income applicable to small businesses, at present vested with RF subjects, shall be delegated to municipal entities. 

7. Municipal entities shall be granted the right to establish municipal tax agencies. 

8. There shall be ensured a formalized and long-term character of mechanisms of provision of financial aid. There also shall be ensured the transparency of the process of provision of financial aid.  

9. The legislation shall stipulate that municipal entities may refuse to exercise delegated state powers and envisage that state powers may be delegated on the basis of agreements ratified by legislative authorities of RF subjects. 

10. Deficit of local budgets without indication of sources of defrayal shall be prohibited. 

11. Rights of municipal entities to borrow funds shall be broadened. 

12. Control over budget operations of heavily subsidized municipal entities and municipal entities unable to service and repay their debts shall become stricter. 
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� There may be assigned 45 per cent as it is stipulated by the legislation currently in force. 
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