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The financial relations between the federal center and Northern regions and their consequences for the “organized” migration from the North

Along with the fundamental changes of the Russian national economy, the problems of the development and functioning of the socioeconomic complexes in the northern territories have become more acute. This has put into focus the studies on the general and specific features of the structural changes in the regional economy and the mechanism of the interaction between the federal and the territorial levels of public administration. 

The problem of regulating the socioeconomic development of the Russian North represents one of the most acute components of reforming the Russian economy. This problem is of an indisputably complicated character and encompasses multiple legal, social, economic, financial, national, historic, ecological and other aspects. In this connection there has emerged the task of singling out several principal problems (primarily those of financial and economic character) which have to be solved immediately within the framework of improving (creating anew) the economic and legal model of  the state regulation of the development of Russia’s northern territories.

Besides, the choice of the problems that are most important at the present moment cannot be arbitrary: the logic of such a choice must be conditioned by 

(1) the goals of developing the socioeconomic potential of the Russian North, 

(2) achieving maximum budget efficiency when implementing the policy as regards the North in the RF, 

(3) lowering the level of social tension in the northern territories.  

Considering the specific peculiarities of the economic functioning of Russia’s northern regions and in accordance with the goals and the logic as described above, the focus of the present paper has been placed upon investigating the financial relations between the federal center and the northern regions (including the problems of northern supply).

It should be taken into consideration that the specificity of the financial relations between the federal center and the northern regions is to a large extent based upon: 

· the existing approach toward regionalization (typology) of the North, including that on the legislative level;

· the substance of the Russian legislation on state support of the northern regions including the key issue of social guarantees and compensations for the population of the northern territories, as well as the northern supply.

The problem of “organized” migration also should be considered within the context of the financial relations between the federal center and the northern regions. The reason for this is that relieving the social tension in the northern regions through organized migration can be possible to a large degree within the framework of the policy of rationalizing the relationships between the budgets of different levels, as well as rationalizing various kinds of privileges and compensations. The usefulness of such an approach has been confirmed in particular by the IET’s experience of investigating the migration problems for the Government of the RF and the World Bank
.

Accordingly, the studies were focused on the following problems:

· the problem of the typology of the northern regions, including the legal aspects involved (the prerequisites for analysis); 

· a brief overview of the socioeconomic development of the northern regions by the year 2000 (the prerequisites for analysis); 

· an analysis of the northern privileges and compensations in the context of the financial consequences of the elimination of their compulsory character; 

· the draft laws necessary to modify the economic policy as regards the northern privileges and compensations (recommendations); 

· an analysis of the peculiarities of the financial relations between the federal center and the northern regions;

· the problems of supplying the northern regions with commodities (“Northern supply”), an analysis of the financial problems associated with the “northern supply”; 

· a special analysis of the legislative base of the “northern supply;

· an analysis of possible consequences and the calculation of the budgetary effect of the population’s migrations from the northern regions;
· an overview of the fiscal relationship between the federal and the territorial governments in Canada. 

The study was conducted within the framework of the CERPA project (Russian-Canadian Consortium on applied studies on economics) funded by the Canadian International Development Agency (CIDA)
.

The principal results obtained during the study are as follows. 

While the specific status of the regions of the Far North can be explained by their geographical peculiarities, at the present time it is almost impossible to define those objective criteria by which certain Russia’s regions were classified as those belonging to the North because the initial normative documents in questions were approved without an adequate research of the issues involved. In particular this can be said about the process of making the list of the regions needing state support concerning their specific conditions of supply. According to Goskomsever’s data, 29 out of the 153 regions included in the official list have reliable all-year-round connections with Russia’s mainline network and with all settlements on their territories and therefore cannot be regarded as regions with a limited term of commodities supply. The lack of methodological principles of regionalization and typology of Russia’s North is in fact a factor that prevents the formation of a common legislative base for definition and the general rules of applying the system of legislative and normative acts where the implementation of the social guarantees put down in the Constitution is stipulated.

The normative and legal base of the state support for the socioeconomic development of the northern regions has not been representing so far a system of interrelated and intersupplementing laws. Presently it consists of three federal laws, separate articles within the federal laws on general Russian issues regulating the problems of the North, several decrees of the President of the Russian Federation and the decrees of the Government of the Russian Federation.


The federal laws insufficiently reflect the changes that have taken place within the country’s sphere of economy and the potentials of the federal budget and the budgets of the Russian Federation’s subjects. The decrees of the President of the Russian Federation and the decrees of the Government of the Russian Federation deal mostly with some individual issues of the socioeconomic developments of the North. The normative acts concerning some particular spheres of state support are often changed, almost every year the mechanism of the state support of product supply to the North also changes. In this connection it is necessary to make an inventory and to analyze the practice of implementing the legislation of the Russian Federation, to work with the purpose to eliminate its shortcomings and to revise it in order to create the normative and legal base. 

The regions of Russia’s North can be arbitrarily divided into those that are actively developing and those in the state of a slump. It is obvious that the forms, methods and priorities of the state support would be different for each of the types. The selectivity of the state support means a switchover from a generalized classification of certain territories as the regions of the Far North toward differentiation according to precise criteria. The initial base for reforming the system of wages, social guarantees and compensations in the northern regions and the procedures of their financing should become the new regionalization of the northern territories according to their natural and climatic conditions. This will make it possible to create a flexible system of targeted allocation of the state support to the northern  regions and to establish a limited range of guarantees and compensations for citizens employed in the regions with uncomfortable living conditions. 

The improved efficiency of the state support would depend on a pro-active attitude of the federal center as regards the issues of the population’s distribution and migration, the development of the tour-of-duty method of work organization, the provision of commodities supply, etc. An increase of this interaction has a tremendous importance for the future of the Russian Federation and her northern regions. 

An analysis of the allocation of the financial support from the federal budget to the northern regions has led to the following conclusions:

1. The Federation’s subjects which for the purpose of the present study we classified as belonging to the North generally receive from the federal budget all the kinds of financial support envisaged by the legislation though the degree of the dependence of the regions in question on the federal funds varies considerably. 

2. The volume of non-targeted financial support received by the northern regions per capita exceeds both the average level for Russia as a whole and the similar index as calculated for the non-northern subjects of the Federation. At the same time the structure of the non-targeted funds received by the northern regions is considerably different from the Russian average index. 

3. Since only limited statistical data are available from the financial bodies it is not possible to correctly estimate the volume of the targeted financial support allocated to the Russian regions. At the same time it can be stated that all northern regions receive on a regular basis the kind of targeted financial support assigned only to this particular group of the Federation’s subjects and allocated every year to the regional authorities, as well as prolongating the sums of the loans to support the northern supply that were granted in the years 1994-95, plus the interest on these loans. Despite the fact that as time passes the volume of these sums is being reduced, partly due to their redemption and partly due to inflation, as the results of the year 1999 showed, these financial resources constituted the main bulk of the targeted financial support received by the regions.

4. The total funds received by the Federation’s northern subjects from the federal budget by far exceed similar indices of the other regions. And the higher level of dependency of the northern regions on the federal financial support can be explained mostly by the fact that they receive certain specific kinds of financial support in the form of prolongation of their indebtedness on the budgetary loans: as far as the northern regions are concerned, on the whole the share of the regional budgetary expenditures funded from the federal finances without taking into account the said loans only slightly exceeds the average Russian index. Also, the existence of considerable region-by-region differentiation among the northern regions should be noted - this group is represented both by those Federation’s subjects that receive maximum volumes of financial support as compared to the whole of Russia, and also by the regions with a high level of budgetary security. 

5. One of the principal features that distinguish the northern regions from the other Federation’s subjects from the point of view of their receiving the federal financial support, is the structure of this support: the share of the financial resources distributed in accordance with the formalized procedures that are common for all the regions is 3 times lower in the northern regions than in the other Federation’s subjects.

6. It should also be noted that on the basis of the present analysis it impossible to develop any recommendations as to changing the system of granting the federal financial support, except that it is necessary to adequately reflect in the expenditures and revenues of the budgets of different levels the procedures of granting loans to the regional authorities. The development of any further recommendations will require a more in-depth analysis of the adequacy of the size of the financial resources transferred to the northern regions to the needs of those regions as to covering their spending obligations. 

Having considered the non-targeted financial support transferred from the federal budget to the budgets of the northern regions we can conclude that in absolute values the northern regions receive larger sums of financial support than do the other regions, but that at the same time the share of the financial support in the budgets of the recipient regions is only slightly higher than the average Russian indices, which means that this larger financial support is on the whole conditioned by the greater spending needs of the regions. On the other hand, the dependence of the northern regions on the federal targeted financial support in generally lower than that on the average in Russia because the regions in question incorporate the Federation’s subjects with high tax revenues. 

We believe that the existing system of distributing the federal resources for the purposes of financing the northern supply today has a maximum level of efficiency. However in order to improve the efficiency of the northern supply system itself, in our opinion, it is necessary to carry out a number of institutional transformations in the budgetary sector. The purpose of these transformations would be to eliminate the following shortcomings inherent in the system of financing the northern supply at the regional level. 

1. Lack of effective control on the part of the federal financial bodies over implementing the procedures of distributing the financial resources among product suppliers and transport agencies on the basis of a tender. Although some of the resources to cover the northern supply are allocated from the federal budget, the distribution of these resources among suppliers and transport agencies is carried out at the regional level on the basis of a tender. At the same time, presently the federal authorities have no efficient leverages that could ensure that justified decisions are made as to placing the orders for product supply with particular enterprises. 

2. Lack of control over the correctness of the prices and tariffs set by the suppliers of communal services. Although the enterprises providing housing and public utilities remain the recipients of the funds of the territorial budgets that subsidize the difference between the tariffs on housing and public utilities and the actual cost of these services, at the present time most regions have no possibilities for creating a transparent system of setting the tariffs on housing and public utilities. This gives rise to situations when additional costs of prior delivery of fuel and oil products covered by the state support for the northern supply are included in the cost of housing and public utilities at the stage of tariff-setting. Thus the additional costs of prior delivery of fuel and oil products for the needs of housing and public utilities are covered twice: once by the budget at the stage of paying for the northern supply, and then for the second time by the consumers of housing and public utilities – at the stage of paying for these services. 

It is obvious that despite the considerable rationalization of the system of allocating the federal resources for the support of the northern supply the abovesaid shortcomings result in substantial losses as far as the efficacy of utilizing the state resources is concerned. Therefore, in our opinion, in the nearest future it will be necessary to take some radical measures both in the sphere of reforming the northern supply system and in housing and public utilities. As it was already stated earlier in the text, the formal reason for the northern supply is the need for additional funding during the period of seasonal supply of fuel, oil products and other commodities. However from the economic point of view this need serves as an additional factor contributing to the rising cost of housing and public utilities, i.e. increasing spending obligations in the budgets of the Federation’s subjects incorporating in their territories regions with limited transport accessibility which therefore need prior delivery of cargoes. 

 For this reason, if the responsibility to organize the prior cargo delivery is delegated to the housing and public utilities enterprises or their amalgamations, the northern supply costs can be included in the tariffs on housing and public utilities. When necessary the tariff levels can be subsidized from the territorial budget in the form of categorized or targeted subsidies. This means that the federal support of the northern supply should be included in the total support allocated to the budgets of the Federation’s subjects and distributed in the form of transfers from the FFAR according to the rules common to all the regions taking into account their objective budgetary spending needs. In this connection the rule of seasonal allocation of the financing to cover the northern supply can be eliminated because the attraction of additional funding during the term of transport accessibility also can be included in the tariffs on housing and public utilities and subsidized in the traditional manner.

A favourable consequence of including the funding allocated to support the northern supply into the total volume of the transfers from the FFAR, in our opinion, would be the non-targeted character of the support of the northern supply. With general control over targeted utilization of the budgetary funds at all levels of state authority and transparency of the process of tariff-setting by the enterprises belonging to natural monopolies, this must result in increased efficacy of utilizing the allocated funds and reduced misuses in the process of their spending: in those cases when the regional authorities planned the costs associated with prior product delivery in amounts smaller than the sum allocated for this purpose from the federal budget the targeted character of the allocated resources (i.e. the possibility to spend these funds only on pre-defined targets) resulted in reduced efficacy of utilizing federal funds. 

However on the other hand it seems obvious that it would be impossible to carry out the proposed transformations in shortest terms because of their radical and all-encompassing character. For this reason, in order to eliminate the abovesaid shortcomings of the existing system of the northern supply in the shortest possible time, the following measures would be necessary. 

1. A system of control on the part of the federal governing bodies over the correctness of the tender procedures. Formally, the distribution of the finances to support the northern supply falls within the powers of the Federation’s subject’s authorities, but the regional subdivisions of the federal controlling and auditory bodies must exercise a more strict control over the observation of all tender procedures and equal approach toward all the participants in the tenders for the supply of commodities within the framework of the northern supply. 

2. An effective component in the control over the observation of the tender procedures can be the approval of the results of the tender for the distribution of the orders for product supply at the federal level. In our opinion, due to the limited number of the suppliers of oil products and fuel, the federal authorities will be able to exercise an effective control over the prices and the terms of the contracts for product supply. Besides, a procedure should be adopted when a Federation’s subject would be denied the financing to support the northern supply in cases when the tender’s results are subject for protestation.   

3. As a temporary measure, until large-scale reforms in the sphere of financing the housing and public utilities can be undertaken, is might be possible to create a system of tariff-based regulation of the activity of public utilities where the cost of the fuel purchased at the expense of the state support of he northern supply  will be excluded from the cost of the public utilities covered by the consumers. Thus double payment for the prior delivery from the state budget and by the consumers can be avoided. 

The analysis of privileges and guarantees carried out in the study has led to the conclusion that it would be feasible to eliminate the compulsory character of the guarantees and privileges established by the Law “On the State Guarantees and Compensations for the Persons Working and Dwelling in the Regions of the Far North and Localities With the Similar Status” for the private sector of the economy. Nevertheless if an employer, after  the compulsory character of the privileges as stipulated in the law is eliminated, still decides to continue the payments in question - the costs involved (as it is done now) are to be included in the labour costs, i.e. to be exempt from the profits tax. Similarly, the existing interpretation of some of the northern privileges should be preserved – that of classifying them as the enterprises’ expenses that are not to be included in their cost of production and are to be covered by their profit left at their disposal after paying the taxes. 

In this connection two approaches to imposing the income tax and social payments (the payments to the state non-budgetary funds) on the northern privileges are possible: 

1) To preserve the existing regime of imposing the income tax and social payments on the northern guarantees and compensations. 

In this case the elimination of the compulsory character of the northern privileges and compensations will result in transforming into wages those kinds of privileges that at present are not exempt from the income tax and social payments and preserving those privileges that are fully or partially exempt from such taxation. The negative feature of this solution would be that there still remains a possibility to evade social taxation, as far as the privileges and compansations envisaged by the law are concerned, in favour of the employees. 

2) To equalize the social guarantees and compensations granted by the northern employers to their employees in the monetary form and in kind, in accordance with the Law “On the Social Guarantees…”, with wages (with a few exceptions). This will entail the necessity to impose the income and social taxes on those payments. 

A practical consequence of the proposed solution, first of all, will be simplification of the northern employees’ wage system by means of transforming most of the presently existing privileges into wages. 

This approach has several advantages. Firstly, it seems to be a logical solution: if for the purposes of taxing the incomes of organizations these payments are categorized as labour costs, they must have a similar status as far as the incomes of natural persons are concerned. Secondly, this will eliminate the possibilities for tax evasion through transforming wages into these social privileges. 

A negative consequence of the proposed solution would be a somewhat greater tax burden imposed of the payroll fund which might result in a decrease in real wages in the North. Considering that such a solution might be met by a negative response on the part of society its feasibility represents a political issue. 

To legalize the proposed solutions, drafts of the normative acts on both of the abovesaid variants of resolving the issue of imposing the income and social taxes on the northern privileges have been prepared (see Appendices 3.1 and 3.2). 

The study has also included an analysis of the financial consequences of reforming the system of the northern privileges, guarantees and compensations for enterprises and employees that could occur as a result of some of the abovesaid variants. The calculations are made for the cases when an enterprise does or does not compensate its employees’ reduced incomes due to the elimination of the compulsory character of the privileges. Besides, there is a separate analysis of the privileges granted to the employees of the enterprises located in the northern regions and to the migrants who arrived to a northern region in order to get employed. The rates of the profits, the income and the social taxes (the latter represented by the payments to the non-budgetary funds) are considered in two variants: the existing legislation (the years 1998-99) and the draft version of the Tax Code (the chapters of the TC approved by the State Duma and the draft version of the chapter on the incomes of enterprises). 

The calculations cited by the authors have demonstrated that the variants of migration differ from one another. The first variant that involves only the changes of personal payments does not offer any considerable economy of resources. The reason for this is that the main costs of one person’s upkeep in the North are represented by the budgetary spending on housing and public utilities, education and health care and not on personal payments. The considerable costs of moving cannot be compensated for only by removing the regional coefficient (up to 1, and for pensioners with a lengthy record of employment in a northern region – up to 1,5), therefore this variant offers no recoupment for  the great majority of regions. 

With the growing consolidation of the infrastructure in the northern regions, the annual economy value grows correspondingly (the period of recoupment becomes shorter). But as the scope of migration grows there appears the need to increase accordingly the expenses per capita in the recipient regions. This has a smaller impact on the southern regions with a well-developed and optimized infrastructure but substantially reduces the savings resulting from the migration into the northern regions or regions where public services entail high costs. 

The approach described above incorporates a great number of the variants of the calculations (those for the four variants of migration for several social categories from 18 northern regions into 89 subjects of the RF on two types of costs – constant subsidy and traveling expenses) – all these calculations have been carried out. Besides, each of the calculations includes the size of the annual savings resulting from the migration of one person as well as the calculation of the costs, present worth, net present worth and the period of recoupment for the migration program involved in this variant. The main text and the appendices contain only the principal resulting values out of all obtained, in order to present the effectiveness of the migration programs in a most complete manner. 

Different variants of the economic development of the northern regions may envisage different variants of migration-promoting programs; thus, if the goal is to expand and develop a quality infrastructure in the northern regions, then the aid should be provided only for pensioners if they wish to move away, at the same time making efforts at creating jobs and offering employment to the unemployed in the northern regions. And if the goal is to maintain only a few large centers while carrying out the work in most northern territories by the tour-of-duty method, then it is necessary to create the stimuli for an outflow of the permanent population by reforming the existing system of privileges. Besides, the considerable number of migrants that would appear in this case would require additional calculations to be made (to solve the transportation problem on the basis of the capacity of the recipient regions and their costs of settling the migrants) which could be done on the basis of the obtained results. At the same time, when considering this variant, it should be noted once again that the migration must be only voluntary which means not only providing an alternative to migration itself (the choice of a recipient region etc.) but also a possibility to stay and work in a northern region. 

�Present article was written as a result of the research project «Evolution of the Federal Center-Northern regions financial relationship and its consequences for “organized” migration out of the North» by A. Zolotareva, O. Izriadnova, P. Kadotchnikov,  E. Kitova, Sh. McLarnon, A. Radygin, Rayner, S. Sinelnikov, I. Trunin, T.Chigelikova, S. Shatalov, A. Yudin. 








� See “Kompleksnyi analiz sotsial’no-ekonomicheskikh i finansovykh aspektov migratsii naseleniia iz severnykh territorii” (“A complex analysis of the socio-economic and financial aspects of the population’s migration from the northern territories”). ( M.: IET, 1998; “Otsenka ekonomicheskoi effektivnosti pilotnogo proekta sodeistviia pereseleniu netrudosposobnogo i bezrabotnogo naseleniia iz raionov Krainego Severa i prorabotka finansovykh aspektov planov mestnogo razvitiia v pilotnykh regionakh” (“Estimation of the economic efficacy of the pilot project of promoting migration of incapacitated and unemployed population from the regions of the Far North and the development of the financial aspects of the plans for local development in the pilot regions”. ( М.: IET, 1999. The authors utilize, in particular, some conceptual approaches and principles (models) of calculation contained in these works. At the same time – due to a different subject of analysis and the necessity to renew the statistical base – these studies can be applied here only as introductory material for reference and information in a revised or supplemented form. 


� A detailed report on the study in question is published in “Finansovye vzaimootnosheniia mezhdu federal’nym tsentrom i severnymi regionami i ikh posledstviia dlia “organizovannoi” migratsii s Severa” (“Financial relations between the federal center and the northern regions and their consequences for the “organized” migration from the North”). ( М.: IET, 2001.
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