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Instruments and Principles of Reallocating Budgetary Resources in the Region

for developing the fiscal capacity of the entire region. The materials of the present article can be used in

the educational sphere, as well as in the activities of public authorities and local government bodies.
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equalization, differentiation, fiscal capacity, reallocation.

Introduction to agenda. Developing the
fiscal capacity of regions according to the
principle of synergetic multiplicative effect
greatly depends on using the capacity of
municipal units. Indeed, in developed countries
sustainable municipal growth, which comprises
increasing the efficiency of using territories’
capacity, including the budgetary one, has
been recognized as the most important driver
of economic growth [1—4], allowing to find the
integrated solution of solving important tactical
and strategic tasks.

The high relevance of developing the local
economy and municipal finance within the
unprecedented era of rapid urbanization has
been stressed in the new Urban Development
Programme of the UN General Assembly
up to 2030 [5]. In his address to the Federal
Assembly in 2018 the President V.V. Putin
has reminded about the need of solving the
economic growth issues in Russia through
municipal development. A.D. Nekipelov,
the academician of the Russian Academy of
Sciences, has noted that it is necessary slightly
to push the development of economy through
restructuring all mechanisms of its functioning
both at the macro- and micro-levels [6]. In the
studies of many national and foreign scientists
[7—10] the role of micro-level is assigned to
municipal units as the fundamental element
of the state’s administrative-territorial system.
The reason for this is that local government,
firstly, is the population’s way of adapting to
changing political, economic, social and other
living conditions, and, secondly, according to
the subsidiarity principle, allows to take into
account the resources, conditions, particular
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characteristics of territories, needs and interests
of people for the most effective and optimal
solution of the state’s tasks.

No wonder that the municipal level is
responsible for creating and maintaining
conditions contributing to the reproduction of
human capital, as evidenced by concentrating
in local budgets more than 60% of expenditures
for the social sector (pre-school and general
education, physical education and mass sports,
social security of the population).

It is quite obvious that municipal deve-
lopment should be based on the growth of
financial resources, first of all, on budgetary
ones. Through the inter-budget federal and
regional policies the municipal development
priorities are set and the optimal stimulating
and support instruments are identified.
Within the conditions of fiscal federalism,
the solution of overwhelming number of the
region’s socio-economic tasks, in particular,
ones of a strategic nature, is possible only by
joining efforts of different management levels.
According to the experience of developed
countries, in the stable market economy inter-
budget relations contribute to forming fairly
independent regional and local budgets,
taking into account territorial needs [11]. The
special significance regarding the influence of
budget revenues allocation parameters along
the vertical management on the fiscal capacity
has determined the relevance of the study.
Within the research the author has proposed
a hypothesis that the existing principles of
reallocating budgetary resources in the region
hinder the effective use of the local budgetary
system’s capacity for developing the fiscal
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capacity of the entire region. Therefore,
justifying the instruments and principles of
the modern public regional policy in the field
of the intraregional reallocation of budgetary
resources for developing the region’s fiscal
capacity is the aim of the study. In order to
achieve it, it is necessary to identify trends and
propose directions for improving the efficiency
of budgetary reallocation in the region.

Theoretical aspects of reallocating budgetary
resources at the regional level. The value created
in the economy passes the stage of primary
allocation according to the laws of material
production and objective market needs.
Subsequently, the imperative state influence,
which more clearly outlines the emerging
secondary reallocation, referred as the budge-
tary one, is added to the process of allocating
the created value. As N.A. Istomina rightly
remarks [12], compared to the primary one,
the budgetary allocation can be characteri-
zed not only by planning, forecasting and
payments control, but also by establishing the
goals and directions of allocation, and the
size of reallocated funds, etc. The majority
of researchers share the same opinion that
budgetary reallocation should be considered
from the position of using budgetary
opportunities in accordance with public needs,
priorities, statutory functions and powers.
Therefore, this indicates that the inefficient
reallocation of budgetary resources between
the region and municipal units has a negative
impact on the multiplicative extension of fiscal
capacity of the entire region.

Various aspects of intraregional budgetary
reallocation are studied in academic litera-
ture. Some papers (for example, the works of
A.V. Starodubtsev, W. Nordhaus, 1. Marques,
E. Nazrullaeva, A. Yakovlev, S. Ansolabehere,
J.M. Snyder, M. Vaishnav, N. Sircar [13—17])
are devoted to the impact of electoral cycles
and political priorities on budget resources
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allocation. In others [18—20] the attention is
paid to the management of territorial deve-
lopment through the budgetary reallocation
instruments, including budget investment,
financial aid and own (tax and non-tax) revenue
sources. Statistical estimates testify that budget
investments comprise only 1-5% of local
budget expenditures, while inter-budget
transfers often generate over 60% of local
budget revenues, the size of which directly
depends on the volume of own revenues. The
present circumstance increases the relevance
of studying the last instrument of budgetary
reallocation.

It is worth noting that in most developed
countries the municipal units have formed
mainly under the influence of market forces;
consequently, budgetary reallocation has served
to satisfy the increasing needs of society and
production. In centrally-controlled economy
of the USSR, the formation of municipalities
took place under the conditions of restrictions
on industrial construction according to the
general settlement scheme, which in a number
of cases led to inertia in developing the industry
and reduced the possibility of its progressive
transformation [21].

Started to change after the collapse of
the USSR, the budgetary reallocation at the
intraregional level in Russia remained non-
formalized up to September 1997'. The
need of stimulating not only regional, but
also municipal development was legislatively
confirmed in 2001 with the adoption of
the Programme for Budgetary Federalism
Development up to 2005. Modern basics of
the local budgetary system functioning have
been established since 2009 (in a number of
pilot regions — since 2006) after the enactment
of the Federal Law dated October 06, 2003

I Up to the adoption of the Federal Law no. 126-FZ “On
Financial Fundamentals of Local Government in the Russian
Federation”, dated 25.09.1997.
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No. 126 “On General Principles of Organizing
Local Government in the Russian Federation”.
The main directions of the Strategy for Spatial
Development of the Russian Federation up to
2025 have started to be implemented only since
2019.

Main results and their explanation. As
previously noted, the current local budgetary
system taking into account different types of
municipal units dates back to 2006, this year
has become the initial point of the study. It has
been marked by some instrumental adjustments
in the budgetary reallocation within the regions,
which expected to change the number of local
taxes (from 5 to 2), and the reduction in the rate
of allocations according to certain federal and
regional taxes. Thus, the payments for the use
of natural resources, income tax allocations,

Table 1. Changes in the list of tax sources in local budgets

as well as the part of standards on the personal
income tax has been transferred from budgetary
sources of different types of municipal units to
higher budgets (7Table ).

During the transition period of the
municipal reform (2003-2009), such measure
seems quite appropriate in terms of smoothing
the fiscal capacity’s differentiation of municipal
units, which are extremely uneven according
to the distribution of productive forces and
the level of economic development. However,
further strengthening of the centralization
process, especially relating to the standards
of allocations from the budget-forming tax on
personal income, has just reduced the financial
stability of local budgets under the weak
diversification of the tax structure (7able 2).
Unfortunately, significant changes in fiscal

of the Russian Federation after the municipal reform, %

Before the After the reform
Tax revenues reform Municipal districts | Settlements | Urban districts
Income tax (rate) 7 0
Personal income tax 50-70 20 | 10 | 30
Gambling tax 50 0
Vodka excise tax 35 0
Corporate property tax 50 0
Personal property tax 100 100 100 100
Land tax 100 100 100 100
Payments for the use of natural resources 65-80 0
Unified tax on imputed income 45-75 90 - 90
Payments for negative impact on the environment 54 40 - 40
Compiled by: laws on the federal budget for the period of 2003-2007.
Table 2. Dynamics in the structure of tax sources in local budgets of the Russian Federation, %

Tax 2004 2015 2018
Personal income tax 39.89 62.28 64.07
Property taxes 12.43 19.02 17.70
Total income tax 5.11 12.07 12.64
Excise tax 217 2.81 3.00
Income tax 32.83 0.93 0.73
Stamp duty 0.65 1.82 1.67
Water tax / Taxes and charges for the use of natural resources 0.36 — 018
Sales tax (calculated per 2003) 0.37 - -
Gambling tax 0.35 - -
Gift tax 0.16 - -
Calculated by: data from the Federal Treasury.
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legislation, statistical calculation methods
and budgetary classification do not give an
opportunity to make an accurate assessment of
structural shifts in the inter-budget allocation of
revenues. But even the approximate estimates
allow drawing firm conclusions about the
existence of the centralization trend.

Comparing own revenues of local budgets
with the GRP value has shown that the smallest
part of gross formation belongs to municipal
units. Thus, the share of municipal units’ own
revenues in relation to the GRP in the Vologda
Oblast has decreased from 4.9 to 2.8%, and
the share of tax local revenues in the structure
of the consolidated budget in the region has
reduced from 66 to 18% (Table 3).

The twofold increase of transfer payments
has become the result of reducing tax sources
of local budgets. If, according to the data from
the Federal Treasury, in 2003 their share did not
exceed 26%, then during the transition period
of the reform (2006—2009) it increased up to
56%, and starting from 2009 it has been steadily
comprising more than 60%.

It should be noted that the financial base
of the settlement level is mostly forming by

reallocating the part of income sources from
municipal districts. As a result, the budgetary
indicators of municipal districts have changed
significantly. Backing off from the average
country values, let us give a specific example
regarding the one of pilot regions moved to
the implementation of the new municipal
principles starting from 2006, not from 2009.

Own revenues of all municipal districts of
the Vologda Oblast have decreased by three
times compared to the preliminary year, and
the fiscal capacity of the population with own
revenues has reduced by 65% (Table 4). If in
2005 the fiscal capacity indicator of districts
in the Vologda Oblast per resident mainly
consisted of own revenues, then in 2006, on
the contrary, it became largely dependent on
the value of inter-budget transfers.

Subsequently, the practice of reallocating
budgetary sources among the types of
municipalities has been repeated many times.
However, the growing need in equalizing fiscal
capacity under the conditions of budgetary
crises has prevalently become the prerequisite
for the intraregional budgetary reallocation in
the future.

Table 3. Allocation of own and tax revenues between the budgetary
system’s levels as exemplified by the Vologda Oblast

Vear Allocation of own revenues, % to gross regional product Allocation of tax revenues, % to consolidated budget
Regional budget Local budgets Regional budget Local budgets
2004 9.4 49 34 66
2005 7.9 4.2 67 33
2006 10.7 3.0 82 18
2007 10.9 3.8 78 22
2008 11.7 3.9 79 21
2009 8.9 4.2 72 28
2010 9.8 3.8 71 29
2011 9.1 3.6 76 24
2012 9.2 3.3 80 20
2013 9.2 3.1 79 21
2014 9.0 2.9 79 21
2015 9.0 2.8 79 21
2016 8.9 2.8 80 20
2017 8.8 2.8 82 18
2018 8.8 2.8 82 18
Calculated by: data from the Federal Treasury and Vologdastat.
Economic and Social Changes: Facts, Trends, Forecast Volume 13, Issue 2, 2020 75



Instruments and Principles of Reallocating Budgetary Resources in the Region

Table 4. Budgetary situation in municipal districts before and after the reform

Name Own revenues per one resident, rubles The share of own income in revenues,%

2005 2006 2006 to 2005, % 2005 2006 2006 to 2005, %
ﬁ/{l;ér:ggslndlstncts of the Russian 5689 1903 33 62.3 171 97
:\)ﬂtjgls?p;lc?ﬁﬂgs of the Vologda 5444 1885 35 67.6 16.0 24
Ust-Kubinsky 3777 3298 87 42.3 20.0 47
Sokolsky 5655 2499 44 66.0 26.5 40
Mezhdurechensky 5069 1504 30 55.8 21.5 39
Kirillovsky 5180 2569 50 64.3 20.7 32
Babaevsky 7719 2616 34 78.5 21.5 27
Belozersky 6235 2877 46 81.0 21.7 27
Chagodoshchensky 6527 2363 36 64.1 16.9 26
Kharovsky 4239 1743 41 60.8 15.1 25
Gryazovetsky 6806 2264 33 93.7 22.7 24
Sheksninsky 5182 2034 39 83.5 20.0 24
Syamzhensky 3916 1632 42 52.6 11.9 23
Kichmengsko-Gorodetsky 2924 1176 40 46.5 10.5 23
Tarnogsky 3152 1212 38 42.5 9.3 22
Velikoustyugsky 6647 2009 30 81.5 17.7 22
Verkhovazhsky 3227 1168 36 491 10.6 22
Vologodsky 4875 1619 33 785 16.4 21
Nikolsky 2587 1002 39 46.1 9.4 20
Cherepovetsky 7646 2001 26 100.0 20.2 20
Vozhegodsky 3668 1302 35 49.8 9.9 20
Kaduysky 12183 2570 21 100.0 19.8 20
Totemsky 7531 2133 28 87.7 16.5 19
Vashkinsky 4134 1328 32 47.0 8.8 19
Ustyuzhensky 3148 1256 40 50.3 9.1 18
Vlytegorsky 8487 1744 21 100.0 17.2 17
Nyuksensky 7650 1932 25 784 13.1 17
Babushkinsky 3367 1148 34 58.1 9.7 17
Calculated by: data from the Federal Treasury and Rosstat.

As far as more than 60—70% of tax revenues
of local budgets have traditionally been
concentrated in the treasury of cities, the
mechanism of reallocating their budgetary
sources has been exposed to new anti-crisis
adjustments?. In 2012, the minimum standards
of the personal income tax payments to the
budgets of urban districts have been reduced
from 30 to 20%, in 2014 — even up to 15%.

2 Federal Law no. 361-FZ “On Making Amendments
to Certain Legislative Acts of the Russian Federation”, dated
November 30, 2011 (edition dated 29.12. 2017); Federal Law
no. 252-FZ “On Making Amendments to the Budgetary Code
of the Russian Federation and Certain Legislative Acts of the
Russian Federation”, dated 23.07.2013.
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Due to the fact that not all regional authorities
have established the minimum standard for
urban districts, geographically even for the
Northwestern Federal District there has been a
significant gap in the dynamics of tax revenues
(Table 5).

The role of the personal income tax in
forming own budgetary resources of urban
districts in Russia has decreased from 64 to
58%, despite the fact that indicators of socio-
economic development showed stable growth.
For example, the average wage in Vologda
has increased by 45%, but the share of tax in
revenues has decreased by 18%. Inter-budget

Economic and Social Changes: Facts, Trends, Forecast
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Table 5. Dynamics of the personal income tax returns to the budgets of urban districts, % to the previous year

Territory 2012 2013 2014 2015 2016 2017 2018
Russian Federation 1041 111.5 80.2 100.5 104.3 106.2 117.5
Northwestern Federal District, including: 95.6 105.5 86.1 104.3 98.0 109.5 113.8
Murmansk 105.5 109.9 80.2 108.0 108.4 108.0 113.1
Kaliningrad 113.3 91.8 100.9 99.5 107.0 105.0 112.6
Pskov 103.6 98.2 100.2 97.6 104.8 108.4 106.8
Arkhangelsk 97.0 108.3 92.6 101.4 85.3 126.4 107.2
Syktyvkar 114.8 112.2 71.8 100.9 89.9 105.1 113.7
Petrozavodsk 83.6 111.8 76.5 97.5 104.7 102.2 115.8
Vologda 53.9 109.5 79.9 113.2 91.1 109.1 149.5
Veliky Novgorod 75.5 111.5 7.7 96.4 105.5 102.5 107.7

the Federal Tax Service.

Calculated by: data from the reports of the Federal Treasury; the reports on budget implementation in urban districts; Rosstat;

adjustments have led to the fact that out of
5.6 bil. rubles collected from employees of
enterprises and organizations of Vologda, only
900 mil. rubles remained in the city budget.
In total, during the period of 2011—-2016 the
similar losses of the city treasury comprised
almost 4 bil. rubles, which was equivalent to
34% of tax revenues. In order to solve the issues

of local importance, city authorities were forced
to increase the debt burden from 13 to 74% and
to allocate 618 mil. rubles for maintaining bank
credits. Analyzing the trends of the budget’s
tax autonomy on the budget-forming tax and
the budgetary balance of the city confirms
the interconnection of these indicators
(Fig. I).

Figure 1. Correspondence of ratios characterizing the return of the personal income tax into
the budget and the size of the budget deficit/surplus of Vologda in 2005-2020
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Table 6. Ratio in own revenues and expenditures of local budgets of the Russian Federation

Year Ratio in own revenues and expenditures, bil. rubles Ratio in own revenues and expenditures, %
2004 2.2 75.4
2005 -2.3 776
2006 -4.2 65.8
2007 72 45.8
2008 -8.0 53.7
2009 17 59.5
2010 -6.5 57.5
2011 -8.1 55.6
2012 -9.9 53.5
2013 -7.0 63.5
2014 -7.9 64.1
2015 -8.6 65.7
2016 -8.4 63.2
2017 17 61.2
2018 -7.9 62.9
Calculated by: data from the Federal Treasury.

The consequences of the budgetary real-
location of the key tax for urban districts have
become the decrease of one third of real?
budgetary expenditures, the break of the trend
in exceeding own revenues over financial
assistance since 2014, and the reduction of the
balance indicator (7able 6).

In the end, it influenced the abilities of city
authorities to use the fiscal capacity as a tool for
improving the population’s living standards
and quality of life. Some studies [22—24]
confirm that the possibilities of modernizing
the economy and social sphere are growing
with the strengthening the fiscal capacity of
territories, but its extremely unstable level,
shown in the figure 2, cannot contribute to
the solution of these tasks so far.

As for the situation in settlements, statistical
data are still showing the formal operating
among the most budgets. The deficit of own
income sources for the performance of
expenditure powers is offset by the system of
inter-budget transfers (in a number of regions of
the Russian Federation more than 95%).

3 Calculated by the author according to the reports on
budget implementation in urban districts with inflation taken
into account.
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The domestic experience of reallocating
budgetary resources within the region shows
that the evolution of inter-budget relations at
the local level satisfied the principles of income
centralization, expenditure decentralization
and the priority of equalizing fiscal capacity
over stimulating the development of local
territories. Following these principles has
not allowed regional authorities to reduce
the burden of regional budgets significantly
during the entire observation period, which is
related to the need for free financial assistance
to municipal units. Herewith, a large share of
transfers has been passed to the execution of
delegated powers rather than own ones, and
the share of issues regarding the local budgetary
balance issues solved at the expense of the
banking sector has increased (7Table 7).

The main conclusion, which follows from the
above-mentioned problems of budgetary
reallocation in the regions of the Russian
Federation, lies in the inconsistency of used
instruments to the current state of the local
budgetary system. Despite its deterioration,
there are a number of trends in reallocating
budgetary funds within the region, permanently
supported by public administration instruments.

Economic and Social Changes: Facts, Trends, Forecast
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Figure 2. Dynamics in income fiscal capacity of urban districts of the

Russian Federation per capita, % to the previous year
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Calculated by: data from the reports of the Federal Treasury; the reports on budget implementation in urban districts; Rosstat.

Table 7. Volume of inter-budget transfers to municipal units in the Russian Federation, %

The share of inter-budget transfers including executing the expenditure .
Year in expenditures of the region’s powers of the upper levels, The share of bank loans in own
consolidated budget % to inter-budget transfers revenues of local budgets
2004 33.0 42.8 1.5
2005 35.9 58.5 1.4
2006 41.0 50.1 1.3
2007 421 51.1 1.9
2008 37.5 491 1.9
2009 36.3 48.7 3.6
2010 41.3 52.9 9.5
2011 401 54.5 18.4
2012 38.4 49.5 26.2
2013 36.3 63.6 30.3
2014 39.5 67.9 40.5
2015 40.0 65.4 411
2016 31.8 60.2 48.7
2017 30.2 61.9 47.4
2018 30.9 62.0 43.8
Calculated by: data from the Federal Treasury.

1. The instruments of the budgetary
reallocation in the region are based on the
principle of equalization “from the wealthy
people to the poor ones” without building
the mechanisms of compensating the falling

Economic and Social Changes: Facts, Trends, Forecast
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out income sources. The same practice was
used in 2005—2009 regarding the municipal
districts and has been used since 2012 till
the present moment concerning urban
districts.
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2. Strategic priorities for spatial develop-
ment of the Russian Federation up to 2025 and
the main directions of the fiscal policy up to
2022 (for example, regarding the cities received
the need for strategic development without
accompanying budgetary instruments) are
weakly correlated.

3. The approach to the budgetary real-
location is maintained, in which the expec-
ted objective advantages of developing the
certain types of municipal units (for example,
the administrative factor, concentration of
economic, labor and other resources) have
become the matter not only for narrowing
the tools for attracting budgetary resources
at no charge, but also income sources for
implementing the equalization function not
in addition to the function of stimulating
territorial development, but in contrast
with it.

All mentioned above allows to make a
conclusion that the modern public budgetary
policy in the field of reallocating budgetary
resources within the region is characterized
by fragmentation of budgetary reallocation
instruments, disagreement in legal and regu-
latory framework and actions of different
management levels, as well as by insufficient
accounting of budgetary trends of municipal
units and their fiscal capacity. In turn, it does
not initiate the multiplier effect of developing
the fiscal capacity of the region with using
the potential of the local budgetary system.
Herewith, the chilling effect of budget
reallocation within the region creates serious
barriers for developing the fiscal capacity of
Russian territories. The disordered short-term
targeted processes of shifting budget funds from
some types of municipal units to others only
exacerbate the general negative trend.

Taking into account the specified circum-
stance and the results of the study, we consider
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that the following measures should be essential
for improving the efficiency of the budgetary
reallocation within the region:

1. On the one hand, it is necessary to
propose the tools for strengthening the income
basis of local budgets (regarding the personal
income tax, tax revenues from the property
complex, small business taxation).

2. On the other hand, it is necessary to
strengthen the research and methodological
justification of using the reallocation budgetary
instruments (concerning the regular accounting
of the dynamics in development of the center
and periphery).

Instruments regarding the personal income tax

About 50% of local budget’s own revenues
comprise the personal income tax. Due to the
tax legislation, it is a federal tax, but the powers
of its reallocation have been transferred to
regional authorities. According to the revealed
trends, its inter-budget allocation has become
the most unstable one in the tax system. The
extremely high dependence on volatility of this
source disrupts paying capacity, sustainability
and, consequently, security of the local
budgetary system.

Due to the European Charter on Local
Government, ratified by the Russian Federa-
tion in 1998, the financial resources of local
government bodies must be commensurate
with the powers granted to them by the
Constitution and the law. There is no denying
that municipalities at the district and settlement
levels will not be able to “survive” without
stable income sources. At the same time, the
practice of personal income tax deductions,
permanently reallocated from some types of
municipal units to others, creates the problems
of balance, debt and social issues, etc. The
question is what part of the collected revenues
should be taken out of municipal units for their
transfer to the regional budget.

Economic and Social Changes: Facts, Trends, Forecast
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The problem regarding the territorial
placement of the personal income tax, which is
still relevant, should not stay unmentioned. A
long time ago foreign countries carried out the
tax reform of reallocating the personal income
tax from the taxpayer’s workplace to the place
of his residence. The obvious arguments in
favor of this instrument are the lack of financial
resources for the development of infrastructure
and the provision of social services to the
population guaranteed at the place of residence,
the falling out of tax revenues due to the
provision of tax deductions for those taxpayers
whose place of residence does not coincide with
the workplace.

The experience of Germany testifies the
possibility of the further reallocation of tax
payments to the budget of the place of residence
after their initial payment at the workplace
[25]. In Russia there is no legal framework for
it, but the organizational framework with the
existence of taxpayer identification numbers
(TINs) and the powers of the Pension Fund to
monitor wage contributions from each worker
contributes to implementing such instrument
of strengthening the income basis of peripheral
municipal units.

Instruments regarding tax revenues from the
property complex

Local taxes (the personal property tax and
the land tax) make an insignificant contri-
bution to the municipal treasury — less than
17% of own revenues. If we refer to foreign
comparisons, then the real property tax exists in
approximately 130 countries around the world.
In the local budgets of some federated states it
is the main item of tax revenues: in the USA —
about 70—75%, in Canada — up to 80%, in
some states of Australia — more than 90%. The
potential of property taxes, the particular value
of which is their independence from external
economic conditions, is quite weakly used in

Economic and Social Changes: Facts, Trends, Forecast

Russia. It is connected both with problems
of their inter-budget allocation and with
problems of accounting the tax basis, which
reduces the level of tax collection. Herewith,
tax collection has the direct influence on
the liquidity of the budgetary system and
minimization of the risk regarding the lack
of free funds for timely payments on debt
servicing and redemption. According to the
Federal Tax Service, the debt on local tax
payments to the budgets of municipal units of
the Russian Federation as of January 01, 2019
has comprised nearly 92 bil. rubles, or 44% of
the received volume.

The land tax remains rather difficult for
performance and the insignificant source of
local revenues in the Russian Federation. The
Tax Code gives its marginal tax rates, under
which the bodies of municipal units can
differentiate the amount of tax depending on
the categories of land or the permitted use of
the land plot (from 0.3 to 1.5%). However,
the minimum limit is not defined, which
indicates the possibility of a tax rate equal to
0%. As a result, the deputies of representative
bodies of the local government, maximally
trying to “protect” the interests of taxpayers
by reducing the rates, are decreasing the
filling of the revenue part of local budgets.
It does not have a good impact on munici-
pal development, because it significantly
complicates the financing of the socio-
cultural sphere, housing and public utilities,
road maintenance and construction and other
expenses, which according to the article 16
of the Federal Law No. 131 should be carried
out by local government bodies. In such
situation it is difficult to maintain the balance
between the interests of taxpayers and the local
budget, so applying the instrument of fixing
both maximum and minimum limit rates of
the land tax should be based on a balanced,
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economically justified approach recorded in
the highest tax document of the country. The
establishment of zero rates should comply
with the principles of social and economic
efficiency.

Regarding the local personal property tax,
it is appropriate to fix in the Federal Law
No. 122-FZ the limiting deadlines, during
which the newly constructed buildings, objects
and other structures should be registered. This
problem is especially relevant in the case when
an extension to the building appears or the new
building has been built at the location of the old
one, that is, there has been an increase in the
object’s cost and, consequently, the tax basis,
but the owner is not in a hurry to record it.
Simplifying the process and reducing the cost
of registration procedures for the execution
of documents, establishing the mechanism
of bringing individuals to responsibility for
avoiding the registration of property rights in
real estate units are quite implementable in the
Russian legal and regulatory framework as the
important measures of increasing the potential
of personal property tax.

In the context of increasing the level of
collecting local taxes many researchers note
the real prospects for the development of
property taxation in the Russian Federation.
Due to the mentioned above, abolishing the
share of the corporate property tax entering the
local budgets is considered as a premature and

unjustified measure. Meanwhile, such factors
as stability of its returns, low mobility of the tax
basis and economic efficiency count in favor of
attributing this tax. Whereas the organizations
use the local infrastructure (in particular roads
and utilities), it would be logical to assign
the taxes incoming from their property to
local budgets. According to the preliminary
evaluation, transferring 25% of revenues from
the corporate property tax to the local level
would increase tax revenues of local budgets
by 35%.

The scientific community has repeatedly
made proposals of attributing all property taxes
to the local status, because it is appropriate to
assign all those taxes and charges to local
budgets, as the formation of their tax basis can
be influenced by municipal authorities and they
can be effectively managed by them.

Instruments regarding small business taxation

Small enterprises and individual entre-
preneurs, as the main tenants of municipal
property and land plots as well as the payers of
special tax regimes, credited to local budgets
according to standards, add 7% on average to
the volume of their own revenues. Due to the
different standards of allocations from special
tax regimes, the contribution of small business
to the local budget system is differentiated by
the types of municipal units: urban districts
contribute about 7% of their own income,
municipal districts — 13% (Table 8).

Table 8. Contribution of small enterprises to local budgets of the
Russian Federation, % from own revenues of budgets

Vear The share of revenues from small enterprises in own revenues of budgets
municipal units urban districts municipal districts
2006 5.3 5.7 8.9
2009 47 5.0 7.0
2012 6.4 6.9 9.0
2014 6.8 6.2 104
2018 7.2 7.0 13.2
Calculated by: reports of the Federal Treasury and Rosstat.
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Financial instruments of local government
bodies are limited to two key types of
stimulating small business development, in
relation to which further improvement is
appropriate.

1) The budgetary subsidy for small
enterprises.

According to the Federal Law No. 209-FZ
“On the Development of Small and Medium
Business in the Russian Federation”, the
support of business by local authorities can
be conducted through providing subsidies,
budgetary investments and municipal
guarantees regarding the liabilities of business
entities. However, not all Russian municipalities
have financial resources for assisting small
and medium business, so it is appropriate to
consider the issue of comparing small business
development indicators, including increasing
the contribution to budgets, with the level of
stable co-financing of expenses for supporting
small business from higher budgets.

2) Minimizing the tax burden for small
enterprises.

Let us subscribe to the opinion of [26—27]
that the tax burden should not be destructive for
business, meanwhile, municipal authorities
should not neglect the interests of local budgets.
In this regard, it is appropriate to monitor
the impact regarding the decisions of local
government bodies in terms of establishing
the value of the ratio correcting the basic
revenue position when collecting the unified
tax on imputed income from entrepreneurs and
organizations on the tax burden. The results
of such monitoring will show the dynamics of
the tax and the rating according to the level of
the tax burden, which, therefore, will reveal the
validity of correcting ratios regarding the unified
tax on imputed income for their compliance
with the economic situation of territories taking
into account achieving the balance of interests
between small business and local budgets.
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Besides, establishing the certain elements of
taxation when applying them to micro- and
small enterprises* within the framework of the
Tax Code should be included to the competence
of local authorities. In particular, the issue of
granting the right to determine the amount
of potential annual income of the individual
entrepreneur, as well as the list of types of
business activities due to which using of patent
taxation system is permitted, should be taken
under consideration. In this regard municipal
authorities will be able to take into account
the peculiarities and specifics of maintaining
business activities within the territory of their
municipality more efficiently. Herewith, it
is possible to provide the establishment of
framework criteria for the amount of revenues
at the federal level.

Strengthening the justification of applying the
instruments of the budgetary reallocation

It is known that in modern domestic and
foreign studies there are different views on the
need of stimulating the development of certain
types of municipal units, and, consequently, the
priority of budgetary reallocation in their favor.
Thus, a number of studies testify such a priority
in favor of cities as the growth points. For
example, the work of [28] shows the significant
positive impact of agglomeration effects on
macroeconomic indicators of the regions.
M. Fuyjita, P. Krugman and FJ. Venables
[29] claimed that the role of development
and modernization centers belongs namely
to cities, but to a various extent and with
different quality of growth. However, as the
practice shows, not all cities in modern market
conditions are ready for competition regarding
labor and economic resources, and therefore

4 Micro-enterprises include organizations having annual
revenues up to 60 mil. rubles and the number of employees no
more than 15 people; small enterprises include organizations
having annual revenues up to 400 mil. rubles and the number
of employees from 16 to 100 people.
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cannot increase neither human, nor economic
or fiscal capacity [30]. As N.V. Zubarevich
noted [31], the equalizing approach to the
spatial development, implicating the need for
cities to share with the periphery, prevents the
implementation of the policy aimed at systemic
support of modernizing the economy and
human capital of Russian cities. On the other
hand, the theory of agglomerations explains
the restraining of the periphery’s development
due to the concentration of economic activity
in the regional center, and the theory of
cumulative expansion indicates the dual effect
from developing central cities, in particular, the
generation of development pulses. Moreover,
due to strengthening the relevance of the
spatial component of territorial development,
in the scientific community and management
environment the attention is being increasingly
paid to the polar issues: preserving the
unique character of small and medium cities,
developing large cities and agglomerations, and
inequality of “center-periphery”.

In the study [32] it is justified that the
processes of concentrating the economic
activity along with interregional divergence
shape a positive trend of Russia’s spatial
development. However, the current budget
policy is aimed, on the contrary, at convergence
of regional development indicators, which
implies compatibility of characteristics
regarding the key budgetary instruments
(formalized methods of allocating subsidies,
standards of tax payments, etc.) with this goal.
We are concluding that one of the shortfalls
in justifying the instruments of budgetary
reallocation is the lack of regular accounting of
dynamics regarding the co-development of the
region’s center and periphery.

Appealing to the scientific literature,
we note that it contains a number of detailed
and interesting studies concerning the diffe-
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rentiation, asymmetry and polarization of
intraregional space [33—40] with regard to
the diversity of approaches, dynamics analysis
and the identified ways of measuring the level
of inequality. Therewith, the existing tools in
various scientific works (coefficient of variation,
Gini index, Theil index, integral estimate,
transfer matrix, Markov chains, existence of
B- and c-convergence, etc.) in most cases
are used for socio-economic development
indicators of urban and municipal districts,
slightly concerning budgetary indicators
as well. Moreover, compared to the listed
tools, in regard to the impact of budgetary
reallocation on the fiscal capacity of the
region, it becomes significant to study precisely
the relative length of the margin between the
vectors of the level of fiscal capacity per capita
of the center and the periphery. The modern
methodology does not contain methodological
tools for conducting such measurements. In
addition, this methodological gap distorts the
possibilities of developing the fiscal capacity of
the region, in particular, directly influencing
the budgetary reallocation and the possibilities
of implementing the incentive function of the
inter-budget transfers system.

Expanding the tools reflecting the validity
of budget reallocation measures through the
line “center-periphery”, the so-called Centro-
regional Budget Provision Differentiation
Index has been elaborated in the study. Let
us indicate that centroregional differentiation
expresses the differences in volumes of own
revenues per capita between the regional center
and peripheral municipal units of the same
region. The index is based on two economic
indices: Herfindahl-Hirschman index (the
index for evaluating the degree of the branch’s
monopolization, 1945) and Theil index (the
index for measuring social inequality, 1967).
The developed index (ICRD,,) takes into
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account absolute indicators per capita and
growth rates in the level of fiscal capacity, which
increases the accuracy of calculations, because
the cities with the lowest indicators per capita
can be characterized by higher growth rates.
The calculation of ICRD,, is supposed to be
carried out according to the formula:

BPRC BPP-’-
Sil(BPEC-BP)?+ (—pl—— —5 L2
ICRDws = V- BPii—1) BPjit-1)
BP — BPP. 5
t
Zi[(BPﬁt)ZHW%)Z ]

Jji(t-1)

where BPl-‘fC — the level of fiscal capacity per
capita of the regional center’s population i of own
revenues in the year f;

BPf; — the level of fiscal capacity per capita of
the region’s population j without the regional center
i of own revenues in the year f;

BPJ{_,y — the level of fiscal capacity per capita
of the regional center’s population i of own revenues
in the year r—1;

BPi’Et_l) — the level of fiscal capacity per capita
of the region’s population j without the regional
center i of own revenues in the year r—1.

Interpreting the index values in time series
means the strengthening of centroregional
differentiation along with the index’s growth
and the weakening of centroregional diffe-
rentiation under the index’s decrease. The
graphical interpretation of the index is a curve,
whose approaching to the X-axis indicates a
convergence process and equalization of fiscal
capacity levels at the expense of stimulating
its development. The monitoring of the index
will allow authorities quantitatively to define
the limits and dynamics of centroregional
differentiation. It is assumed that the impor-
tant step in justifying the use of budgetary
reallocation instruments should be dividing
the centroregional differentiation limits into
intervals complying with certain strategic
priorities. Moreover, conducting measurements
over all Russian regions (due to the specifics,
excluding Moscow, St. Petersburg, Sevastopol,
the Leningrad and Moscow Oblasts, the Nenets
Autonomous District) will allow carrying
out their classification. This issue requires

Figure 3. The curve of centroregional differentiation index according to the level
of fiscal capacity (using the example of the Vologda Oblast)

0.80 7 0.74

0.70 4

0.50 A

0.40 A

0.30 A

0.20 A

0.00

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: compiled by the author.

Economic and Social Changes: Facts, Trends, Forecast

Volume 13, Issue 2, 2020

85



Instruments and Principles of Reallocating Budgetary Resources in the Region

additional research and calculations, so it will
be the subject of our future studies.

Within the current stage of work, the
elaborated methodological tools for measuring
centroregional differentiation according to the
level of fiscal capacity have been tested using
the example of the Vologda Oblast as a typical
region of the Russian Federation due to most
indicators of socio-economic development. The
Vologda Oblast, as noted above, in 2006 has
moved to implementing the local government
reform among the pilot regions. Calculating
the index values has shown a remarkable trend
to falling of its curve, which indicates the
convergence in the levels of fiscal capacity of
the regional center and periphery (Fig. 3).

The study of empirical data in the figure has
shown the sharp fall in the curve of index in
2006, when among other pilot regions the
Vologda Oblast started to implement the
organizational and financial reform of the local
government basics. The detailed assessments
of this process, as well as its comparative
calculations over other Russian regions will be
carried out at the next stages of studies.

Conclusions. The results of the conducted
study reveal that the modern public regional
policy regarding the intraregional reallocation
of budgetary resources in terms of developing
the fiscal capacity of the entire region should
correspond to the following key principles.

Firstly, it should correspond to the principle
of reimbursement, which shows that the
adoption of budgetary standards for some types
of municipal units should not significantly
reduce the fiscal capacity in others by applying
appropriate compensation mechanisms.

Secondly, it should correspond to the
principle of differential strengthening of the
income basis, which takes into account the
peculiarities, trends and historical traditions
of the economy management regarding the
different types of local territories. For example,
in municipal units with the large property
complex the main focus has to be established
on stability of assigning property taxes (land
tax, corporate property tax and personal
property tax) to local government authorities.
In municipal units with the weak production
potential there is no economic sense to fill the
budget with minimal volumes of income sources
from enterprises, while it becomes important to
stimulate the development of small business.

Thirdly, it should correspond to the prin-
ciple of validity, which indicates the confir-
mation of certain budgetary reallocations by
research and methodological tools.

The results of the presented study contribute
to developing the theoretical aspects regarding
the reallocation of budgetary resources in the
region, which reflected in elaborating the
research and methodological justification
for applying the budgetary reallocation
instruments, as well as in reasoning the
principles of modern public policy in the field
of the intraregional reallocation of budgetary
resources, compliance with which will
contribute to the development of the region’s
fiscal capacity. The practical significance of the
study is due to the possibility of applying the
identified positions in the activities of public
authorities and local government bodies in
solving the problems regarding the reallocation
of budgetary resources in the region.
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