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Abstract: In spite of economic and social progress economic and social mequality in the world still exists. It
can be considered in different aspects: between different population groups, countries, regions of the certain
countries. Problems of economic inequality of the Russian Federation regions as well as its conditioning factors
are being reviewed in this study. Calculations proving that inequality in economic development of the Russian
regions 1s decreasing msignificantly are listed here. This inequality causes differentiation of the taxable capacity
and fiscal capacity that affect stability of the budget system of the Russian Federation. An alignment
mechanism for the level of fiscal capacity based on the subsidies is being used in order to decrease the level
of fiscal capacity of the Russian subjects. The calculations contained in the article demonstrate that alignment
only mimmizes this inequality. It is being proved that solution of the problem of differentiation of the regions’
level of economic development is to be performed using set of measures decreasing these gaps.
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INTRODUCTION

Russia 1s a federated state consisting at the present
time of 85 subjects of the Russian Federation in 9 federal
districts. The subjects vary in the territories, population
size and have valuable differences on their economic and
taxable capacity. As a result, federal government has to
adjust the level of fiscal capacity of the subjects of the
Russian Federation. Present mnbalances of the Russian
Federation” budget system are determined by several
factors. The first factor i1s historical, related to unequal
location of the productive powers in the Soviet Umon

The second factor is an administrative-territorial
division of Russia during the nineties of the 20th century.
This process was renovated, new subjects of the Russian
Federation (heremnafter referred to as regions) were
formed. These new regions did not have necessary
economic strength for supporting own budgetary
expenditures. The third factor 1s an economic policy of the
Russian Government in the nineties of the 20th century.
As a result, many operating plants in the regions shut
down and most of them could not recover afterwards.

It is clear that economic strength of the regions 1s
primarily based on an mdustry that guarantees gross
regional product, employment of the population, tax

revenue to the budget system of the government.
Moreover, the industry always means specific
infrastructure, not only social that also guarantees tax
revenue to the federal as well as to the regional, local
budgets. Economic inequality of the regions leads to the
diversity in their taxable capacity. This problem in its turn
impacts necessity of alignment of the regional budgets in
order to guarantee minimal fiscal capacity of the regions.
This issue is challenging for many federated states facing
such kind of inequality.

In economic literature of Russia and other countries
there are plenty of studies related to the problems of
economic and social mequality between -countries
(Dorling, 2015), household income (Kundakchyan and
Garifova, 2014), (Zhang, 2015), centralization and
decentralization (Arcalean et af, 2010), regions state
participation in mimmization of the regions’ economic
mnequality (Kioko and Martell, 2012), regions’ taxable
capacity development (Landolfo, 2008; Kim, 1989),
imbalances of the budget systems, mter-budget relations
and alignment of the regions” fiscal capacity level
{(Velenteichyk, 2013), etc. Supposedly, global economy
growth as well as economic and social progress are to
reduce mequality problems. Nevertheless, the mequality
does not decrease; governmental measures on reducing
the inequality are not always effective.
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Table 1: Comparative figures of the Russian Federation® Federal Districts (percentage)

Naimes Gross regional product for 2012 Territory as for 01.01.2014 Population size as for 01.01.2014
Russian Federation-total including: 100.0 100.0 100.0
Central Federal District 34.9 3.8 27.0
Northwestern Federal District 10.6 9.9 9.6
Southern Federal District 6.3 2.4 a7
North Caucasian Federal District 2.4 1.0 6.7
Volga Federal District 15.9 6.1 207
Urals Federal District 14.2 10.6 85
Siberian Federal District 10.3 3ol 13.4
Far Eastemn Federal District 5.4 36.1 4.3
MATERIALS AND METHODS RESULTS AND DISCUSSION

Despite global economy growth the problem of
economic inequality is still challenging. Problems of
econormic mequality related to people’s income inequality
are bemg studied mostly
Nevertheless, some countries are facing the problem of
income inequality between regions. This issue can
determine significant social disparity. As known, unecual
resource access is initially a basis for economic inequality.
Taking into account the oil and gas reliance of the
Russian Federation budget system, the Russian regions
are vivid example of that fact. In the early 2000s, when the

n economic literature.

price for the o1l started to increase all the regions mvolved
mn o1l and gas extraction and processing found themselves
in economic and taxable capacity optimum. At the same
time, there are regions with high economic capacity that
does not associate with o1l and gas extraction, e.g.,
Moscow, Samnt Petersburg and some other regions. In
order to illustrate economic inequality of the Russian
regions we use current data of the Russian Statistical
Yearboolk on gross regional product allocation, territory
and population size of the federal districts (Table 1).

The data demonstrates that the central federal district
occupies 3.8% of the territory and 1s on the first place by
the gross national product (its part 13 34.9%) given that its
population size 18 27%. The smallest part of the Gross
National Product 2.4% belongs to the North Caucasian
Federal District that occupies 1% of the territory of the
Russian Federation with 6.7% of the population. The Far
Eastern federal district is the most interesting regarding
this matter. Tt occupies 36.1% of the territory of the
Russian Federation with 4.3% of the population whilst its
gross national product is only 5.4%. Further, comparative
study on regions included to the federal districts will
demonstrate that the
significant.

differentiation is even more

Thus, we can make a conclusion on unequal
distribution of the gross national product between the
federal districts and the regions they consist of. This
mequality shall affect their taxable capacity and as a
result, on the fiscal capacity level.

The Russian Federation Government formulates the
problem of the regions development (Musaeva et al,
2015) first of all the territories of Siberia and Russian Far
East, inordertodecrease inequalities. Investments, e.g.,
budget investments are attracted for that purpose. Long
term inequalities can exert negative influence on capacity
of the further development of the regions. Nevertheless,
the calculations demonstrate that there are no significant
changes that would prove decreasing of the inequalities.
Gross regional product index for 2005 and 2012 was used
for dynamic comparison of the regions (Fig. 1 and 2).

Thus, a structure of the gross regional product
allocation has not changed sigmficantly during these
8 years. The major percentage in the gross regional
product is on the central federal district. It was 34.8% m
2005 and 34.9% m 2012. Therefrom, a part of Moscow City
was 22.9% in 2005 and 21.2% in 2012. Urals Federal
District was on the second place m 2005, its part was
17.1%. Nevertheless, in 2012 its part amounted only to
14.2%. Volga Federal District was on the third place in
2005 with a part of 15.5% and moved to the second place
i 2012 with a part of 15.9%. Same situation in the
mentioned years applies to the Siberian Federal District.
Its part in 2005 was 10.3% and increased up to 10.8% in
2012. A part of the Northwestemn Federal Disstrict in the
Gross Regional Product in 2005 was 10% and become
10.6% in 2012. The region that remams economically
backward most of all is North Caucasian Federal District.
Tts part was 2% in 2005 and 2.4% in 201 2.

Thus, this data demonstrates that in general
nequality in economic development does not decrease
and imbalance still exists. Differences in gross regional
product lead to the differences in taxable capacity of the
regions which 13 estimated by the mmistry of finance of
the Russian Federation since 2005, it also shows the index
of taxable capacity. This index 1s the basis for calculating
the volume of subsidies allocated to the regions to adjust
a minimum level of fiscal capacity. An index of taxable
capacity over 1 indicates the adequacy of tax revenues to
meet their expenditure obligations. Analysis of the taxable
capacity index carried out since 2005 shows that generally
the same regions have this index (Table 2).
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Fig. 1: Allocation of the gross regional product by the federal districts i 2005 (%)
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Fig. 2: Allocation of The gross regional product by the federal districts m 2012 (%)

Table 2: Indices of taxable capacity of certain Russian regions

Years
Regions 2005 2012 2016
Moscow Region 0.7388 0.919 1.116
Moscow 1.9050 3.143 2.568
Komi republic 1.8933 1.643 1.512
Leningrad Region 0.9302 0.905 1.184
Murmask Region 1.3792 1.300 1.522
Saint Petersburg 1.0968 1.466 1.550
Nenets Autonomous District 13.8708 - 5.154
Republic of Tatarstan 1.3224 0.989 1.015
Tyumen Region 1.4212 3.803 1.984
Khanty-Mansijsk Autonomous District 12,1727 - 2.825
Yamalo-Nenets Autonomous District 13.4420 - 5.405
Krasnoyarsk Krai 1.6593 1.500 1.290
Republic of Sakha-Yakutia 2.2201 1.436 2.126
Kamchatka Krai 0.9366" 1.202 1.456
Khabarovsk Krai 1.2322 0.957 1.150
Amursk Region 0.7770 0.805 1.096
Magadan Region 2.0089 1.740 2.544
Sakhalin Region 2.0503 3.034 2.958
Chukotka Autonomous District 2.8058 7.420 5.327

“In 2005 Kamchatka Region

It should be noted that in 2005 there were 89 subjects
of the Russian Federation, in the coming years a number
of regions were combined to 83. For instance, in 2007 the
Kamchatka Krai emerged due to the annexation of the
Koryak Autonomous District to the Kamchatka Region.
Combmation of the regions was made on the basis of one
of the most successful ones; it was joined by the less
affluent. Tn the calculation of the budget for 2005, 23
regions had the index of taxable capacity over 1 including
the Central Federal District 2, the Northwestern Federal
District 5, in the Volga Federal District 3, the Urals Federal
District 3, the Siberian Federal District 4, the Far Eastern
Federal District 5.

In the calculation of the budget for 2012, there were
only 12 of such regions but 14 regions have an index
close to one (0.8 and 0.9) including in the central federal
district 1 and 2 more regions with index of (0.8 and 0.9);
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Table 3: Comparative data with the average indicators of the fiscal capacity from a perspective of the Russian Federation federal districts

Average index

Average level of estimated fiscal capacity

Federal districts No. of regions

Of taxcable capacity  Of budgetary expenditures Before allocating subsidies  After allocating subsides

Central Federal District 18 0.7940 0.8923 0.88640 0.9438
Northwestern Federal District 1 1.3250 1.4843 0.95240 0.9915
Southern Federal District 6 0.5693 0.8363 0.68230 0.7807
North Caucasian Federal District 7 0.3094 0.8439 0.36640 0.6744
Volga Federal District 14 0.6810 0.8844 0.77120 0.8331
Urals Federal District 6 2.0660 1.3438 1.36480 1.4028
Siberian Federal District 12 0.7240 1.2463 0.62625 0.7635
Far Eastem Federal District 9 2.0333 4.0358 0.65370 0.8140
Republic of Crimea, Sevastopol 2 0.3025 0.7025 0.43350 0.65885

Northwestern Federal District 3 and 3 regions with index
of 0.8 and 0.9; Urals Federal District 1 and 1 region with
index of 0.8 and 0.9; Siberian Federal District 2 and 2
regions with index of 0.8 and 0.9, Far Eastern Federal
District 5 and 2 regions with index 0.8 and 0.9.

But two things should be taken into account: the
very method of calculation changed and the number of
regions was reduced as a result of their combining. Tn the
calculations of budgets for 2016, there are 21 regions out
of the 85, that have an index of taxable capacity greater
than 1. In this case, another 14 regions have an index of
taxable capacity of 0.8 or 0.9. In the Southern Federal
District and the North Caucasian Federal District, there
were not any regions and still no ones with an index of
taxable capacity over one or 0.8 and 0.9. A huge gap in the
index of taxable capacity of the regions indicates the
significant imbalance. If, for example, we take only the
budget estimates for 2016, the Republic of Ingushetia
have 0.185 and the Chechen Republic 0.213 as the
minimum index of taxable capacity. The average index of
taxable capacity in the North Caucasian Federal District 1s
0.3093 that includes 7 regions, all of them having this
index of <0.5.

In the central federal district, there are 2 regions that
have the index <0.5, in the Southem Federal District 2
regions, Volga Federal District 3 regions, the Urals Federal
District 1 region, Siberian Federal District 3 regions. There
are no such regions in the Northwestern and Far Eastern
Federal Districts. The highest index of taxable capacity
the calculation of budgets for 2016 belong to Chukotka
Autonomous  District  0-5.327  and the Nenets
Autonomous District-5.154, Sakhalin Region-2.958, the
Khanty-Mansijsk Autonomous District- 2.825, the city of
Moscow-2.568. This gap in the indices of taxable capacity
causes serious problems for the Russian Mimstry of
Finance while adjusting the level of fiscal capacity of the
reglons and distributing subsidies for these purposes.

While granting the subsidies to adjust the fiscal
capacity of the regions of the Russian Federation, the
Ministry of Finance calculates the index of budgetary
expenditures and the level of fiscal capacity of regions
before and after the distribution of subsidies. This takes

1into account population figures. As a result, for 2016 1t 15
projected that out of 85 regions only 14 regions will not
receive the subsidy, including 4 regions of the Central
Federal District (Moscow, Yaroslavl Region, Moscow
Region, Kaluga Region) 3 regions of the Northwestern
Federal District (St. Petersburg, Leningrad Region, Nenets
Autonomous District) 2 regions of the Volga Federal
District (Republic of Tatarstan, Samara Region) 4 regions
of the Urals Federal District (Tyumen Region, Sverdlovsk
Region, the Khanty-Mansijsk Autonomous District,
Yamalo-Nenets Autonomous District) 1 region of the Far
Eastern Federal District (Sakhalin Region). All other
regions will receive subsidies from the federal budget to
adjust only to the minimum level of fiscal capacity, so the
full alignment 1s not provided. Our calculations show that,
with the help of subsidies, average level of estimated
fiscal capacity goes up by federal districts: in the Central
Federal District from 0.8864-0.9438, in the Northwestern
Federal District from 0.9524-0.9915, m the Southern
Federal District from 0.6823-0.7807, in the North Caucasian
Federal District, from 0.3664-0.6744, in the Volga Federal
District from 0.7712-0.8331, in the Urals Federal District
from 1.3648-1, 4028, in the Siberian Federal District from
0.62625-0.7635, n the Far Eastemn Federal District from
0.6537-0.814.

Thus, the highest average level of fiscal capacity
before and after the allocation of grants belong to the
Urals Federal District-1.3648 and 1.4028 respectively,
while the North Caucasian Federal District has the
lowest average level of 0.3664 and 0.6744 | respectively
(Table 3).

Such discrepancies in the level of fiscal capacity from
a perspective of the districts will be far more sigmficant.
They cause social disparity of the districts, since social
sphere 1s budgeted both from the regional and local
funds.

CONCLUSION
With account for the Russian huge land area, the

1ssue of disparity in its territorial development cannot be
resolved m a short time. These disproportions have been
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comprised not for the years but centuries. Tt is
unfortunate that they have slightly reduced within last
25 years. This issue 15 undertaken by the Russian
Govermment, attempts to develop primarily the eastemn
territories are made. Nevertheless, their advancement 1s
challenged by the absence of economic and social
infrastructure there as well as commumcation routes of
proper quality. First of all, this requires federal funds
which are insufficiently invested for these purposes. The
districts themselves lack such resources in view of the
current fixing the taxes by the levels of the budget system.
0il and gas reliance of the Russian economy does not
direct it to the development of the economic sectors,
although at present there is understanding of this issue
that 1s related to the o1l price downturn. The share of o1l
and gas revenues to the federal budget in recent years
were >50% which allowed the federal government to carry
out such large-scale flow of funds through the budget
system and without the development of other sectors of
the economy. Moreover, all oil and gas revenues go into
the federal budget. Tt is therefore essential to develop
other sectors, especially industry, that may result in
regular income to the budgets of all levels of the Russian
Federation, not just to the federal budget.

We also suggest that such a number of subsidised
districts as there are now, camnot exist. According to the
data for the year 2016, the proportion 1s 71/14 which, in
our opimior, should be reverse as 14/71. Most frequently
1t 1s proposed to revise tax laws to secure additional taxes
to the districts. However, the most developed districts
may benefit from this proposal as the legislation base 1s
applied to all the districts. The constitution of the Russian
Federation and the budget legislation stipulate the rule of
equal nights, including the budget ones. Smce 2003,
combination of more developed districts with the
“adjacent”, less developed ones, has begun but it has
been recently suspended. Tt is assumed that this process

should continue. Although, due to the large number of
national formations in the Russian Federation, the issue
of combiming the regions 18 not always clear (or
unfeasible), this will enable reducing the number of
subsidized regions and contribute to the successful
development of greater quantity of the Russian regions.
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