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In this article the author considers acute problems of functioning and further development of
municipal formations, suggests a number of system tasks which can fast-track and improve the

quality of the municipal reforms in the regions.

A current municipal reform is implemented
on the basis of the Federal Law No. 131 of
October 6, 2003 “On the General Organiza-
tional Principles of Local Self-Government in
the Russian Federation”. It has undergone a sig-
nificant transformation in all spheres of the re-
gion. The reform sets the target of closer inter-
action of local self-government with citizens.
The enactment of the law mentioned above al-
lowed the increase of a list of issues of local
significance. Accordingly, it has changed the
powers of municipalities and organizational
opportunities of their implementation.

It should be admitted that the reorganiza-
tions have led to reduction of modest opportu-
nities of tools of local economic stimulation in-
cluding the use of municipal property, tax bene-
fits and financial means. Economists note: “On
the one hand, the law diminishes the risk of
corruption from municipalities and prevents in-
effective expenditure; on the other hand, it de-
prives local authorities of their own economic
policy aimed at developing their region”. That
means the reform being conducted will not be
able to give social and economic development
in local self-governments. So the main issue
appeared to be in reorganization of the reforms.

There have been so many serious problems
in the sphere of municipalities so far. First of
all, there are low budgets that cannot cope with
local problems either in full or partly. Financial
problems are the most acute in the current ac-
tivity of municipal formations now. The present
sources of local budgeting are so weak today;
they can only accumulate the following taxes:
land tax and property tax, and the norms of
assessments to local budgets from federal and
regional taxes are extremely low. Financial aid
from regional budgets cannot be sustainable and
guaranteed and some amounts of grants do not

allow the solution of local problems as well.
“To put it mildly, it encourages local authorities
not to carry out their obligations and it is no
wonder that “municipal authorities” are dissat-
isfied both with the new division of powers,
and the budgets».

There has been a considerable reduction in the
revenue of municipalities in the republic of Bashko-
rtostan as a result of reforms of local self-govern-
ment, changes in the inter-budgetary relations and
tax system. There has been some decrease of local
budgets with its revenue (revenue to expenditures
ratio). The unfavorable conditions were observed
in 52 territories. The revenue of budgets halved in
15 municipalities. The tax revenues to local bud-
gets were reduced in 55 territories of the republic.
The reserve of expenditure budget of municipali-
ties by means of tax and non-tax revenue decreased
in 60 territories of the republic.

This situation to some extent deprives mu-
nicipal formations of financial and economic self-
sufficiency and also impedes social and eco-
nomic development of the territories.

A considerable depreciation of the resource
base is one of the most acute problems in the
activities of municipal formations. It concerns
budget building and also administrative construc-
tions and there are pending issues connected
with modern equipment (office equipment, com-
munications and media facilities) of budget or-
ganizations. However, local self-governments
lack the financial means to meet their needs.

The share of labour expenses including
charges and payments for public utilities in the
revenues of local budgets (even taking into ac-
count financial aid from regional budgets) con-
stitutes up to 40-50% in the majority of mu-
nicipal formations. Minimization of supply of
local formations does not assist in an increase
of effectiveness for the needs of citizens.
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There is a great differentiation between the
budget sizes and their structure at a territorial
level as for obvious changes following from a
city to a village. “The budget expenditures of
big cities are in 5 or 7 times more per a resi-
dent than in small ones and they are even less in
rural settlements. The expenditures for social
and cultural needs in the cities are approximately
half of all expenditures spent in the district and
rural budgets, i.e. 60-80%"”, and it aggravates
considerable differences in standards of living
of the population. It is certainly due to different
climates, demographic situation, and level of
economic potential that predetermine essential
distinctions in the revenue of separate territo-
ries in comparison with the level of expenditure
budgets. However, one cannot fail to see dis-
crepancy in the tax system and budgeting at
different levels. Consequently, it makes the fi-
nancial situation tough and on the verge of
“patching up” in the regional and municipal
economies.

The problem regarding municipal property has
deteriorated due to the unstable financial and
economic position in places. There have been a
large number of entities registered in the list of
municipal property but the assets cannot yield
an expected income. It is connected with defi-
ciency of financial means in local budgets and
leads to some obstacles in registration of the
property rights in municipal formations for the
so-called “abandoned” heat, electrical and gas
piping systems, branch lines, nonresidential con-
structions and other property. The entities were
abandoned by former owners (large-scale enter-
prise, farming, military units and others). The
shortage of means for conducting the annual in-
ventory, technical documentation preparation and
state registration of property rights in the field
of real estate hinders the process of registra-
tion, redistribution of the property among the
federal centre, the regions and the municipali-
ties. It impedes the fulfillment of corresponding
functions and collecting revenue.

An important problem in the activity of
municipal formations is insufficiency of tax and
statistical information, which relates to the pre-
rogatives of powers of federal structures and
do not become the power of local self-govern-
ment. In the absence of tax and statistical in-
formation, fragments do not make it possible
for local self-governments to develop reliable

forecasts and plans of the social and economic
development of their territories and budgeting
of revenue taking into account the estimation
of their tax potential. The most acute task of
municipalities in developing countries is the cre-
ation of attractive conditions for the life activi-
ty of population and business. The municipali-
ties of foreign countries use diverse tools for
creating favorable economic conditions.

It should be kept in mind while examining
and considering of foreign experience to use
administrative influences together with the or-
ganizational and economic measures for assis-
tance and stimulation of business activity in the
number of states. For example, a veto applied
on the arrangement of new and the expansion
of the existing enterprises in the oversaturated
cities and agglomerations. On the contrary, the
encouragement of relocation of enterprises into
less developing regions (assistance in registra-
tion, provision of industrial areas, information
support) is prohibited. However, this sphere
can be a combination of direct administration
with the economic regulators (anti-stimulators)
that is more effective. Thus, in France they are
allowed to grant a subsidy to firms which relo-
cate their enterprises and offices from Paris
into other regions; ltaly uses tax and other stimuli
with respect to the largest agglomerations Mi-
lan and Torino®. These measures give the de-
sired effect.

Russian experience shows that the regions
do not practice all the tools used in the devel-
oping countries. The methods being applied have
various degrees of implementation combinations.
This has laid foundations of subjective reasons
and correspondingly due to professional level
of municipal control and the influence of objec-
tive factors, in particularly because of the di-
mension of municipal formation.

The consideration of the state problem in
the republic of Bashkortostan brings us to the
conclusion that municipal marketing, prepara-
tion and engineering construction of land sec-
tions and reconstruction of premises, the ar-
rangement of techno-parks and business- incu-
bators, the creation of agencies of technical
assistance for development of territories, col-
laboration and partnership with the business are
the most efficient tools of municipal influence
on the progressive processes today. It should
be noted that the role of infrastructural factors
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is growing due to the current conditions, tools
of regulation of land tenure, increase in the run-
ning efficiency of real estate, development of
inter-municipal cooperation and collaboration,
consolidation of local association for the solu-
tion of the current and strategic problems.

In connection with the processes of estab-
lishment and adaptation of local self-government
to the organizational, economic and financial
conditions of functioning and development, a
question about dimensions and scales of mu-
nicipal activity has been raised. In accordance
with the above-mentioned law No. 131 there
have been created a large number of municipal
formations in the regions of the country - urban
districts and municipal regions = rayons, the
latter comprises a great number of urban and
rural settlements. For instance, in Bashkortostan
there are 8 urban districts and a limited local
administration (boundaries and status of which
are established in accordance with the federal
legislation), 54 municipal regions= rayons, in-
cluding 158 urban settlements and 942 rural
settlements (from 10 to 23 in each region). The
total number of municipal formations constitutes
up to 1020 having their own structure, states,
budget, and functions. The question stands about
the expediency of existence of this number of
municipal formations.

Current Russian municipalities present spe-
cific formations combining inconsistent features
of both independent (to a certain degree) eco-
nomic entities providing public services and a
structural units in the administrative-territorial
system. The first feature puts emphasis on in-
crease of municipality (it involves development
of tax assessment, agglomeration of different
forms of infrastructure, growth of local budget,
improvement of public services). The second
one puts “closer interaction of local self-gov-
ernment with citizens” in the foreground so that
it assumes a certain limitation of dimensions in
municipal formations. The above-mentioned fea-
tures specify the need to determine suitable di-
mensions of different types of municipal forma-
tions (both urban districts and municipal re-
gions and urban and rural settlements in the
form of independent municipal formations).

Most of the scientists and practitioners tend
to support the idea of agglomeration of exist-
ing municipal formations. The author of this
paper also considers it more rational to review

the present dimensions of boundaries and the
status of a lot of municipal formations first of
all, and then rural and urban settlements and
municipal regions. Thus, the dimensioning of
the municipal formations which provide their
financial and economic consistency will require
a thorough estimation of a large number of pa-
rameters reflecting the potential of each munic-
ipal formation. Consequently, it should have pre-
cise information such as: the population and its
structure; the dimensions of the territory; va-
cancies; entities of industry, agriculture, hous-
ing, trade, quasi-retailing; tax base; state and
opportunities of engineering, transport and so-
cial infrastructures and others. There is a vital
point in taking into account the qualification
standards of municipal employees of local self-
government and abilities of local authority to
fulfill their conditions of external environmental
change.

The problem of defining the ideal dimen-
sions of the municipal formations, universal for
all regions, appears to be unreal in connection
with the obvious specific characters of the ma-
jority of Russian settlements from different
points of view (natural and geographic; climat-
ic; industrial; economic; infrastructural; demo-
graphic; national and cultural; social, etc). Ap-
parently, the discussion can deal with the selec-
tion of the specific types of municipal forma-
tions in connection with a certain territory, lo-
calities, and existing special features. There
should be an individual approach taking into
consideration a lot of other parameters. The
creation of organizational, fiscal conditions is
the basic criterion in stability of social and eco-
nomic development of the municipal formations.
It enables the improvement in the quality of the
life of local citizens.

The solution of the most acute problems at
present can fast-track and improve the quality
of the municipal reforms in the regions.

One. Local self-governments should have
sufficient powers and revenues for providing
public services, organization of social welfare
of population, development of social, engineer-
ing and municipal infrastructure, monitoring the
use of natural resources and so forth. So it is
necessary to create the norms of tax allocation
among different levels of the state budget. Thus,
each level of government would correspond to
reliable revenue for financing of its liabilities.
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The revenue of the entities of the Russian Fed-
eration must not depend on abuse of a federal
official and revenues of local budgets should
not be determined by favour of regional self-
governments.

Two. The public tax and statistical accounts
should be transparent and available to local au-
thorities. It will require the corresponding leg-
islative and normative decisions, organizational
and methodical studies. However, deliberate
actions in solving this problem tend to retain
limited powers of independence and self-gover-
nance in municipal formations.

Three. It is necessary to examine thorough-
ly and conduct a deep analysis of administra-
tive tools applied in developing countries for
implementation of the activity of municipal for-
mations of the Russian regions.

Four. While considering the current and stra-
tegic tasks one should take into account the
gradually increasing role of infrastructural fac-
tors, tools of regulation of land tenure, growth
in the running of real estate, development of
inter-municipal cooperation and collaboration,
consolidation of local associations.

Five. Further improvement of forms, dimen-
sions, boundaries and status of municipal for-
mations in the region should be systematically
done for reforming of the municipal sector in
daily activity of citizens and social and eco-
nomic development of the region.

Six. The problem of qualified staff shortage
should be considered, especially in the urban and
rural settlements. The new municipal reform has
aggravated and highlighted personnel weakness
at the local level. “There is a catastrophic short-
age of qualified top-managers, economists and
top lawyers. For instance, the management charg-
es in municipal settlements are up to 50-60% of
the budget expenditures, especially in the rural
ones”. Thus, the regional government has to
take participation in detailed recruitment proce-
dures that is training and retraining of the staff
for municipal sector for at least 2 years, so that
each municipal formation will have experts in dif-
ferent spheres of activity.

Seven. There is a crucial need from the lo-
cal self-governments in elaboration of scientific

methods of tracking reforms in the municipal
formations of the region.

Eight. It is necessary to organize the im-
plementation of ways, forms and methods of
benchmarking, application of the best practice
in the region of reforming of local self-govern-
ment and consolidation of economic and finan-
cial bases of successful municipal functioning
and development.

Nine. For the effective coordination and
control of the reform it is necessary to perform
a system of regional monitoring of the reform
in the local self-government and follow the pro-
ceeding changes in all municipal formations and
region as a whole.

It should be noted that the State Assembly
of the Republic of Bashkortostan has reduced
up to 100 units of local municipalities due to
some recommendations of the author. Howev-
er, this problem is still in-process and it re-
quires further careful consideration on the num-
ber optimization.

Thus, the necessity of improving municipal
reforms remains the issue of the day in the
region.
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