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BASIC QUESTIONS OF RUSSIAN BUDGET LAW REFORMS

The end of 20" and the beginning of 21 century was a period of significant
reforms in Russian budget law.

Prerequisites for the Budget law reforms were transition to market economy
and changes in public finance.

At the beginning of 1990s there was old uncoordinated budget legislation.
Problems were complicated by economic instability in Russia which affected budget
procedures. At the same time the imperfection of budget procedures led to the crisis
of nonpayment and other negative consequences in economy. Thus a necessity arose
to create new up-to-date budget laws.

The basis of the new budget legislation is the Constitution of the Russian
Federation. It established fundamental norms for the budget law, which was followed
by the process of budget law reforms.

Specialists in the Russian Ministry of Finance distinguish three stages in the
budget reform'.

At the first stage it was necessary to normalize budget procedures in
Russia?, to set up the principles of budget legislation and to coordinate different
budget laws. The budget legislation of that period consisted of some laws which
regulated separate parts of budget relations®. That legislation was passed before the
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Russian Constitution and collided with it, despite the fact that the laws there were
special annual laws for the regulation of the budget law adoption.

At that time there were no norms for the regulation of budget execution,
budgetary control or Treasury execution of budgets. Inter-budget relations were
indigested.

The Russian President in the messages to Parliament in 1997 and in 1998
pointed out that the essential element to solve the problems was an adoption of the
Budget Code*.

The Russian Budget Code was adopted in 1998 and came into effect in 2000.

The Budget Code set up common principles of budget legislation, budget system
functioning, legal status of budget relation subjects, as well as established basics for
the budget process and inter-budget relations, causes and kinds of responsibility for
budget offences.

So, the Budget Code created a comprehensive system of budget regulations.
It included the rules which earlier had been contained in different laws. Moreover,
as some authors claim, the Budget Code solved the problem of budget legislation
perfection’.

However, the realization of the Budget Code showed that a great number of
its rules did not work properly. So the authorities had to introduce amendments
thereto.

The second stage of the budget reform was concerned with changing in
inter-budget relations. The beginning of the reform revealed several significant
problems concerning budget competence of different levels of authority. There was
no precise delimitation therein. The Russian Federation adopted a great deal of laws
which created expense obligations for regions and municipalities. At the same time
regions and municipalities did not have enough revenues to execute them. It led to
a great number of suits against the Treasury.

In 2001 Russian Government worked out the Program of development of
budget federalism®. Its main purpose was to form and develop budget arrangements
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so that every authority level could lead its own tax-budget policy according to the
established differentiation of competence and responsibility.

The implementation of the Program resulted in the change of the Budget Code.
Amendments were adopted in 2004’. The amendments concerned some aspects of
inter-budget relations and solved the problems through the following measures:

1) introduction of clarity into the delimitation of authority levels’ competence;
2) specification of budget arrangements and principles of the budget system;
3) delimitation of tax revenues between different budget levels;

4) delimitation of expense obligations between different budget levels;

5) regulation of inter-budget transfers;

6) regulation of budget power implementation for regional and local levels
concerning conditions of temporary finance administration;

7) clarifying the order of budget execution.

That system of amendments established a legal basis for new inter-budget
relations.

The third stage of the reform was devoted to the increasing in the
effectiveness of budget expenses. It started with the adoption of the Conception of
budget process reforming in 2004-20068.

The main purpose of the Conception was the creation of conditions and
prerequisites for effective management of public finance according to the state
policy priorities.

The new approaches were expected to increase attention to the tax-budget
policy, medium and long-term budget planning with the aim of financial stability
and effectiveness of the state expenses as well as the increase in the responsibility
for the results of using tax payers' money.

This stage of the budget reform included the following orientations:

1) One of the main elements of the budget reform was a transition to a medium-
term (long-term) budgeting. According to it, a budget cycle starts with the
consideration of the main parameters of a medium-term finance plan for the
corresponding year, which had been approved of in the previous budget cycle,
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the analysis of changeable external factors and conditions, the substantiation
of changes in basic budget characteristics for the planned year, as well as the
correction or development of budget projects for the following years of the
planned period’.

In 2007 the amendments were made to the Budget Code of the Russian
Federation due to which the budget is drawn not for a year but for three years, or,
to be more exact, for the next financial year and the predicted period. Accordingly,
on 24 June, 2007 the Federal law “On the Federal Budget for 2008 and 2009-2010
planned period” was adopted.

As the author of the changes in the Budget Code of the Russian Federation noted,
the method of “a slipping three-year-period,” well-known in international practice,
constituted the basics of budgeting. In accordance with this method the formerly
approved projects for the second and third years of a 3-year-period become the
foundation of the next budget with an annual addition of new third-year projects'®.

“Aslipping three-year-period” guarantees on the one side stability and
predictability of budget projects and, on the other side, an ability to react to
a changing situation, restructuring of liabilities and implementation of new priorities
in the budget policy.

The medium-term principle (usually 3 years) is in the basis of the budget planning
of the most developed countries, such as Great Britain, Canada, the Netherlands,
Sweden, Denmark, Finland, Norway, France, Australia and New Zealand!'.

2) The main direction in the Russian budget law reform in the last years was
a transition to the primarily program-objective methodology of budget
planning.

Previously, the Russian budget was mainly formed by indexing of the used
expenses. There were no substantiations to the expected results of the budget
expenses and budget management was more often turned into the control of factual
and planned results.

Subsequently, it was decided to introduce the “result management” conception
under which the budget is formed on the basis of state policy planned results. The
budget allocations are directly connected with the functions (services, activities) and
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when planned much attention is paid to the final results within the framework of the
budget programs.

According to the authors of the reforms a widely spread model of “budgeting
oriented towards results within the framework of the middle-termed finance planning”
should become the nucleus of the new budget process organization. Its essence lies in
the allocation of the resources in accordance with the real results (supplied services)
and taking into consideration medium-terms priorities of the social-economic policy
and within the long-term forecast budget resource volume'?.

The established budget allocation planning adjusted for the state (local) tasks
must be of great importance now as it will have to describe the volume, enumeration,
quality and conditions for providing state (local) services for both individuals as
well as organizations.

Besides, various single purpose programs must play an important part in result-
oriented budgeting.

The new edition of the Budget Code of the Russian Federation allows for long-
term single purpose programs, departmental special purpose programs as well as
the federal targeted investment program. It is exactly these programs where the
predicted results of budget expenses must be clearly defined.

3) The Russian Federation Budget Code rules concerning budget expenses
splitting in accordance with their economic allowance for current and capital
have been considered out-of-date.

These changes correspond to universally accepted principles of public finance
management. The idea of budget splitting into current and capital spending cannot
be counted in the range of modern methods of budget planning and state (public)
management.

The separate current and capital budget formation is still practiced by a number
of developing countries, sometimes because of a large-scaled support provided by
donors and international creditors.

In fact, by now budget splitting has been unanimously recognized out-of-
date, methodologically faulty and unsuitable in terms of advanced public finance
management.

International practice testifies that spending results are improving and the
level of control and stability is increasing when current and capital expenses are
managed on the basis of consolidation within the framework of long-term planning.
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The integration of current and capital spending management is a key factor in
providing general stability for the budget, in enhancing the effectiveness of budget
programs and investment projects with due regard of their overall costs and results
achieved'.

As the analysis of investment cost planning in some countries demonstrates,
current and capital expenses are planned, observed and ratified within the framework
of a single budget. This is true about such developed countries as Great Britain, the
USA, the Netherlands, Germany, France and others!4.

The program-based and objective-oriented methods of planning are successfully
carried out if current and capital expenses are viewed as a whole. Objective-oriented
budgeting presupposes the choice of the most effective ways of using the budget to
achieve the objectives. Thus, if some expenses formed specifically are distinguished,
this choice is limited.

4) The effective budget reserves management can be crucial in providing the
stability of public finance.

The majority of the countries where oil is extracted (such as Azerbaijan,
Kazakhstan, Kuwait, Norway, Venezuela) use special management regime to control
state profits from the oil sector. Such management regimes are also used in some
federal states (Alaska, for example)'s.

Russia, as many other countries profiting from the natural resource export, has
considered it indispensable to form the Stabilization Fund, which accumulates the
returns from oil and gas exports, in order to avoid fluctuation in these restricted
incomes that can undermine the financial stability of the country.

Oil and gas incomes were first accumulated into the Financial Reserve which
later was transformed into the Stabilization Fund. Nowadays the Stabilization Fund
is reorganized into two funds: the Reserve Fund and the National Well-being Fund.

We should point out that the above-mentioned funds were formed and are now
being formed as a part of the Federal Budget rather than independent funds.

The Reserve Fund must provide for the spending of the Federal Budget in case
of a significant decrease in oil prices in the medium-term perspective and the rise of
deficiency connected therewith. The National Well-being Fund must accumulate the
oil and gas incomes which occur as a result of a surplus of incoming returns from oil
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and gas industries as well as deductions made into the Reserve Fund, and the funds
which are used to finance the expenses of the Federal Budget. The main purpose
of the National Well-being Fund is to retain part of the incomes from irreplaceable
natural resources in order to use them when resources are exhausted. These funds
must work to improve the well-being of both present and future generations.

5) One of the directions which the budget reform in Russia has taken is the
adjustment of the budget classification to international standards.

The changes in the Budget Code of the Russian Federation of 2007 enabled to
meet the requirements of international standards and to implement the integrated
plan of budget classification calculated on accrual basis.

The aforesaid changes were connected with implementation of program-
objective methods in budget planning.

It was decided to renounce the practice of ratifying the budget classification
by a special federal law. Instead the Budget Code of Russian Federation only sets
the main codes of budget classification obligatory for all levels of the state budget
system This approach is applied by most countries of the international community.
More detailed structure of the classification is determined by local authorities
when adopting a budget statute. Such an approach gives more independence and
responsibility to local authorities while preparing a budget project within the frame
of uniform principles of budget classification.

Thus, the Russian budget law of the last few years has experienced several
stages of reforms. It transformed from a set of uncoordinated incomplete law into
a well-ordered system. Some solutions were adopted from international experience.
However, some changes have not been completely implemented yet.
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Streszczenie

Koniec XX 1 poczatek XXI w. byt okresem znaczacych reform rosyjskiego pra-
wa budzetowego. Zostal on podzielony na trzy etapy.

W pierwszym — uchwalono Rosyjski Kodeks Budzetowy (1998), ktory zaczat
obowiazywaé od roku 2000. Dzigki niemu usprawniono procedurg budzetowa, usta-
nowiono zasady legislacji budzetowej oraz ujednolicono regulacje prawne z tego
zakresu.

W drugim okresie reforma zostata skoncentrowana na poprawie relacji migdzy-
budzetowych. W 2001 r. rosyjski rzad opracowat program rozwoju budzetu federal-
nego.

Etap trzeci dotyczyl poprawy efektywnosci wydatkow budzetowych. Poczaw-
szy do 2007 r. budzet rosyjski projektowany jest na nast¢pny rok oraz na dwa kolej-
no nastgpujace lata budzetowe. Rozpoczgto rowniez stosowanie programowo-zada-
niowej metodologii planowania budzetowego.
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