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Administrative and managerial issues of tax reforms
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Why Did the Consolidated Tax Regime Cause Massive Losses
in Tax Revenue in Russia?

N.S. Kostrykina [, A.V. Korytin

Russian Presidential Academy of National Economy and Public Administration,
Moscow, Russian Federation

04 Kostrykina@iep.ru

ABSTRACT

In Russia, the consolidated tax regime was introduced in 2012 but in 2019 the decision
was made to abolish it from 2023. The initial reform purported to discourage companies
from using transfer pricing for domestic transactions between companies of one group
and to ensure a more just allocation of the corporate income tax across Russian regions.
In practice, however, the government’s shortfall in tax revenue reached two billion US
dollars in certain years or 0.15% of Russia’s GDP. Our analysis has shown that the pub-
licly available data are, unfortunately, insufficient for assessing the success of this re-
form, in particular, whether the two above-mentioned goals were achieved. However,
we can focus on the role the following two factors played in the budgetary losses. The
first such factor is that profits and losses of group members can be consolidated within
one accounting (fiscal) period. The second factor is that consolidated taxpayer groups
shift their tax bases to regions with lower tax rates (in some cases, regions established
tax preferences explicitly for the purpose of attracting members of these groups). These
loopholes reveal the deficiencies of the Russian consolidation model: for example, the
‘everybody or nobody” principle is not applied in Russia and consolidated taxpayer
groups are allowed to form the perimeter of tax consolidation themselves. In this paper,
statistical tax reporting data are used to estimate the total amount of the shortfall in tax
revenue caused by the regional tax preferences granted to members of consolidated
taxpayer groups. In some cases, as our analysis of regional tax legislation shows, these
tax preferences were intended to ‘steal” the tax base from other regions or at least to
prevent the regions’ own tax bases from being ‘stolen’ by rivals. Judging by the total
figures, regional tax competition had a negative influence on budgetary revenues. This,
however, was not the main factor as the shortfall in revenue was mostly caused by the
possibility of immediate offset of losses within consolidated taxpayer groups.

KEYWORDS
tax consolidation, budget federalism, interregional tax competition, regional tax
preferences, revenue equalization
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Mouemy npyumMmeHeHUe MexaHUu3Ma HaAOroBOU KOHCOAMAALIMU
B Poccuu npuBeno K cyLiecTBeHHbIM NoTepam AnfA 6topxera?

H.C. Koctpsiknaa [4, A.B. Kopsrtna

Poccuiickas axademus HapoOHo20 xo3siicmba u 2ocyoapcmBenHotl cAyKOb
npu [Ipesuderme Poccuiickon @edepayuu, e. Mockba, Poccuiickas Dedepayuis
>4 Kostrykina@iep.ru

AHHOTAIIMSI

Poccust BBes1a MexaHw3M Hajtoropovt Koncoympgauym B 2012 r., a yxxe B 2019 r. mpums-
JIa peleHe O ero IOoJIHOV OTMeHe, HaumHas ¢ 2023 r. Bsos maHHbI MexaHV3M B Ha-
JIOTOBOE 3aKOHOIIATeJILCTBO, IPaBUTEIILCTBO IVTAHMPOBAJIO YCTPAHWUTD CTUMYIIBI IS
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IpVIMEHEHNS TpaHC(HEPTHEIX IIeH 110 BHYTPUPOCCUVICKMM OIlepalliisIM MEXIy KOM-
[TAHVSIMV OJTHOVI TPYIIIIBI,  TaKKe obecrieunTs OoJIee CIrpaBeINBOe paciIpeieieHre
HaJIora Ha puObUTE MeXy perroHaMm Poccrn. Ha rnpakTnke ske OHO CTOJIIKHYJIOCH
C BBIIIAJAIOIIVIMI TOXOHaMy OIOfKeTa, KOTOpbIe B OIIpee/leHHbIe TOIbI TOCTUTaIN
nByx Mwumapaos nouiapos CIHIA (0.15% ot BBIT Poccun). ABTOpEI aHaIM3UPYIOT
HaHHbIe, JIOCTYITHBIE [IJIs He3aBMCHMOTO VICCIIeJOBATENIS U JIeJIaloT BBIBOJI, UTO VX He-
IIOCTaTOYHO /IS OIIeHKN TOT0, HACKOJIBKO OBUIVI JOCTUTHYTHI [IBE BBIIIIEYIIOMSIHYThIE
e I OrOfpKeTa, pamyl KOTOPBIX MeXaHM3M KOHCOJIMIMPOBAHHBIX IPYIIII HaJIO-
TOIUIATEJTBIIVKOB U BBOAWICI. B TO Xe BpeMsl, CyIIIeCTByeT BO3MOXXHOCTb OIIeHUTh
BKJIall PaKTOPOB, KOTOPBIe IIPUBEIIN K IToTepsM Oropketa. [TepBbiM TakmM pakTOpoM
SIBJISIETCST BO3MOYKHOCTD CYMMMPOBaHS IIPUOBUIET 11 yOBITKOB MEX/TY YIaCTHUKAMI
OJTHOVI KOHCOJIMMPOBAHHOVI TPYIIITEI HAJIOTOIUIATEIIBIIMKOB B PaMKaX OJIHOTO OT-
YeTHOI'O (HaJIOTOBOTO) Ieproza. BTropbiM Xe (paKTOPOM SBIISIETCS TO, YTO KOHCOJIVI-
IOVIPOBAaHHbIE TPYIIIbI HAJIOTOIUIATEIBIIVIKOB ITePePaCIIPeIesiOT CBO0 HaJIOTOBYIO
0a3sy B pervoHBI ¢ ITOHVKEHHOV perroHaIbHOV CTaBKOV Hajlora Ha ITpUOBUIb: B psfe
CJIydaeB pervoHaIbHbIE JIBIOTHI CIIeLMaIbHO yCTaHABIIMBAJIVICH VIS WIEHOB KOHCO-
JIMAVPOBAHHBIX TPYIIT HAJIOTOIUIATEIIBIINKOB. DTO BO3MOXHO B CIWIIy psifia Heco-
BEpITIeHCTB MO/ KOHCOJIMAINM, Ucrosb3yemort B Poccun. K mpumepy, mrpasimio
«BCe-VUIN-HUKTO» He JIeVICTBYeT B Poccum, v TpyHIIbl MOTYT IIPOM3BOJIBHO (DOPMUIPO-
BaTh [IEPUMETP HAJIOTOBOVT KOHCOJIMAAIINI. ABTOPBI MCIIOIB3YIOT JAHHbIE CTaTUCTH-
4ecKX (pOpM HaJIOTOBOVI OTYETHOCTU TSI OIperesieHVsl OOIIelt BeJIMIMHEL BbIIla-
HAIOIIVIX IIOXOIOB OIO/KeTa OT IIPeOCTaB/IeHNs PerVIOHAIBHBIX JIBIOT YYaCTHVIKAM
KOHCOJIVIVIPOBAHHBIX TPYIIIT HAJIOrOIUIATEIIBIIMKOB. B psiiie ciIy4yaes pernoHaibHOe
HaJIOTOBOe 3aKOHOIIATEJIbCTBO CBUIIETENILCTBYET O TOM, UTO PervOHaIbHBIE JIbTOTHI
[0 HJIOTy Ha IIPMOBUTE BBOMWIVICH CIENVAIbHO IS TOTO, YTOOBI «IIePeTSHYTb»
HaJIOTOBYIO 0asy IPYIuX PervoHOB WIM, KaK MUHUMYM, IIPEIOTBPATUTH «IIEPEeTs-
T'MBaHVe» CBOEV HaJIOroBOVI 0askl IPYTMMM perroHaMu. VITorosble myudpbl TOBOPAT
0 TOM, UTO perVOHa/IbHAS HAJIOT0OBast KOHKYPEHLIVS MeJIa HeTaTVBHOe BIIVISTHIIE Ha
moxozel OrorKera. B To e Bpems, aT0 He ObUIO ompenersommmM dpaxkropom. OcHOB-
Hasl CyMMa BBITIaZIafoIIVX JTOXOJIOB OFOJKeTa CBsi3aHa C BOSMOYKHOCTBIO MTHOBEHHOTO
3a4eTa yOBITKOB B paMKax KOHCOJIVIIVPOBAHHOVI IPYIIIIEI HAJIOTOIUIATEIbIINKOB.

KJTFOUEBBIE CJIOBA
HaJIoroBasi KOHCOJIMIAINs, OIOKeTHBI (peflepaliniM, MeXperoHaIbHasl HaJoro-
Basl KOHKYpeHLIVs, pervioHaIbHbIe JIbFOThI, BhIpaBHMBaHIE JI0X0I0B

1. Introduction

Journal of Tax Reform. 2020;6(1):6-21

The introduction of a consolidated tax
base is now widely debated in relation to
taxing the digital economy. In 2019, the
OECD proposed to reallocate taxing rights
in digital-oriented sectors, which came to
be known as the Pillar One Unified Ap-
proach to Taxing. This initiative is ex-
pected to entail solutions that go beyond
the arm’s length principle and to address
the issue of fairness in terms of the appor-
tionment of IT giants’ tax base across the
countries where they conduct their digital
operations and prevent accumulation of
profits in the jurisdictions engaging in ag-
gressive tax competition®.

! Secretariat Proposal for a ‘Unified Approach’
under Pillar One: Public Consultation Document.
Paris: OECD Publishing; 2019. Available at:
https:/ /www.oecd.org/tax/beps/public-con-

sultationdocument-secretariat-proposal-unified-
approach-pillar-one.pdf

The regime of tax consolidation in
Russia is quite close to the one proposed
by the European Commission, which
makes the analysis of the Russian expe-
rience both theoretically and practically
pertinent [1].

First, the reform affected the regional
component of the corporate tax (up to 18%
in 2009-2016 and up to 17% in 2017-2024).
The corporate tax makes up the majority
of regional tax revenue, accounting for
about 30% of the revenue. The experience
of the EU and Canada demonstrates that it
is difficult to reconcile the interests of dif-
ferent regions if consolidated taxation en-
tails a substantial reallocation of their tax
revenues [2; 3].

Second, the consolidated tax reform
was deemed unsuccessful in Russia,
which would in all probability entail the
cancellation of the regime in 2023. Lear-
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ning from Russia’s mistakes could help
the EU authorities to avoid similar pitfalls
in the course of the forthcoming European
tax reform, especially in addressing the
problems that may occur as a result of re-
allocation of taxing rights among national
jurisdictions.

This study aims to describe the fiscal
effects of the tax consolidation regime on
the corporate tax base on the regional lev-
el and test the hypothesis about the com-
petition between Russian regions for the
tax base of consolidated taxpayer groups.

The tax consolidation regime was in-
troduced in order to reallocate corporate
tax rights between Russian regions and
thus discourage transfer pricing. There
are, however, several limitations that im-
pede comprehensive analysis of the re-
form’s outcomes.

Limitation 1. Lack of publicly available data
on the reapportionment of the tax base across
Russian regions

Estimating the reapportionment of the
tax base across Russian regions is a chal-
lenging task since the size of the tax base
for each region is determined by a variety
of factors, which need to be taken into ac-
count apart from the apportionment for-
mula itself. It is necessary to evaluate each
consolidated taxpayer group’s contribu-
tion to the tax base of each region, since
these contributions can differ. Moreover,
it is necessary to conduct factor analysis
within each group, that is, describe and
evaluate the reasons behind the changes
in the tax base, for example, changes in
sales volumes and prices, new tax prefer-
ences, offset of tax losses and so on, as well
as the reasons behind the changes in the
coefficient of tax allocation across the re-
gions, for example, realization of large in-
vestment projects in certain regions, com-
panies joining the consolidation perimeter
and replacement of the indicator in the ap-
portionment formula. Ideally, we should
be comparing the indicators that reflect
possible changes in the tax bases of con-
solidated groups and their apportionment
across Russian regions under the consoli-
dation regime and in the absence thereof.
Such calculations, however, can be only

made either by taxpayers themselves or
by the Federal Tax Service, which has ac-
cess to taxpayers’ reporting data.

The Ministry of Finance made calcula-
tions regarding the re-allocation of taxing
rights by using the data provided by the
Federal Tax Service. The Ministry, howe-
ver, provides the data only for 2012-2014,
showing only the total number of regions
that gained or lost from the tax consolida-
tion regime and the respective amount
of their gains and losses®>. The Ministry
calculated these values as the difference
between the corporate tax revenue under
the consolidated tax regime and in the ab-
sence thereof, but provided no detailed
description of the methodology.

The report of the Accounts Chamber
of 2012-2013 lists the regions that gained
or lost the most after the regime was intro-
duced. The main ‘loser’ is Moscow region
since it has by far incurred the biggest
losses of all other Russian regions.

Thus, the lack of public access to the
necessary data impedes independent re-
search of the reform’s influence on the
allocation of taxing rights across jurisdic-
tions in 2015-2019.

Limitation 2. Lack of empirical evidence
to assess the reform’s outcomes

Intuitively, it is clear that the reform
should be effective, although in the ab-
sence of the necessary data, it is difficult
to empirically estimate the extent of the
resulting tax base increase. Potentially its
efficacy might be assessed by the follow-
ing analysis:

1. Calculate the changes in the tax
base of consolidated taxpayer groups un-
der the consolidated tax regime and in the
absence thereof (this is in fact the calcula-
tion made by the Ministry of Finance of
Russia).

2. Determine all the factors that influ-
ence this indicator (apart from Factor 3
‘Discouraging transfer pricing’) and esti-
mate their effects. As Figure 1 illustrates,
Factors 1 and 2 reduce the resulting sum,
while Factor 3 increases it.

2 Focus areas of the Russian tax policy in
2016-2018.
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and in the absence thereof

e

Factor 3. Discouraging transfer
k pricing

Factor 4. Other factors (if any)
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Fig. 1. Factors that determine the indicator ‘Change of the tax base of consolidated
taxpayer groups under consolidation and in the absence thereof’

3. The contribution of Factor 3 ‘Dis-
couraging transfer pricing’ equals the dif-
ference between the sum and the other
summands.

If at all possible, this procedure could
be performed only by taxpayers them-
selves or by the Federal Tax Service.
Thus, the available empirical evidence is
obviously insufficient to evaluate the out-
comes of the reform regarding the two key
goals set by the government.

The last reservation that needs to be
made is that in Russia, taxpayers have a
right to decide whether their companies
should join the consolidation perimeter
or not (provided they meet the necessary
criteria). Consolidated taxpayer groups,
however, often tend not to disclose which
companies are included in the consolida-
tion perimeter. Therefore, even though
many members of consolidated groups
are public companies with public report-
ing obligations, these data remain un-
available since the perimeter of the groups
is unknown.

Limitation 3. Lack of transparency regarding
the losses of regional governments

As far as we can see from the discus-
sions in government circles, Russian state
authorities approach tax consolidation
from a somewhat different perspective
than the one described above. What mat-
ters most is the losses of regional consoli-
dated budgets due to the introduction of
the consolidated tax regime: in 2012-2016,
these losses amounted to 8, 16, 65, 126 and
78 billion roubles each year respectively
(estimates of the Ministry of Finance of Rus-

sia). This means that the tax receipts from
consolidated tax groups are lower than the
revenues the budgets would have received
if the mechanism of tax consolidation had
not been implemented. In 2012-2015, re-
gional budgets faced a spike in losses.

The Ministry of Finance contends that
the decline in tax receipts may be caused
by the following factors: the first is the im-
mediate offset of losses of some members
with profits of others within consolidated
taxpayer groups and the second is shifting
of the tax base to those Russian regions
that offer reduced corporate tax rates’.
However, none of the available docu-
ments known to us provides a breakout of
the factors causing the losses.

It should be noted that the possibil-
ity of immediate offset of losses within
consolidated taxpayer groups was some-
thing that could have been expected from
the very beginning and it was even de-
scribed as one of the reform’s goals. It is,
therefore, important to make a breakout
of losses by factor.

The causes of losses identified by the
Ministry of Finance correspond to Factor
1 and Factor 2 as shown in Figure 1. The
impact of Factor 1 ‘Immediate offset of
losses against profits inside consolidated
taxpayer groups’ cannot be estimated be-
cause the necessary data constitute tax se-
cret. Nevertheless, we are able to estimate
the impact of Factor 2 “Tax competition of
Russian regions for the tax base of consoli-
dated taxpayer groups’, at least its upper
boundary.

> Focus areas of the Russian tax policy in
2016-2018.
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As it was said above, the Ministry
of Finance does not disclose its calcula-
tion methods, which means that we don’t
know whether Factor 3 and Factor 4 were
taken into account in the calculation of the
general indicator. Since only Factors 1 and
2 are mentioned, it can be supposed that
the answer to this question is no. Theo-
retically, the effect of Factor 3 ‘Discourag-
ing transfer pricing’ should enhance the
indicator “Change of the tax base of con-
solidated taxpayer groups under consoli-
dation and in the absence thereof’. Thus,
Factor 3 should not cause an increase in
losses of consolidated budgets under the
tax regime but, on the contrary, lead to
lower values in this indicator. If we sup-
pose that the impact of Factor 4 is insignif-
icant, the difference between the general
indicator and Factor 2 estimate will reveal
the lower threshold of Factor 1.

2. Literature review

In general, there is a considerable
body of research on the subject of tax con-
solidation in Russia. These studies can be
divided into three groups.

The first group (see, for example, [4-8])
includes studies that focus on the intro-
duction of the tax consolidation regime in
Russia and the reasons behind this reform.
Most of these studies were published in
1997-2013, that is, the immediate pre- and
post-reform period, until the first official
estimates of the results were obtained.
These studies consider the potential of tax
consolidation in Russia, discuss the advan-
tages and setbacks of this measure. Most
of them rely on international research evi-
dence and do not provide any empirical
data of their own.

The second group comprises studies
published after 2013. Many of them, in the
way similar to that of the previous group,
consider the strengths and weaknesses of
tax consolidation [9; 10], mechanisms and
types of consolidation used by different
countries [11-13] as well as the budgetary
implications for specific regions [14-17].
These studies explore the Russian expe-
rience of tax consolidation (which by the
time of their publication had already been
introduced in Russia) and compare it with
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international practices. They describe in
detail the advantages and drawbacks of
consolidation for taxpayers and the state
budget. Some new shortcomings were
detected after the regime was introduced
and in the process of its implementation.
These were primarily associated with le-
gislative limitations (e.g. tax base for
which tax is subject to consolidation; com-
panies entitled to benefit from the consoli-
dation regime; restrictions on offsetting
losses and so on).

These studies draw from the data
published by the Ministry of Finance of
Russia, mentioned above, and the reports
of the Accounts Chamber of Russia on op-
eration of consolidated taxpayer groups in
2012-2013. These studies do not provide
empirical estimates of their own.

The third group consists of the stu-
dies that describe the possible improve-
ments to the existing consolidation mech-
anism [18; 19]. For instance, suggestions
are made that membership in consoli-
dated taxpayer groups should be based
on ‘everybody or nobody” principle and
that to enter these groups, members
should meet the criteria ‘50% plus one’,
that is, hold 50% plus one of the stocks
in a company [20]. Some exceptions from
the ‘everybody or nobody’ rule are pos-
sible if the volume of trade between the
dependent legal entities is negligible [21].
Furthermore, it is proposed to exclude
any possibilities of manipulations with
the tax base distribution by setting rigo-
rous rules on how it should be calculated
according to the existing formula.

The government’s decision to abo-
lish the consolidation tax regime in Russia
was followed by a decline in scholarly at-
tention to this topic, although the reasons
behind this decision still remain largely
unexplored.

Thus, our review of the research lite-
rature shows that there is considerable re-
search interest in the topic of consolidated
taxation in Russia. Most studies, howe-
ver, do not provide empirical estimates of
the reform’s consequences, which could
be explained by the problem indicated
above, namely the authors’ limited access
to the data.



ISSN 2412-8872

Journal of Tax Reform. 2020;6(1):6-21

3. Data and methodology

Our analysis relies on the data of
statistical reporting forms of the Federal
Tax Service ‘5-PM’" and ‘5-KGN’ on tax
base and accrued corporate tax in Rus-
sian regions. These forms are available on
the agency’s web-site. Our analysis also
draws from the data of the Federal Trea-
sury on corporate tax receipts, which in-
clude receipts from consolidated taxpayer
groups to regional consolidated budgets.

These data can be used to calculate ef-
fective corporate tax rates in each region
for taxpayers in general and for taxpayers
from consolidated groups. The difference
between the computed values and the max-
imum possible values of regional tax rates
(in 2009-2016, 18%; in 2017, 17%) shows
the extent of tax preferences that regional
authorities are willing to grant to their tax-
payers. The results show that regions are
actively competing with each other for the
tax base of consolidated groups.

If a region’s effective corporate tax
rate for members of consolidated taxpayer
groups is below the maximum level, it
means that this region offers special tax
preferences for members of such groups.
If a region’s effective corporate rate for
members of consolidated taxpayer groups
is lower than the rate for all taxpayers, it
means that members of consolidated tax-
payer groups enjoy more tax preferences
in this region than other companies. In
this case, the region should be checked for
tax preferences for consolidated groups. If
we compare the dynamics of the tax rate
for consolidated taxpayer groups and the
corresponding tax base, we may find that
the tax base has been shifted to the regions
with lower rates, although to prove this
fact, we need to look at the regional tax
legislation, budgetary and tax policy re-
ports to find what caused these changes.

Our study covers the period of 2012-
2018 and the first half of 2019.

4. Results
4.1. Dynamics of corporate tax receipts
from consolidated taxpayer groups
Table 1 shows the data on corporate
tax receipts of regional governments in
absolute values and in proportion to GDP
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from 2009 to the first half of 2019. The
data illustrate that corporate tax receipts
declined in 2012-2015 (as a percentage of
GDP), which can be partially explained
by adverse global economic and political
conditions. Nevertheless, corporate tax re-
ceipts from organizations outside the con-
solidated taxpayer groups started to rise
in 2016 and in 2017 they almost reached
the level of 2012. In 2016-2017, consolidat-
ed taxpayer groups paid noticeably less
corporate taxes than in 2012, which was a
disturbing trend if seen from the perspec-
tive of budget revenues in the first half of
2018. In 2018, receipts from consolidated
groups (as a percentage of GDP) almost
reached the level of 2012 and in the first
half of 2019, even exceeded it.

It should be noted that the corporate
tax revenue (including consolidated tax-
payer groups) in the given period reached
its maximum in 2018-2019.

Before making any conclusions, it is
necessary to clarify the reasons behind
the downward trend demonstrated by
corporate tax receipts from consolidated
groups in 2013-2017. This trend may re-
side in the mechanism of consolidation
itself (for example, offset of losses within
a group or reduced tax rates offered by
regions to participants of consolidated
groups) or in the macro-economic situa-
tion in the sectors group members belong
to. The latter supposition about the role
played by sector-specific characteristics of
consolidated groups is supported by the
fact that 14 out of 16 groups are engaged
in oil and gas and metallurgical industries
and there are no banks among them.

4.2. Reduced corporate tax rates
for consolidated taxpayer groups in Russian
regions

While the regime was in force, that is,
from 2012 to 2019, from 14 (in 2012 and
2019) to 24 (in 2018) Russian regions of-
fered reduced corporate tax rates to mem-
bers of consolidated taxpayer groups. In
this period, 31 regions offered some kind
of tax preferences to consolidated tax-
payer groups and in 13 regions, the effec-
tive tax rate was reduced by 2 percentage
points or more. The remaining 52 out of
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83 Russian regions that had consolidated
taxpayer groups always applied the maxi-
mum corporate tax rate to these groups
(18% in 2017; since 2017, 17%).

The shortfall in corporate tax revenue
from consolidated taxpayer groups in the
given period was largely determined by
the choices made by specific regions, pri-

marily Khanty-Mansiysk Autonomous
District and to some extent Leningrad
region (Fig. 2). The remaining 29 regions
that in different periods granted tax pref-
erences to consolidated taxpayer groups
accounted for 4.2 to 12.2. billion roubles
(that is, not more than 0.01% of GDP) of
tax expenditures.

Table 1

Corporate tax receipts of regional governments from all taxpayers and from
consolidated taxpayer groups in 2009-2019

Period

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019*

Corporate tax
receipts of regional
budgets, bln rbs

% of GDP 2.55 3.04

including receipts - - -
from consoli-
dated taxpayer
groups, bln rbs
% of GDP
including - - -
receipts from
non-members
of consolidated
taxpayer groups,
bln rbs
% of GDP

Number of - - - 14

regions offering

reduced rates

for consolidated

taxpayer groups**

Their share in - - -

the tax base of

consolidated

taxpayer groups, %

Share of the - - -

Khanty-Mansiysk

Autonomous Dis-

trict and Leningrad

region in the tax

base of consoli-

dated taxpayer

groups, %

Amount of shorfall - - -

in revenue due to

reduced rates, bln

rbs
including - - -
Khanty-Mansi-
ysk Autonomous
District and Len-
ingrad region,
bln rbs

3.20  2.90

0.63

41.5

13.3

204

10.5

227

1067.9 1517,8 1926.3 1977.0 1702.6 1901.1 1981.1 2205.5 2489.8 3069.6 1723.5

233 240 238 256 271 296 340

432.0 3972 4152 3954 365.0 420.2 625.8 3334

054 052 047 042 046 060 0.66

1544.9 1305.4 1485.9 1585.6 1840.5 2069.6 2443.8 1390.1

1.78 1.88 1.90 214 225 235 274
16 15 16 20 23 24 14

494 56.6 614 315 598 674 214

152 372 350 48 82 241 49

186 452 399 56 123 380 81

114 361 316 14 49 257 08

Note: * The data of 2019 covers only the first six months; ** Including the regions with the effective
tax rate lower than the maximum at least by 0.05%.
Source: compiled by the authors on the basis of the data of the Federal Tax Service of Russia.
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Fig. 2. Shorfall in tax revenues of regional consolidated budgets from reduced rates
offered to members of consolidated taxpayer groups

It should be noted that this sum com-
prises the tax expenditures from all tax
preferences in the regions, including in-
dustry-specific tax benefits. Therefore, in
our study, this sum will be used as the up-
per threshold value to evaluate the effects
of the fierce competition between Russian
regions.

4.3. Reduced corporate tax rates
in Russian regions

In this section, we are going to con-
centrate on the tax losses resulting from
lower rates offered by certain regions to
members of consolidated taxpayer groups
(CTGs) (the so-called ‘CTG-based prefer-
ences’). By CTG-based preferences we
mean special tax rates offered to members
of consolidated taxpayer groups or, on
the contrary, to those organizations that
choose not to join consolidated taxpayer
groups, in other words, tax preferences re-
lated to the tax consolidation regime.

In Leningrad region, for instance,
since 2012, the reduced corporate tax rate
has been 14% for those oil and gas com-
panies that belong to consolidated tax-
payer groups, provided that one or sev-
eral members of the group and (or) their
subsidiaries are established in the terri-
tory of the region. In Arkhangelsk region,
the reduced rate is available for members
of consolidated taxpayer groups specia-
lizing on diamond mining and wholesale
trade of precious gemstones. We can sup-
pose that this strategy was chosen by the
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regions that were hoping for tax receipt
gains if enterprises on their territories
joined consolidated taxpayer groups.

Some regions offered lower tax rates
to companies in exchange for non-joining
consolidated taxpayer groups. For ex-
ample, in Krasnoyarsk region and in the
Republic of Sakha (Yakutia), reduced cor-
porate tax rates were applied to the sums
paid to regional budgets by the organiza-
tions in the crude oil and associated gas
(exploration and production) industry
that were not members of consolidated
groups. It can be supposed that this mea-
sure was used by the regions to prevent
tax revenue losses which would occur if
certain companies established in their
territories decided to join consolidated
groups. This fact is supported by our anal-
ysis of the regional legislation. According
to the Ministry of Industry and Geology
of the Republic of Sakha (Yakutia), such
approach would be conducive to fairer re-
allocation of the corporate tax rights and
the republic would not lose its tax receipts
since they cannot be redirected to cover
the consolidated group members” losses
in other regions.

These examples are quite illustrative
of the tax competition between Russian
regions for the tax base of consolidated
taxpayer groups.

The analysis of regional tax legislation
of 2012-2018 has revealed the following
regions that granted “pro-CTG" prefer-
ences: the city of Moscow, the Republic



Journal of Tax Reform. 2020;6(1):6-21

ISSN 2412-8872

of Komi and Sakha (Yakutia), Arkhan-
gelsk, Irkutsk, Leningrad, Samara and
Saratov regions, Yamalo-Nenetsk and
Khanty-Mansiysk autonomous districts,
Krasnodar, Krasnoyarsk, Stavropol and
Khabarovsk regions.

After the adjustment, this sum still re-
mains the upper limit (although it is a bit
lower than the result of the previous itera-
tion) rather than an accurate estimate of
the effects of reallocation of taxing rights
among Russian regions and the reduced
tax rates they apply. For a more accurate
estimation we would need the breakout of
tax revenues by type of regional tax pref-
erences or by type of taxpayers entitled to
such preferences.

Further in our study we are going to
focus on the case of Khanty-Mansiysk Au-
tonomous District.

4.4. Consolidated tax regime
in Khanty-Mansiysk Autonomous District

Khanty-Mansiysk Autonomous Dis-
trict (further referred to as KhMAD) has
been the most generous in terms of tax
preferences for members of consolidated
taxpayer groups. The shortfall in corpo-
rate tax revenue from consolidated tax
groups in 2012-2018 varied between 0%
(in 2016) to 65% (in 2015) and on average
was 44.60% from the total shortfall in cor-
porate tax revenue in all Russian regions
(Table 2).

Tax preferences for members of con-
solidated taxpayer groups specializing in
oil and gas production were introduced
by the law of KhMAD-Yugra Ne 23-03
of 31.03.2012, that is, three months after
the regime came into force. The law took
effect on 01.01.2012. This measure was
justified by the need to stimulate organi-

zations to create consolidated taxpayer
groups in KhMAD to increase the re-
gion’s tax revenue.

Despite the fact that this tax prefer-
ence was in effect in 2012-2018, a signifi-
cant growth in the tax base was observed
only in 2014-2015 and in 2018. It should
be noted that in KhMAD, effective tax
rates are set low not only for consolidated
groups but for other types of taxpayers as
well, although the former still enjoy more
tax benefits. This can be explained if we
take a closer look at which companies
joined consolidated taxpayer groups and
which didn’t: the average value of effec-
tive rates for all taxpayers in 2009-2011
was 14.9%, which is exactly the same as in
2012-2018.

Our analysis shows that changes in
the shortfall of KhMAD’s tax revenues
due to tax preferences granted to mem-
bers of consolidated tax groups correlates
with the changes in the corporate tax base
of the companies that had licenses for oil-
field development in this region. A spike
in tax losses in 2014-2015 was linked to
improvements in the financial perfor-
mance of the largest taxpayers, which, in
their turn, were caused by an increase in
their revenue from non-sale operations
due to the rising dollar.

The tax consolidation regime in Kh-
MAD had either a neutral (2012) or nega-
tive (2013, 2018) effect on the region’s
budget revenues. Unfortunately, the re-
gional authorities do not publish the data
for other years.

We believe that there is a high prob-
ability that the above-described sharp in-
crease in tax losses 2014-2015 in KhMAD
is associated with the operations of the cor-
porate taxpayer group ‘Surgutneftegaz’

Table 2

Indicators of consolidated taxpayer groups’ performance in KhMAD

Indicator

2012 2013 2014 2015 2016 2017 2018

Effective corporate tax rates for members of consoli-

dated taxpayer groups, %

Effective corporate tax rates for non-members of con-

solidated taxpayer groups, %

149 147 142 142 179 145 142

152 157 154 151 15.6 14.7 139

Tax rates difference (tax rates for members minus tax -0.3 -1.0 -1.2 -09 23 -02 03

rates for non-members), %

Corporate tax base for consolidated taxpayer groups,

bln rbs

303 291.5 753.8 679.4 53.6 149.3 764.0
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(further referred to as CTG ‘Surgutneft-
egaz’). This supposition could be con-
firmed if we had access to the following
data:

(a) companies included in the consoli-
dation perimeter;

(b) financial performance data of CTG
‘Surgutneftegaz’;

c) coefficient of allocation of corpo-
rate taxes paid by CTG ‘Surgutneftegaz’
to the regions where the group’s enter-
prises operate;

d) share of tax revenues from CTG
‘Surgutneftegaz’ in KhMAD'’s overall cor-
porate tax revenue.

The assessed corporate tax paid by
the group to the governments of KhMAD
and Leningrad region correlates with the
values of the current corporate tax paid
by the company ‘PAO Surgutneftegaz’.
There was a dramatic increase in these
indicators in 2014-2015 and 2018, when
the company got substantial income on its
foreign-currency deposits due to positive
foreign exchange differences. A sharp fall
in these indicators in 2016-2017, when the
rouble grew stronger, led to a significant
decrease in profits in 2017 and in 2016, to
zero values (Fig. 3).

It is interesting that despite the fact
that ‘PAO Surgutneftegaz’ is one of the
largest taxpayers in both regions, we ob-

serve similar dynamics of indicators in
both regions (except for 2013). In other
words, even if one of these regions sup-
posedly ‘stole” the tax base of CTG ‘Sur-
gutneftegaz’ from the other, it had no per-
ceivable effect on regional tax revenues.

It should be noted that KhMAD had
granted corporate tax preferences to oil
and gas companies long before the con-
solidated tax regime was introduced. For
instance, in 2007-2011 the nominal corpo-
rate tax rate in the region for this category
of companies was 13.5-14% with the max-
imum rate of 17.5-18%. The only require-
ment companies had to meet to become
eligible for this tax benefit was to spend
funds on natural resource development or
to invest in capital assets. Moreover, since
there were no quantitative requirements,
companies could make expenditures in ac-
cordance with their own plans and needs.
The average effective corporate tax rate in
the region in 2007-2011 was 14.5-15% and
it remained at the same level in 2012-2018
(see Table 3).

Based on the above, the following
conclusions can be made.

First, a dramatic rise in corporate tax
losses faced by KhMAD due to the rate
reduction in certain years was caused by
the significant growth in the tax base in
the same years and by the fact that tax
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——Corporate tax receipts of Leningrad region, bln rbs

~—Corporate tax receipts of KhMAD, bln rbs
Corporate tax receipts from ‘PAO Surgutneftegaz’, bln rbs

Fig. 3. Correlation between the financial performance of Surgutneftegaz and
consolidated corporate income tax receipts of KhMAD and Leningrad region

Table 3

Effective corporate tax rate in Khanty-Mansiysk Autonomous District

Period

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

Effective corporate
tax rate, %

144 145 146 152 150 151 152 146 145 159 146 141
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preferences were granted to those taxpay-
ers that enjoyed such tax base growth. The
tax base grew as a result of the increase in
these companies’ non-sales revenue from
foreign currency deposits. The reverse is
also true: the region lost less tax revenue
when the corporate tax base of organiza-
tions entitled to tax preferences started
to decline. Second, members of consoli-
dated taxpayer groups were entitled to
preferences throughout the whole tax
consolidation period, not in specific years.
Third, KhMAD had started to grant tax
preferences to oil and gas companies long
before the regime was introduced. The
average effective corporate tax rate for all
taxpayers in 2009-2011 was the same as in
2012-2018.

Thus, the hypothesis that the dramat-
ic expansion of the tax base in KhMAD
in 2014-2015 and in 2018 was caused by
this region’s “stealing” of the tax base from
other regions is not confirmed.

4.5. Analysis of the shortfall in corporate
tax revenue after the adjustments

Table 4 summarizes our calculations
of the maximum possible shortfall in rev-
enue of regional governments due to re-
allocation of the corporate tax base to re-
gions with tax preferences for members of
consolidated taxpayer groups.

First, we calculated the total shortfall
in tax revenues due to tax preferences
granted to members of consolidated tax
groups. Then we adjusted the resulting
value, focusing only on those regions that
offered special ‘pro-CTG" preferences.
Then we conducted detailed analysis of
KhMAD's legislation and other related
indicators and found no evidence that
the dramatic expansion of the region’s tax
base in 2014-2015 and in 2018 happened
because the region was ‘stealing’ the tax
base from other regions by attracting tax-
payers with the help of tax preferences.
KhMAD’s special ‘pro-CTG" preference
alone cannot be seen as a loss resulting
from the application of the consolidated
tax regime. In fact, this region had been
offering reduced corporate tax rates to oil
and gas companies long before the regime
was introduced and, therefore, this mea-
sure did not affect the average effective
rate in the region.

The estimates we obtained at the third
stage do not exceed 13.4 billion roubles a
year (as of 2014). This value is an extreme-
ly conservative estimate of the shortfall
in revenue resulting from shifting of the
tax base of consolidated taxpayer groups
to regions with lower tax rates. In addi-
tion to ‘pro-CTG’ preferences, this sum
comprises other tax benefits in the given

Table 4

Calculations of the maximum possible shortfall in revenue due to re-allocation
of the corporate tax base to regions with reduced tax preferences

Indicator

Period

2012

2013 | 2014 | 2015 | 2016 | 2017 | 2018 |first half

of 2019

Shortfall in corporate tax revenue of re-
gional governments due to tax preferences
to consolidated taxpayer groups, bln rbs
Shortfall in corporate tax revenue of re-
gional governments due to tax preferences
to members of consolidated taxpayer groups
in regions with special ‘pro-CTG’ prefe-
rences, bln rbs

Shortfall in corporate tax revenue of regio-
nal governments due to tax preferences

to members of consolidated taxpayer groups
in regions with special “pro-CTG’ preferen-
ces, with the exception of KhMAD, bln rbs
Losses of the consolidated regional budget
due to the consolidated tax regime, as
estimated by the Ministry of Finance, bln rbs

183 15.1 42.0 375

204 18.6 452 399 56 123 38.0 8.1

37 90 313 1.5

88 56 134 117 37 53 100 1.5

8 16 65 126 78 n.a. n.a. n.a.
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regions as it is impossible to break out the
losses in regional tax revenue by category
of preferences in tax statistical reporting.
The shortfall in corporate tax revenue
hovered around 0.09% of GDP before the
regime was introduced as well as after-
wards, which means that the amount of
revenue lost due to the application of re-
duced tax rates is negligible (Fig. 4).

5. Discussion

Analysis of the goals of the consoli-
dated tax regime introduced in 2012 and
its outcomes as of the second half of 2019
(Table 5) has demonstrated that three
goals out of four were either fulfilled
(simplification of tax administration; con-
solidation of losses and profits of group
members) or partially fulfilled (fair appor-
tionment of the tax base across regions).
From the perspective of tax administra-
tion, the problem of transfer pricing was
solved although we do not have enough
evidence to evaluate the role of this step
in the overall reapportionment of the tax
base across jurisdictions.

The main drawback of the consoli-
dated tax regime is considered to be the
increasing losses in tax revenue, which
may be caused by losses offset within con-
solidated taxpayer groups or by regional
tax competition.

Our results show that out of 293 bil-
lion roubles lost by regional budgets in
2012-2016 due to the tax preferences of-
fered to consolidated tax groups, the loss
of at least 250 billion was caused by the

0.14

immediate offset of losses between mem-
bers of consolidated taxpayer groups. It
should be noted that this figure is an ex-
tremely conservative estimate and the role
of this factor is even more significant. On
the other hand, the scale of losses could be
predicted from the very beginning. More-
over, the immediate offset of losses be-
tween members of consolidated taxpayer
groups was initially declared to be one of
the goals of the reform. We can suppose
that the legislators misjudged the amount
of losses as they were using the pre-crisis
figures. This hypothesis is supported by
the fact that before the recession year of
2014, the losses of regional governments
due to the tax preferences for consolidat-
ed taxpayer groups had been quite low -
8 billion roubles in 2012 and 16 billion
roubles in 2013. Most losses occurred in
2014 and in the following years.

This supposition agrees with the
words of S.D. Shatalov, who was the
Deputy Finance Minister in 2000-2015:
‘Not only consolidation is an economi-
cally sound solution but it also contributes
to fairer allocation of the corporate tax
among regions’ [22]. He also pointed out
that “this new institution emerged not in
the period of economic growth but with a
considerable delay, which aggravated the
problems of interbudgetary relationships
even more, because the losses of indivi-
dual consolidated group members de-
crease the general revenue of the whole
group and, therefore, the amount of tax to
be reallocated” [22].

0.12 4

0104 ees

0.08

0.06 -

0.04

0.02 4

rconsolidated tax regime introduced

0

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

Fig. 4. Shortfalls in the corporate tax revenue due to reduced tax rates
in Russian regions, % of GDP
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Table 5
Comparison of the reform’s declared goals in 2012 and its outcomes as of the second
half of 2019
Goal Result New shortcomings Solutions to the new
shortcomings
A fairer ap-  The goal was mostly Apart from the major “profit -
portionment achieved after the first two centres’ - the cities of Mos-

of the tax base years.
No publicly available data
for the other years.
The proportion of winners
to losers was as follows:
65 against 18 in 2012; 63
against 20 in 2013; and 53
against 32 in 2014.
The biggest ‘loser’ is the
city of Moscow.

Discourag-  Theoretically, this goal
ing transfer ~ was achieved.
pricing to Participants of consoli-

minimize the
corporate tax

dated taxpayer groups no
longer need to use transfer
pricing since a formulaic
approach is applied to the
corporate tax allocation.
No empirical data avail-
able.

Achieved.

Participants of consolidated
taxpayer groups act as a
single taxpayer. Facilitation
of tax administration for the
taxpayer and tax authori-
ties. Tax authorities do not
have to control companies'
compliance with the rules
of transfer pricing in do-
mestic transactions.

Facilitation of
tax adminis-
tration

Consolidation Achieved.
of profits and

losses of the

members of
consolidated

taxpayer

groups to

calculate the

corporate tax

base.

cow and St. Petersburg, the
list of 'losers' also includes
other Russian regions.

Our analysis detected
competition for consolidated
tax groups' tax base among
Russian regions. The groups
can to some extent influ-
ence their tax base allocation
across the regions. Therefore,
companies can reallocate a
part of their group's tax base
to the regions with better tax
preferences while the compa-
nies' financial results remain
virtually unchanged.
Consolidated groups can take
advantage of the following
loopholes to influence their
tax base allocation: first,
membership of these groups
is formed and changed in an
arbitrary fashion; second, the
indicator reflecting the factor
‘labour” in the apportionment
formula is also determined
and changed arbitrarily; and,
third, groups can influence
their membership through
reorganization and so on.

Increasing uncertainty in
regional budget forecasts.
Corporate tax receipts
depend not only on the fi-
nancial results of companies
in the jurisdiction but also
on the performance of the
whole consolidated group.

The federal government was
unprepared for the massive
losses in tax revenue when
regions started taking ad-
vantage of this opportunity.
In other words, the achieve-
ment of this goal turned out
to be the regime’s drawback.

Starting from 1 January 2023,
Russian regions will not be
able to use reduced corporate
tax rates, except for the cases
that the federal legislation
explicitly provides for. Thus,
regions will have less op-
portunities for engaging in
interregional tax competition.
The remaining opportunities
will be eliminated or mini-
mized by further improve-
ments to the tax legislation.
For instance, it is proposed
to deny consolidated taxpay-
er groups the opportunity

to determine the apportion-
ment factor (wage fund or
average payroll count). Sec-
ond, both indicators should
be included in the apportion-
ment formula with equal
weights (1/4) assigned to
each. Another possible mea-
sure is to establish a tougher
control over formation of the
consolidation perimeter.

Consolidated taxpayer
groups are now obliged

to report the forecast tax
receipts to regional budgets
in the current financial year,
ensuing year and planning
period as well as the factors
that determine the planned
corporate tax receipts.

Since 2017, there has been a
rule that losses of the previ-
ous years can be offset only
against 50% of the tax base.
The remaining 50% of the tax
base is subject to tax. This
restriction applies to consoli-
dated taxpayer groups and
to other taxpayers.
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As our analysis shows, a substantial
decline in tax receipts from consolidated
taxpayer groups was in all probability
caused by the general economic situation,
which affected all Russian companies, and
by now this downturn is all but over. At
the end of 2019, corporate tax revenues
from consolidated tax groups were ex-
pected to exceed the amount of the corpo-
rate tax paid by these companies in 2012,
that is, 0.63% of GDP.

If the consolidated tax regime is fully
eliminated, there will arise other prob-
lems besides those we have been consid-
ering in this paper. First, elimination of
the consolidated tax regime in combina-
tion with limiting the perimeter of inter-
nal transfer pricing virtually brings us
back to the practices of corporate tax ap-
portionment before 2012, that is, to the
situation when large vertically integrated
corporations could influence allocation of
taxing rights and there were no allocation
rules set on the state level. Second, after
the regime is cancelled, the tax base will
be re-allocated, which means that there
will be more losers than winners among
the regions and the losers will end up with
diminished corporate tax revenues. This
situation will undoubtedly give rise to a
more heated debate in the future.

6. Conclusions

Due to the lack of publicly available
empirical data, it is quite difficult to evalu-
ate the reform’s progress, in particular to
compare the goals with what has been
actually achieved. The declared goals of
the reform were to ensure a fairer appor-
tionment of the tax base across Russian re-
gions and to discourage transfer pricing in
large holding companies. Most concerns
about this regime are associated with the
declining corporate tax revenues from
companies belonging to the perimeter of
consolidated taxpayer groups.

The decline in tax receipts could be
determined by the two factors: first, the
immediate offset of some members’ losses
against the profits of others within consol-
idated taxpayer groups and, second, shift-
ing of the consolidated tax base to those
Russian regions that offered reduced
rates. Thus, the source of the problems re-
sides in the defects of the current tax con-
solidation regime.

Our analysis of regional legislation
shows that regions compete with each
other for the tax base of consolidated tax-
payer groups, offering them reduced tax
rates. These measures are aimed at “steal-
ing’ the tax base from other regions or pre-
venting them from doing so.
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ABSTRACT

In 2019, in Russia the standard VAT rate was raised from 18% to 20%, which resulted
in a broad discussion about the possible negative effects of this measure such as
falling consumer spending, producers’ revenues and profits, imports and exports. The
purpose of this study is to test the widely spread views about the impact of VAT on
macro-economic parameters such as final consumption, gross profit and gross mixed
income, fixed capital investment and export volume. To this end, we formulated three
hypotheses, which we tested by using correlation, dispersion and regression analysis
based on the data of the system of national accounts and reports of tax authorities in
Russia. We built four dual linear regression equations and one multiple regression
equation; estimated the significance of these equations (determination coefficient,
F-statistic, average approximation error) and their coefficients (Student’s t-test, p-value).
The resulting equations were shown to accurately represent the relationship between
the criterion variables and predictors. The hypothesis about the negative correlation
between VAT and consumer spending was refuted in the case of Russia. VAT revenues
to the consolidated budget have a direct influence on consumer spending in the ratio of
1:12.605 and a direct influence on the tax index on consumption, index of spending and
index of final consumption in the ratio of 1:0.276. There is also evidence that VAT does
not have a significant negative impact on the country’s economic performance on the
macro-level. VAT revenues to the consolidated budget have a direct influence on gross
profit and mixed income in the ratio of 1:8.455. VAT refunds to exporters stimulate
fixed capital investment and exports (VAT refunds have a direct influence on fixed
capital investment in the ratio of 1:6.543 and on exports, in the ratio of 1:11.117). The
positive dependencies demonstrate the neutral influence of VAT on economic growth
in Russia and need to be taken into account by VAT policy-makers.

KEYWORDS
value added tax, tax regulation, regression model, final consumption expenditures,
gross profit, export, fixed capital investment, VAT refund
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AHHOTAIIMSI

B Poccum ¢ 2019 r. Gasosast craBka HJIC Gwuia miosbiteHa ¢ 18 po 20%. Veaiemosa-
TeJIM aKTMBHO AHAIM3UPYIOT BO3MOXKHBIE OTpHUIIATeIbHbIE 3(PEKThI IIOBBIIIEHVIS
CTaBKIL: TTafIeHVe TIOTPeOUTeTbCKIIX PACXOJIOB, BBIPYUKI U IIPVOBUIV ITPOM3BOMIMTE-
J1e71, 00BEMOB BHEIITHEeSKOHOMIYECKOV eI Te/TbHOCTH. LIesth [aHHOoro meciieioBaHms —

© Koroleva L.P., 2020
¥ 22


http://doi.org/10.15826/jtr.2020.6.1.073
https://orcid.org/0000-0002-8375-8524
mailto:korol.l@mail.ru
https://orcid.org/0000-0002-8375-8524
mailto:korol.l@mail.ru

ISSN 2412-8872

BepuUIMpoBaTh Hanboslee IOMyJIIPHBIE IIPENCTABIEHNs, ObITYIOe B HayIHBIX
vccrtenoBaHmsix, o eyvstHvM HJIC Ha MakposKOHOMIYecKye TapaMeTpsl Ha IIpuMe-
pe POCCUTVICKOM 3KOHOMMKMN. Buumn ccpopMympoBaHel TPy THIIOTE3b], OTpaskarolye
ycrovrauBle IipercrasieHs o BvetaEM HIIC Ha KoHeuHOe mToTpedsIeHIe; BaJIOBYIO
OpuObUTe ¥ CMeIlIaHHBIE TOXOMbI SKOHOMWKV; VHBECTMIIMV B OCHOBHOW KaIlUTal
1 00beM sKcriopTa. 1 IIpoBepKy IMIToTe3 ObUIN ITPOBeieHbI KOPPeIAIMOHHBIN, JINC-
TIepCYOHHBIVI VI PErpPeCcCHOHBIVT aHaJIN3 110 ITOKa3aTeIsIM CHCTeMbl HallIOHAJIbHBIX CUe-
toB m noctyrwieHvvi HIIC. B pe3yspraTe ObUIN IIOCTPOEHBI YeThIpe YpaBHEHVIS ITapHOT
JIVMHEVTHOV perpeccuin M OHO ypaBHeHVe MHOXXeCTBeHHOV perpeccui; ITpoBefieHa
OLIeHKa 3HA4YMMOCTV ypaBHeHUit (KoaddunmeHT netepmuHanyy, F-xpurtepus Ou-
epa, CpefHsis ommbKa arrpokcmmariim) m nx koaddnimenTos (t-kpurepni CTbio-
TleHTa, p-3HadeHne). [TosryueHHble ypaBHeHMs IPV3HAHBI JJOCTOBEPHO OTpaskalolMI
B3al/IMOCBSI3b MEXJIy aHaIM3MPYEeMBbIMI KpUTepPUaIbHBIMI IIepeMeHHBIMI U IIPeJIy-
kropamn. OtpuriaTernbHast 3aBucuMocTs Mexxay HIIC 1 moTpeOuTeIbcKMMM pacxo-
JaMy TI0 SMITMPUYECKVM JIAaHHBIM POCCUIICKOV SKOHOMMKM He IIOfITBep/iack. Brl-
siBj1eHo 1psivoe Bivestavie HIIC, mocTymvBIero B KOHCOIMIVPOBAHHEI OIOIDKET, Ha
oTpeduTeNbCcKIMe pacxoribl B rrportoprym 1:12.605, a Taxke IpsiMoe BIIVSIHIE VHJIeKCa
HaJIOroB Ha oTpebJieHe Ha MHIIEKC PacXoioB Ha KOHeYHOoe IIoTpebileHye B IIporop-
v 1:0.276. Tonmyuniia mofTBepKIeHvie TUIIoTe3a 00 OTCYTCTBUM 3HaUMMOTO HeTa-
TBHOro BvsiHuA HJIIC Ha pesysbTaTMBHOCTH 3KOHOMMKM Ha MakpoyposHe. HIIC,
IIOCTYNVBIINT B KOHCOJIVMPOBAHHBIVI OIO[KeT, IIPsIMO BIIVseT Ha BaJIOBYIO IIPMObLIL
VI BaJIOBBIE CMeIlaHHbIe JOXombl B Iporoprmm 1:8.455. JlokasaHa CTHMyJIVpyroIast
poie Bo3epaTa HIIC skcrioprepaM B ITOBBIIIIEHNN 00BEMOB MHBECTUIIVNI B OCHOBHOVI
KaImiTasl ¥ 3KCIopTa. BreisisiieHo npsivoe BivsiHVe BeymunHbl BosMerennst HIIC na
00beM VIHBECTHIINIL B OCHOBHOVI KaItnTasl B IIporoprym 1:6.543; a Taxke Ha 00beM 9KC-
nopta B rponopuyy 1:11.117. ITosryueHHbIe II0JI0KUTeIbHbBIE 3aBUCHMOCTH TIOIKpe-
IUISIOT JIOBOABI B IIOJIBb3Y YTBEP)KIeHVs O HeMTpaJlbHOM Xapakrepe pimsiays HIIC Ha
SKOHOMIMYECKVVL POCT ¥ MOTYT OBITh MCIIOJIE30BAHBI IIPV OOOCHOBAHIN IIPEIIOKEHWT
0 BHECEeHMM M3MeHeHU B HopsiioK vcumciienyst u ywiatel HIIC B Poccym.

K/TFOUEBBIE CJIOBA

HaJIOT Ha J100aBJIeHHYIO0 CTOVIMOCTb, HaJIOTOBOe PeryJIMpoBaHye, perpecCiioHHasi MO-
IIeJIb, pacxoIbl Ha KOHeYHOe HIOTpebsieHue, BajloBasl IIPUObUIb, SKCIIOPT, VIHBECTH-
LI B OCHOBHOW KanuTasi, Bo3MerreHne HJIC

Research relevance
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VAT makes up a considerable amount
of budget revenues in Russia, ranking
fourth (after mineral extraction tax, corpo-
rate tax and income tax) in terms of the tax
revenues to the consolidated budget and
second in the structure of the federal bud-
get revenues. As preliminary estimates of
VAT revenues to the consolidated budget
in 2019 have shown, with the amount of
7023.5 billion roubles, its contribution to
the GDP grew from 5.79% in 2018 to 6.4%
due to the 2% increase in the standard
rate. Nevertheless, this figure is still lower
than the average level in OECD countries
in 2018 - 7.1%.

The important role that VAT plays in
budget systems of OECD countries results
from the increase in standard tax rates after
the global recession of 2008, which allowed
the governments to close their budget
gaps. VAT is generally seen as a rich source
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of funding to cover state expenditures on
the development of human potential and
improvement in standards of living. Fur-
thermore, an increase in the share of VAT
in state budgets has enabled a number of
countries to reduce the burden of direct
taxes on corporate profits and labour and
thus enhance the neutrality of tax systems.

Developed countries are less likely to
rely on VAT as an instrument of economic
regulation. In accordance with the neo-lib-
eral principles, for efficient VAT adminis-
tration and VAT harmonization in the EU,
it is necessary to get rid of the majority of
tax preferences and exemptions since they
tend to distort the imputation system. The
effect of VAT is considered to be the least
detrimental to economic growth since it
does not affect the interests of producers
of goods, works and services, including the
spheres with high value added, and does
not influence investment in the real sector.
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In 2019, the Russian government, fol-
lowing the line of reasoning described
above, raised the standard VAT rate from
18% to 20%. The growth in VAT revenue
provided extra funds for the national proj-
ects launched in 2018 - “‘Human Capital’,
‘Comfortable Living Environment’, and
‘Economic Growth’. This measure, howe-
ver, also aroused heated debates among
experts and wider public concerning its
possible negative effects on prices, con-
sumer expenditures, in particular those
of low-income households, and business
activities.

In Russian research literature on taxa-
tion, there is a widely spread view that
VAT plays a key role in the regulation of
demand (consumption) of goods (works
and services), especially socially signifi-
cant ones, and foreign economic activity,
which is the reason why the list of zero-
rated goods (works and services) or those
to which reduced VAT rates are applied
is regularly expanded. Moreover, sugges-
tions are made to stimulate investment and
innovation with the help of VAT. The most
severely criticized aspect of taxation in Rus-
sia is the role that VAT plays in stimulation
of exports: export of goods is exempted
from VAT, which leads to significant bud-
get losses and increase in tax abuse.

Comparatively few studies, however,
model the impact of VAT on macro-eco-
nomic parameters of the Russian econo-
my due to the limited accessibility of the
statistical data about VAT structure. As a
rule, studies of the role VAT plays in eco-
nomic development use general scientific
methods such as elementary methods of
economic analysis, logical analysis and
cause-and-effect analysis.

Thus, the relevance of this research
stems from the important fiscal role of
VAT in the Russian state budget and the
lack of agreement concerning the regulat-
ing role of this tax. This study also aims
to bridge the research gap regarding the
impact of VAT on parameters of the Rus-
sian economy.

We are going to test the widely spread
views about the impact of VAT on macro-
economic parameters by focusing on the
case of the Russian economy.
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To this end, we have formulated the
following hypotheses:

1) VAT has a negative impact on con-
sumer spending as it is included into pric-
es of goods (works, services);

2) VAT is an indirect tax and, as a re-
sult, it does not negatively affect economic
activities of businesses and enterprises
(producers of goods, works and services)
because the tax burden is shifted to con-
sumers;

3) the current system of VAT refunds
to exporters and the zero rate of VAT on
exports stimulates exports and enhances
fixed capital investment.

Literature review

Since the 2000s, there have been active
debates among researchers and politicians
of OECD countries about the tax maneu-
ver involving a change in the structure of
direct and indirect taxes. An increase in
the share of indirect taxes, in particular
VAT, was justified by a number of fac-
tors. First, modelling of the tax structure’s
impact on GDP showed that lowering
the labour tax by 1%, which is expected
to be compensated by the corresponding
increase in consumption taxes (including
VAT), would lead to a rise in employment
by 0.54% in the long term and to GDP
growth by 0.30%. Second, VAT provides
a way to distribute the tax burden among
the employed and unemployed popula-
tion, that is, reduce the burden on the
labour force. Third, an increase in VAT
does not have a direct negative impact on
foreign trade. Finally, in the long run, an
increase in consumption taxes is likely to
contribute to a rise in savings and enhance
capital accumulation.

As for the key arguments against this
maneuver, these include the following: a
rise in prices is likely to result in shrinking
consumption, including imports, which,
in its turn, will lead to slower economic
growth and reduce the equilibrium ex-
change rate. Another argument is that,
due to the regressive nature of VAT, such
measure would negatively affect income
redistribution. Moreover, since the gross
tax burden will remain the same, such
measure is unlikely to have a significant
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influence on the labour supply. It is also
highly likely that the positive effects of this
reform will be neutralized by the introduc-
tion of a compensatory social policy”.

After the recession of 2008, many de-
veloped countries raised VAT rates while
reducing the tax burden on business and
labour by cutting social security payments
and lowering corporate and income tax
rates. There is vast research literature dis-
cussing the effects of this measure.

One of the most actively debated ques-
tions is the impact of VAT on factors of
economic growth. M. Konopczynski uses
the data on Poland to demonstrate that
acceleration of economic growth can be
achieved by raising the expenditure tax
rates and lowering the income tax rates,
which would not change the total amount
of tax revenues [1]. The data on Germany
show that the shift of taxes from labour in-
come (personal income tax (PIT) and social
security contributions (SSCs)) to consump-
tion (VAT) in the short term contributes to
an increase in aggregate labor supply, re-
sulting from higher work incentives and to
a reduction in economic inequality [2]. The
analysis of different types of panel data
models (random effects model, dynamic
panel and panel vector-autoregression)
over 1995-2015 revealed a positive impact
of the standard VAT rate on economic
growth in five Central and Eastern Europe-
an countries (CEE-5) (Bulgaria, Czech Re-
public, Hungary, Poland and Romania) [3].

A study that covered 115 countries
demonstrated that the VAT system en-
hances the impact of government spend-
ing efficiency [4]. There is also evidence
that in Japan, unfunded public pensions
financed by VAT have a stronger positive
effect on economic growth than those fi-
nanced by the payroll tax [5].

Similar measures are taken in deve-
loping countries. For example, the go-
vernment of Vietnam is recommended

1 Macroeconomic Effects of a Shift from
Direct to Indirect Taxation: a Simulation for 15 EU
Member States. Note presented by the European
Commission services (DG TAXUD) at the 72
meeting of the OECD. Working Party No. 2 on
Tax Policy Analysis and Tax Statistics, Paris,
November 14-16, 2006. Available at: https://
www.oecd.org/ctp/tax-policy /39494151.pdf
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to raise the standard VAT rate to 12% to
optimize the tax structure and lower the
corporate income tax (CIT) to 17% and
thus shift the tax burden from capitalists
to consumers [6].

In developing countries, however,
the effects of VAT increase are less posi-
tive: the increase in VAT rate in South Af-
rica on 1 April 2008 from 14% to 15% as
a way to partially fund the budget deficit
not only raised the cost of living but also
the short-term expenditures of employers.
The influence of VAT increase on GDP
varies depending on the region but in gen-
eral it is negative [7].

In developing countries, an indirect
tax reform is likely to have a low impact
on welfare growth, which can be ex-
plained by the strong substitutability in
consumption between formal and infor-
mal commodities. Only when designed in
a consumption-neutral fashion, indirect
tax reforms can improve welfare [8].

The negative influence of VAT on
economic growth may include falling
consumer spending, which rises from the
moment when the government announces
its plans to increase VAT in the short-term
and falls as soon as these plans are put
into practice. In Spain, this situation led
to a decline in investment, production and
employment [9].

The data on fifteen EU countries in
1961-2005 show that a 1% rise in the con-
sumption tax rate can lead to a fall in ag-
gregate consumption by approximately
the same figure in the short term and to a
slightly larger decline in the long term [10].

In the Czech Republic, a 1%-increase
in the VAT rate would cause a decrease in
the demand for food of an average Czech
household by 0.4652%, which is less than
in the case of an increase in the physical
person’s income tax - 0.6899% [11]. Low-
income households are the most suscep-
tible to the effect of a VAT increase. For
example, in Ireland, when the VAT rate
was raised in 2013-2014, the most vul-
nerable were the households in the first
income decile, households in rural areas,
6-person households and households con-
taining a single adult with children [12].
In Germany, low-income households and
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households with children would be hit the
hardest by a VAT increase [13].

Thus, the discussion about the im-
pact of VAT on consumption mostly con-
cerns the optimal amount and the scale of
the VAT rate in the light of the possible
shift of the tax to business. From the neo-
liberal perspective, the most effective op-
tion is the VAT flat rate scheme without
exemptions and exempt transactions,
which distort the operation of the imputa-
tion system. In research literature there is
evidence supporting the advantages of the
flat rate scheme: for instance, it is shown
that the effects of a general and uniform
VAT system covering all goods and ser-
vices is welfare superior to the differen-
tiated VAT rate system [14].

The studies focusing on those groups
of goods and services to which reduced
VAT rates are applied demonstrate that
differentiated VAT rates may be quite ef-
fective for regulating consumption and en-
hancing equity. For example, for Norway
it was recommended to adjust VAT rates
to promote healthier diets of households.
A VAT increase was found to be more ef-
fective in reducing purchases of unhealthy
foods than a VAT removal, in increasing
the purchases of healthy foods [15].

The econometric model based on the
data for Kosovo for the period of 2013-
2016 has shown that the VAT reduction
from 16% to 8% for basic products and
the increase in VAT from 16% to 18% on
luxury products had a positive effect on
budget revenues and GDP [16].

A decreased VAT rate on selected
groceries has allowed Slovakia to rank
among the countries with the lowest in-
come differences and the average house-
hold expenditures on non-durable goods,
while tax revenues were not significantly
affected by the reform [17].

The VAT reform in China resulted in
certain redistribution effects mainly due
to lowering of the average tax burden and
reducing the inequality within the lowest-
income group. Compared with the overall
rate reduction, a greater relief for neces-
sity items could improve the redistribu-
tion effects of the future VAT system more
effectively [18].
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In practice, however, differentiation
of VAT rates does not always result in
the drop in prices for specific groups of
goods, services and works. For instance,
in Poland, the VAT rate on groceries was
reduced from 7% to 5%, in January 2011,
but this measure did not result in lower
prices for consumers for a number of be-
havioural and psychological reasons [19].

The negative effects of VAT reforms
can stem from partial shifting of the tax
burden to producers [20]. A considerable
VAT rate dispersion in China had a nega-
tive effect on the total factor productivity
and resulted inaloss of 7.9% of GDP on av-
erage in the period from 2000 to 2007 [21].
Modelling based on the panel data for dif-
ferent Chinese provinces in the period of
2012-2017 showed the negative impact of
VAT rebates on China’s mechanical goods
exports. In particular, it was found that on
average, a one-percentage-point increase
in the VAT rebate rate decreases exports
by 2.07% [22]. Another study demonstrat-
ed an insignificant impact and asymmetri-
cal effect of VAT pilot expansion on the
corporate tax burden of general taxpayers
in some Chinese provinces in 2012 [23].

Moreover, there is evidence that in Chi-
na, VAT rebates to exporters have a posi-
tive impact on exports and China’s com-
petitiveness on world markets [24]. For the
period of 2003-2012, a 1%-increase in VAT
rebates lead to a rise in exports by 7% [25].
On the level of individual firms, every ex-
tra dollar spent on VAT refunds increased
Chinese exports by 4.7 dollars [26].

To sum up, in research literature there
is no universal agreement on the impact of
VAT reforms on macro-economic parame-
ters and there are no unified guidelines for
optimization of the structure of VAT reve-
nues and VAT rates in different countries.
The majority of these studies focus on the
experience of OECD countries and some
developing countries while there is not
much research investigating these ques-
tions in the context of the Russian econo-
my. All of the above makes it pertinent to
consider the impact of VAT on macro-eco-
nomic parameters of the Russian economy
and thus explore the potential of VAT as an
instrument of economic regulation.
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Methodology

This study focuses on the cause-and-
effect relations between the macro-eco-
nomic parameters of the Russian economy
and parameters of the structure of VAT
revenues to the consolidated budget.

Conceptually, the study relies on the
theories that consider taxation as an ef-
fective instrument of economic regula-
tion (Keynesian economics, social market
economy theory, supply-side economics,
neoclassical synthesis, public choice theo-
ry and so on). The methodological frame-
work includes general scientific methods
and econometric methods (correlation,
dispersion and regression analysis) using
MS Excel. The study relies on the official
data of the Federal State Statistics Service
(system of national accounts, statistical
yearbook ‘Finance’ covering the main pa-
rameters of the Russian consolidated bud-
get) and the statistical data reported by
the Russian tax authorities.

To evaluate the effects, we conducted
correlation, dispersion and regression
analysis:

- the data of the national accounts sys-
tem (provided by the Federal State Statis-
tics Service) and the data on VAT revenues
and structure (provided by the Federal
Tax Service) for the period of 2006-2018
were used to build a single-factor model

(13 yearly observations) and for the pe-
riod of 01.04.2006-01.01.2019, a multiple
regression (52 quarterly observations);

- the data of the national accounts
system and the data on product taxes, in-
cluding net taxes (provided by the Federal
State Statistics Service) for the period of
1995-2018 were used to build two-factor
regression models (24 yearly observa-
tions) and for the period of 01.04.1998-
01.01.2019, a multiple regression (84 quar-
terly observations).

Our choice of macro-economic pa-
rameters as effective indicators was deter-
mined by previous research using forecas-
ting and factor analysis of VAT revenues
to the consolidated budget and by the hy-
potheses we formulated for our study.

Out of all the resulting regression mo-
dels, we are going to discuss in more detail
four dual linear regression equations and
one multiple regression equation. The sta-
tistical significance of these equations was
tested by using the coefficient of determi-
nation, F-test, average approximation er-
ror, Student’s t-test, and p-value.

Results

To test the hypotheses described above,
we built dual linear regression equations
and multiple regression equations. Table 1
shows the statistical data for selected mac-

Table 1
Effective (Y) and factorial (X) indicators, bln rbs

Year Y, Y, Y, Y, X, X,
2006 17809.7 9544.6 4730.0 9079.3 1511.1 585.6
2007 21968.6 11387.1 6716.2 10028.8 2261.7 1011.4
2008 27543.5 13498.7 8781.6 12923.6 2132.5 922.1
2009 29269.6 119211 7976.0 10842.0 2050.3 1109.7
2010 32514.7 15093.7 9152.1 13529.3 2498.6 1121.7
2011 40692.2 25148.9 11035.7 16865.2 3250.8 1254.4
2012 46895.8 28132.0 12586.1 18324.8 3546.1 1557.7
2013 52274.3 29279.3 13450.2 18863.4 3539.4 1720.4
2014 56418.2 30623.8 13902.6 21425.9 3940.2 1840.2
2015 58240.5 34077.8 13897.2 23854.1 4233.9 1936.1
2016 61389.8 35350.0 14748.8 22137.6 45714 2077.6
2017 65165.4 38231.5 16027.3 23994.3 5137.6 2253.3
2018 69333.0 43406.5 17595.0 31932.6 6017.0 2489.7

Note: compiled by the author on the basis of the data of the Federal State Statistics Service “National

Accounts’. Available at: http://old.gks.ru/wps/wcm/connect/rosstat main/rosstat/ru/statistics/
accounts/; data of the Federal Tax Service of Russia ‘Report on the Structure of VAT Revenue - 1-VAT’.

Available at: https:/ /www.nalog.ru/rn13/related_activities/statistics_and_analytics/forms/
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roeconomic indicators (based on the data
of the national accounts system) and VAT
structure (the statistical data reported by
tax authorities), which were used as effec-
tive and factorial indicators:

1) effective indicators:

- final consumption expenditures (Y,);

- gross profit of economy and gross

- fixed capital investment (Y);

- export volume (Y,);

2) factorial indicators:

- VAT revenues to the consolidated
budget (X,);

- amount of VAT refunds (X,)

Based on the data in Table 1, we built
four one-factor regression models (see

mixed income (Y)); Figs. 1-4).
100000
80000 Y, = 1244.11322i70-.'-9;§é60537x1 +e A
60000 - s
40000 -
20000 - *

0 ‘ ‘ ‘ T ‘ ‘
0 1000 2000 3000 4000 5000 6000 7000
® Y - final consumption expenditures
— Linear (Y - final consumption expenditures)
Fig. 1. Regression model of the dependency of final consumption expenditures
on VAT revenues to the consolidated budget
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¢ Y - gross profit of the economy and gross mixed revenue
— Linear (Y - gross profit of the economy and gross mixed revenue)

Fig. 2. Regression model of the dependency of gross profit on gross mixed revenue
of VAT to the consolidated budget
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Fig. 3. Regression model of the dependency of fixed capital investment on VAT refunds
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@ Y - exports
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Fig. 4. Regression model of the dependency of exports on VAT refunds
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We tested the regression equations for
validity (see Table 2 for results).

In Table 2, the values that do not cor-
respond to the criterion parameters are in-
dicated in bold.

All the models demonstrate a high
level of correlation between the effec-
tive and factorial indicator (multiple
correlation coefficient R - 0.95-0.98) and
a large share of dispersion of the depen-
dent variable, explained by the model in
question (determination coefficient R? -
0.92-0.96).

The F-test was conducted by compar-
ing the actual F statistic with the critical
value of the corresponding F-distribution
at the level of significance 0.05 and 0.01.
The F-test confirms the statistical signifi-
cance of the regression equations.

Student’s t test for the regression co-
efficient a, confirms the validity of all the
models since the calculated value exceeds
the critical value with the levels of signifi-
cance 0.05 and 0.01. For the constant term
(a,), however, the t-value is higher than
the critical level only in two equations. In
the other two, the t-value for the constant
term (a,) is below the critical level.

P-value is the probability of obtaining
results for a model of distribution of ran-
dom values as extreme (or more extreme)
as the results actually observed during
the test, given that the null hypothesis
is true. In other words, p-value is the
probability that the results showing the
relationship between the indicators were
produced by random chance alone. A low
p-value suggests that there is little likeli-
hood that the regression results occurred

by chance, which allows us to reject the
null hypothesis. P-value is usually com-
pared with the generally accepted levels
of significance 0.05; 0.01 and 0.005. In all
the regression equations, the p-value of
correlation coefficient a, is much lower
than 0.005, which demonstrates the sig-
nificance of these equations. The p-value
for constant term (a,), however, was be-
low the significance level of 0.05 only in
the second (Y,) and third (Y,) equations.
In the other two, the p-value for constant
term (a,) is below the critical level.

Thus, in two equations (Y, and Y),
the constant term is statistically insignifi-
cant in the f-test and for p-value. Having a
constant term in the equation provides us
with a more accurate picture of the depen-
dency. From the economic perspective, the
constant term reflects the impact of other
factors left out of the model. Therefore, we
can keep the constant term in the models
despite its statistical insignificance. For the
dual linear regression we need to analyze
the statistical significance of coefficient a,,
since this coefficient contains the influence
of explanatory variable X on dependent
variable Y.

To evaluate the quality of the models,
we calculated the average approximation
error (A), measured as a relative diver-
gence for each observation. The average
approximation error shows how many
theoretical values, that is, those resulting
from the regression equation, on average
deviate from empirical values. The per-
missible average approximation error lim-
it is 8-10%. All the regression equations
have A less than 10%.

Table 2
Parameters of the statistical significance of the dual linear regression equations
Model R | R? F t P A,
a | a a | a %
Y, =1244.14247 + 12.60537X, + ¢ 097 094 164.6 035 128 0.74 5.84E-08 8.48
Y, = -4014.44851 + 8.45553X, + & 098 0.96 278.0 |-216| 16.67 0.05 3.72E-09 9.22
Y, =1579071.53138 + 6.54284X, +¢ 098 0.96 235.9 228 154 0.04 8.88E-09 7.41
Y, =626.17971 + 10.74522X, + ¢ 095 092 1289 0.62 1135 0.55 2.05E-07 9.79

R - correlation coefficient (0-1);
R? - determination coefficient (0.8);
F - F-statistic (greater than the critical values)

’

Student’s t-test (greater than the critical values);

P-value (< 0.005);
A - average approximation error (< 10%).
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Among the multiple regressions, the
most statistically significant and accurate
is the model of the dependency of final
consumption expenditures on compensa-
tion of employees and product taxes in
1995-2018. To exclude multicollinearity of
the factors, this model was built by using
chain indices rather than absolute values
(see Table 3).

In accordance with the system of
national accounts, taxes on products are
levied as a percentage of the price or
quantity of goods and services produced,

sold or imported by residents (VAT, ex-
cise duties, import duties, etc). In other
words, product taxes include not only
VAT but also other indirect taxes.

The resulting model and the param-
eters of its statistical significance and
adequacy are shown in Table 4.

The model was tested for statisti-
cal significance and for adequacy. The av-
erage approximation error was just 3.03%
(the acceptable level is 10%). The fifth
model can be interpreted the following
way: the index of final consumption ex-

Table 3
Dynamics of macroeconomic indicators and product taxes, in current prices (mln rbs)
Year Final consumption Compensation Product taxes
expenditures of employees
sum ‘ index (Y;) sum ‘ index (X;) sum ‘ index (X,)
1995 1016594.3 - 647875.8 - 184071.2 -
1996 1435869.8 141.2431 1022643.3 157.8456 269095.0 146.1907
1997 1776137.6 123.6977 1202900.5 117.6266 320255.8 119.0122
1998 2003790.1 112.8173 1263046.8 105.0001 338824.5 105.7981
1999 3285678.1 163.9732 1933606.1 153.0906 613854.6 181.1718
2000 4476850.9 136.2535 2937229.9 151.9043 980880.4 159.7903
2001 5886860.6 131.4956 3848398.3 131.0214 1268911.4 129.3645
2002 7484115.5 127.1325 5065100.6 131.6158 1415153.0 111.5250
2003 9058687.6 121.0389 6231387.9 123.0259 1775123.2 125.4368
2004 11477849.6 126.7054 7845036.7 125.8955 2352124.6 132.5049
2005 14438149.2 125.7914 9474266.7 120.7677 3248224.8 138.0975
2006 17809740.7 123.3520  11985905.6 126.5101 4090102.5 125.9181
2007 21968579.5 1233515  15526114.7 129.5364 4977558.7 121.6977
2008 27543511.4 125.3768  19559761.0 125.9798 6323848.4 127.0472
2009 29269625.1 106.2669  20411614.4 104.3551 5202132.9 82.2621
2010 32514673.2 111.0867  22995635.9 112.6596 6462567.9 124.2292
2011 40692217.7 1251503  26386675.4 114.7464 8413321.9 130.1854
2012 46895780.1 115.2451  30201161.5 114.4561 9411798.2 111.8678
2013 52274283.6 1114691  33792282.2 111.8907 9510857.9 101.0525
2014 56418220.9 107.9273  37430458.0 110.7663  10550847.9 110.9348
2015 58240533.5 103.2000  39745493.0 106.1849 8738499.6 82.8227
2016 61389774.1 105.4073  41245363.8 103.7737 8817205.9 100.9007
2017 65165442.1 106.1503  43884319.8 106.3982 9264512.5 105.0731
2018 69332988.5 106.3953  48244368.2 109.9353  11404173.9 123.0952

Source: Federal State Statistics Service ‘National Accounts’. Available at: http://old.gks.ru/wps/
wcm/connect/rosstat main/rosstat/ru/statistics/accounts/

Table 4

Parameters of statistical significance of the regression model of the dependence
of final consumption expenditures on compensation of employees and product taxes

Model R R?

F t p A,
a,/a, a,/a, %

a, | a |

Y, = 27.79 + 0.490X, + 0.276X,+ €

094 0.88 723 3.15 3.86/3.07 0.005 0.001/0.006 3.03
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penditures (Y,) will increase together with
the increase in the index of compensation
of employees (X,) and product taxes (X,).

The resulting equations, as the statisti-
cal tests showed, accurately reflected the
relationship between the criterion param-
eters and predictors. They can be used to
predict values of the variables (Y) with the
help of independent variables (X) and to
find the contributions of specific indepen-
dent variables to the variation of the de-
pendent variable.

Discussion

The regression equation of the depen-
dence of final consumption expenditures
on VAT does not confirm the first hypo-
thesis, that is, on the macro-level, an in-
crease in VAT does not have a negative
influence on consumer spending. This
model can be interpreted in the following
way: an increase in VAT revenues to the
consolidated budget by 1 billion roubles
causes a rise in consumer spending by
12.605 billion roubles.

The fifth multiple regression model
shows a direct dependence between con-
sumer spending and consumption-type
taxes. These results can be interpreted the
following way: a 1%-increase in the index
of compensation of employees will result
in a drop in the index of final consump-
tion expenditures by 0.490%, while a 1%
increase in the consumption tax index will
lead to a rise in the index of final consump-
tion expenditures by 0.276%. If we consid-
er final consumption expenditures as the
main source of VAT, then this dependence
is easy to explain: the higher are the con-
sumption expenditures, the more VAT is
paid to the budget. There is every reason
to believe that analysis of the dependency
of consumer spending on VAT for groups
of goods with different elasticity of de-
mand will confirm this hypothesis. As we
know, the higher is the price elasticity of
demand for goods, the more it will fall in
response to VAT increase. Unfortunately,
we were unable to conduct regression
analysis for specific groups of goods due
to the lack of detailed tax statistics.

Due to different price elasticity of de-
mand, we cannot completely exclude the
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possibility that VAT has an influence on
VAT-paying producers of goods, services
and works. The time lag between purcha-
sing material assets necessary for produc-
tion process and VAT refunds also means
that a certain sum of money will be with-
drawn from the turnover. If the price elas-
ticity of demand is high, producers might
be losing their revenue and profit due to
the fall in sales. This logic underpins our
choice of factors for the second model. We
supposed that VAT may have a negative
influence on gross profit and gross mixed
income. However, this hypothesis was re-
futed. As the regression model has shown,
an increase in VAT revenues to the con-
solidated budget by 1 billion roubles leads
to a rise in gross profit and gross mixed
income by 8.4555 billion roubles, that is,
there is a positive dependency between
these two indicators, which supports the
second hypothesis. VAT is an indirect tax
and, therefore, it does not have a conside-
rable negative influence on businesses
(producers of goods, works and services)
since it is shifted to consumers of these
goods, works and services. On the mi-
cro-level, the influence of VAT depends
on profitability of businesses and value
added: the higher is the share of profit
in value added, the lower is the ratio of
VAT paid to profit. The higher is the profi-
tability (capital intensity), the lower is the
influence of VAT [27].

The final (third) hypothesis was fully
confirmed by the third and fourth regres-
sion models, which show that VAT re-
funds to exporters stimulate exports and
fixed capital investment. The third model
can be interpreted the following way: an
increase in VAT refunds by 1 billion rou-
bles will lead to a growth in fixed capital
investment by 6.543 billion roubles. Such
a high regression coefficient may sig-
nify the efficiency of the currently used
VAT refund mechanism, even though it
is widely criticized by taxation experts
and the public. Furthermore, there is evi-
dence that VAT refunds to exporters en-
hance exports.

The fourth model can be interpreted
as follows: an increase in VAT refunds
by 1 billion roubles will lead to a growth
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in exports by 11.117 billion roubles. This
positive relationship, however, does not
provide a solution to the problem of the
prevalence of raw materials in Russia’s
export structure. Elimination of VAT re-
funds, however, is unlikely to result in
greater differentiation of exports due to
the expansion of the segments other than
raw materials but will instead lead to a
decline in exports and fixed capital invest-
ment made by exporters.

Conclusions

Our study is based on the Russian
economic data and contributes to the dis-
cussion about the impact of VAT on mac-
ro-economic parameters.

The results of modelling of the im-
pact that VAT has on consumer spend-
ing showed no negative relationship be-
tween the former and the latter. This can
be explained by the following: first, the
standard VAT rate remained the same
throughout the given period; second, an
introduction of an automated control sys-
tem led to an increase in VAT collection
rate; and, finally, there was a decrease in
Russia’s shadow economy?.

The hypothesis about the absence of
negative effects of VAT on the country’s
economic performance on the macro-level
was confirmed. Such effects, however, are
possible on the micro-level, that is, on the
level of specific economic entities. This
may happen because of the dependence
of the degree of VAT shifting on the price
elasticity of demand for goods (services,
works); the time lag between paying VAT
on goods purchased and the finished
goods being sold; different levels of prof-
itability of specific firms and the share of
value added in revenue.

The hypothesis about the positive role
of VAT refund to exporters in enhancing
fixed capital investment and exports was
confirmed, which may be an argument for
keeping the already existing system of ex-
port tax refunds and rebates.

2 The shadow economy in Russia, according
to the Federal Financial Monitoring Service, is
shrinking: in 2018, it was about 20% of GDP in
comparison with 28% in 2015-2016.
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We believe that the positive depen-
dencies we found support the idea that
VAT exhibits a neutral influence on eco-
nomic growth and can be used for regu-
lating economic activity. The dual linear
regression equations based on the data
of the Russian economy in 2006-2018 and
multiple regression equations based on
the data for 1995-2018 demonstrate the
following:

1) direct influence of VAT revenues
to the consolidated budget on consumer
spending in the ratio of 1:12.605 billion
roubles;

2) direct influence of VAT revenues
to the consolidated budget on gross profit
and gross mixed income in the ratio of
1:8.4555 billion roubles;

3) direct influence of VAT refunds
on fixed capital investment in the ratio
of 1:6,543 and on exports in the ratio of
1:11.117 billion roubles;

4) direct influence of the consumption
tax index on the final consumption index
in the ratio of 1:0.276%

The resulting equations, as the statisti-
cal tests showed, accurately reflect the rela-
tionship between the criterion parameters
and predictors. Therefore, they can be used
for predicting the values of dependent
variables (Y) with the help of independent
variables (X) and for estimating the contri-
bution of specific independent variables to
variance of a dependent variable. It should
be noted, however, that in 2014-2018 in
Russia, VAT grew faster than the macro-
economic parameters corresponding to its
base (volume of final consumption on the
domestic market, retail turnover) due to a
significant increase in VAT administration
efficiency. In our opinion, this fact gener-
ated an upward bias of the coefficients in
the regression models.

We believe that the positive depen-
dencies support the idea that VAT exhib-
its a neutral influence on economic growth
and can be used for economic regulation.

The use of VAT as an instrument of
economic regulation should follow certain
principles:

1) it is necessary to minimize the gaps
in the taxation of value-adding chains by
optimizing the list of tax preferences and
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eliminating other factors contributing to
such gaps;

2) taxpayers should be provided with
a choice between the preferential and tra-
ditional procedures of VAT calculation
and payment;

3) measures should be taken to avoid
the risks of double taxation and uninten-
ded non-taxation;

4) it is possible to introduce VAT ex-
emptions and reduced VAT rates depen-
ding on the price elasticity of demand for
goods (works, services), in particular re-
duced VAT rates should be set for merit
goods, that is, the goods with price inelas-
tic demand that are highly significant for
ensuring social harmony and justice in
society and development of human capi-
tal. Reduced rates can be applied to other
types of goods (works, services), for in-
stance, innovative goods, only in excep-
tional circumstances;

5) tax preferences can be offered to
taxpayers operating in spheres with low
profitability and price elastic demand for

goods (works, services) in order to mini-
mize the negative impact of tax burden
shifting from consumer to producer;

6) taxpayers should be offered tax
preferences for a limited period of time
provided that their activities conform
with certain requirements and that they
assume certain obligations.

Our findings can be useful for VAT
policy-makers in Russia, especially in
matters concerning VAT computation and
payment procedures.

Avenues for further research include
evaluation of the dependency between
VAT and macro-economic effects in dif-
ferent sectors of economy, for different
groups of consumers and types of con-
sumer expenditures. An essential task, in
our view, is to investigate the results of the
tax reform of 1 January 2019 - an increase
in the standard VAT rate from 18% to
20%. Such analysis could be useful in de-
vising guidelines and recommendations
for optimization of the tax structure and
VAT preferences in Russia.
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ABSTRACT

The article discusses shadow economic linkages between companies from different
sectors. The research hypothesis is that the multiplier effect can cause a spillover of the
shadow economy from one sector to another through business connections between
companies. The research methodology comprises, first, a correlation analysis of the
indicators reflecting the level of informal activities in the key industries of Russia in
2011-2017; second, analysis of input-output tables to reveal the patterns inherent to
intersectoral financial flows that involve sectors with a large share of shadow activities;
and, third, analysis of the tax ratio in the key sectors in the given period. The correlation
analysis of Rosstat’s adjustment of gross value added for informal economic activities
and the share of undocumented workers employed in the total number of workers
in the sector has revealed a strong correlation between these indicators. It was found
that such sectors as real estate, agriculture and forestry, construction, trade and
hotel industry have shadow economies exceeding the average level in the country.
We used the input-output balance data to reveal the close connections between the
sectors with a large share of shadow activities and other sectors. Our calculations
have brought to light an increase in the share of illicit transactions in some industries
due to interactions with shadow sectors. This trend was particularly characteristic of
such industries as transport and communications, education, health care and social
services. It was also found that the tax ratio for transactions involving companies
from sectors with a large share of shadow activities tended to decline due to tax
evasion. These research results can be used by tax authorities to detect and monitor
economic operations associated with high tax evasion risks.

KEYWORDS
shadow economy, sectors of economy, tax evasion, informal employment, tax ratio,
statistics, input-output balance
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AHHOTAIIWA

B crarbe mccenyoTcs TeHeBble SKOHOMITYECKIe CBA3M MEX/Ty OTPac/IsIMi SKOHOMU-
Kn. BpUla BBIIBUHYTA rMIIOTE3a O TOM, UTO BBICOKUW YPOBEHb TEHeBbIX OIlepalliil,
CJIOXKMBILINVICS. B OJHOVI OTpacyin, Oarofgaps My JIbTUILIMKATUBHOMY 3(peKTy BBI3bI-
BaeT POCT TeHeBbIX Ollepallyil B PYIVX OTPacyIsiX, C KOTOPBIMIU Y OTpaciiv cpopMmpo-
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BaHbBI YCTOVUYMBBIE [IeJI0OBble CBA31. MeTovKa mccieoBaHms BKIIIOYaeT, BO-IIepBbIX,
KOPPEJLIIMOHHBIVI aHa/IN3 [TOKa3aTeIeV YPOBHS TE€HEBOV SKOHOMVIKM B OCHOBHBIX
oTpacisix skoHoMuKM Poccrm 3a 2011-2017 rr., BO-BTOpPEBIX, aHayM3 Tabiniy «3aTpa-
TBI-BBIITY CK» JIJIs BBISIBIICHNS 3aKOHOMEPHOCTEN MeXXOTpacsIeBbIX (PMHAHCOBBIX IIOTO-
KOB C y4acCTvieM OTpacjIent C BBICOKOVI [10JIeVT TEHEBBIX OITeParluVA. B-TpeTpux, anarmms
HaJIOTOBOVI OT/Ia4ulM OCHOBHBIX OTpacsien skoHoMmku Poccrm 3a 2011-2017 rr. Koppe-
JIALIVOHHBIV aHAIN3 BeJIMYMHBI KOPPeKTUPOBKM PoccTaToM BastoBovt 100aB/IeHHO
CTOVMIMOCTY Ha 5KOHOMIUeCKIe OIlepariyy, HeHabJIio1aeMble IPsIMBIM CTaTHCTITIe-
CKVMIMV MeTOJIaMMU U JI0JIV 3aHATEIX B HehOpPMaJIbHOM CEKTOpe B OOIIel! UMCIIeHHOCTI
3QHATBIX 110 BUIaM 3KOHOMMYECKOV JIesITeJIbHOCTH II0Ka3al BBICOKYIO B3aMIMOCBSI3b
MeXJ1y AaHHBIMM ITOKa3aTe/IsIMK. YPOBeHb TeHeBOVI SKOHOMWKM, ITPeBbIIIaroIui
cperHMIT, OBUI BBISBIIEH B CJIEAYIOIIVX OTpac/IaX: Orepaluy ¢ HeIBVKMMOCTHIO;
CeJIbCKOE V1 JIECHOE XO3SVICTBO; CTPOUTEIILCTBO; TOPIOBIIS; [1eATeIbHOCTh TOCTVHMUILL.
Vlcnosp30BaHMe JaHHBIX MEXOTPacIeBOro OajlaHca II03BOJIVIIO BBISBUTH Hamboliee
TecHbIe JIeJIOBble CB3M OTpacyiell C IOBBLIIIEHHBIM yPOBHEM TeHeBhIX OIlepariyi
C IPYIMMM OTpac/IsiMy SKOHOMVIKY Poccym 1 ToKa3aTh BEIIBUHYTYIO TumoTesy. ITpo-
Be/IeHHBIe pacyeThl BLIABVIIV POCT JI0JIM TEHEBbIX OIlepaliyi 3a CUeT B3aMOIeVICTBIS
C «TeHeBBIMIN» OTPACJIAMM y TaKMX OTpacileri, Kak TPaHCIIOPT U CB3b; 00pazoBaHue;
3/ paBOOXpaHeHVie 1 IIpelocTaB/IeHVe COLMaIbHBIX YCIYT. BeIsgBieHo cHIDKeHe Ha-
JIOTOBOVI OT/Iaul B CIe/IKaX, B KOTOPbIX MPUHMMAIOT ydacTue OTpaciIv C ITOBbIIIeH-
HBIM yPOBHEM TeHe3allyy, BCIeJICTBIE YKIIOHeH Vs OT yIUIaThl HaJIOTOB yYacTHUKAMM
TaKMX CIOeJIOK. [ToryueHHBIE pe3ysIbTaThl MOTYT OBITH VICIIOJIB30BAHBI HAJIOTOBBIMI
opraHaMu I OTCJIeKMBaHMS 3KOHOMUYECKMX OIlepalluil, OTIMYaOMIVIXCs ITOBbI-
IIIeHHBIM PUCKOM YKJIOHEHNs OT yIUIAThl HAJIOTOB.

KJTFOYEBBIE CJTOBA
TeHeBasi 9KOHOMVKA, OTpac/Iy SKOHOMUKM, YKJIOHeHMe OT YIUIaThl Hajloros, Hedpop-
MaJTbHasI 3aHSTOCTB, HaJIOTOBEIN KOA(PPUITMEHT, CTaTCTIKa, MeXXOTpacsieBovt OaaHc

1. Introduction
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The underground economy is a perva-
sive feature of countries across the world.
In their transactions, companies seek to
escape state control, resorting to semi- or
altogether illegal forms of commerce. Ne-
vertheless, the size of the shadow economy
varies significantly across different groups
of countries. In developed countries such
as Switzerland, the USA and Japan, the
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size of the shadow economy is compara-
tively small - it accounts for 7-8% of GDP
(see Fig. 1). In developing countries, in-
cluding post-Soviet states such as Russia,
Ukraine, Belarus, Kazakhstan, the shadow
economy is much larger - 30-40% of GDP.
In low-income countries such as Zimba-
bwe and Haiti, the shadow sector is flou-
rishing and makes up over a half of these
countries” GDP.
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Fig. 1. Size of the shadow economy in different countries in 2015, % of GDP [1, p. 69-76]
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Apart from the differences in the size
of the shadow economy in developed and
developing countries, there are also dif-
ferent reasons why companies move into
the shadow sector. In developing coun-
tries, the main reasons are the lack of
stable institutions regulating market re-
lations; bureaucracy and corruption; and
the high tax burden. In such conditions,
businesses gain a substantial cost advan-
tage by avoiding taxes and regulations de-
spite the constraints associated with un-
documented activities such as the lack of
access to credit markets, state and munici-
pal orders, and so on.

In developed countries, the situation
is different - they generally have a good
institutional environment for doing busi-
ness while developed market relations
make legal activities more beneficial than
‘hiding in the shadows’, outweighing the
advantages of tax evasion. Some activities,
however, cannot be formalized, especial-
ly in developed countries. These include
organized crime - there are well-known
examples of mafia groups operating in
the USA, Italy and Japan, whose income
largely remains unreported. Moreover,
developed countries attract a lot of ille-
gal migrants, who are employed under
the table and whose activity also goes
unreported. Shadow activities, however,
are reflected in the macro-economic data
included in national accounting and thus
detected by national accounts statisticians.

No national economy is heteroge-
neous as far as the shadow economy is
concerned and the size of the shadow
economy may vary from sector to sector,
it may also depend on the nature of the
business: in some spheres, the advantages
of illegal activities outweigh the disadvan-
tages while in others, it is more profitable
to operate legally than to dodge tax liabili-
ties by moving into the shadows. In some
spheres, illegal activities are all but im-
possible: for example, there is a common
view that in state and municipal adminis-
tration, the share of the shadow economy
is negligible.

The shadow economy negatively af-
fects national economic development
because it results in the loss of tax reve-
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nues and creates conditions conducive to
terrorist and criminal activities. As the
shadow economy spreads more widely, it
starts to transform the institutional norms
of doing business and thus unregistered
activities become the rule rather than the
exception.

This study aims to bring to light the
differences in the extent and amount of
unreported activities in various sectors of
economy and identify the sectors charac-
terized by the largest proportion of such
activities as well as the reasons behind this
situation. An important part of this study
consists of the analysis of financial flows
between the sectors with a significant por-
tion of shadow transactions.

Our hypothesis is that intersectoral
linkages involving sectors with a large
share of shadow activities lead to increa-
sing ‘shadowization” (shadow economy
growth) of national economy. If a sec-
tor has a large share of shadow activities
(a high degree of shadowization), it may
influence other sectors due to a multi-
plier effect. Furthermore, financial flows
between the sectors with a large share of
shadow activities make the non-observed
economy more stable in these sectors, as
companies find it more convenient to do
business through cash transactions that
leave no record. In its turn, the cash they
use for these ends also comes from unreg-
istered transactions with other companies.
Such business transactions are usually ac-
companied by tax evasion, since, in case
of long-lasting business contacts, partner
companies have more mutual trust and
tend to be more willing to take the risks
associated with illegal operations and con-
cealment of the tax base. All of the above
makes it a pertinent task to study econo-
mic connections involving shadow sectors
as it would allow tax authorities to detect
operations with higher risks of tax evasion
and monitor them more closely.

2. Sector-specific approach to studying
the shadow economy

The shadow economy is a long-stan-
ding problem, which has attracted consi-
derable scholarly attention. However, most
studies focus on the aggregate shadow
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economy and comparatively little atten-
tion has been given to shadow activities in
individual sectors, which can be explained
by the lack of the relevant sector-specific
data. While state statistical agencies regu-
larly publish the national accounts infor-
mation that can be used to estimate the
overall size of the shadow economy, there
are relatively few indicators that character-
ize the size of specific shadow sectors.

Guidelines for measuring the non-
observed economy in specific sectors are
provided by the handbook published in
2012 by the OECD, ILO, IMF, and the In-
ternational Statistical Committee of the
Commonwealth of Independent States'.
In 2008, the United Nations Economic
Commission for Europe made a survey of
practices of measuring the non-observed
economy (NOE) in national accounts®. A
more recent survey of methods used for
measuring the NOE in different institu-
tional sectors was published by the OECD
(2012). The survey relies on the ISIC - In-
ternational Standard Industrial Classi-
fication of All Economic Activities. The
NOE can be estimated in terms of size and
sector (2012) (according to the Eurostat’s
tabular approach to estimating the pro-
duction output in the structure of national
accounts®) (for an example of the 2012
OECD report?).

! Measuring the non-observed economy: A
Handbook. Paris, OECD Publishing. 2002. DOI:
10.1787/9789264175358-en; Measuring the non-ob-
served economy: A Handbook. 2002. (In Russ.) Avai-
lable at: https:/ /www.gks.ru/metod/izmer.pdf

2 Non-observed economy in national accounts. Sur-
vey of country practices. New York and Geneva, UN,
2008. Available at: http:/ /www.unece.org/filead-
min/DAM/stats/publications/ NOE2008.pdf

® Eurostat’s tabular approach to exhaus-
tiveness.  Guidelines.  Eurostat/C1/GNIC/050
EN. 2005. Available at: http://www.dst.dk/
ext/739814884/0/intconsult/ Annex-Cla-
Eurostat-Guidelines-Tabular-Approach-
part-1-2 ENG---pdf; Summary of the OECD sur-
vey on measuring the non-observed economy. STD/
CSTAT/WPNA (2012)21. 2012. Available at:
http://www.oecd.org/officialdocuments/pu
blicdisplaydocumentpdf/?cote=STD/CSTAT/
WPNA (2012)21&docLanguage=En

* Reducing opportunities for tax non-compliance
in the underground economy. Information note.
2012. January. Available at: www.oecd.org/tax/
forum-on-tax-administration/publications-and-
products/sme/49427993.pdf

39

One of the widely cited international
studies containing comprehensive data on
this topic is the study of Friedrich Schnei-
der (2012) [2], who uses different sourc-
es of information to estimate the size of
the shadow economy. As the analysis of
current research literature shows, direct
methods appear to be the most applicable
to measure the size of the shadow econo-
my on the level of individual sectors: such
studies were conducted by P.M. Smith for
Canada [3], C. Williams for the UK [4],
and T. Putnins and A. Sauka for Latvia [5].
B. Nastav proposes to estimate the size of
the shadow economy in Slovenia [6] by
looking at GDP structure.

Some sectors of unobserved economy
attract more scholarly attention. For exam-
ple, J. Kocjanéi¢ and S. Bojnec [7] concen-
trate on the forestry sector. They study
the influence of staff reductions and the
shrinking size of large companies on the
shadow economy in Slovenia. For their
estimates they rely on the data provided
by B. Nastav [6]. Extraction of mineral re-
sources, including artisanal or small-scale
mining, which is mostly spread in deve-
loping countries, is discussed in the wide-
ly cited report published by T. Hentschel
et al. [8]. Snowdon analyzes the situation
in the sphere of alcohol manufacture and
sale [9] (we believe, however, that fol-
lowing the OECD classification, the sale
of counterfeit alcohol should be classifed
as an illegal rather than shadow activity).
L. Burroni et al. [10] investigate the situa-
tion in the fextile and clothing industry and
highlight the factors shaping the shadow
activities of small and medium-sized en-
terprises in central Poland and southern
Italy. O. Cooke et al. [11] consider shadow
activities in construction in one of the US
states by analyzing a set of parameters
and propose to estimate the size of the
shadow economy as the average of the
‘conservative’” and ‘more aggressive’ esti-
mates. The conservative estimate assumes
that the size of the shadow construction
sector is proportional to this sector’s share
of total state GDP while the more aggres-
sive estimate, assumes that the size of the
shadow economy is twice the construction
sector’s share of total state GDP. Other
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sectors include finance, in particular the
so-called ‘shadow banking’ [12]; health
care (J. Kornai [13] gathered quantitative
data on gratitude payments to doctors in
the health care sector through a series of
surveys in Hungary); fourism (O. Kesar
and K. Cui¢ [14] analyze the factors that
determine the shadow tourism sector;
these authors also provide an overview
of the previous research on this topic and
formulate recommendations for reducing
the size of the shadow economy in this
sector); and the do-it-yourself activities (A.
Buehn et al. [15] estimate the size and de-
velopment of the shadow economy and
DIY activities in Germany by applying the
MIMIC-method).

Since the shadow economy is mostly
associated with tax evasion, its size is re-
flected in the tax evasion and tax fraud fig-
ures reported by tax authorities. It is this
connection between the shadow economy
and tax crime that underlies the method
of tax audit used to measure the size of the
shadow economy. To estimate the mutual
influence between the indicators charac-
terizing the size of the shadow economy
and the level of economic crime, we con-
ducted a correlation analysis in our previ-
ous research (see A. Kireenko et al. [16]).
The results point to a strong connection
between the following indicators (signifi-
cant at the level of 0.05)

- 'Adjustment of the sector’s GDP for
the NOE’ (financial indicator, %) and “Eco-
nomic crime damage/sector’s gross value
added (GVA)’ (financial indicator, %);

- “Adjustment of the sectors’” GDP for
the NOE’ (financial indicator, %) and
‘Number of tax crimes per 1,000 workers
employed in the sector’ (quantitative indi-
cator, units);

- ‘Number of tax crimes per 1,000
workers employed in the sector’ (quan-
titative indicator, units) and ‘Number of
registered tax evasion crimes per 1,000
workers employed in the sector’. This con-
nection was demonstrated by our analysis
of the statistical data from the ‘Consoli-
dated Statistics on Convictions in Russia’:
we found that the proportion of people
convicted for tax evasion was 53.7% of the
total number of tax crimes in 2017.
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We believe that the indicator ‘Num-
ber of tax crimes per 1,000 workers em-
ployed in the sector’ can be used for mea-
suring the size of the shadow economy.
We found that there is a moderate con-
nection between the ‘Economic crime
damage/sector’'s GVA’ and the ‘Number
of tax crimes per 1,000 workers employed
in the sector’. In our view, criminal statis-
tics can provide us with a more accurate
picture of the shadow economy than the
financial data, which depend on a multi-
tude of factors subject to change through-
out the year.

Regarding Russia and its neighbours,
the current research includes the study of
S. Kyurzhiev et al. [17], who developed
an econometric regression mathematical
model for calculating the degree of shad-
owization in different sectors. Their meth-
odology relies on the evaluation of con-
nections between nominal GDP growth
amount and the amount of cash in the
money supply. Their results have shown
that in 2007-2017, the largest share of the
shadow economy in Russia was observed
in construction with the shadowization
coefficient of 47.3%; followed by transport
and communications (28.3%). In the man-
ufacturing sector and agriculture, the size
of the shadow economy was relatively
small - 6.3% and 5.9% respectively.

A. Abroskin and N. Abroskina deve-
loped a methodology for measuring the
shadow economy in different sectors by
estimating the ratio of the dynamics of
value added to the dynamics of manufac-
turing costs. They believe that ‘a decline in
resource intensity (energy, electricity, ma-
terials, metal, and so on) is likely to lead
to a decrease in the scale of actual produc-
tion costs in the sector and, therefore, the
corresponding adjustments for shadow
activities should be raised” [18, p. 94].
They found that in Russia the sectors with
the largest shares of shadow activitity are
agriculture, retail and wholesale trade,
land transport, accommodation and food
industry, extraction of raw hydrocarbons.

R. Shumyatsky and D. Terre calcu-
lated the contribution of specific sectors to
the country’s GDP and assessed the prof-
itability of production within each sector
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[19]. However, since no calculations are
provided, it prevents us from retesting
the results of the ranking regarding the
amount of illicit activities in different sec-
tors of the Russian economy. What raises
doubt is the fact that the shadow industry
ranking is headed by extraction of mineral
resources and manufacturing.

A. Polovyan and M. Zanizdra deve-
loped a methodology for calculation of
coefficients of the shadow sectors in dif-
ferent industries of Ukraine by building
a logistic dependency between the coeffi-
cient and the quantitative value of the na-
tional economy in Doing Business Rank-
ing of Economies. As a result, it was found
that the largest shadow sectors in 2014
were found in construction, trade, ma-
chine engineering and coal extraction [20].

In Russia, informal activities are espe-
cially widely spread in agriculture, which
is explained by the following: ‘the limited
inflow of available market assets; lack of
financial market for the agricultural sec-
tor; severe competition between shadow
agents of market relations for possession
of the land resources belonging to the ex-
isting agricultural organizations and en-
terprises with a weak production capac-
ity; and, finally, a large number of hidden
in-kind transactions’ [21, p. 55]. According
to B. Voronin and A. Mitin, the shadow
agriculture sector is generated by ‘a large
number of sale and purchase cash trans-
actions. Moreover, the established model
of management in agriculture in Russia is
the “iron-hand” model characterized by
suppression of competition” [22, p. 12].

Agriculture is closely connected to
forestry, which also has a large shadow
economy. Forestry, in its turn, has its own
factors contributing to this situation: ‘high
taxes on logging operations, resulting in
unequal economic conditions for timber
companies. The tax burden on large busi-
nesses in forestry is heavier than on medi-
um- or small-sized businesses. The second
factor is recession in local economies and
the slowdown of global economic growth.
Moreover, it's easier for companies to
operate in the informal sector. As for the
business factors, these include increased
pressure on forestry business, severe mar-
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ket competition and the growing number
of independent workers’ [23, p. 712].

There is a widely spread view among
Russian economists that tourism and
hotel industry have large shadow sec-
tors (N. Zaitseva [24], I. Glazyrina and
A. Peshkov [25], Y. Levina et al. [26]).
M. Bedanokov and M. Nizaeva contend
that this situation is especially typical
of the tourism industry in Chechnya:
‘the factor impeding the development of
the tourism and recreation sector in the
Chechen Republic is the high share of
the shadow economy’. According to Ros-
stat, as of the end of 2014, in Chechnya
there were registered 9.7 thousand firms.
However, the financial performance data
are available only for 1.2 thousand. In-
terestingly, just 15 of them had the rev-
enue over 1 billion roubles in 2014 and
125 firms had the revenue over 1 million
per year’ [27, p. 19]. M. Bedanokov and
M. Nizaeva consider this situation pecu-
liar to Chechnya, which has an unfavour-
able public image and still suffers from
the consequences of the North Caucasus
Conlflict. There are other studies showing
that a large shadow tourism sector exists
in other regions as well. For instance, the
shadow tourism sector in the Republic of
Crimea invariably remains at the level of
70% [28].

Another sphere with a large share of
shadow activities is construction, which
may be a natural reaction to high risks
in this kind of business, since it is depen-
dent on a number of unpredictable factors
throughout the long investment cycle,
which is typical of construction [29].

There is evidence that the oil and
gas shadow sector in Russia is also large.
‘Shadow economic activities at the stage
of oil and gas extraction occur primarily in
the form of illegal entrepreneurship, theft
of oil and gas and other activities linked to
illegal sale of oil" [30, p. 37]. Other exam-
ples of shadow operations in the oil and
gas sector include the following: ‘tax eva-
sion by selling finished products as semi-
finished; extraction of raw hydrocarbons
above the limits set by federal exploration
licenses to obtain excessive profits; usage
of shell firms and in-house transfer pri-
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ces by vertically-integrated companies to
minimize their tax liabilities” [31, p. 198].

Some researchers attempt to estimate
the size of shadow redistribution of fi-
nancial flows between different sectors
of economy: for example, V. Adviysky
and V. Bezdenezhnykh consider different
ways of measuring financial flows in the
shadow economy and draw a scheme of
interactions between the open economy
and the criminal sector of the shadow
economy. However, they failed to find
out the amount of shadow financial flows
and the amount of the shadow intersec-
toral redistribution of financial resources,
explaining that ‘it is hard to estimate the
real size of the shadow economy due to
the lack of access to the data reflecting the
way it actually operates. The error may be
tens of percents or even differ severalfold
from the actual shadow economy in its
various forms’ [32, p. 13-14].

E. Baturina and A. Litvinenko con-
ducted a micro-economic analysis of
shadow financial flows through marker
monitoring of these flows with the help of
computer modelling tools. This method-
ology is used in forensic investigation of
economic crimes. It is based on the analy-
sis of the movement of money through the
bank accounts of suspected individuals.
However, in our view, this methodology
alone can give only a fragmented picture
of shadow financial flows since it requires
prior knowledge about the participants of
illegal transactions in order to mark their
banking operations. It means that the ma-
jority of shadow financial flows will es-
cape monitoring, especially those that do
not involve credit organizations [33].

The perceived lack of effective meth-
odology to estimate the intersectoral re-
distribution of shadow funds means that
it is necessary to develop new approaches
to address this research gap.

3. Methodology

The Federal State Statistics Service of
Russia (Rosstat) uses only two indicators
to measure the size of the shadow econo-
my in different sectors:

1) share of undocumented workers in
total employment;
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2) adjustment of GVA for the NOE.

Rosstat calculates the share of work-
ers employed in the informal sector by
using sample surveys of the labour force.
Workers in the informal sector are people
employed at least in one production unit
in the informal sector (that is, enterprises
not registered as legal entities) in the gi-
ven period.

Rosstat’s adjustment of GVA va-
lues for the NOE gives us a clue as to the
amount of illicit activities in the country.
To make such adjustment, Rosstat analy-
zes the indicators absent from the official
statistics based on the reports of compa-
nies and authorities. This is done by ap-
plying the balancing method to compare
the macro-economic parameters of the
Russian economy.

Table 1 shows the data on undocu-
mented workers in total employment in
Russia in 2009-2017. Such sectors as agri-
culture and forestry, trade, construction,
accommodation and food services, sto-
rage and transportation had the highest
figures of informal employment in Russia.
In these sectors, the share of informal em-
ployment usually exceeded the average
level for Russia.

Table 2 shows the NOE data mea-
sured by Rosstat through the adjustment
of GVA for informal economic activi-
ties. The largest proportion of the NOE
is characteristic of real estate, agricul-
ture and forestry, accommodation and
food services, construction. The sectors
with the largest proportion of the NOE
are practically the same as those with
the highest levels of informal employ-
ment (see Table 1), with an exception of
trade, where the share of the NOE is low-
er than the average level in Russia.

To test the comparability of different
shadow sectors by applying the two me-
thods described above, we analyzed the
correlation between the share of the sha-
dow economy and the percentage of un-
documented workers (see Table 3). The
coefficient of the correlation between the
given indicators normally exceeded 0.5,
which signifies a positive correlation. The
value of the correlation coefficient was
relatively low only in 2017, when it was
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0.3036 due to the fact that the share of the
NOE was higher than normal in real es-
tate. Otherwise, the correlation coefficient
would as usual exceed 0.5.

Our analysis has revealed the indus-
tries with the highest level of shadow ac-
tivity in the Russian economy. The largest
shadow economy is predictably found

Table 1
Share of undocumented workers in total employment in Russia in 2009-2017, %
Sectors 2009 2010 2011 2012 2013 2014 2015 2016 2017

Agriculture, forestry, hunting, fisheries 67.0 61.7 67.6 683 69.7 69.9 71.6 747 56.7
and aquaculture

No
1

2 Extraction of mineral resources 12 08 10 12 14 14 15 16 19
3 Manufacturing 108 89 99 113 121 122 127 13.7 133
4 Energy, gas and steam supply, air 14 12 14 12 15 17 17 15 14
conditioning
5 Construction 25.6 231 251 265 29.0 30.8 31.7 31.8 31.6
6 Wholesale and retail trade; repairs 425 34.6 384 402 406 40.6 40.8 412 40.5
of vehicles and motorcycles
7 Accommodation and food services 20.6 163 193 227 241 253 262 27.8 28.6
8 Transportation and storage 18.0 15.8 17.2 185 199 21.0 21.2 22.6 229
9 Finance and insurance 22 18 17 19 19 24 24 23 22
10 Real estate 62 53 59 61 66 79 81 70 76
11 Education 15 11 12 12 14 16 17 22 22
12 Health care and social services 20 1.7 18 19 20 23 22 27 34
Total 193 164 182 19.0 19.7 201 20.5 21.2 19.8

The table is compiled by the authors by using the data from: Labour Force, Employment and Unem-
ployment in Russia (Sampling Observation Data). 2018: Statistical Yearbook/Rosstat. Moscow; 2018, pp. 48, 95.

Table 2
Adjustment of GVA for the NOE (% of GVA, by sector) in 2011-2017

No Sectors 2011 2012 2013 2014 2015 2016 2017
1 Agriculture, hunting and forestry 573 553 562 46.6 43.0 38.7 38.1
2 Extraction of mineral resources 04 06 06 06 06 08 07
3 Manufacturing 72 87 85 77 48 59 59
4 Production and distribution of electricity, gas,and 0.0 0.0 00 00 0.0 0.0 0.0

steam
5 Construction 142 127 146 157 186 17.0 158
6 Wholesale and retail trade; repair of motor vehicles, 8.8 10.8 11.4 115 8.0 9.1 103
motorcycles and personal and household goods
7 Accommodation and food services 183 11.7 108 10.6 169 165 16.9
8 Transport and communications 89 90 67 68 46 43 42
9 Finance 1.0 08 11 11 13 12 11

10 Real estate, renting and business activities 527 529 483 468 450 45.0 70.6
11 Education 24 50 51 50 64 54 44
12 Health care and social services 50 37 29 28 26 25 30

Total 146 148 143 138 132 132 127
Compiled by the authors by using the official data of Rosstat (http://www.gks.ru)
Table 3

Correlations between the share of the NOE and share of undocumented workers
in Russia in 2011-2017

2011 2012 2013 2014 2015 2016 2017

0.6133 0.5896 0.6348 0.6020 0.5835 0.5409 0.3036

Coefficient of the correlation between
the share of the NOE and share
of undocumented workers

Compiled by the authors by using the official data of Rosstat (http://www.gks.ru)
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in the real estate sector since property
owners have ample opportunities for en-
gaging in undocumented real estate sales
and rental transactions. Leaving some
transactions unregistered does not inhibit
the development of their business.

Large shadow sectors are found in ag-
riculture and forestry. A lot of production
operations of agricultural firms may go
unregistered. These organizations, how-
ever, have to report their performance if
they apply for a bank loan. They also use
a part of their production for their own
needs. Official statistical reports normally
feature the physical indicators such as ani-
mal and plant production values, which
agricultural companies do not need to
hide. The value indicators on GVA, ho-
wever, are not always included in the of-
ficial statistics.

Construction traditionally has a large
informal sector. Construction companies
tend to employ low-qualified workers,
including undocumented migrants, in or-
der to dodge social security contributions.
Moreover, construction companies are of-
ten used by third parties in their fraudu-
lent encashment practices for it may be
quite difficult to verify the actual costs of
construction works.

Such parts of the services sector as
trade and hotel industry often use cash
transactions, which are particularly con-
venient if a company intends to withdraw
from the formal sector and move into the
shadows.

It should be noted that not only in
Russia but also in Europe the above-de-

scribed sectors have a high share of sha-
dow activities. Figure 2 illustrates the re-
sults of Friedrich Schneider’s study of EU
countries, highlighting the sectors with
the highest proportions of shadow ac-
tivity. In Europe, the size of the shadow
economy in agriculture and forestry as
well as in real estate is slightly smaller
than in Russia. On the other hand, in Eu-
ropean countries, manufacturing, trans-
port, health care and utility services have
a larger informal sector than in Russia.

In the following sections, we are go-
ing to consider economic linkages and
financial flows between the sectors with
the highest proportion of shadow activi-
ties and other sectors of Russian economy.
The following industries have the largest
shadow sectors:

1) real estate;

2) agriculture and forestry;

3) construction;

4) trade;

5) hotel industry.

For each of them, we analyzed the
financial flows related to purchase of
goods, works and services by organiza-
tions belonging to these sectors from or-
ganizations from other sectors. Such op-
erations were classified as belonging to
the primary financial flows. Then we ana-
lyzed the financial flows associated with
the supply of goods, services and works
by organizations of the five sectors iden-
tified above to organizations from other
sectors. These operations were classified
as belonging to the secondary financial
flows. Our research relies on the data from
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Fig. 2. Sectors with the highest levels of shadow activity in Europe, % of GDP [2]
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the input-output tables compiled by Ros-
stat on the basis of current and capital ex-
penditures of different types of economic
entities. Input-output tables contain the
data about the intersectoral redistribution
of products (goods, works and services).
The most recent data can be obtained from
the input-output tables published on the
official website of Rosstat.

4. Results

Analysis of Rosstat’s input-output
tables has led us to identify the following
characteristics and trends of intersectoral
financial flows. First, we analyzed the fi-
nancial flows between the five sectors with
a large proportion of shadow activities
(see Table 4). As Table 4 illustrates, these
sectors include primarily real estate and
agriculture and forestry. In 2017, 44.6% of
economic operations of real estate compa-
nies were conducted with companies from
the other sectors in our list; in agriculture
and forestry, such operations accounted for
40.7%, which means that a substantial part
of operations, including cash operations,
in these sectors went undocumented. The
other sectors - construction, trade, and ho-
tel industry - have much less business con-
nections: for example, the hotel industry
accounted for 28.7% economic operations;
trade, 24.5%; and construction, only 7.0%.
This means that a significant part of op-
erations in these sectors were legal as long
as the counterparties to these transactions
avoided doing business ‘in the shadows’.

Second, we analyzed the primary fi-
nancial flows involving sectors with a
large proportion of shadow activities and
other sectors. Table 5 shows the groups
of industries which supply most goods,
works and services (not less than 5%) for
the five sectors identified above. The sec-
ondary financial flows were analyzed in
a similar way. Table 6 shows the groups
of industries which supply most goods,
works and services for the five sectors.
Comparing the data in Tables 5 and 6, we
found a certain imbalance between the
primary and secondary financial flows
in trade. More than a half of the financial
flows (51.3%) of trade organizations are
payments for commercial services pro-
vided by other trade organizations, for
example, retail stores pay wholesale com-
panies for the delivery of goods. Only
5.6% of services provided by trade organi-
zations were the services rendered to other
trade organizations. This can be explained
by the fact that when trade organizations
purchase goods, works and services, they
tend to make large payments (20.6 trillion
roubles in 2017), while the amount of ser-
vices rendered was much smaller (1.3 tril-
lion roubles in 2017).

Based on these data, we drew a
scheme of intersectoral financial flows (see
Fig. 3). Construction and trade companies
accounted for the majority of economic
linkages (12 in 2017) (see Table 7), which
raises concerns about the ineffective use
of public funds since the counterparties of

Table 4

Intersectoral purchases of goods and services by sectors with a high share
of shadow activities in 2017, bln rbs

Products manufactured by the Sectors of economy (according to the ‘Russian National
sector Classifier of Types of Economic Activity

Agriculture, for-| Con- | Trade| Accom- | Real | Inter-
estry, hunting, | struc- modation | estate | mediate
fisheries and | tion and food demand,

aquaculture services total
Agriculture, forestry, hunting, 1224.7 61 137 74.8 1.9 40528

fisheries and aquaculture

Construction 188 3146 947 185 290.8 2434.1
Trade 39.8 149 4993 06 50 972.4
Accommodation and food services 09 150 185 4.0 11 327.8
Real estate 151 95.8 1553.3 167.8 8429  4952.3
Intermediate consumption, total 3191.1 6378.5 8899.8 925.2 2561.9 83159.0

Compiled by the authors by using the official data of Rosstat (http:
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construction and trade companies include
public sector organizations, for example,
those operating in the sphere of public ad-
ministration and defense, social security,
health care, and education.

Our analysis of intersectoral financial
linkages has revealed the multiplier effect
from economic operations involving orga-
nizations from sectors with a large share of
shadow activities. Tables 8 and 9 show the
calculated arithmetic mean of the degree
of shadowization in mutual settlement of
accounts involving the five “problem in-
dustries” in 2017. In this case, we assumed
that involvement of organizations from

different sectors in economic transactions
led to spreading of the shadow economy to
these sectors. In other words, in those sec-
tors that had business connections with the
“problem sectors’, the share of informal ac-
tivities was likely to start growing as well.
For example, for trade organizations with
connections to real estate organizations,
the share of shadow activities is expected
to rise to 40.5% in primary financial flows
while for hotels with connections to orga-
nizations from the agricultural and forest-
ry sector, to 27.5% (see Table 8). The degree
of shadowization already accumulated in
the secondary financial flows (see Table 9)

Table 5

Sectors supplying most goods, works and services to sectors with a high share
of shadow activities in 2017 (primary financial flows)

Ne| Agriculture, Construction Trade Accommoda- Real estate
forestry, hunt- tion and food
ing, fisheries and services
aquaculture

supplying | in |supplying| in
the largest | total |the largest | total
amount | sup- |amount of | sup-
of products| ply, | products | ply,
to shadow | % |toshadow| %

Industries |Share| Industries |Share| Industries |Share|Industries|Share | Industries|Share
supplying | in i
the largest
amount of
products | ply,
to shadow | %

supplying| in |supplying| in
total |the largest| total |the largest| total
sup- |amount of | sup- |amount of| sup-
products | ply, | products | ply,
to shadow| % |to shadow| %

sectors sectors sectors sectors sectors
1 Agriculture, 38.4 Non- 17.3 Land and 21.8 Food 38.0 Real 32.9
forestry, metallic pipeline prod- estate
hunting, mineral transport ucts, bev-
fisheries product erag-
and aqua- manufac- es and to-
culture turing bacco
2 Food 14.4 Finished 12.2 Real estate 17.5 Real 18.1 Electricity, 14.0
products, metal estate gas and
beverag- products, steam
es and to- except for supply
bacco machinery
and equip-
ment
3 Manufac- 9.6 Metal- 10.2 Warehous- 8.6 Agri- 8.1 Construc- 11.3
ture of coke lurgical ing and stor- culture, tion
and refined production age services, forestry,
petroleum support- hunting,
products ing and aux- fisheries
iliary trans- and aqua-
port activi- culture
ties
4 Manu- 8.5 Manu- 7.8 Trade 5.6
facture of facture
chemicals of rubber
and chemi- and plastic
cal products products
5 Industrial 5.4 Advertising 5.3
machinery and market-
and equip- ing

ment
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Table 6
Industries consuming most goods, works and services supplied by sectors with
a high share of shadow activities in 2017 (secondary financial flows)

Ne Agriculture Construction Trade Accommodation Real estate
and food services
Sectors |Share| Sectors |Share| Sectors |Share| Sectors |Share| Sectors |Share
consuming| in | consum- | in | consum- | in | consum- | in | consum- | in
the largest |aggre-| ingthe |aggre-| ingthe |aggre-| ingthe |aggre-| ingthe |aggre-
amount of | gate | largest | gate | largest | gate | largest | gate | largest | gate
products | de- | amount | de- | amount | de- | amount | de- | amount | de-
supplied |mand,| of prod- \mand,| of prod- \mand,| of prod- |mand,| of prod- mand,
by shadow| % |uctssup-| % |uctssup-| % |uctssup-| % |uctssup-| %
sectors plied by plied by plied by plied by
shadow shadow shadow shadow
sectors sectors sectors sectors
1 Food prod-  59.5 Publicad-  27.5 Trade 51.3 Publicad-  30.4 Trade 31.4
ucts, bever- ministra- ministra-
ages and to- tion and tion and
bacco defence; defence;
social social
security security
2 Agriculture, 30.2 Construc-  12.9 Public ad- 8.2 Health 6.4 Real 17.0
forestry, tion ministra- care estate
hunting, tion and
fisheries defence;
and aqua- social
culture security
3 Real 11.9 Land and 6.2 Education 6.3 Landand  11.0
estate pipeline pipeline
transport transport
4 Extraction 8.5 Trade 5.6
of mineral
resources
5 Health 53
care
Oil refining industry Food industry Real estate Storage Trade | | Advertising
services
13
\ l T A \ \ /
Agriculture [ ¥ \ N
« — _ Agriculture N ol v Land transport
VY
Chemical o, /\
industry / L o
Hotel industry Electricity, gas and
steam supply
Manufacture ; Y\
of finished metal ' v /
products f , VRN .
! S N
Manufacture Construction :_—_li‘- -7 ‘: RN o Realestate
of rubberand |7 N vy O~ 7/ _____ \ N "~
plastic products l' ‘\ I v = N -
1 \ o, N \ AN ~ 7= =» Construction
Manufacture v Vv > 4 "4
of mineral Extraction Public Health care | | Education |
products of mineral | | administration
resources

Metallurgy

————» Primary cash flow

—————— » Secondary cash flow

Fig. 3. Intersectoral cash flows involving the sectors with a large share of shadow
activities in 2017

47




Journal of Tax Reform. 2020;6(1):36-53

ISSN 2412-8872

may lead to a rise in shadowization in the
food industry through the connections of
food companies with companies in the for-
estry and agriculture sector; in trade and
transport, through connections with trade
companies; in the hotel industry, through
connections with trade companies; in
health care and education, through con-
nections with hotels and food companies;
in trade and transport, through connec-
tions with real estate firms.

Thus, it would be logical to assume
that business linkages involving sectors
with a large share of shadow activities
should attract more attention of tax au-
thorities since these linkages may involve
companies that are more prone to enga-
ging in shadow economic activities.

Our results lead us to suppose that
the tax ratio for the economic operations
involving sectors with a large share of sha-
dow activities should be lower. This indi-

cator is used by tax authorities in Ukraine
in the assessment of taxpayers when
drawing tax inspection plans. Special at-
tention is given to those taxpayers whose
tax ratio for certain taxes is lower than the
average level in the industry. In macroeco-
nomic terms, the tax ratio corresponds to
the tax burden and is calculated as the ra-
tio of the amount of taxes paid by a certain
number of taxpayers (in a region, sector or
country in general) to GVA produced by
these economic entities (or the gross do-
mestic product if taken on a nationwide
scale). The actual values of the tax ratio for
different sectors of the Russian economy
for 2011-2017 are shown in Table 10. In
2017, the tax ratio was higher than in 2016,
which can be explained by the fact that in
2017, insurance contributions star-ted to
be taken into account by the tax authori-
ties when calculating the total amount of
tax payments.

Table 7

Financial linkages between sectors with a large share of shadow activities
and other sectors in 2017

No Sector of economy

Number of financial linkages
involving sectors with a large
share of shadow activities

Suppliers ‘ Consumers ‘ Total

Agriculture, forestry, hunting, fishing
Food products, beverages and tobacco

1
2
3 Manufacture of coke and refined petroleum products
4 Manufacture of chemicals and chemical products
5 Non-metallic mineral product manufacturing

6 Finished metal products, except for machinery and

equipment
Metallurgical production

7
8 Manufacture of rubber and plastic products
9

Industrial machinery and equipment
10 Construction
11 Land and pipeline transport
12 Real estate

13 Warehousing and storage services, supporting and

auxiliary transport activities
14 Trade
15 Advertising and marketing
16 Accommodation and food services

17 Public administration and defence; social security

18 Health care
19 Education
20 Extraction of mineral resources

21 Energy, gas and steam supply, air conditioning

Total

2 4 6
2 1 3
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
6 6 12
1 2 3
5 3 8
1 0 1
4 8 12
1 0 1
4 3 7
0 3 3
0 2 2
0 1 1
0 1 1
1 0 1
34 34 68
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Table 8

sectors with a large share of shadow activities in 2017, % of GVA in the
corresponding sector, in primary cash flows

Arithmetic mean value of the degree of shadowization in transactions involving

No  Agriculture, Construction Trade Accommoda- Real estate
forestry, hunting, tion and food
fisheries and services
aquaculture
1 Agriculture, 38.1 Non-metallic 10.9 Land and 7.3 Food prod- 11.4 Real estate 70.6
forestry, mineral pro- pipeline trans- ucts, bever-
hunting, duct manu- port ages and to-
fisheries and facturing bacco
aquaculture
2 Food prod- 22.0 Finished 10.9 Real estate 40.5 Real estate  16.9 Electricity, 35.3
ucts, bever- metal prod- gas and
ages and to- ucts, except steam sup-
bacco for machin- ply
ery and
equipment
3 Manufac-  22.0 Metallurgi- 10.9 Warehousing 7.3 Agriculture, |27.5 Construc-  43.2
ture of coke cal produc- and storage forestry, tion
and refined tion services, sup- hunting,
petroleum porting and fisheries and
products auxiliary trans- aquaculture
port activities
4 Manufacture 22.0 Manufacture 10.9 Trade 10.3
of chemicals of rubber
and chemi- and plastic
cal products products
5 Industrial ~ 10.9 Advertising  13.6
machinery and marketing
and equip-
ment

Note: the industries where the level of shadowization has risen due to the multiplier effect of
linkages with the shadow sectors are highlighted in yellow.

Table 9
Arithmetic mean value of the degree of shadowization in transactions involving

sectors with a large share of shadow activities in 2017, % of GVA in the
corresponding sector, in secondary cash flows

No  Agriculture, Construction Trade Accommodation  Real estate
forestry, hunting, and food services
fisheries and
aquaculture

1 Food prod-  [30.1 Public ad- 7.9 Trade 25.4 Public ad- 8.5 Trade 55.6
ucts, bever- ministration ministration
ages and to- and defence; and defence;
bacco social security social security

2 Agriculture, 38.1 Construction 15.8 Public ad- 5.2 Health care  10.0 Real 70.6
forestry, ministration estate
hunting, and defence;
fisheries and social secu-
aquaculture rity

3 Real estate  43.2 Land and 8.8 Education 10.7 Land and |39.0

pipeline pipeline
transport transport
4 Extraction 8.3 Trade 28.7
of mineral
resources
5 Health care 94

Note: the industries where the level of shadowization has risen due to the multiplier effect of link-
ages with the shadow sectors are highlighted in yellow.
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Table 10
Tax ratio in sectors of the Russian economy in 2011-2017
(ratio of taxes paid to GVA), %
Sector of economy 2011 2012 2013 2014 2015 2016 2017
Agriculture, hunting and forestry 25 21 21 24 26 26 82
Extraction of mineral resources 555 564 553 603 595 522 59.0
Manufacturing 243 245 258 249 240 272 374

Production and distribution of electricity, gas, 178 153 170 185 194 221 343
and steam

Construction 13.0 134 131 13.0 126 141 196
Wholesale and retail trade 111 131 111 120 124 129 21.1
Accommodation and food services 14.0 127 13,6 13.0 131 148 222
Transport and communications 187 178 137 145 138 139 212
Finance 228 204 191 19.0 188 240 33.0
Real estate 122 101 9.8 105 115 119 79
Education 12.8 135 143 147 151 150 31.2
Health care and social services 83 87 88 82 86 84 264

Total 187 186 17.7 183 183 186 276

Compiled by the authors by using the official data of Rosstat (http://www.gks.ru)

Table 11
Expected values of the tax ratio in transactions involving sectors with a large share
of shadow activities in 2017, %

Sector of economy Actual Tax ratio in transactions Growth
tax ratio involving sectors with a large rates, %
share of shadow activities

Wholesale and retail trade 21.1 5.4 25.6
Accommodation and food services 222 13.6 61.3
Transport and communications 21.2 2.3 10.8
Education 31.2 12.8 41.0
Health care and social services 26.4 7.9 29.9

Presumably, the tax ratio in transac-  real estate, agriculture and forestry, con-
tions involving “problem sectors” will be  struction, trade and hotel industry. Each
lower than the average sectoral tax ratio.  of them has its own factors contributing
Table 11 shows our calculations of the ex-  to the growth of the shadow sector: for
pected values of the tax ratio in transac-  example, firms in agriculture and forestry
tions involving ‘problem sectors” in 2017.  tend to resort to in-kind payments.

In our calculations, we assumed that in The input-output tables compiled by
such transactions, the degree of shadowi-  Rosstat show financial flows involving
zation rises to the level specified in Ta-  sectors with alarge share of shadow activi-

bles 8 and 9, which leads to significant tax ~ ties. Most economic connections between
losses. The larger is the share of shadow  such sectors were observed in trade and
transactions, the lower becomes the taxra-  construction. Long-standing linkages with

tio of these sectors (see Table 11). shadow sectors create a multiplier effect
. as organizations in these sectors tend to
5. Conclusions conduct illicit transactions (including cash

In our estimation of the size of the transactions) and thus shadowization
shadow economy in Russia, we used spreads to other sectors of economy, even
as an indicator the adjustment of GVA  though previously these sectors had only
for the NOE used by Rosstat. We identi-  an insignificant share of shadow activities.
fied the following industries with a large =~ We found an increase in the share of the
share of unobserved economic activities: = shadow economy in transport and com-
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munications, education, health care and
social services. Thus, our results confirm
the hypothesis that the shadow economy
spreads to other sectors as a result of their
business connections with the sectors with
a high degree of shadowization.

Our calculations have shown that

transactions involving sectors with a
large share of shadow activities because
illicit economic transactions tend to be
accompanied by tax evasion. Therefore,
it would be logical to conclude that busi-
ness linkages involving these sectors
should be closely monitored by tax au-

the tax ratio is reduced considerably in  thorities.
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ABSTRACT

The influence of excise policy on alcohol consumption has been a focus of interest
among Russian and international researchers. In Russia, the socio-economic effects of
alcohol abuse are as damaging to the country as its health effects. This problem can be
addressed by stimulating a shift of consumer preferences from spirits towards low-
alcohol beverages, such as wine and beer. The purpose of this study is to evaluate the
efficiency of state alcohol policies, in particular the price and non-price measures, in
Russia and Germany and the influence of these policies on alcohol consumption. Based
on our research findings, we are going to devise recommendations for improvement
of the state alcohol excise policies in these countries. The hypothesis is that for Russia,
a feasible solution would be to readjust its alcohol excise policy by increasing the tax
burden on spirits and reducing the burden on low-alcohol beverages, which would
change the price structure for different kinds of alcohol products. The research
methodology involves the analysis of the current state and characteristics of alcohol
excise taxation in Russia and Germany, the measures of the state alcohol policies
implemented in these countries and their influence on tax revenues and alcohol
consumption. We also conducted comparative analysis of the restrictive measures of
manufacture, distribution, sale and consumption of alcohol products in Russia and
Germany; the dynamics and types of alcohol excise rates in Russia and EU countries.
Yet another question discussed in this study is the influence of restrictive measures,
especially excise duties, on the amount and structure of alcohol consumption in Russia
and Germany. Our study has shown the need to readjust the alcohol excise policy in
Russia by taking into account the experience of Germany and other European states.

KEYWORDS
excise tax, alcohol beverages, alcohol policy, tax rates, alcohol consumption, price
and non-price measures of state regulation
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AHHOTAIW

BrmsiHMe TocygapcTBEHHOV aKIIM3HOV TIOJNTHUKY Ha IIOTpeOIIeHe aIKOroJIsl BBI3hI-
BaeT PaCTYyIINIT MHTepec KaK OTEUeCTBEHHBIX, TaK U 3apyOeXXHBIX yUeHBIX. 37I0yII0-
TpebiieHVe KpelIKMMY aJIKOTOIBHBIMY HallMTKaMW B coppeMeHHoV Poccrm dpopmm-
PYyeT psi HeraTMBHBIX IIOCTIEICTBUV VI MPUBOAUT K 3HAUWTEIFHOMY OpeMeHM IUIsd
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3 paBOOXpPaHEHVIsl, SKOHOMUKI U o0I1ecTBa B 11€JI0M. IToaromy cmerriene HOTpeGM-
TEJIbCKUX IIPEAIIOYTEHVIII B CTOPOHY rorpebrieHns c11aboaIKOrOIIbHO OPOIYKIIVW,
B/HA W IIMBa SBJISIeTCs KpaViHe aKTyaJIbHOV 3ajadert. Llepro maHHOro mcciegoBa-
HVISL SIBJISIETCSI aHAJIVI3 U OLleHKa Pe3yJIbTaTVBHOCTY MepP roCyJapCTBEHHOVI aHTMall-
KOTOJIBHOV TIOJIUTVIKV II€HOBOTO U HelleHOBOro xapakrepa Poccurickon @enepariyim
v I'epmaHMM 1 MX BIVISIHVS Ha TIOTpe0dJIeHre alIkOTOJIbHBIX HAIIUTKOB 1 pa3paboTka
IIPEeIIOKEHVVI 10 COBEPIIEHCTBOBAHVIO I'OCYJAPCTBEHHOV aKIIV3HOVI HOJIMTVIKI 110
aJIKOTOJILHOVI IPOAYKIIMU B 3TMX cTpaHax. ['mIioTesa mcciiejoBaHmsi COCTOUT B TOM,
YTO COBEPIIEHCTBOBaHME aKIM3HOV OJIUTUKM II0 aJIKOrOJIbHOVI IIpogyKuym B Poc-
curickon Pegeparinyi HOCPerCTBOM yBeJImdeHs PUCKaJIbHOV Harpy3Ky Ha KPeIKum
JIKOTOJIb VI COKpAIIeHNs HaJIOTOBOTO OpeMeHM 10 aJIKOTOJII0 C HU3KVM COfIePKaH-
€M STWIOBOIO CIIMPTa ITO3BOJINT M3MEHUTD 1IEHOBYIO CTPYKTYPY PasjIMYHbIX BUIOB
aJIKOTOJTHOVI HpoayKium. MeToamka vcceoBaHms BKIIIOYaia B cebst VI3y4eHve
COBPEMEHHOTO COCTOSIHMS M OCOOEHHOCTEV aKIIM3HOTO HaJIOTOOOJIOKEHMS aJIKo-
roibpHOV TpopgykKumy Poccrm 11 'epmanmy, a Takoke Mep TOCy1apCTBeHHOV aHTall-
KOT'OJIbHOVI ITOJIVITVIKV VI €€ BJIVISIHVISI Ha BEJIMYMHY IIOCTYIUIEHMI aKIIM3HOIO Hajiora
B Oro/pKeT 1 noTpebrieHre aJIKOrOJIBHBIX HAIIMTKOB HaceJleHeM 3Tux crpas. I1po-
BelleH CpaBHUTE/ILHBIVI aHAJIV3 OrPaHMYNTEIbHBIX MeP, KaCcaroIVIXCsI IIPOVI3BOICTBA,
peanvzauy u HOTpeGJ‘IEHV[ﬂ aJIKOTOJIbHBIX HalUTKOB B Poccum n I'epmannm, a Tax-
JKe BEJIMYVHBL, IVMHAMVKN U BUJIOB CTaBOK, [IPVIMEHSEMBIX TPV HaJIOr000I0)KeHUN
aJIKOroJIbHOVI IponyKuyu B Poccym 1 B crpanax Esponerickoro Corosa. ITposemeno
mccIieoBaHme JUMHaMUKY o0bema CTPYKTYPbI HOTpe6J‘IeHT/I${ QJIKOTOJIBHBIX HAIIUT-
KoB B Poccun 11 B 'epmanmm o1, BivsiHEeM Mep IoCy/1apCTBEHHOTO PeryIMpoBaHus,
B YaCTHOCTV MHCTPYMEHTOB aKI[M3HOIO HaJIOT000JIOKEHS 11 IHBIX OTPaHYMTe Ib-
HBIX Mep. OBocHOBBIBaeTCs HEOOXOIMMOCTD COBEPIIIEHCTBOBAHVISI TOCYIaPCTBEHHOV
aKIM3HOV TOyMTHKM Poccnn B cdpepe HasToroo6I105Ke s alIKOTOJIBHOV OPOLY KLV
¢ yaeroMm onbITa ['epmanum 11 crpan EBpocorosa.

KJTFOYEBBIE CJTOBA

aKIM3HOe HaJIOroo0sI0KeHIe, aJIKOTOJIbHbIe HAIIUTKY, FOCyJapCTBeHHas IOJIMTIKA
TI0 aJTKOTOJTFHOV TIPOTYKIIVV, HaJIOTOBhIe CTaBKW, TTOTpedsieHvie ajKoTOIbHOM TIPo-
IAYKIMY, 1IeHOBbIE V1 HEIIeHOBbIe MePbl FOCYIaPCTBEHHOI'O PeryJIMpoBaHs

Introduction

Journal of Tax Reform. 2020;6(1):54-72

Excessive alcohol consumption con-
stitutes a substantial socio-economic bur-
den for many countries. The World Health
Organization (WHO) attributes 3.3 mil-
lion deaths a year to alcohol misuse’. In
Russia, alcohol abuse has long been one
of the most serious medical and social
problems. According to the WHO, in
2008, registered alcohol consumption per
capita (15 years and older) in Russia was
12.09 litres in pure alcohol. In 2016, this
figure dropped to 8.42 litres per person.
In Germany, registered alcohol consump-
tion per capita (15 years and older) fell
from 10.71 litres of pure alcohol in 2008 to
9.55 litres in 2016. Nevertheless, the level
of alcohol consumption in both countries
is still higher than the level recommended

! World Health Organization (WHO), Global
Status Report on Alcohol 2004, Department of
Mental Health and Substance Abuse, WHO,
Geneva, Switzerland, 2004.
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by the WHO (not more than 8 litres per
person per year).

In order to deal with the negative con-
sequences of alcohol abuse, most coun-
tries adopt alcohol regulation policies. In
the last decades, Russia has been tighten-
ing control over its alcohol market.

The Russian alcohol market is charac-
terized by the following;:

- relatively high level of overall alco-
hol consumption;

- large percentage of spirits in the al-
cohol consumption structure (spirits con-
sumption more than twofold exceeds the
recommended ‘ideal” structure of alcohol
consumption that is likely to result in min-
imum harm [1];

- considerable percentage of un-
registered alcohol (up to 24% of total
consumption)?

2 World Health Organization (WHO), Global
Status Report on Alcohol 2004, Department of
Mental Health and Substance Abuse, WHO,
Geneva, Switzerland, 2004.
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- rigorous state control and regulation
of manufacture and sale of alcohol, ban on
alcohol advertising, restrictions on alcohol
selling time and on the density and loca-
tion of alcohol outlets.

Germany is a EU member country,
which means that its excise taxation con-
forms with the European Commission’s
directives of 19 October 1992 as far as the
list of taxable products and the tax rates
are concerned (Directive 92/83/EEC and
Directive 92/84/EEC)?. The alcohol mar-
ket in Germany is characterized by the
following;:

- relatively high level of overall alco-
hol consumption;

- healthier alcohol consumption struc-
ture, prevalence of low-alcohol drinks
(beer and wine account for 82%);

- considerable differentiation of excise
tax rates for spirits and low-alcohol beve-
rages;

- stimulation of beer and wine-mak-
ing through lower rates of beer duty and a
zero tax on natural wine;

- insignificant share of unregistered
alcohol.

Since Russia and Germany have simi-
lar mentality and drinking cultures but
different types of alcohol consumption, it
is interesting to compare their price and
non-price measures of state alcohol regu-
lation and identify priority areas for im-
proving their state alcohol policies.

In recent years, per capita alcohol
consumption in Russia has started to
decline while the share of low-alcohol
drinks, especially beer, started to grow. In
general, however, the national drinking
habits in Russia, with spirits remaining
the preferred type of drink, remain quite
persistent. Abuse of hard liquors is a ma-
jor source of such problems as the rising
crime rates; social degradation; upsurge
in premature deaths and alcohol-related
health problems. Ensuring a radical shift
of consumer preferences towards low-

* European Commission. Taxation and cus-
toms union. Reading allowed: Tax information
Communication database, 2019. Available at:
https://ec.europa.eu/taxation customs/busi-
ness/excise-duties-alcohol-tobacco-energy/
excise-duties-alcohol/excise-duties-alcoholic-

beverages en.
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alcohol beverages such as wine and beer
is an important task, which will contribute
to the improvement of the demographic
situation in the country, increase life ex-
pectancy, reduce mortality and encourage
people to lead a healthier lifestyle [2].

The purpose of this study is to analyze
and evaluate the efficiency of state alcohol
policies in Russia and Germany, in par-
ticular the price and non-price measures,
and their influence on alcohol consump-
tion. Based on the research findings, we
are going to devise recommendations for
improvement of the state alcohol excise
policies in these countries.

The hypothesis of this study is as fol-
lows. The readjustment of the alcohol ex-
cise policy in Russia by increasing the tax
burden on spirits and reducing the bur-
den on low-alcohol beverages will lead to
changes in the price structure for different
kinds of alcohol products. This, in its turn,
will contribute to shifting consumer pref-
erences from spirits towards low-alcohol
beverages (wine and beer) and result in
a reduction in the share of spirits in the
overall alcohol consumption structure.

1. Literature review

Alcohol stands apart from other
product types as its misuse is linked to a
number of harmful consequences such
as anti-social behaviour, growing crime
and morbidity rates and, consequently,
increased health care expenditures [3; 4].

Wagenaar et al. [5] showed the sig-
nificant positive effects of public policies
affecting the price of alcoholic beverages
on alcohol-related disease and injury
rates. The results of numerous studies of
the efficacy of alcohol policies in the USA,
Canada, Finland, Spain, Denmark, Swit-
zerland and Russia show the positive im-
pact of such measures on alcohol-related
traffic fatalities [6-8], incidence of violence
[9], and alcohol-related mortality [7; 10].

The global strategy to reduce harmful
use of alcohol approved by the WHO in
2010 recommends national governments
to restrict physical availability of alcohol.
According to the WHO, the most cost-
effective measures are the regulation of
the number and location of retail alcohol
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outlets, the hours and days during which
alcohol may be sold; establishing a mini-
mum legal age for consumption of alcohol;
and restricting drinking alcohol in public
places. The WHO'’s recommendations are
supported by ample evidence showing
that restrictions on physical availability of
alcohol are in fact quite effective [4; 11].

Yet another impactful measure is pri-
cing. Pricing strategies entailing a rise in
the retail price of alcohol beverages are
considered to be among the most effective
in international practice. Excise taxation
plays a key role in such strategies. There
is research showing the importance of
alcohol price regulation with the help of
excise duties [12; 13]. An increase in alco-
hol excise taxes is a proven measure lead-
ing to a rise in prices and, consequently,
a decline in alcohol sales and in drinking
[14-16]. The relationship between excise
taxes, retail prices and alcohol consump-
tion in different countries has received
a lot of scholarly attention [5; 17]. The
negative price elasticity of demand for
alcohol has been demonstrated by Wage-
naar et al. [5], Mékeld P. et al. [2018] and
Razvodovsky Yu. [19].

State alcohol regulation has different
aspects related to alcohol production and
consumption, which have been studied
extensively by research groups across the
world. State seeks to regulate alcohol con-
sumption, on the one hand, and, on the
other, to increase its tax revenues. In order
to balance these two goals, the government
needs to devise an effective state policy to
control production, distribution, sale and
consumption of alcohol. The effectiveness
of these measures has been discussed by
Babor T. et al. [4] and Wagenaar et al. [5].
Substantial data on alcohol consumption
and state alcohol policies have been col-
lected for different countries, including
Russia [20; 21]. It should be noted that
judging by the available evidence, so far,
the alcohol control policy implemented in
Russia has been quite successful.

For each of the aspects discussed
above, sufficient research data have been
gathered. The influence of tax rate differen-
tiation on alcohol consumption, however,
still remains an underexplored question.
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2. Research methodology

Our analysis of alcohol excise taxa-
tion and alcohol policies in Russia and
Germany focused on the period of 2008-
2017. Methodologically, this study uses
comparative analysis of the contemporary
state of alcohol excise taxation in Russia
and Germany as well as price (through
excise duties) and non-price measures
(restrictions on physical access to alcohol)
constituting state alcohol policies in these
countries. We compared the restrictive
measures used in both countries to control
manufacture, distribution, sale and con-
sumption of alcohol as well as the amount
of excise taxes, tax rates and their overall
dynamics in Russia and EU countries.

We analyzed alcohol policies in Russia
and Germany by focusing on the instru-
ments of excise taxation for the main types
of alcohol beverages (spirits, beer, wine
and other alcohol containing products).

In Russia, the category ‘spirits’ in-
cludes distilled beverages containing
more than 9% ABV. The largest share in
this category is held by vodka, but this
category also comprises cognac, liqueurs,
brandy, calvados, etc. The category ‘beer’
comprises beer above 0.5 % and in the pe-
riod of 2013-2016 in this category there
were also included the so-called ‘beer
drinks’, that is, beverages made by adding
alcohol and beer-based beverages. Other
alcoholic beverages with ABV below 9%
include low-alcohol drinks such as med-
ovukha, cider, perry, champagne and spar-
kling wine.

In Germany, the category ‘spirits’
comprises ethyl alcohol of any strength
(including denatured alcohol), fortified
wine, grape must, vermouth and other
fermented drinks containing 22% ABV or
more. The category ‘champagne’ (spar-
kling wine) includes beverages with ABV
from 1.2% to 15%. Other alcoholic beve-
rages (intermediate products) include
such drinks as port, sherry and Madeira
wine (aperitifs), of 1.2% to 22% ABV.

We also analyzed the dynamics in the
volume and structure of registered adult
alcohol consumption in Russia and Ger-
many in 1963-2016, in particular the role
played by excise taxation. We also used
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the WHO data on the registered amount
of alcohol consumed in these countries
per year (in litres of pure alcohol per per-
son (15 years and older)).

The data on the amount of excise taxes
for different types of alcoholic beverages
and tax rates were obtained from the web-
sites of the Federal State Statistics Service
(gks.ru), Federal Tax Service (nalog.ru),
and the European Commission (ec.eu-
ropa.eu). The data on alcohol consump-
tion were provided by the web-site of the
World Health Organization (apps.who.
int). Methodologically, this study draws
from Russian and international research
and on the authors” previous works.

3. Results and discussion

3.1. Alcohol excise taxation
in Russia and Germany

In Russia, the following types of al-
cohol excise duties are currently applied:
excises on spirits with over 9% alcohol
(vodka, cognac); on beer, cider, perry,
medovukha, champagne and sparkling
wine and other alcohol production with
less than 9% alcohol. Taxes on beer, wine,
champagne and sparkling wine are calcu-
lated based on the amount of alcohol sold
(volume-based) expressed as roubles per
litre while taxes on other kinds of alco-
holic beverages are calculated per unit of
absolute alcohol.

We should keep in mind that Germa-
ny is a EU member state and that indirect
taxation is harmonized throughout the
EU, which means that German excise leg-
islation conforms with the EU legislation.
Beer, wine (still and sparkling), interme-
diate products (e.g. port and sherry) and
spirits (ethyl alcohol) are the main catego-
ries of taxable alcoholic drinks. It should
be noted that the EU legislation only sets
harmonized minimum rates, which means
that EU countries are free to apply excise
duty rates above these minima, according
to their own needs. Since the harmonizing
directives took effect in 1993, EU countries
have been following common provisions
regarding taxation of specific alcohol cat-
egories and the minimum tax rates.

In Germany, since 1993, excise duties
have been levied on spirits (ethyl alcohol),
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beer, sparkling wine and intermediate
products (port and sherry). In 2005, Ger-
many started to levy an additional excise
duty on ‘alcopops’ - sweet beverages con-
taining alcohol - to improve the protec-
tion of young people against the dangers
of alcohol consumption. The alcopop duty
is non-harmonized. Apart from Germany,
it is applied only in two other EU coun-
tries - Denmark and France; it is also used
in Switzerland. It should be noted that nat-
ural still wine in Germany is tax-exempt.
Only sparkling wines are taxed at a rate
per litre of beverage. For other types of
alcohol beverages, including spirits, beer
and intermediate products, the amount of
tax depends on the content of pure alcohol
in the product. Excise tax rates have re-
mained unchanged in the 30-year period:
the last time the rates were raised was in
1982, when they were increased by 30%.
Alcohol excise duties play an impor-
tant role in excise taxation in Russia and
Germany alike. There are, however, diffe-
rences between the two countries in terms
of excisable alcoholic beverages. For in-
stance, while in Russia natural still wines
are taxable, in Germany they are tax-
exempt. Spirits and beer account for the
largest shares in the structure of alcohol
tax revenue both in Germany and Russia.

3.2. Comparative analysis of state alcohol
policies in Russia and Germany and their
influence on alcohol consumption

State alcohol policy regulates the
availability of alcohol by reducing physi-
cal access to alcohol and/or by controlling
the costs of alcohol, that is, regulating its
affordability.

International practices of state regula-
tion of manufacture and sale of alcoholic
beverages include several forms: full con-
trol (monopoly); partial control (licensing);
and no formal control over the manufac-
ture and sale of alcohol. The majority of Eu-
ropean countries exercise control through
license systems. Only Finland, Norway
(alcohol with higher than 4.75% ABV) and
Sweden (alcohol with above 3.4 % ABV)
have state monopolies over retailing of
alcohol beverages [22]. State regulation of
production, distribution and sale of alco-
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hol products may include the following:
restrictions on hours and days of alcohol
sale; regulations of public drinking places;
bans or limitations on alcohol consump-
tion in certain places (health care and edu-
cation facilities, government offices, public
transport, sports events, youth festivals,
etc); regulation of alcohol outlet density;
setting minimum purchase and consump-
tion age limits for alcohol; regulation of al-
cohol marketing (TV, online, printed mate-
rials, boards and signs) [2]. The efficiency
of these measures in this or that country
depends on a range of factors, such as local
customs, drinking habits, religious tradi-
tions and so on [23; 24].

3.2.1. Analysis of state alcohol policies
in Russia and Germany aimed at limiting
physical access to alcohol

In the first years after the collapse of
the USSR, alcohol policy was not among
the top priorities of the Russian govern-
ment. As market relationships were ac-
tively developing, the state abandoned its
control over the manufacture and sale of
alcohol, the restrictions on the days and
hours of alcohol sale were also lifted.

A new stage in state alcohol regula-
tion began in the early twenty-first centu-
ry. Table 1 illustrates the chronological or-
der in which this policy was implemented
in 2008-2017.

Table 1

Stages of state alcohol policy development and implementation in Russia
in 2008-2017

Year

Measures

2008

Introduction of the mandatory Unified State Automated Information System (USAIS)

for state control over the volume of production and turnover of ethyl alcohol, alcoholic
beverages and alcohol-containing products

2009

Creation of the Federal Service for Alcohol Market Regulation (Rosalcogolregulirovanie)

Adoption of the “Concept of Implementation of the State Policy to Reduce Alcohol
Abuse and Prevent Alcoholism among the Population of the Russian Federation
for the Period until 2020” (Government Decree of 30 December 2009 Ne 2128-p)

2010
2011

The minimum retail price on vodka was set
Ban on the sale of alcoholic beverages at gas stations

Setting new technical requirements for alcohol producers in order to drive small
producers out of the market (the minimum capital required for vodka manufacturers

was raised to 80 million roubles)

Relicensing of alcohol manufacturers and distributors, with the resulting reduction

in their total number of 30-40%

2012
of vodka

More frequent indexation of alcohol excise rates and rise of the minimum retail price

Limitations on the sale of alcohol in the evening and night hours (the federal legislation
prohibits the sale of alcohol from 11 p.m. until 8 a.m.; regional and local authorities can
add their own limitations by introducing extra hours)

Restrictions on location of liquor stores (restrictions on the placement of alcohol outlets
near sensitive locations such as schools, hospitals, sport facilities and cultural institutions)
Piecemeal limitations, ending with a total ban of alcohol advertising on TV, radio and

printed media
2013

Ban on selling beer in the street (from stalls and kiosks). Alcohol beverages (including

beer) are allowed to be sold only in restaurants, cafes and stores with an area of at least

50 square meters
2015

The restrictions on beer commercials on TV were relaxed, more specifically, beer

advertising was permitted during sports broadcasts. It was also allowed to place beer

ads in points of sale

Radio and TV advertising of wine made of Russian-grown grapes was permitted
The minimum retail price on vodka was lowered by 16%

2016

2017
exceeding 1.5 litres

The use of the USAIS made compulsory for alcohol wholesalers and retailers
Ban on production, distribution and sale of alcohol in PET bottles with the volume

Source: [20].
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The reform entered its most active
phase in 2009, when the Federal Service for
Alcohol Market Regulation (Rosalcogol-
regulirovanie) was established. At the end
of 2009, the Russian government also ad-
opted the new ‘Concept of State Anti-Alco-
hol Policy” aimed at ensuring a more than
twofold reduction in the total alcohol con-
sumption by 2020. In 2012, the government
introduced limitations on the sale of alcohol
in the evening hours and at night and the
location of alcohol outlets. Moreover, alco-
hol advertising in mass media was banned.
An important role in the Russian state al-
cohol policy is played by the Unified State
Automated Information System (USAIS),
which is used for controlling the volume of
production and turnover of ethyl alcohol,
alcoholic beverages and alcohol-containing
products. The USAIS allows the authorities
to monitor the movement of alcohol from
suppliers to end customers and thus deal
with the problem of off-the-books sale of
alcohol and counterfeit alcohol.

In 2015, the alcohol reform in Russia
slowed down: for the first time since the
minimum retail price on vodka was set, it
was lowered by 16%. The rules concerning
beer and wine marketing were also relaxed
somewhat. In 2015-2016, the government
stopped raising excise rates for most types
of alcoholic beverages to stabilize the mar-
ket, increase the share of legal and reduce
the amount of unregulated alcohol. One
of the reasons behind a large percentage
of alcohol being illegally imported from
EAEU countries (mainly Belarus and Ka-
zakhstan) through ‘grey” schemes is that
in these countries excise rates and, con-
sequently, alcohol prices are significantly
lower. Starting from 2016, manufacturers,
wholesalers and retailers in Russia have
been obliged to use and record the data on
the products they produce and sell in the
USALIS system, which reduced the amount
of unrecorded counterfeit alcohol. In 2017,
alcohol excise rates were raised again.

Let us now consider the non-price
measures of alcohol policy in Germany.
Like in Russia, there is no state monopoly
on alcohol production and no liquor li-
censing. There are, however, restrictions
on hours of sale and the areas and loca-
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tions where alcohol can be sold. There are
also certain alcohol marketing restrictions
concerning beer, wine and liquor advertis-
ing on the radio and TV as well as on signs,
billboards, in newspapers or other publi-
cations. Like in Russia, in European coun-
tries there are requirements that warning
labels should be used on alcoholic bever-
ages with information about the risks as-
sociated with alcohol consumption.

In Germany, state alcohol regulations
concerning physical availability of alcohol
and alcohol marketing are not as stringent
as in Russia. Germany, like other Euro-
pean ‘beer’ or ‘wine’ countries, imple-
ments protectionist policy in relation to its
breweries and wineries, which includes a
range of tax and other preferences. These
countries are not trying to deal with the
problem of excessive alcohol use by pro-
hibiting alcohol consumption or inducing
cuts in the production of alcoholic beve-
rages but instead resort to other methods
to combat heavy drinking among the pop-
ulation [25-27] such as the development
of national brewing and wine-making
traditions, encouraging public celebra-
tions such as beer festivals and promoting
social drinking in cafes and bars as op-
posed to solitary drinking at home. Price
methods are also actively used. Differenti-
ated rates of taxes on spirits and beer and
zero-tax on natural wine are an effective
way to achieve a shift in alcoholic bever-
age consumption patterns, encouraging
consumers to choose healthier options.

In general, it can be concluded that
Russia tends to impose more stringent
measures to regulate the production, dis-
tribution and consumption of alcohol than
Germany and most European countries
which are closer to Russia in terms of their
cultural mindsets and alcohol consump-
tion patterns.

3.2.2. Analysis of alcohol tax policies
in Russia and Germany

In Germany, like in most other EU
countries, excise rates remained stable
throughout the given period. In Germany,
the alcohol excise tax was last raised by
30% in 1982. It is interesting to compare
the rates of excise taxes on strong and
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low-alcohol beverages in Germany and comparative analysis of excise tax rates in
other EU countries. Remarkably, 15 out of =~ Russia, Germany and other EU countries
28 EU countries have zero taxes on natural ~ for the main types of alcoholic beverages
wine. Table 2 illustrates the results of our  as of 2020.

Table 2

Comparative analysis of the rates of excises on the main types of alcoholic beverages
in Russia and EU countries in 2020

Countries Excise rates
Spirits Beer and mixed | Wines (except for Champagne
beer beverages** champagne and and sparkling
sparkling wines)** wines***
€/litre of EU €/litre EU €/litre EU €/litre
absolute | country’s country’s country’s
alcohol | ranking ranking ranking
position position position
Russia* 7.698 - 0311 - 0.439 - 0.566
Minimum rates 5.500 - 0.090 = 0 = 0
of excise duty
in the EU
Germany 13.030 17 0.094 25 0 14-28 1.360 / 0.510
Austria 12.000 19 0.240 17 0 14-28 1.000
Belgium 29.928 5 0241 16 0.749 8 2.563
Bulgaria 5.624 28  0.092 27 0 14-28 0
Cyprus 9.568 25 0288 13 0 14-28 0
Czech Republic ~ 12.529 18 0.147 23 0 14-28 0.909
Denmark 20.0927 7 0362 9-10 1.508/0.694 4  1.957/1.143
Estonia 18.810 9 0745 5 1.470/0.634 5  1.478/0.634
Greece 24.500 6 0.600 6 0 14-28 0
Spain 9.589 24 0.099 24 0 14-28 0
Finland 48.800 1 1538 1 3.970/2.750 2 3.970/2.750
France 17.866 10 0356 11 0.039 13 0.096
Croatia 7.151 27 0259 14 0 14-28 0
Hungary 9.958 23 0.252 15 0 14-28 0.491
Ireland 42.570 3 1.082 2 4.248 1 8.497
Italy 10.350 22 0362 9-10 0 14-28 0
Latvia 15.640 12 0.202 21 1.010 6 1.010
Lithuania 18.320 8 0341 12 1.647/0.655 3  1.647/0.655
Luxembourg 10.411 21 0.095 26 0 14-28 0
Malta 13.600 15 0232 18 0.205 12 0.205
Netherlands 16.860 11 0380 8 0.883/0.442 7 0.883/0.442
Poland 14.355 13 0.220 19 0.397 10 0.397
Portugal 13.869 14 0.206 20 0 14-28 0
Romania 7.452 26 0.090 28 0 14-28 0.107
Sweden 47.813 2 1.002 4 0.507/0.242 9 0.507/0.242
Slovenia 13.200 16 0.581 7 0 14-28 0
Slovakia 10.800 20 0.172 22 0 14-28  0.795/0.542
UK 32.308 4 1.004 3 0.344/0.103 11 0.428/0.141

Source: European Commission. Taxation and customs union. (2019). Reading allowed: Tax infor-
mation Communication database. Retrieved from: http://ec.europa.eu/taxation_customs/tedb/spl-
SearchForm.html, authors’ calculations

* Excise duties in Russia were converted into euros by using the average exchange rates of the Cen-
tral Bank of Russia as of January-March 2020 (1€ = 70.6647 rbs.).

** In EU countries, beer excise rates vary in proportion to alcohol content while in Russia, the excise
rates are set in roubles per litre. Since beer excise rates are expressed in a variety of ways, for the purpose
of comparability, these rates were converted to euro per litre of beer of 12 degrees Plato or 4.8% ABV.

*** Excise rates for wines of different strength (champagne) are indicated after the slash, the highest
rate is imposed on stronger alcoholic beverages.
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In setting their excise duty rates, EU
countries including Germany follow the
Directive 92/83/EEC and 92/84/EEC,
which provide a harmonized list of ex-
cisable alcoholic beverages and the mini-
mum tax rates for them. As Table 2 shows,
Finland, Ireland, Sweden, Estonia, Den-
mark, Belgium and Greece levy the high-
est excise duties on alcohol beverages.
Taxes on alcohol are lower in Germany
than in many other European countries:
in Germany, natural still wine is exempt
from excise duties, the tax on beer is set
close to the minimum level and on spirits
it is only 2.4 higher than the minimum.

Interestingly, the vast majority of Eu-
ropean countries levy much higher excise
duties on spirits. The only country whose
spirits tax rate is close to minimum is
Bulgaria. In 19 EU countries, including
Germany, the spirits tax rate exceeds the
minimum rate more than 2 times (68%)
and in 11 countries, more than 3 times
(39%). As for low-alcohol drinks, the
situation is radically different: first, Eu-
ropean states can make still wines and
champagne exempt from taxation, which
is a widely spread practice among these
countries. 15 countries out of 28 (54%)
have zero taxes on still wine and 9 coun-
tries, on champagne (32%). Second, the
minimum rate of excise duties on beer is
61 times lower than on spirits. The actual
rate of excise duties on beer only slightly
exceeds the minimum rate in seven coun-
tries (25%). These countries include such
well-known leaders in beer production
and consumption as Germany and the
Czech Republic, but also Bulgaria, Spain,
Luxembourg, Romania and Slovakia.
Only in 12 countries out of 28 (43%), the
rates of excise duties on beer more than
3.5 times exceed the minimum rate and
are at the same level or above the rate ap-
plied in the Russian Federation. In Ger-
many, the current rate of excise on spir-
its exceeds that on beer 139 times. Thus,
in Germany and other EU countries, the
governments regulate alcohol consump-
tion and ensure shifting of consumer
preferences from strong liquors to low-
alcohol drinks through differentiated tax
rates on various products.

62

Unlike Germany and other EU coun-
tries, in Russia alcohol excise duties are
raised almost every year. Let us consider
the dynamics of alcohol excise duties and
their structure in Russia in 2008-2020
(Table 3).

In the recent decade, Russia’s alco-
hol tax policy has been oriented towards
a steady increase of excise taxes. A nega-
tive trend worthy of attention is a dispro-
portionate increase in excise rates on cer-
tain types of alcoholic beverages. In other
words, the rates of taxes on low-alcohol
beverages grow much faster than those on
strong liquor. In 2008-2017, alcohol taxes
were increased from 3 times (on spirits)
to 7.7 times (on beer and wine). Interest-
ingly, the alcohol tax revenue grew only
3.1 times, which shows that there has been
a considerable decline in alcohol con-
sumption in Russia (see Fig. 1, Table 4).
Analysis of the data in Tables 2 and 3
leads us to some interesting conclusions
about Russia’s and Germany’s alcohol tax
policies.

Excise taxes on spirits (ABV over
9%) in the given period demonstrated a
more noticeable threefold increase. Such
situation does not stimulate consumers
to reduce their consumption of spirits
and explains why it retains its top posi-
tion in the overall consumption structure
(Fig. 2, Table 4). The cross-national com-
parison of spirits taxation has shown that
Russia belongs to the group of countries
with the minimum rates, which is in fact
quite untypical for northern countries.
For instance, in Finland, Sweden and Ire-
land, the spirits tax rates are 5.5-6.3 times
higher than in Russia (see Table 2), in
Germany 1.7 times higher. Thus, it is rec-
ommended that the Russian government
should explore the possibilities of excise
tax rise for spirits.

In Russia, in 2007-2017, the rate
of excise on beer with ABV from 0.5 to
8.6 % rose 7.7 times and in 2017 it reached
21 roubles per litre, which is much higher
not only in comparison with other coun-
tries of the Eurasian Economic Union
(EAEU) but also with other leaders in
terms of beer production and consump-
tion, such as Germany (3.3 times higher)
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and the Czech Republic (2.1 times high-
er). The rate of excise on stronger beer
(ABV above 8.6%), however, increased
only 4.4 times, which means that the
whole situation is not conducive to shift-
ing consumption towards low-alcohol
beer types. As far as Germany is con-
cerned, apart from the relatively low
standard beer tax rate, there are reduced
rates to support small and medium-sized
breweries. Depending on the annual pro-
duction, a reduced tax scale is appleid:

for breweries with the annual production
from 2 to 4 mln litres a year, the excise
rate is lowered by 16%; for breweries
with 1 to 2 min litres, by 22%; for those
with 500,000 to 1 mln litres, by 33%. The
maximum reduction of 44% is available
to breweries with the annual production
of less than 500,000 litres a year. Further-
more, amateur home brewers in Germany
are allowed to produce up to 2,000 litres
of beer for their own consumption and in
this case their production is tax exempt.

Table 3

Dynamics of alcohol excise rates in Russia

Indicators Years

Change For reference

20082009/2010|2011|2012|2013|2014|2015|2016|2017|in 2017,

in % to
2008

2020|2020 |Change, in
%2020 .
. J(adj)
in relation
to 2020

*
(adj)

1. Excise tax, rouble/litre of ethyl alcohol

1.1. Ethyl
alcohol

1.2. Beverages
with over 9 %
ABV

1.3. Beverages

with less than
9% ABV

25 27 30

173 191 210

110 121 158

33 37 59 74 93 102 107

231 300 400 500 500 500 523

190 270 320 400 400 400 418

428.0 544 281.4 1125.6

302.3 544 281.4 162.7

380.0 435 225.0 204.5

2. Excise rates, rbs/!

2.1. Wines, 235 26 35 5 6 7
fruit wines,
winy bever-
ages produced
through natu-
ral fermenta-
tion without
adding ethyl
alcohol (except
for champagne
and sparkling
wine)

2.2. Cham-
pagne and
sparkling
wines

2.3. Beer, 0.5-
8.6% ABV

2.4. Beer, over
8.6% ABV

2.5. Cider, - - - - -

perry,
medovukha

105105 14 18 22 24

274 3 9 10 12 15

894 98 14 17 21 26

25 25 26 36

18 18 20 21

31 31 37 39

8§ 8 9 18 7660 31 16.0 680.9

3429 40 20.7 197.1

7664 22 114 416.1

4362 41 21.2 2371

8§ 8 9 21 - 22 114 -

Source: Federal Tax Service of the Russian Federation. Official site (2019). Retrieved from: https://
www.nalog.ru/rn66/related activities/statistics and analytics/forms/, author’s calculations

* The values of excise duties were calculated by dividing the excise rates as of 2020 by coefficient
1.993, which reflects the ratio between the yearly average euro exchange rate set by the Central Bank in
2020 (1€ = 70.6647 rbs) and in 2008 (1€ = 36.4466 rbs).
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It should be noted that, unlike Russia,
in most countries with developed beer in-
dustry, the excise tax rates have remained
practically the same for many years.

There are differences in beer taxation
between Russia and EU countries, includ-

ing Germany. For EU countries, the Direc-
tive 92/83/EEC and Directive 92/84/EEC
require that the minimum rate of excise
duty on wine, fermented beverages (e.g.
cider) and intermediate products (fortified
wines, liqueurs) should be fixed per hec-
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1.01 144 236 1.92 1.97 1.82 0.81 0.78 0.81 0.97 0.90 1.17 0.96 0.87 1.08
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Fig. 1. Registered alcohol consumption per capita (15 years and older) in Russia
in 1963-2016, litres of pure alcohol per person

Source: World Health Organization. Official site (2019). Available at: http.//apps.who.int/gho/data/node.main-
euro.A1039?lang=en&showonly=GISAH#, author’s calculations

Table 4
Registered alcohol consumption per capita (15 years and older) in Russia
and consumption structure in 2008-2016

Indicators Years Change in

2008 | 2009 | 2010 | 2011 | 2012 |2013| 2014|2015 2016| 2016, in %

(percentage

points) to

2008
1. Registered alcohol consumption in litres of pure alcohol

All types of alcoholic beverages, 12.09 11.25 10.98 10.95 10.89 9.92 8.85 8.41 8.42 69.6
including:

Beer 466 420 4.09 413 417 3.96 3.64 3.49 3.29 70.6

Wine 127 126 1.02 096 0.93 0.84 0.89 0.87 1.08 85.0

Spirits 6.16 579 5.06 504 4.95 436 3.60 3.36 3.25 52.8

Other alcohol beverages 0 0 081 082 0.84 0.76 0.72 0.69 0.80 -

2. Structure of registered alcohol consumption, %

All types of alcoholic beverages, 100 100 100 100 100 100 100 100 100 0
including:

Beer 385 373 372 37.7 383 399 41.1 415 39.1 0.6

Wine 105 112 93 88 85 85 10.1 10.3 12.8 2.3

Spirits 51.0 51.5 46.1 46.0 45.5 439 40.7 40.0 38.6 -124

Other alcoholic beverages 0 0 74 75 77 77 81 82 95
Source: World Health Organization. Official site (2019). Available at: htt s.who.int

data/node.main-euro.A1039?lang=en&showonly=GISAH#, author’s calculations
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Fig. 2. Registered alcohol consumption per capita (15 years and older) in Russia
in 1963-2016, %

Source: World Health Organization. Official site (2019). Available at: http.//apps.who.int/gho/data/node.main-
euro.A1039?lang=en&showonly=GISAH#, author’s calculations

tolitre of product and for beer and spirits,
per hectolitre of pure alcohol’. A similar
approach to alcohol taxation is used in
other OECD countries which are not mem-
bers of the EU. In Russia, the excise taxes
on wine, champagne and beer of different
strength are set at the rouble-per-litre rate
while for ethyl alcohol, spirits and other
low-alcohol drinks, at rouble-per-litre of
pure alcoholic content. Thus, in Russia a
similar excise tax rate is applied both for
low-alcohol beer and stronger beer with
ABV closer to 8.6%. A more promising
approach would be to raise the excise on
beer in proportion to the increase in alco-
hol content [2].

Excise taxes on wine (except for cham-
pagne and sparkling wine) in the given
period in Russia were quite low. Howev-
er, in the 10-year period, the tax rates for
this type of alcohol beverages grew con-
siderably - 7.7. times. Moreover, in 2020,
the excise tax on wine grew 13.2 times in
comparison with 2007. Starting from 2020,
it was decided that grapes and base wine
used for wine-making should be consid-
ered excisable goods. Therefore, the tax
burden on this type of products in Rus-

* European Commission. Taxation and cus-
toms union. Reading allowed: Tax information
Communication database, 2019. Available at:
https://ec.europa.eu/taxation customs/busi-
ness/excise-duties-alcohol-tobacco-energy/
excise-duties-alcohol/excise-duties-alcoholic-

beverages en
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sia grew most significantly despite the
fact that the share of wine in the overall
structure of alcohol consumption is the
smallest (see Fig. 2, Table 4). Our analysis
has shown that many European countries
have zero- or near-zero taxes on wine.
This refers primarily to the leading wine-
producing countries such as Spain, Italy,
Portugal and France and helps support
their wine industries. Germany also does
not levy excise taxes on natural wine.
Such approach holds promise for Russia
as well, since wine is a low-alcohol drink
and such measure would be conducive to
the development of wine industry in Rus-
sia and could bring about positive trans-
formations to the consumption structure.
In order to evaluate the actual dy-
namics of alcohol excise taxes in Russia in
comparison with Germany, in Table 3 we
listed the current tax rates (as of 2020) and
the rates adjusted (2020 ;) for the chang-
es in the average annual euro/rouble ex-
change rate set by the Central Bank in 2020
in comparison with 2008. The excise tax on
spirits in comparable units increased only
by 62.7% in the period of 2008-2020 while
the excise tax on wine grew 6.8 times and
on beer - 4.2 times. Unlike the taxes on
low-alcohol beverages, there has been
only an insignificant adjustment of the
spirits tax rate in Russia. Such dynamics
shows that in Russia the price measures
used as a part of the alcohol restriction
policy are mostly targeted at low-alcohol
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beverages such as wine and beer rather
than at strong liquors. This means that
the alcohol taxation policy in Russia is in
need of some serious revision: it is neces-
sary to increase the tax burden on spirits
and simultaneously reduce the burden on
low-alcohol drinks to shift consumer pref-
erences to healthier options.

3.3. Analysis of adult alcohol consumption
in Russia and Germany

Let us consider the dynamics and
structure of the registered (legal) adult
alcohol consumption in Russia and Ger-
many in 1963-2016 and the role of state
alcohol policies in shaping them (Fig. 1-4).

As Fig. 2 shows, Russia belongs to the
northern type of alcohol consumption,
characterized by the prevalence of spir-
its and lower wine and beer intake. In the
45-year period from 1963 to 2016, there
were some significant changes in the lev-
el and structure of alcohol consumption.
Alcohol consumption was at its lowest in
1987 (5.59 litres) and in 1963 (6.19 litres)
and at its highest in 2007 (12.23 litres)
and in 1995 (11.22 litres). Alcohol con-
sumption in the USSR gradually rose in
the 1960s, 1970s and in the first half of the
1980s together with the growth in eco-

= = =
o N H~
[ ]

Litres of pure alcohol per person
®

— =

nomic well-being and reached its peak of
8.46-8.96 litres of pure alcohol per person
in 1983-1984. Thus, in that period alcohol
consumption increased by more than 2 li-
tres. The most popular alcohol beverage
at that time was vodka, which account-
ed for 50-69% of alcohol consumption.
In contrast with present-day Russia, the
consumption of wine was also quite high
(16-29%) while beer was comparatively
less popular (14-20%). Most wine was
produced in the USSR, which explains
the large percentage of wine in the over-
all alcohol consumption.

A pronounced decline in alcohol con-
sumption, which hit rock bottom in 1987
with 4.59 litres per person, was caused
by the massive anti-alcohol campaign of
1985-1987. Another consequence of this
campaign was the increase in moonshine
production, in particular samogon (home-
distilled vodka). The share of wine in the
consumption structure also decreased
significantly in that period since the coun-
try’s own wine production was all but
destroyed and most people were strug-
gling financially and could not afford im-
ported wine. The anti-alcohol campaign
was abandoned comparatively soon and
the figures of legal alcohol consumption

1963 1967 1971 1975 1979 1983 1987 1991 1995 1999 2003 2007 2011 2015 2016

e BT

== =Wine
Spirits

== Other alcoholic beverages ( 0 0 0

eeee All types of alcoholic
beverages

518 598 6.60 7.59 7.65 831 7.17 7.25 7.27 6.24 547 4.77 3.77 3.49 3.57
0.48 0.63 0.96 1.63 1.94 258 2.75 292 3.68 4.01 4.47 4.42 499 4.21 427
099 1.28 1.84 2.25 1.82 1.92 1.82 1.59 1.21 1.37 1.60 1.74 1.46 1.68 1.63

o 0 0 O 0O 0 007 0O 0 0.08

6.65 7.89 9.40 10.4711.4112.8111.7411.7612.1611.6211.5411.0010.22 9.38 9.55

Fig. 3. Registered alcohol consumption per capita (15 years and older) in Germany
in 1963-2016, litres of pure alcohol per person

Source: World Health Organization. Official site (2019). Available at: http.//apps.who.int/gho/data/node.main-
euro.A1039?lang=en&showonly=GISAH#, author’s calculations
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in 1991-1995 partially recovered mainly
due to the increase in the consumption of
spirits (in 1995 the share of spirits reached
its highest value of 79.1%) (Fig. 2). In
1995-1999, the years of economic collapse,
the per capita alcohol consumption in the
country declined somewhat.

In the years of economic growth, from
2000 to 2007, the consumption of legal al-
cohol rose from 10.7 litres to 12.23 litres
per person. The structure of consump-
tion changed radically in this period (see
Fig. 2). For instance, strong alcoholic bev-
erages were replaced by beer. At the turn
of the twenty-first century, international
beer manufacturers entered the Russian
market and bought brewing plants, re-
equipping them with imported machin-
ery, which raised the quality of produc-
tion. As a result, beer consumption rose
more than four times in comparison with
the Soviet period while the share of wine
still remained below 10%.

Since 2007, there has been a steady
decline in alcohol consumption due to
state alcohol control policies and the eco-
nomic recession periods of 2008-2009
and 2014-2015.

In Germany, the average per capita
alcohol consumption is comparable with
and slightly exceeds similar indicators in
Russia. Changes in the amount and struc-
ture of alcohol consumption in the given
period were less pronounced in Germany
in comparison with Russia. The lowest
figures in registered alcohol consumption

90
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40
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0

were observed at the beginning and end
of the given period - 6.65 litres per per-
son in 1963 and ~ 9.5 litres per person in
2015-2016. The highest level of consump-
tion was observed in 1983 - 12.81 litres
per person. While until 1983 the level of
registered alcohol consumption in Ger-
many had been growing, after 1983 there
was a dramatic decline, which lasted un-
til 1987. Afterwards, this figure gradually
decreased until 2015. The main reason be-
hind this decline was a 30%-increase in
alcohol excise duty in Germany in 1982.
Further downward trend was determined
by the influence of non-price measures of
state alcohol regulation and the changes in
the ethnographic structure of the popula-
tion due to migration processes.

There are significant differences be-
tween Russia and Germany in terms of
alcohol consumption patterns. Germany
is known as a beer-drinking country with
beer accounting for more than 50% of the
overall consumption (see Fig. 4). What is
worth noting is the dramatic change in the
alcohol consumption structure in the giv-
en period: the share of beer shrank from
78% in 1963 to 37.4% in 2016 while the
share of wine, on the contrary, increased
from 7% to 45-48%. The share of spirits re-
mains steadily low and varies within the
range of 15 to 20%. Factors contributing to
these transformations in the consumption
structure are the cultural and behavioural
shifts, changing consumer tastes, leading
to some alcohol beverages being replaced

1963 1967 1971 1975 1979 1983 1987 1991 1995 1999 2003 2007 2011 2015 2016

——Beer = =Wine

Spirits

= Other alcoholic beverages

Fig. 4. Structure of registered alcohol consumption per capita (15 years and older)
in Germany in 1963-2016, %

Source: World Health Organization. Official site (2019). Available at: http.//apps.who.int/gho/data/node.main-
euro.A1039?lang=en&showonly=GISAH#, author’s calculations
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by others. For instance, younger genera-
tions tend to consume more wine than
vodka while more educated drinkers are
more prone to consuming wine instead of
spirits [20].

In general, despite the higher level of
alcohol consumption in Germany than in
Russia, the structure of alcohol consump-
tion in the former country is healthier and
closer to the ‘ideal’ structure (beer - 50%,
wine - 35%, and spirits - 35%) than in the
latter. Thus, we can conclude that price
and non-price measures of state alcohol
regulation in Germany have proven to be
quite effective.

Further we are going to consider the
dynamics of average per capita alcohol
consumption in Russia and in Germany
by looking at the statistics of the WHO for
2008-2016 (Table 4-5).

Adult alcohol consumption per cap-
ita in Russia dropped significantly (by
30.4%): from 12.09 litres in 2010 to 8.42 li-
tres in 2016. The structure of consumption
also changed: among the types of alcohol-
ic beverages comprising the largest share
of excise tax revenue, the most significant
decline in consumption was observed for
strong alcoholic drinks, including vodka

and cognac (-47.2%). Beer consump-
tion declined by 29.4%, which can be ex-
plained by higher excise duties and, ac-
cordingly, beer prices. It should be noted
that, according to the WHO methodology,
the category ‘Other alcoholic beverages’
comprises cider, fruit wines, fortified
wines, etc, which means that the amount
of consumption within this category can
be in equal proportions divided between
spirits and wine.

Compared to Russia, in Germany in
2008-2016, the registered per capita al-
cohol consumption declined slower (by
10.8%) and equaled 9.55 litres per person
in 2016. It was in this period that the share
of wine consumption gradually started
to prevail over beer consumption in the
overall consumption structure. A negative
trend is an insignificant increase in the
share of spirits consumption.

Analysis of adult per capita alcohol
consumption across the world has shown
that in most European countries that are
close to Russia in mentality and culture
of alcohol consumption, in 2010-2016,
there was a general but not radical de-
cline in per capita alcohol consumption.
On average, in EU countries in the given

Table 5

Recorded alcohol per capita consumption (15 years and older) in Germany
and the structure of consumption in 2008-2016

Indicators Years Change in

2008 | 2009 | 2010 | 2011 | 20122013 |2014 2015|2016 2016, in %

(percentage

points) to

2008
1. Registered alcohol consumption in litres of pure alcohol

All types of alcoholic beverages, 10.71 10.09 10.24 10.22 9.10 9.43 9.53 9.38 9.55 89.2
including:

Beer 451 413 390 3.77 3.52 3.51 3.62 3.49 3.57 79.2

Wine 447 438 4.88 499 413 4.35 434 4.21 4.27 95.5

Spirits 1.66 152 146 146 146 157 157 1.68 1.63 98.2

Other alcoholic beverages 0.06 0.05 0 0 0 0 0 0008 133.3

2. Structure of registered alcohol consumption, %

All types of alcoholic beverages, 100 100 100 100 100 100 100 100 100 O
including;:

Beer 422 409 381 369 38.6 37.2 38.0 372 374 -4.8
Wine 417 434 476 488 454 46.1 455 449 447 3.0
Spirits 155 151 143 143 16.0 16.7 165 179 17.1 1.6
Other alcoholic beverages 06 06 0 0 0 0 0 0 08 02

Source: World Health Organization. Official site (2019). Available at: http.//apps.who.int/gho/daty,
node.main-euro.A1039?lang=en&showonly=GISAH#, author’s calculations
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period the decline in per capita alcohol
consumption varied between 2% and
15%>. The level of alcohol consumption
in Russia is comparable to that of Den-
mark, Portugal, Belgium, Germany and
Finland. A higher level is observed in
France (=12 litres per person) and the
Czech Republic (=13 litres per person).
Alcohol consumption is considerably low
in Northern European countries - Nor-
way (=6.5 litres per person) and Sweden
(=7 litres per person) - and in Italy (=7 li-
tres per person). However, the structure
of alcohol consumption in these states
is totally different. For example, in the
structure of alcohol consumption in Ger-
many, the Czech Republic, Belgium, Den-
mark, Finland and Norway, beer prevails
(it accounts for 38% to 54% in different
countries). In France, Italy, Portugal and
Sweden, wine accounts for a considerable
share of alcohol consumption - from 47%
to 65%. In all these countries, the con-
sumption of spirits takes a comparatively
small share - 25% or below. In general,
such structure of alcohol consumption is
healthier. The most effective anti-alcohol
policy measures require further investi-
gation and may be applied in the Russian
Federation.

The ongoing anti-alcohol reform
in Russia is accompanied by long-term
changes in the structure of alcohol bever-
age consumption such as the decline in
per capita consumption of spirits, being
partially replaced by wine and especial-
ly beer. These trends signify that excise
taxation achieves its role as a regulatory
measure. Our analysis has shown that
in Russia, alcohol excise taxation is used
quite effectively for fiscal purposes. This
leads us to the conclusion that state regu-
lation of alcohol consumption in Russia
employing instruments of excise taxation
as well as non-price measures (restric-
tions on alcohol advertising, launching of
the Unified State Automated Information
System (USAIS)) has brought good re-
sults. Nevertheless, if we look at the dy-

®> World Health Organization (WHO), Global
Status Report on Alcohol 2004, Department of
Mental Health and Substance Abuse, WHO,
Geneva, Switzerland, 2004.
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namics of excise rates for different types
of alcoholic beverages, we shall see that
the current alcohol tax policy in Russia is
mostly aimed at reducing the consump-
tion of low-alcohol beverages but not
spirits, which points to the need for some
readjustment of the policy.

In Germany, restrictive measures
are less stringent than in Russia: both in
terms of pricing (in Russia, excise rates
are raised almost every year while in Ger-
many, they have remained the same since
1982) and physical availability of alcohol
(in Russia alcohol production, sale and
consumption are regulated more heavily
than in Germany). Nevertheless, the al-
cohol consumption structure in Germany
can be described as healthier and closer to
optimal than in Russia, which means that
both price (especially differentiated excise
rates for various kinds of alcoholic bever-
ages) and non-price measures in Germany
are quite effective.

3.4. Areas for improvement
of alcohol excise taxation

Our analysis has revealed several ar-
eas for improvement of alcohol excise tax-
ation for Russia as well as for Germany.

In Russia, the priority measures
should include raising the tax burden on
spirits and lowering the burden on low-
alcohol beverages by applying differen-
tiation rates on various alcohol beverages,
which would help change the structure of
alcohol consumption. Such policy should
include the following:

1. Raising excise taxes on spirits (over
9% ABV). Measured in terms of pure al-
cohol content, excise tax rates are practi-
cally the same for beer and spirits, which
means that such excise policy is unlikely
to shift consumer preferences towards
low-alcohol drinks. Liquor excise taxes in
Russia are quite low in comparison with
other countries. Therefore, a feasible op-
tion for Russia would be to raise the tax
duties on spirits and thus increase tax
revenues and discourage the consump-
tion of spirits.

2. Lowering excise duties on beer and
making beer excise rates dependent on
beverages” strength. In the beer taxation
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system currently applied in Russia, low-
alcohol beer (less than 0.5%) and strong
beer (up to 8.6%) is taxed at the same rate,
which, in our view, is unfair. We recom-
mend to make beer excise rates dependent
on the alcohol content, that is, beer tax
should be levied not on a litre of beer but
on the percentage of pure alcohol in beer.
As Tadrennikova E. et al. [2] have shown,
even though in this case there may be a
reduction in tax revenues, such measures
will discourage consumers from buying
strong beer.

3. Setting zero tax rate for natural
wines produced by means of natural fer-
mentation without adding ethyl alcohol
to stimulate wine-making in Russia and
increase the share of wine in the alcohol
consumption structure.

Overall, in Russia there have been
some positive changes in alcohol con-
sumption patterns, although the con-
sumption structure is still far from ideal
(beer - 50%, wine - 35%, spirits - 15%).
To enhance positive outcomes, it is neces-
sary to stimulate the replacement of spirits
with low-alcohol alternatives such as beer
and wine.

As far as Germany is concerned, a vi-
able solution for this country would be to
make regular adjustments of excise rates
to match the rate of inflation. This will
help the German government prevent
reduction in the actual tax burden on al-
cohol due to inflation and enhance the
effects of price measures in the alcohol
control policy, which will contribute to
further decline in alcohol consumption in
the country.

Conclusion

Alcohol excise duties play an impor-
tant role in the systems of excise taxation
in Russia and Germany alike. However,
in the recent decade, in comparison with
Germany, the Russian government has
been implementing a more restrictive al-
cohol policy in terms of pricing (in Russia,
excise rates are raised almost every year
while in Germany, they have remained the
same since 1982) and physical availability
of alcohol (in Russia alcohol production,
sale and consumption are regulated more
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heavily than in Germany). Nevertheless,
Germany has a healthier alcohol con-
sumption structure (low-alcohol beverag-
es such as wine and beer account for 82%)
than in Russia, where spirits account for
39% of consumption. In Germany, like in
many other EU countries, consumer shifts
in alcoholic drinks preferences from spir-
its to low-alcohol beverages was achieved
with the help of excise differentiation
measures. Our analysis of the dynamics of
alcohol excise rates in Russia has shown
that price measures are largely targeted
at low-alcohol beverages (wine and beer)
rather than spirits. Therefore, the state al-
cohol taxation policy in Russia requires
some serious adjustment.

In the given period, alcohol consump-
tion among adults fell significantly both
in Russia and in Germany. The structure
of alcohol consumption also changed
considerably, which demonstrates that
state regulation has brought about the
desired effects. In the recent decades, the
alcohol consumption structure in Russia
has become healthier as the spirits share
has shrunk, with strong alcohol bever-
ages being replaced by wine and beer.
Nevertheless, the situation is still far
from ideal. In order to improve the state
alcohol taxation policy in Russia, it seems
reasonable to recommend a shift of tax
burden from low-alcohol drinks to spirits
by raising excise taxes on strong beve-
rages, lowering excise taxes on beer and
introducing some other excise changes -
for instance, set the amount of tax accor-
ding to alcohol content in beer and set a
zero tax rate on natural wines produced
without adding alcohol. These adjust-
ments could change the price structure
for various types of alcohol production,
which would lead to a desirable shift in
consumer preferences towards low-alco-
hol beverages (wine and beer), and thus
reduce harmful use of alcohol. For Ger-
many, it is recommended to make regu-
lar adjustments of alcohol excise rates to
match the rates of inflation, as this will al-
low the government to avoid reduction in
the actual tax burden on alcohol products
and will contribute to further decline in
alcohol consumption in the country.
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ABSTRACT

This article discusses municipal self-government in Japan by focusing on tax receipts
of local budgets. Revenues and expenditures of local governments of unitary states,
such as Japan, roughly corresponds to subnational budgets of federal states. In uni-
tary frameworks, however, local authorities enjoy greater autonomy. In Japan, local
governments account for a large share of public spending and tax revenues. Tax re-
venues are decentralised and taxes play a significant role in consolidated budget re-
ceipts. The centralised system of local administration and finance that evolved in late
nineteenth-century Japan was based on arrangements prevailing in Germany at that
time. In the second half of the twentieth century, the system of inter-governmental
fiscal relations was rebuilt according to the Anglo-Saxon decentralised model, result-
ing in more autonomy (including tax administration) given to local authorities. The
current version of the local public finance in Japan has several salient characteristics
and combines both centralisation and decentralisation features. The tax base for the
key prefectural and municipal taxes overlaps the tax base for the national income
and consumption taxes. The main source of municipal revenue is the property tax.
Financial equalisation is achieved through grants, essentially in the form of the lo-
cal allocation tax (LAT), which is a percentage of national taxes that is channelled
to prefectural and municipal budgets. Another important feature of local finance is
that municipal governments cover a comparatively large share of expenditures by is-
suing local bonds. The reform of local governance and inter-governmental fiscal rela-
tions conducted in the early 2000s increased the financial autonomy and tax receipts
of municipalities. The reform’s results were positively received by the international
community and may be interesting for several transitional and developing economies
that are seeking to improve their system of local finance.

KEYWORDS
local budget, local finance, local taxes, tax revenues of local governments, Japan,
prefectures, municipalities, tax allocation
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AHHOTAIIVISI

Lernplo [JAaHHOV CTaTbW SIBJISIETCS XapaKTEPUCTMKA OPraHM3aluy MEeCTHOTO CaMo-
ynpasJieHVs ¥ hOpMIPOBaHIS JOXOTHOVI YacTV MECTHBIX OroipKeToB B SImonvm. [1o-
XOZBI VI PACXOIIbl MECTHBIX OIO/KETOB YHWTApPHBIX IOCYIAPCTB, BKIIIOUAst SIIIOHIO,
IIPVIMEPHO COOTBETCTBYIOT CyOHAIMOHA/ILHEIM OlofpkeTaM dpeflepaTHBHBIX CTpaH,
B TO BpeMs KaK IIOJIHOMOYMS OpPIaHOB CaMOYIIpaBJIeHWS B YHUTapHBIX oOpasoBa-
HISIX 00BIYHO Immipe. [171st MeCTHBIX OIODKeTOB SIITOHNI XapaKTepHBI BBICOKAsI TOTIS
OCYIIIECTBIISIEMBIX PACXOIOB ¥ HaJIOTOBBIX JIOXOZIOB, HelleHTpasIM3alivisl HaIOrOBBIX
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IIOCTYIUIEHWVI 11 CyIIIeCTBEHHAS POJIb HAJIOTOB B COBOKYITHBIX OFOIDKETHBIX ITOCTYIUTe-
Hyeax. CricteMa MecTHBIX bmHaHCOB SmoHMM cdopmmposasiack B KoHile XIX B. 1o
IIPYCCKOMY 00pasily M HOCWIa 1IeHTPasIM30BaHHbBIN XapakTep. Co BTOPOVI TIOJIOBVHBI
XX B. MeCTHBIe OpraHbI BIACTV IIOJIyYIIIV CYIIeCTBEHHYIO aBTOHOMIIIO, B TOM UVCIIe
HajioroByo. ITocTpoeHme crcTeMbl MeXXOIOIKeTHBIX OTHOIIEHWUV ITPOVICXOIIIIO II0
PpeKOMeHIaIVAM, OPMEHTHPOBAaHHBIM Ha aHITIO-CAKCOHCKYIO JelleHTPaI30BaHHYI0
MOZIeJIb MeCTHBIX (PVIHAHCOB. B HacTosIIIee BpeMsI AITOHCKIIT BapyaHT OpraH3amimn
MECTHBIX OFOIKETOB VIMeeT HeCKOJIBKO CITeIMPIIecKyX 4epT, K KOTOPbIM OTHOCUTCS,
IpeXxJie BCero, rapaulelbHOe COCYIeCcTBOBaHMe IeHTpain3allii U JelleHTpaInsa-
mym. Kpome Toro, Hajslorosast 6asa 110 KIIOYeBBIM HajIoraM IIpedpeKTyp M MYyHVIIV-
HaJIVTETOB TlepeceKaeTcsl ¢ HallMOHaIBHBIMY HaJIoTaMV Ha JOXOBI U IIOTpebrieHme.
OcHOBY [10x0HOVI Oa3bl MYHUIIMIIAJIMTETOB COCTaBIeT HAJIOT Ha MMYIIeCTBO. Bripas-
HVIBaHVIe OIOJKeTHOV 00eCIIeYeHHOCTV IIPOVI3BOIATCS ITy TeM 3a4VCIIeHIS B OIOIDKeTHI
npedeKTyp " MYHUIUIIUINTETOB MECTHOTO paclpele/TUTeIIbHOIO Haslora, KOTOPhIV
IIpesicTaBIsieT co0OV TpaHCePT M3 IOCTYIIEHNII ITO HAaIMOHAIbHBIM Hasloram. Baxx-
HOVI 0COOEHHOCTBIO MEeCTHBIX (PMHAHCOB SIIIOHVM SIBJISIeTCS CPABHWUTEIIEHO BBICOKAs
IOJIst PAcXoIoB, (PrHAHCKpYyeMasd 3a CUeT MyHMIUIIBHBIX obmrarmit. V HakoHerr,
B Hauaste 2000-x rT. B fImoHMM Obula IIpoBefeHa pedopMa MeCTHOTO caMOYIIpaBJle-
HVISL VI MeXXOFOIDKETHBIX OTHOIIIEHTIVI, KOTOPas IIpyBeJia K IIOBBIIIEHIIO (PUHAHCOBOT
CaMOCTOSITEITFHOCTY VI HAJIOTOBOVI 00eCIIe4eHHOCTYI MYHUIIVMITAIIBHBIX 00pa30BaHIL
PesysbTaThl pecOpMBI IOTTYUVIIV BBICOKYIO OIIEHKY MeXIyHapOIJHOIO cooOIecTBa
VI C 5TOVI TOUKM 3peHVIsI MOTYT IIPeCTABIIATh MHTepeC I BCeX CTPaH, 3aHVMAIOIIVIXCS
yKperuleHreM (pVHAHCOBBIX OCHOB [IeTeJIbHOCTV MECTHBIX OPTaHOB BJIACTIA

KJTFOYEBBIE CTTOBA
MecCTHBIe OIOKeTBI, MeCTHbIe (PMHAHCKI, MECTHBIE HaJIOI'M, HaJIOrOBbIe JTOXOJIbI MeCT-
HBIX OI07keTOoB, SIoHmMs, TpedeKTyphl, MyHUIIVIIAITETH], pasJie/leHye HaJIoTOB
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1. Introduction

The division of expenditures and reve-
nues between the central and local govern-
ments in countries depends on a variety of
historical, economic, and political factors.
Analysis of the advantages and drawbacks
of national budgeting provides valuable in-
sight into the inner design of fiscal systems
and enables recommendations regarding
the best practices for possible endorsement.
Description of national local finance usu-
ally starts with a cross-country assessment
of several indicators, such as the local gov-
ernments’ tax revenues and expenditures
related to GDP, the share of tax revenues of
local governments as a proportion of total
tax revenue, and the significance of taxes
for local governments’ revenues and for
covering local expenditures. Table 1 com-
pares the share of local budgets in differ-
ent countries in 2018 (the data are sorted in
descending order according to the share of
local governments’ tax revenues as a pro-
portion of total tax revenue).

The Scandinavian countries and Japan
have the largest share of public expendi-
ture at the local level, whereas these figures
are considerably lower in Hungary, Por-

74

tugal, Israel, and Greece. Countries with
the largest share of local governments’ ex-
penditures are mostly those that have the
highest percentage of tax revenues in their
GDP. There are, however, some cases with
differences between the share of expendi-
ture and tax receipts of local budgets. For
example, the share of local tax revenue in
Denmark and the Czech Republic is vir-
tually the same, but the latter has much
higher local expenditure. Remarkably, lo-
cal tax revenues in Switzerland are higher
than in Germany, while the situation is the
opposite for local expenditures.

Tax distribution and the number of
local tasks determine the significance of
tax revenues for local budgets. The share
of non-tax revenues at the local level is
comparatively small for most countries.
Therefore, tax revenues of local govern-
ments have to be supplemented by trans-
fers, which play an important role in local
budgets.

The expenditures and revenues of local
budgets in federal states are generally lo-
wer compared to unitary states. We can say
that the data of unitary states corresponds
better to the figures at sub-federal level that
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comprises regional (provincial, prefectural,
etc.) and local budgets. The indicators de-
scribed above clearly show the difference
between centralised and decentralised
public finance systems. A decentralised
system normally has a higher share of lo-
cal expenditures and tax revenues as well
as a higher share of local governments’ tax
revenues in total tax revenue. Taxes gene-
rally play an important role in local govern-
ments’ receipts. Japan can serve as a model
example of a decentralised local finance
system with an important role played by
local self-government.

Compared to other countries, Japan
has the largest share of tax revenues trans-
ferred to local governments, which signi-
fies a high level of commitment to their
expenditures. What are the factors that
shape the distribution of taxing powers
among the governments of different levels
in general, and local governments in par-
ticular? Which taxes are levied at the lo-
cal level? What are the implications of this
model of local finance? Our study aims to
address these questions by describing the
mechanisms of inter-governmental redis-
tribution of tax revenues in Japan.

Table 1
Local governments” budgets in unitary and federal states in 2018
Country Local go- | Tax revenues | Tax revenues | Tax revenues Grants,
vernment of local of local of local govern- | % of local
expendi- | governments,  governments,| ments, % of local | governments’
tures, % % GDP % of total tax| governments’ revenues
GDP revenue revenues
1. Unitary states - local level
Japan 14.7 7.5 38.6 454 40.4
Sweden 23.7 13.0 31.7 53.2 33.7
Finland 20.9 9.7 31.6 46.4 29.8
France 10.7 5.9 27.3 53.3 222
Denmark 33.4 12.1 27.0 36.1 57.6
Czech Republic 11.4 55 27.0 454 39.2
Republic of Korea 13.1 47 23.6 29.7 51.4
Poland 12.9 4.5 20.5 32.1 50.2
Norway 15.9 6.1 20.2 37.4 441
Italy 14.0 43 15.0 313 55.0
Portugal 5.9 2.5 10.2 43.0 31.8
Israel 5.5 2.4 9.6 41.5 41.4
Hungary 6.4 22 8.7 34.4 52.6
United Kingdom 9.2 1.7 6.0 17.9 63.9
Netherlands 13.0 1.3 BS 10.5 72.1
Greece 3.5 0.9 3.4 23.6 63.4
2. Federal states — local level
Switzerland 7.0 43 20.3 60.7 10.8
Germany 8.3 3.3 13.6 38.5 39.3
Canada 8.3 8.3 11.6 384 442
Russia 6.8 1.2 5.7 16.3 75.7
Australia 1.9 1.0 3.4 38.7 13.7
3. Federal states — subfederal level

Canada 223 16.0 55.2 52.8 -
Switzerland 13.4 11.3 529 53.9 -
Germany 13.1 12.6 52.4 57.4 -
Russia 13.1 9.2 44.1 41.9 -
Australia 13.9 54 194 32.6 -

Note: the data for Republic of Korea are given as of 2017.
Source: authors’ calculations according to International Monetary Fund. Government Finance Statistics

Database. Available at: htt data.imf.or

?sk=a0867067-d23c-4ebc-ad23-d3b015045405.
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Our study starts with a brief overview
of the history of local self-government in
Japan. The historical section is followed
by analysis of the relevant legal acts and
empirical data, provided by the Statistics
Bureau of Japan, Ministry of Finance of
Japan, Ministry of Internal Affairs and
Communications (MIAC) of Japan, and
the agencies this ministry comprises - the
Local Public Finance Bureau and the Local
Tax Bureau.

2. Local government and its tax
revenues in Japan
in the XIX and XX centuries

There is considerable research lit-
erature on the division of functions and
sources of funding between different
government levels in Japan. Although
in this country institutions for self-go-
vernance existed as far back as in the feu-
dal period (for more on this, see [1]), the
Meiji era is widely considered to be the
actual starting point for the development
of the local government system [1-4].
Starting from 1871, there appeared a new
administrative division system with pre-
fectures as the key territorial units [3]. By
1888, the number of prefectures had been
reduced significantly from more than
300 to the present-day number of 47. In
the same period, prefectures and munici-
palities (cities, towns and villages) were
included into the hierarchy of local go-
vernments.

The Meiji Constitution, which drew
heavily on its Prussian counterpart, came
in force in 1890. The Prussian Constitution
presented a mixture of semi-feudalism
and rigid bureaucracy, at the same time
positioning the bourgeoisie as the key
economic force. The Japanese elite were
particularly taken with the Prussian con-
stitution, which they saw as ideological-
ly close [4]. Regulatory acts of the Meiji
period were developed with the help of
German specialists: Albert Mosse [5],
a student of Lorenz von Stein and col-
league of Rudolf von Gneist, was invited
to Japan as a legal expert to participate in
drafting the law on local self-governance
(for more on this, see [6]). The second half
of the nineteenth century saw a flouri-
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shing financial science in Prussia [7]. The
Prussian public finance model adopted
by Japan was highly centralized, which
resulted in the appearance of the system
where local governments had little au-
tonomy, the central government was in
charge of tax administration, and local
taxes were mostly stated as a percentage
of national taxes.

During the post-WWII American
occupation of Japan, a range of politi-
cal, economic and social reforms were
implemented, including reforms of the
government system. The 1947 Consti-
tution of Japan was based on demo-
cratic principles and promoted local
autonomy: in particular, it required
that local officials such as mayors and
governors should be elected by direct
popular vote.

In the late 1940s, a group headed by
Prof. C.S. Shoup, a Columbia University
economist and experienced taxation con-
sultant working for the U.S. Treasury De-
partment, were invited to Japan (for more
on C.S. Shoup and the Shoup Mission in
post-war Japan, see [8]). The aim of the
Mission was to devise a system of taxation
that would be contribute to faster restora-
tion of the economy and strengthening de-
mocracy in the country.

The Report on Japanese Taxation of
the Shoup Mission published in 1949 de-
scribed the principles of the local taxation
system [9]. Although the Report mostly
dealt with budget revenues, it also men-
tioned the division of powers between
different government levels which deter-
mined the revenue needs of governments.
Among other things, the Report proposed
a clear delineation of the functions of the
three government levels, with specific
tasks being assigned to each of those le-
vels. The priority was given to munici-
palities, then came the prefectures and
the central government. The division of
taxing powers was to follow several core
principles [9]:

1. The tax system should be simple.
The number of taxes should be reduced
to a minimum and the taxation system
should be transparent, understandable
and convenient to taxpayers.
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2. Local governments should be able to
administer local taxes efficiently. The tax
base should be allocated to specific juris-
dictions.

3. Tax sources should be divided be-
tween the national government, prefec-
tures and municipalities; governments
on each level should have sufficient op-
portunities for efficient tax administra-
tion. Such division enables citizens to see
the connection between the taxes they
pay and the use of the corresponding tax
revenues.

4. Local authorities should have the
powers to change the tax rates in accor-
dance with the needs and expectations of
local inhabitants.

In order to provide more autonomy
for local governments in post-war Ja-
pan, it was recommended to increase
local revenues while simultaneously cut-
ting local expenditures, divide tax bases
and introduce municipal taxes adminis-
tered on the local level. It was planned
to increase the significance of local taxes
while reducing the number of tax le-
vies on the levels of prefectures and mu-
nicipalities. The list of local taxes was
expected to include the property tax,
inhabitant tax, and enterprise tax. The
inhabitant and property taxes were rec-
ommended for the municipal level; the
enterprise tax, food and beverage tax, for
the prefectural level.

The inhabitant tax introduced in the
late 1940s combined the head tax and the
tax that was calculated on the basis of the
tax-paying capacity of citizens, primarily
their income. The tax was levied both on
the level of prefectures and municipali-
ties. Its rate was adjusted annually de-
pending on the fiscal needs. The Shoup
Mission’s Report suggested that the in-
habitant tax should be levied on the in-
come declared by the taxpayer and that it
should be applied only on the municipal
level. It was expected that the tax reve-
nues would double as a result.

The Report also suggested changes
in the approaches to tax base estimation,
which would lead to an increase in the
significance of the local property tax. The
existing tax was calculated on the basis of
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the annual rental value of the property tax,
which led to the proliferation of tax eva-
sion schemes. The Report recommended
to calculate the property tax by using the
market value, which would increase mu-
nicipal tax revenues and enhance a more
just distribution of tax burden in cities,
towns and villages.

The significance of the entertainment
tax and the tax on food and beverages was
explained by the connection between their
tax bases and population density. For the
local level it was recommended to use a
VAT-like enterprise tax with the tax base
defined as ‘total gross receipts minus all
purchases from other firms, including
purchase of capital equipment, land, and
buildings’ [10].

To a considerable degree, the recom-
mendations of the Report were aimed at
adapting the US federal taxation system
for the needs of the Japanese unitary state.
Some recommendations of the Report, in
particular those concerning the local tax
levied on value added, were innovative
for that time [11].

The architecture of the tax system
described in the Report was formally
approved by the Japanese government.
After the Report was published, Prime
Minister Shigeru Yoshida announced
that in order to build a rational and just
system, it was necessary to follow pre-
cisely the recommendations of the Shoup
Mission. The Minister of Finance Hayato
Ikeda, however, expressed a more cau-
tious attitude: he believed that although
theoretically the recommendations were
correct, it would be difficult to imple-
ment them [12]. It was planned to realize
the Mission’s recommendations in the
middle term.

The introduction of a new enterprise
tax (i.e. the value-added tax) was post-
poned until 1953-1954 and eventually the
Japanese government abandoned the idea
altogether. The inhabitant and property
tax were allocated to municipalities but,
starting from 1954, they were also partial-
ly transferred to the level of prefectures
[13]. Thus, not all recommendations of the
Shoup Mission were realized in the Japa-
nese tax system.
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Table 2

Local budgets’ tax revenues in Japan

Year Local budgets’ tax revenues Share of local budgets’ tax revenues
in total tax revenues, % (not taking into account financial
Before financial After financial equalization) in local budgets’
equalization equalization revenues, %
1940 16 22 20.6
1950 30 44 34.6
1960 32 46 35.6
1970 32 49 354
1980 36 54 34.0
1990 35 53 41.6
2000 40 57 354
2010 44 67 39.6
2018 39 57 454

Note: In Japan, the fiscal year runs from 1 April until 31 March. Hereinafter, in our discussion of
budgets in Japan, we will mean financial year and not calendar year when referring to a time period (for
example, 2018 corresponds to the financial year from 01.04.2018 to 31.03.2019).

Source complled by the authors from Fmanczal Statistics of Japan. Available at: https:/ /www.mof.

lish bli fi f .htm

Table 2 illustrates the tax receipts of
local governments in Japan and their sig-
nificance starting from the mid-twentieth
century. The division of tax revenues, on
the one hand, reflected the growing tax au-
tonomy of local authorities. On the other
hand, the national tax revenues used as
transfers to local governments were also
growing in significance. Furthermore, the
decentralization trends in the distribution
of revenues went hand in hand with the
centralization of certain functions.

The post-war system of public finance
in Japan, combining elements of central-
ization and decentralization, which are
usually seen as mutually exclusive, is best
described by the term ‘controlled decen-
tralization” proposed by K. Akizuki [2].
After the Great East Japan Earthquake
of 2011, the importance of centralization
became more evident. Even though the
vast majority of studies in the sphere of
state governance focus on the advantages
of financial decentralization, it is some-
times impossible to effectively deal with
the consequences of large-scale or even
global natural disasters and pandemics on
the local level. Such situations usually re-
quire financial decisions on the part of the
national government. Since the 2010s, the
liquidation of the consequences of the Fu-
kushima accident has been a major impe-
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m (In Japan.); [14].

tus for centralization of the public finance
in Japan (for more on this, see [15]).

Thus, the Japanese public finance sys-
tem is a unique case for research of cen-
tralization and local autonomy, since it
comprises both of these trends. The Japa-
nese model of local public finance is dif-
ficult to compare with its counterparts in
other countries. Studies of the state gov-
ernance in contemporary Germany and
Japan [16] and of the way the Shoup Mis-
sion’s Report shaped Japan’'s tax system
[9] emphasize the differences between the
present-day situation and the principles of
fiscal federalism that the Report proposed.
Current peculiarities of the Japanese local
finance system stem from the combination
of the European centralized model and the
Anglo-American decentralized model, al-
though there are also some features that
are unique to Japan.

In the 1990s, Japan launched a pro-
found administrative and territorial re-
form, involving redistribution of powers
between different levels of government!.
The key provisions of the reform were
described in the Comprehensive Decen-

v For more on this, see: Situation in Lo-
cal Finances 2019, MIC of Japan. Available at:
http://www.soumu.go.jp/menu_news/s-
news/01zaisei07_02000205.html (In Japan.), as
well as [17; 18].
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tralisation Act, which was adopted in
2000 and came into force in 2003. Mu-
nicipal mergers were a part of the reform
resulting in a fall in the number of mu-
nicipalities from 3,229 in 1999 to 1,718 in
2017. The main reasons behind this step
were the unprecedented rates of popu-
lation ageing, changing fiscal needs, de-
creasing population density and other
processes that required optimization on
the municipal level®

In 2003, the beginning of the so-called
‘triple reform” of local budgets was an-
nounced. The reform included, first, cuts
in state subsidies, second, reduction in
the LAT grants, and, third, a shift of tax
sources from the central government to lo-
cal governments. In the first three years of
the reform (2003-2006), the sums of state
subsidies and LAT grants were reduced in
accordance with the plans. Nevertheless,
since tax revenues came rather late to lo-
cal budgets, prefectures and municipali-
ties had to face a serious revenue short-
fall [19; 20]. In the following decade, the
tax revenues started growing but only on
the level of prefectures. In 2006-2016, the
share of tax revenues in the prefectural
budgets rose from 30.2 to 39.3%. On the
municipal level, however, the picture was
quite different: the share of local taxes
declined from 34.4 to 32.7%. At the same
time, state subsidies accounted for a larg-
er share of municipal revenues: there was
an increase from 9.3 to 15.8%. As a result,
prefectures became more autonomous in
terms of revenues while cities, towns and
villages, on the contrary, more dependent
on the central government [21].

3. Tax assignment in Japan

Distribution of tax revenues in Japan
is based on shared use of the tax base by
the national and local governments and
the relative autonomy of prefectures and
municipalities in setting their tax rates
within the limits of the national standard
rates. Thus, C. Shoup’s main idea that each

2 Local Autonomy in Japan. Current Situation
& Future Shape. Ministry of Internal Affairs and
Communications of Japan; 2009. Available at:
http:/ /www.clair.or.jp/j/forum/other data/
pdf/20100216_soumu_e.pdf
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tax should be levied only on one govern-
ment level remained unrealized. Table 3
shows tax revenues of budgets of different
levels in Japan in 2018.

Table 3
Allocation of tax revenues in Japan
in 2018, bln yen
Taxes Central Prefec- Mu-
budget tural nicipal
budget budget
Individual 19420 4679 7674
income taxes
Corporate 12820 5059 2301
income taxes
Consumption 17558 4707 -
taxes
Excise duties 8779 141 861
Property taxes - 1526 8943
Inheritance tax 2240 - =
Other taxes 2026 1581 2030

Source: authors’ calculations according to
Financial Statistics of Japan. Available at: https://
www.mof.go.jp/english/pri/publication/finan-
cial_statistics_of_japan/index.htm (In Japan.).

Most revenues are provided by
the personal income taxes, which include
the national progressive income tax and
inhabitant tax®. To be more precise, in Ja-
pan these taxes have the same name but
different ways of collecting, determined
on the level of prefectures and munici-
palities. The inhabitant tax is levied on
individual citizens and on businesses and
is, therefore, a tax on the population and
local businesses of a specific prefecture
or municipality. Individual citizens pay a
fixed sum of 1,500 yen to the prefectural
budgets and a fixed sum of 3,500 yen to
municipal budgets plus income tax with
the flat rate of 10% (4% for prefectures
and 6% for municipalities) levied on the
taxpayer’s income in the prior year. The
tax base for the inhabitant tax is the same

* The names of taxes and instruments of
revenue distribution in Japan usually reflect the
economic rather than legal aspects of taxation.
For example, the local corporation tax is a na-
tional tax and the word ‘local’ refers to the reason
why it was introduced and its purpose. In fact,
it was introduced to deal with the effects of the
elimination of the prefectural tax that had been
used before. The local allocation tax (LAT) is not
a tax at all but a special kind of grant from the
central budget to distribute some of the national
tax revenues among the local budgets.
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as for the national income tax, although
it does not take into account some allow-
ances, which means that the tax base of the
inhabitant tax is somewhat broader than
the tax base of the national tax. These rates
and amounts of payments are set by the
central government but can be adjusted by
local authorities. The local inhabitant tax
is paid on the source income and is trans-
ferred to the budgets of the prefecture/
municipality where the taxpayer resides
by their withholding agents.

For business taxation on the subcen-
tral level, several mandatory payments
are used: the inhabitant tax (levied by pre-
fectures and municipalities) and prefec-
tural enterprise tax. The corporate inha-
bitant tax levied on businesses includes a
fixed payment (its amount depends on the
capital and staff number) and a payment
calculated based on the national corpora-
tion tax by applying a progressive rate. All
the components of the inhabitant tax are
characterized by a heavier tax burden and
larger taxing powers assigned to munici-
palities than to prefectures.

Prefectures gain revenues from the
enterprise tax, which is levied at a com-
paratively low rate but has a wide range of
tax bases: income, value added and capi-
tal. Small businesses are exempt from this
tax. Since the 2010s, Japan has conducted
a series of corporate tax reforms, which
resulted in the elimination of the corre-
sponding local taxes. Since tax revenues
were unevenly distributed [22], it was de-
cided to levy business taxes on the national
level and transfer a part of these revenues
to local governments in the form of grants.

The local consumption tax is a per-
centage included in the general consump-
tion tax rate in addition to the national tax.
A general increase in the consumption
rate affected prefectural budgets: until Oc-
tober 2019, the local tax rate had been 1.7%
(the total tax rate 8%) and since October
2019, the local tax rate rose to 2.2% (the to-
tal tax rate 10%) and 1.76% (of the reduced
rate 8%). In setting the key parameters
of the local consumption tax, prefectural
governments have limited powers in com-
parison with other local taxes, where they
enjoy greater autonomy.
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The municipal property tax is a levy
on the market value of land and property.
In the theory of local taxation, it is consid-
ered that the property tax is best levied on
the municipal level since this tax provides
stable receipts and can be effectively ad-
ministered by municipalities. A rise in the
market value of land and property (the
taxable value is revised every three years)
leads to an increase in tax revenues.

Experts have mixed views about the
effectiveness of the shared use of indi-
vidual income, business profits and sales
of goods by the central government, pre-
fectures and municipalities in Japan. On
the one hand, shared tax base on differ-
ent levels of government works against
the benefit principle of taxation (taxpay-
ers do not see the connection between the
mandatory payments they make and the
specific government level that receives
these payments). Moreover, such situation
detrimental to the sustainability of public
finance during recession, since in this pe-
riod the two revenue sources may decline
simultaneously [23]. On the other hand, if
central and local governments share the
same tax base, it helps cut administrative
costs, prevents tax evasion (especially as
far as indirect taxes are concerned), and fa-
cilitates tax reforms on the national level.

There are several criteria for evalu-
ation of local taxes: evenness of distribu-
tion, stability and increasing revenue gen-
eration in response to economic growth.
Viewed in the light of these criteria, the lo-
cal taxation system in Japan shows mixed
results. On the one hand, the most evenly
distributed across the country’s territory
are the consumption tax (prefectures)
and the property tax (municipalities). The
individual inhabitant tax is also distrib-
uted quite evenly [22]. As far as the tax
on local businesses and consumption tax
are concerned, there is a certain balance
between the stability of the tax revenues
in the short term and the possibility of in-
crease in the tax revenues in the medium
term period [24]. K. Ishida has analyzed
the statistics on tax revenues of local go-
vernments in Japan from 1980 to 2017
and showed that, despite the rise of land
prices from the mid-1980s to the 2000s, the
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system of municipal tax revenues was un-
stable while the revenues demonstrated
low rates of growth [25]. T. Tran et al. in
their analysis of the fiscal data of Tokyo
Metropolitan Governments in 2010-2015
found statistically significant positive as-
sociations between the volatility of most
local taxes and expenditure volatility, but
negative associations between the vola-
tility of grants and expenditure volatility
[26]. Nevertheless, despite the problems
faced by the Japanese local tax system, the
country’s government are wary of initia-
ting reforms in this sphere and any adjust-
ments of this system are made only after
prolonged consultations and assessment
of their possible impact on different as-
pects of local finance.

As for taxing powers, as it was shown
above, the main elements of local taxes are
determined on the national level while lo-
cal authorities have the right to set their
own tax rates (adhering to the restrictions
set on the national level) and change cer-
tain parameters of taxation. Municipalities
have slightly broader taxing powers than
prefectures. There is, however, no unified
approach to setting tax rates across Japa-
nese territories. An increase in the local
tax rate often leads to a reduction in the
amount of financial support from other
budgets [27; 28]. Nevertheless, many pre-
fectures and municipalities can set the
rate of the local inhabitant tax as long as
it does not exceed the standard tax rate

[23]. Relatively high local tax rates can be
explained by the fact that local authorities
are not allowed to issue bonds if their tax
rate is lower than the standard [29] while
borrowing is a popular way used by local
authorities in Japan to finance their ex-
penses. Local governments are allowed to
set new taxes not specified by the national
legislation, but such decisions need to be
approved by the Ministry of Internal Af-
fairs and Communications.

In 2018, local governments were allo-
cated a little bit less than 40% of total tax
revenues. Since the mid-2000s, the share
of national taxes has been growing due
to the declining significance of municipal
taxes (Fig. 1).

The share of tax receipts going to mu-
nicipalities is larger than the share that
goes to prefectures. Nevertheless, for a
long time, the ratio of prefectural and mu-
nicipal expenditures and revenues has re-
mained virtually unchanged (Table 4). As
a result of the decentralization reform in
the early twenty-first century, the share of
expenditures and revenues of municipali-
ties grew in comparison with prefectures.

Municipalities fund a wide range of
public services, including education, es-
pecially compulsory education (primary
and secondary school), health care, city
planning, fire services, housing and util-
ity services, and social services. Powers
granted to municipalities by the central
government vary depending on the type
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Fig. 1. Distribution of tax revenues between central and local budgets in Japan, %
Source: authors’ calculations according to Financial Statistics of Japan. Available at: https://www.mof.go.jp,

english/pri/publication/financial_statistics of japan/index.htm (In Japan.)
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of municipalities (mostly depends on the
number of inhabitants)*.
Table 4
Shares of prefectures and municipalities
in total local budgets in Japan

Year | Share in total Share in total ex-
revenues of local | penditures of local

governments, % | governments, %

Prefec-| Munici- | Prefec- | Munici-

tures | palities | tures | palities
1985 50 50 51 49
1990 50 50 51 49
1995 50 50 50 50
2000 50 50 50 50
2005 48 52 49 51
2006 49 51 49 51
2007 49 51 49 51
2014 47 53 47 53
2015 47 53 47 53
2016 47 53 47 53

Source: authors’ calculations according to
Japan Statistical Yearbook 2020. Statistics Bureau,
Ministry of Internal Affairs and Communications
of Japan. Available at: https://www.stat.go.jp/
english/data/nenkan/69nenkan/index.html

(In Japan.).

Prefectures act as a link between mu-
nicipalities and the central government.
Services that extend beyond municipal ar-
eas are funded on the level of prefectures.
The standards for these services are also
set on the prefectural level.

4. Prefectural and municipal tax
revenues

The key local tax in Japan which
provides most revenues is the inhabit-
ant tax. In prefectures, this tax accounts
for a third of tax receipts and in munici-
palities, for up to 45% (Table 5). Receipts
from the inhabitant tax paid by individu-
als are larger than those paid by the cor-
porations. Nevertheless, if we consider
the enterprise tax together with the tax on
corporate inhabitants, it is easy to see that
the amount of taxes paid by individuals
and businesses to prefectural budgets is
approximately the same.

* White Paper on Local Public Finance, 2019.
Ministry of Internal Affairs and Communications of
Japan. Available at: https://www.soumu.go.jp/

iken/zaisei/31data/chihouzaisei 2019 _en.pdf
(In Japan.)

Table 5
Structure of local budgets’ tax revenues
in Japan in 2016
Tax | Share |Sharein
reve- | intax |taxreve-
nue, | reve- | nues of
bln | nues | prefec-
yen |of local| tures/
govern-| munici-
ments, | palities,
% %
Local tax revenues, 39392 100 -
total
1. Local prefectural 18114 46 100
taxes
1.1. Prefectural in- 5891 15 325
habitant tax
- paid by individuals 5017  12.7 27.7
- paid by corpora- 874 22 48
tions
1.2. Local government 4703  11.9 26
consumption tax
1.3. Enterprise tax 4261 108 23.5

1.4. Motor vehicle
tax

1.5. Gas oil delivery 933 24 52
tax

1535 3.9 8.5

1.6. Real estate 397 1 22
acquisition tax

1.7. Prefectural 149 0.4 0.8
tobacco tax

1.8. Automobile 146 04 0.8
acquisition tax

1.9. Other taxes 99 0.3 0.5
2. Local municipal 21278 54 100
taxes

2.1. Municipal 9574 243 45
inhabitant tax

- paid by individuals 7365  18.7 34.6
- paid by corpora- 2208 5.6 10.4
tions

2.2. Property tax 8893 226 41.8
2.3. Light motor 238 0.6 1.1

vehicle tax
2.4. City planning tax 1262 3.2 59
2.5. Municipal 911 2.3 4.3
tobacco tax
2.6. Establishment 366 0.9 1.7
tax
2.7. Bathing tax 22 0.1 0.1
2.8. Other taxes 12 0.03 0.1
Source: authors’ calculations according to
Japan Statistical Yearbook 2020. Statistics Bureau,
Ministry of Internal Affairs and Communications
of Japan. Available at: https://www.stat.go.jp/
english/data/nenkan/69nenkan/index.html
(In Japan.).
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The local consumption tax and enter-
prise tax rank second and third in terms of
the amount of tax receipts to prefectural
budgets. Figure 2 illustrates the consoli-
dated structure of the main taxes as sourc-
es of prefectures’ revenues since the early
2000s. In the 2000s, the enterprise tax ac-
counted for about a third of tax revenues
of prefectures but since 2009 its share has
been steadily declining as a result of the
introduction of the LAT. The LAT is set at
a given percentage of the major national
taxes and distributed in the form of grants

20 a3 || 3a]]30]] 39
101123 24]| 23

to local governments. The fall in enter-
prise tax revenues is compensated by the
growing role of the inhabitant tax and lo-
cal consumption tax. Since 2016, the main
sources of tax revenues of prefectures
have retained a similar proportion.

The motor vehicle tax, which has ac-
counted for 8-12% of the total tax reve-
nues of prefectures since the mid-2000s,
is levied as a fixed amount depending
on the engine size and how the vehicle is
used (personal or business use). The mo-
tor vehicle tax is based both on vehicle

39((40|| 40|39 34| (33|33 31
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O Prefectural Inhabitants Tax O Enterprise Tax
B Other taxes

W Motor Vehicle Tax

@ Local Consumption Tax

Fig. 2. Prefectural tax revenues in Japan in 2004-2018, %

Source: authors’ calculations according to Financial Statistics of Japan.
Awvailable at: https.//www.mof.go.jp/english/pri/publication/financial_statistics_of japan/index.htm (In Japan.)
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Fig. 3. Municipal tax revenues in Japan in 2004-2018, %

Source: authors’ calculations according to Financial Statistics of Japan.
Auvailable at: https.//www.mof.go.jp/ english/pri/publication/financial_statistics_of japan/index.htm (In Japan.)
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ownership and usage of roads. Since 2010,
the motor vehicle tax revenues have been
declining both in absolute values and in
terms of total tax revenues of prefectures.

Municipal tax revenues come from
the inhabitant tax and property tax. Until
2006, receipts from the property tax had
exceeded those from the income tax but
starting from the second half of the 2000s,
the situation changed to the opposite. Re-
ceipts from the property tax are more sta-
ble and their year-to-year variation does
not exceed 2-4%.

About 7-8% of municipal tax revenues
come from special purpose taxes (hunting
tax, city planning tax, onsen (bathing) tax)
but the fiscal significance of each of these
taxes is comparatively low. As far as spe-
cial purpose taxes are concerned, local au-
thorities enjoy the most autonomy: they
have the right to set local taxes to address
the needs of their respective territories.

Tax revenues of prefectures and mu-
nicipalities are in general quite balanced:
revenues of prefectures come from three
main sources and those of municipalities,
from two. Local taxes are levied on busi-
nesses and individuals and the taxation
base comprises income, revenue, property
and consumption.

Receipts from local taxes are more
evenly distributed among prefectures
than municipalities (Table 6), which can
be explained by the significance of tax rev-
enues in the capital’s budgets: 79% of lo-
cal expenditures of Tokyo Metropolis are
covered by the receipts from local taxes.

If we compare budgets of municipali-
ties and prefectures, including Tokyo, we
will see that the average significance of lo-
cal taxes for covering expenditures will be
the same - 30%. A smaller share of tax re-
ceipts in the expenditures of local budgets
in comparison with revenues is explained
by the fact that a considerable part of ex-
penditures is covered by the bonds issued
by local authorities. This figure, however,
varies across prefectures more signifi-
cantly than across municipalities. Since
tax revenues are not equally distributed
among the territories, it becomes neces-
sary to provide regular grants to local
governments for fiscal equalization.
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Table 6
Share of revenue sources in local
budgets in 2016
Indicator Share in local budget
expenditures, %
Local | LAT | Local
taxes bonds
1. Prefectural budgets (including Tokyo)
Maximum value 79 40 18
Minimum value 13 0 2
Mean value 32 24 13
Standard deviation 13 10 3
Covariance 42 39 24
2. Prefectural budgets (excluding Tokyo)
Maximum value 62 40 18
Minimum value 13 4 5
Mean value 30 25 13
Standard deviation 11 9 3
Covariance 37 36 20
3. Municipal budgets
Maximum value 50 34 14
Minimum value 16 1 2
Mean value 30 19 9
Standard deviation 9 8 2
Covariance 29 43 21

Source: authors’ calculations according to
Japan Statistical Yearbook 2020. Statistics Bureau,
Ministry of Internal Affairs and Communications
of Japan. Available at: https://www.stat.go.jp/

english/data/nenkan/69nenkan/index.html
(In Japan.).

5. Redistribution of national tax
receipts as grants to local governments

Even though the revenue base of lo-
cal governments is considered quite ba-
lanced, a considerable part of the taxes is
levied on the central level and then trans-
ferred to prefectures and municipalities in
the form of financial assistance (grants).
Grants are usually distinguished from tax
revenue. But as most countries rely on tax-
es for the central government’s revenues,
transfers from higher level budgets are
in fact also tax revenues; these revenues
are for the most part independent of the
territories that receive them. Although in
many countries these considerations are
of theoretical rather than practical nature,
the Japanese system of local governments’
revenues reveals the connection between
grants from the central budget and the tax
revenues of this budget.
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The local allocation tax (LAT) is paid
annually to the budgets of prefectures and
municipalities to adjust the fiscal imba-
lance among local governments. Despite
its name, the LAT is actually a transfer of
a fixed sum from the central to the local
budget. In 2017, this sum included 33.1%
of the income tax and corporate tax reve-
nues, 50% of the alcohol tax and 22.3% of
the consumption tax®. Thus, local govern-

> White Paper on Local Public Finance, 2019.
Ministry of Internal Affairs and Communications
of Japan. Available at: https://www.soumu.
go.jp/iken/zaisei/31data/chihouzaisei 2019
en.pdf (In Japan.)

ments are provided with the basic level of
revenues to maintain the level of public
services according to the unified national
standards. As a result, the revenues of lo-
cal budgets are more or less equal regard-
less of the territories” population size.
Figures 4 and 5 show tax revenues
and financial assistance per capita from
the central budget to prefectural and mu-
nicipal budgets in the ascending order.
Figures 4 and 5 demonstrate the re-
sults of fiscal equalization per capita. The
biggest imbalance in terms of local tax rev-
enues is characteristic of prefectural bud-
gets (the ratio of the standard deviation to
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the mean value per capita was 34% in
2016). After fiscal equalization, the corre-
sponding per capita indicator, which takes
into account local tax revenues, national
tax revenues transferred to local govern-
ments and the LAT, was 23% for prefec-
tures and 18% for local budgets in total.

Even though the LAT is more signifi-
cant for prefectures than for municipali-
ties (Table 6), the biggest differences in the
share of expenditures covered from this
source are characteristic of municipalities.
This can be explained by the uneven dis-
tribution of revenues among cities, towns
and villages.

In 15 prefectures, the LAT covered
from 30 to 40% of local expenditures; in
14, from 10 to 20%. The budget of Tokyo
Metropolitan Government does not rely
on LAT grants. The share of the LAT in
the expenditures of consolidated munici-
pal budgets within one prefecture exceed-
ed 30% only in three prefectures, while in
24 prefectures, it was less than 20%. These
figures point to the fact that on average, in
comparison with prefectures, in munici-
palities the LAT covers a smaller share of
expenditures.

Table 7

National tax revenues transferred

to local budgets in Japan

Year| Share of |Share of local tax revenues
the LAT in| and tax revenues trans-
national | ferred to local budgets in
tax reve- | total tax revenues (taking
nues, % into account fiscal
equalization), %
2006 31.2 63.5
2007 28.9 60.5
2008 321 64.0
2009 33.1 63.7
2010 38.7 67.3
2011 38.5 67.4
2012 37.1 66.1
2013 345 64.0
2014 31.5 61.6
2015 27.9 58.4
2016 28.3 59.2
2017 26.6 57.6
2018 25.5 56.7

Source: authors’ calculations according to
Financial Statistics of Japan. Available at: https:/ /
www.mof.go.jp/english/pri/publication/finan-
cial statistics of japan/index.htm (In Japan.).
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In 2008-2013, local governments re-
ceived about a third of national tax reve-
nues through LAT, and in 2018, a fourth.
Table 1 showed that in comparison with
other countries, Japan has the largest
share of tax revenues going to local bud-
gets. However, if we also take into account
those tax revenues that are transferred to
local governments as financial assistance,
the distribution of tax revenues in Japan
will appear even more decentralized: in
the first half of the 2010s, the revenues of
prefectures and municipalities exceeded
60% of the country’s total tax revenue and
in 2018, 56.7% (Table 7).

In addition, it should be noted that
one more important source of revenues
for prefectures and municipalities is local
bonds.

6. Conclusions

The system of tax revenues of local
governments in Japan has several salient
characteristics related to a complex con-
figuration of centralisation and decentral-
isation, which have taken different forms
at different stages of historical develop-
ment. In the second half of the twentieth
century, the fiscal aspects of local gover-
nance underwent serious transformation.
Specific functions were assigned to dif-
ferent levels of government, tax sources
were allocated to local budgets, and the
decentralised system of public finance
was established. These arrangements,
however, did not eliminate centralisation,
since they also included instruments of
administrative control over local authori-
ties. In the post-war period, the expendi-
tures and revenue figures for prefectures
and municipalities were quite similar.
In the early twenty-first century, after a
round of municipal mergers, the share
of municipalities” expenditures and rev-
enues grew in comparison to prefectures.
Eventually, Japan became a country with
the largest share of tax revenues trans-
ferred to local governments, compared to
other unitary states.

The financial endowments of local au-
thorities in Japan are equalised through
annual payments in the form of the LAT
to local governments. The LAT comprises
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approximately a fourth of prefectural and
a fifth of municipal revenues. Such design
of financial equalisation, combined with
the active use of borrowing, explains why
other grants play a comparatively small
role in local tax revenues. This fact can
also be regarded as an indirect evidence of
the relative stability of local tax revenues
in Japan.

In the early 2000s, the system of pub-
lic finance faced serious challenges, such
as slow economic growth, population de-
cline and ageing, concentration of people
in several large cities, and the outflow of
population from most provincial territo-
ries. The results were a growing budget
deficit and the shrinking capacity of the
central government to subsidise local
budgets. This situation led the govern-
ment to rebuild the mechanism of bud-
geting, both at the national and local
levels. The reform of inter-governmental
fiscal relations that was finalised in 2003
addressed these problems by cutting
central subsidies, reducing the amount
of revenue redistribution, and enhanc-
ing the financial capacity of local go-
vernments. The goals of the reforms were
achieved only at the level of prefectures
while municipalities became even more
dependent on national grants. Therefore,
municipalities have had considerably
fewer opportunities for strengthening
their governing capacity and becoming
more self-sufficient than prefectures. This
implies that different approaches are ne-
cessary to reforming municipal and pre-
fectural budget systems.

The natural disasters that hit Japan in
the 2010s highlighted the need to preserve
the centrally-controlled elements in the
country’s system of public finance. The
choices that Japan made in the aftermath
of these disasters regarding centralisation
and decentralisation of state governance
will affect, in all likelihood, the policies of
other countries when faced with the threat
of a global pandemic.

In Japan, the central and local go-
vernments share tax bases. The taxing
powers of local governments are limited
by the standard tax rates set at the na-
tional level. Such division of tax sources

87

creates vulnerabilities in periods of eco-
nomic instability but helps in facilitating
tax administration. Since the beginning
of the 2010s, as part of tax reforms, some
business taxes have been transferred
from the local to national level due to
the unequal distribution of the tax base
across provinces.

For prefectures, the main sources of
revenues are the inhabitant tax, local con-
sumption tax, and enterprise tax. These
taxes usually have the same significance
for prefectural budgets. For municipali-
ties, the primary sources are the local
inhabitant tax and property tax. Tax re-
venues of prefectures are generally lower
than those of municipal governments. Al-
though local tax revenues have a similar
average significance for prefectural and
municipal budgets, prefectures have more
substantial differences in terms of local tax
revenues.

Financial assistance to local govern-
ments is mostly channelled through the
LAT, which is a transfer of a fixed amount
of national tax revenue to the budgets of
prefectures and municipalities. The LAT
provides effective equalisation of local
revenues per capita and is more impor-
tant for prefectures than for municipali-
ties. Taking into account LAT payments,
subnational budgets in Japan received
about 60% of total tax revenues in the
first half of the 2010s, with the reduction
of this share in more recent years. In ad-
dition, prefectures and municipalities
covered about 10% of their expenditures
by issuing local bonds.

Even a limited endorsement of the
Japanese tax system is hardly feasible in
different national settings. At the same
time, the experience of Japan is worth
consideration, especially regarding the
revenue base of local governments. An
interesting subject is the set of limitations
of local taxing powers by the national
government, while another remarkable
trend is that of municipal mergers aimed
at ensuring a balanced regional develop-
ment and equalising the distribution of
tax revenues. The analysis of these matters
can help show the theoretical and practi-
cal relevance of our study.
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5. Bce amemeHTHI, TlepeuncIieHHbIe B II. 4, yKa3bIBaIOTCA CHavdasla Ha aHITIMICKOM
SI3BIKE, @ 3aTeM Ha PYCCKOM SI3bIKe.

PekomeHAALMU NO MNOATOTOBKE aHHOTaLUKU CTaTbU

AHHOTaI_H/ISI SABJIACTCA MCTOYHMKOM T/IHqZ)OpMaI_H/IT/I O copaepXaHUM CTaTbM M M3J10-
KeHHBIX B Hell pesyjibTaTrax VICCIICTOBAHWIA.

1. AHHOTaLMs BBINOIHSET CileyIomye QyHKIUN:

® JlaeT BO3MOXXHOCTh YCTAaHOBUTH OCHOBHOE COflep)KaHMe CTaThbl, ONpelesUTh ero
PpeJIeBaHTHOCTD M PEIINTE, CJIefyeT JI 0OpaIaThcs K MOJIHOMY TeKCTY CTaTbl;

® TIpefoCcTaBIgeT MHGMOPMAIIMIO O CTaThe M yCTpaHseT HeoOXOAMMOCTh UT€HVIS
TIOJTHOTO TeKCTa CTaThy B CJIydae, eCJIV CTaThs ITpefiCTaByIsseT JjIsl YMTaTesis BTOpOCTe-
MeHHBIV HTepec;

® JICIOJIb3yeTcsl B MH(POPMAIIMIOHHBIX, B TOM YMCJIe aBTOMaTU3MPOBAHHbBIX, CUCTe-
Max /7151 TIOVICKa HeOOXOIMMBIX CTaTeVt ¥ MH(OpMaITuiL.

2. AHHOTaIMs K CTaThe J0/KHA ObITh:

e yHMOPMaTMBHOM (He CoIep>XaTh OOIIMX CTIOB);

® OpUIMHAJIbHOV,

® cojlepXaTeIbHOM (OTpakaTh OCHOBHOE COflepXKaHMe CTaTbl M pe3yjIbTaTbl UC-
CJIeJIOBAHMIA);

® CTPYKTypMpPOBaHHON (CjIe10BaTh JIOTMKE OIMCAaHUA pe3yJIbTaToB B CTaThe
Y pasje]leHHOV Ha I10/3aroJjIOBKM: IlejIb MCCIIeOBaHMs, MeTO/bI, pe3ysbTaThl, 3a-
KJIIOUEHIS);

® KOMITIaKTHOW (YKJIa/ibIBaThcsl B 00beM oT 200 mo 250 c1oB).

3. AHHOTAaIVS BKJIIOYAeT CIIeJTyFoIIe acITeKThI COfIePXKaHNsI CTaThI:

® IIpe/MeT, IeJIb MCCIIenoBaHs (YKa3bIBAIOTCS B TOM CIIydade, eCiIV OHV He SICHBI 13
3ariaBusi CTaTbI);

® MeTOJI, WJIV METO/OJIOT VIO IIPOBeIeH s paboThI (11er1ecoo0pasHo OIMCHIBATE B TOM
cIIydae, eciIvi OHV OTJIMYAIOTCS HOBU3HOVI VIV IIPEIICTABIIIOT VHTEePeC ¢ TOUKV 3peHIs
JlaHHOM paboThl. B pedepaTax crareit, ONMCHIBAIOIIMX IKCIIEPUMEHTaIbHbIE pabOTHI,
YKas3bIBAIOT MCTOYHVIKV JAHHBIX I XapaKTep 1x 00paboTKm);

® pe3ysIbTaThl PabOTHI (OIMCHIBAIOTCS IIPEIeIbHO TOYHO M MHpOopMaTuBHO. [Tpn-
BOJISITCSI OCHOBHBIE TEOPeTUYeCKye 1 SKCIepUMeHTaIbHbIe Pe3ysIbTaThl, (paKTIUIecKye
TaHHBEIe, OOHapyXeHHbIe B3aMMOCBS3M M 3aKOHOMepHOCTH. [1pu sTOM OoTHaeTcs mpef-
IIOYTEeHIe HOBBIM pe3yiIbTaTaM ¥ JaHHBIM I0JIFOCPOYHOIO 3HAYeHVIs, BAXKHBIM OTKPBI-
THSIM, BBIBOJIAM, KOTOPbIE OITPOBEPTalOT CYIIECTBYIOIIME TEOPIN, a TAKXKe JTAHHBIM, KO-
TOpbIe, I10 MHEHWIO aBTOPa, MMEIOT IIPaKTINYeCKOoe 3HaYeHe);

e o0J1acTh IpVMEeHEeHVS pe3yJIbTaToB;

® BBIBOJIBI (MOTYT COITPOBOXIATHCS PEKOMEHIAIIVSIMY, OIleHKaMW, IIpeIyIoKeH s
MM, TUIIOTe3aMM, OIMCAHHBIMU B CTATHE).

4. B TekcTe aHHOTAIIMN CJIeyeT YIOTPeOIATh CHTaKCYecKrie KOHCTPYKIIVN, CBOVI-
CTBEHHBIE S3bIKYy HAay4IHBIX ¥ TEXHIUIECKVIX JJOKYMEHTOB, 130eraTh CJIOKHBIX IpaMMaT-
YecKMX KOHCTPYKIMIL. TekCT mo/DKeH OTIMYaThC YeTKOCThIO (POPMYJIIPOBOK M Coflep-
XKaTh TOJILKO 3HaUMMYyI0 MHopMaryio. CBefleHns, cofep Kallyecs B 3aryIaBun CTaTby,
He JIOJDKHBI IIOBTOPATBCA B TeKCTe aHHOTallMM. B Hel cjiefyeT IpuMeHSTh 3Ha4MIMBble
CJIOBa U3 TeKCTa CTaTbM.

PekomeHpauuu no Bbl60py KAKOYEBbIX CAOB

1. KitroueBbie cjtoBa BbIpa’kalOT OCHOBHO€ CMBICIIOBOE COAep KaHNe CTaTby, CIIy’KaT
OPMEHTUPOM JISI UMTaTeJIsI U MICIIOJIb3YIOTCA A1 IIOVICKa craTeu B SJIEKTPOHHBIX 6a3ax,
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II03TOMY JIOJDKHBI OTpa’kaTh OUCIIMIUIVHY (00JIacTh HayKK, B paMKax KOTOPOV Hallvca-
Ha CTaThsl), TeMY, LieJIb 11 0ObeKT MCCIIeIOBaHVIS.

2. B xagecTBe KIIOUEBBIX CJIOB MOTYT VICIIOJIB30BATHCS KaK OAMHOYHBIE CJIOBA, TaK U
CJIOBOCOYETAHVS B €VIHCTBEHHOM YICITe U MIMeHUTelIbHOM mapexe. Kosmdyectso cios
BHYTPM KJII0YeBOVI (ppasbl (CJIOBOCOUETaHMs) MOXET ObITh He DoJlee Tpex.

3. OCHOBHBIE IIPUHIINIILI II0JI00Pa KIIIOUEeBEIX CJIOB:

e mpuMeHsVITe Oa30Bble TEPMWHEI BMecTe ¢ Ooslee CIIOXHBIMM (OyXTasTepcKuit
y9eT OCHOBHBIX CPeICTB, OyXTajTepCcKuil YUeT, OCHOBHBIE CPeJICTBa); TIOBTOPHI U CHU-
HOHVIMBI (IPY30BbIe IIepeBO3KM — TPaHCIIOPTHAs JIOTMCTHUKA, OpraHM3alVis IIepeBo-
30K — JIOTMICTUKA);

® He VICITOTTB3YIATe CITUIITKOM CJIOKHBIE CJI0Ba (CJTOBOCOYeTaHs], B KOTOPBIX ITPUBO-
auTCcs OOJIbIIle TpeX CJIOB, Yallle BCEro MOXKHO pa3OMTh Ha HEeCKOJIBKO KITIOUEeBBIX CJIOB
(obpaboTka 1 aHaIM3 JAHHBIX — 00pabOTKa MaHHBIX, aHAJIN3 JAHHEIX)); CJI0Ba B KaBbI4-
kax (OAO «/pkyTcksHepro» — VIpKyTCcKaHepro); csioBa C 3amsTeiM1 (paKTOpPHI, ompe-
JeJISIoNTVie KauecTBo — (haKTOPHBI KayecTBa, OIlpesiesieHNe KauecTBa);

® Kaxpoe KIIIOUeBOe CJI0BO — 3TO CaMOCTOSATEIbHEIVI 37IeMeHT. Kimouesrre cosa
IIOJDKHBI MMEThb COOCTBEHHOE 3HaueHe (YeI0BeYeCcKVi KallUTaJl, €ro OIleHKa — YeJIoBe-
YeCKMV KaIliTasl, OlleHKa YeJI0BeUeCcKOro KaruTaia).

PekomMmeHAaLUU N0 0POPMAEHUIO CCbINOK Ha UCMOAL30BaHHYIO AUTEPATYpy

1. Hymepaiys B ciivicKe JIMTepaTyphl OCYIIIeCTBIIAeTCs 110 Mepe nuTuposanys. [Tpu
IIOBTOPHOM LUTVPOBaHMM MCTOYHMKA eMy IIpUCBauBaeTcsi HOMep IepBOHA4aIbHOTO
LUTUPOBaHIS.

2. CchUIKM Ha VCIIOJIb30BAaHHYIO JINTEPATY Py IPUBOHSTCS B TEKCTE B KBa/IPATHBIX
CKOOKax € yKa3aHMeM B HMX HOMepa McTo9HVKa 10 CIMCKY MCTIONTb30BaHHOV JITepa-
TYPBI VI CTpaHMIIBI IUTUpyeMoro dpparmenTa, Hamp.: [5, c. 115].

3. B opurunaibHON HayYHOM CTaThe HeoOXOAMMO yrioMuHaHe He MeHee 25-40 yic-
TOUYHVKOB, MMEIOIINX aBTopa, B Hay4gHoM 003ope — 50-80, B ToM umciie He meHee 50 %
VICTOYHMKOB Ha MHOCTPAaHHOM si3bIKe. PeflakiinoHHas KojuIerusi peKoMeH/IyeT IUTUpPO-
BaTh CTaThVI U3 XXy PHAJIOB, KOTOPbIe MHIEKCUPYIOTCS B MEXITyHaPOIHBIX 0a3ax TaHHBIX
(Scopus, Web of Science).

4. DJIeKTpOHHBIe pecypchbl, B KOTOPBLIX He yKa3aH aBTOp MaTepuajla, CTaTuCTide-
cKye cOOPHMKY, HOPMaTHUBHO-IIPaBOBbIe aKTHI Pa3MeIaloTCs B IIOCTPAHWYHBIX CHOCKAX
VI B CIIVICOK VICIIOJIE30BaHHOV JINTePaTy Pl He BBIHOCSTCSL.

5. CaMOHVITT/IpOBaHT/Ie aBTOpa OOITyCKaeTcda He Gosee 20 % OT KOJIMUEeCTBA MCTOYH-
KOB B CITMCKe.
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MpeaocTaBreHUE cBeaAeHUM 06 aBTOpe (ax) cTaTbU

1. B crarpe B MHMOpMaLIMM 00 aBTOpax Ha PyCCKOM VI aHIJIMICKOM SI3bIKaX YKa3bIBa-
IOTCS CTIEITyIOIIIVIe [JAHHBIE:

® paMwIIIIO, MMSI, OTYECTBO (IIOJTHOCTBIO);

® YYeHYIO CTelleHb, yYeHOe 3BaHIe (IIOJTHOCTHIO);

® 3aHVMAaEMYyIO [JOJDKHOCTb;

e pabouee mopasyienienye (Kadempa, dpakyIbTeT, MHCTUTYT U JIP.);

® MeCTO pabOTEL B COOTBETCTBUM C OPUIIMATIBHBIM Ha3BaHMeM OpraHM3aLiy;
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® IIOYTOBBIV MHJIEKC OpraHM3aIlnM — MecTa PaboThI (C yKasaHMeM [IOYTOBOrO VH-
JieKca);

® azipec 3JIeKTPOHHOV I10UTHI (e-mail);

e ORCID (Open Researcher and Contributor ID) — yHUKa/IbHBI MaeHTU(VKATOP
YUEHOT0, CBS3BIBAOIIINIL €T0 VCCIIEIOBATEITECKYIO HeSITeIBHOCTD 1 TIOMOT A0V MJIEH-
TUUIIMPOBATH CCHUIKM Ha €ro Hay4Hble IyOJIMKaIuy B MeXIyHapOIHbIX 0asax IaH-
HbIX (Scopus, Web of Science) (ecym nmMeetcs).

2. TorosIHMTeIIbHO yKasblBaeTcsl MHQOpMals, KOTopasi CITy>KUT IS CBS3M C aBTO-
POM U B XXy pHasle He ITy OJIMKyeTCs:

® TIOYTOBBIN aJipec /IS TIepercKy (C yKazaHyeM MHJIeKca);

o TesrepoHBI (Pabounii, MOOVIIBHBIN).

3. @aMwInd 1 MIMs Ha aHIJIMVICKOM SI3bIKe YKa3bIBalOTCs aBTOPOM B COOTBETCTBUN
¢ nx HamvcanneM B ORCID wim paHee oIy0iMKOBaHHBIM B 3apyOeXXHBIX M3HaHMAIX,
BXOZIAIIVIX B MeXXIyHapoaHbIe Oa3bl faHHBIX (Scopus, Web of Science), 0o ykasaHHBIM
B 3aTPaHITYHOM MacIIOpTe.

94



Publication requirements for articles submitted
to Journal of Tax Reform

The requirements for the structure and content of the article

1. The article submitted for publication must contain novelty, must be an indepen-
dent, complete and internally united research work on a current issue, related to tax
reform at international and national levels.

2. The article should be structurally divided into sections with headings, reflecting:
e relevance of the research;

e background of a problem;
e proposed research methods and their originality;
e analysis of the study findings;

e main conclusions, the results of the research and further discussion of them, or the
problem solution.

3. The article should contain illustration material, showing the results of the research.

Format requirements
1. The manuscript files in Microsoft Word format should be converted to .docx. files

2. Technical format of the article has to comply with the following requirements:

e the page size — A4;

e font - Times New Roman; main text - 14-point, supplementary text (abstract, key-
words, tables, figures, references) - 12-point, footnotes - 11-point;

e line spacing - 1,0;

e fit to the width;

e indent - 1,25;

e margins - 2.0 cm on all sides;

e page numbers - at the bottom of the page;

3. Article should be 18-25 pages.

4. The article has to contain the following components drawn up in accordance with
the journal’s requirements (see the sample):
e JEL classification;

e title of the article;

e information about the author;
e abstract;

e 5-10 key words;

e the list of references;

e the article should have reference notes given in square brackets provided accord-
ing to the references.

Guidelines for Abstract writing
An Abstract is a source of information on your paper’s content and findings.

1. An Abstract has the following functions:

e allows readers to identify the basic concept of your paper as well as its relevance
and decide if the full text paper is of interest to them;
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e provides information on your paper and makes it unnecessary to read its full text
version if it is of secondary interest to a reader;

e is used in information (including computerized) search systems to find papers and
information.

2. An Abstract should be:

e informative (no general words);

e original;

e relevant (reflects your paper’s key content and research findings);

e structured (follows the logics of results” presentation in the paper and divided into
sub-headings: the purpose of the research, methods, results, conclusions);

e concise (between 200 and 250 words).

3. An Abstract should contain the following content aspects:

o the statement of the object and purpose of your study;

e research methods/methodology;

e results observed;

e the sphere of results application;

e conclusions drawn from your study.

o the object, topic and purpose of the research (if they are not clear from the title of
the paper);

o the research methods/methodology if they are original or of interest for this par-
ticular research. For papers concerned with experimental work describe your data sourc-
es and data process technique;

e the results of research should be described as precisely and informatively as possi-
ble. Include your key theoretical and experimental results, factual information, revealed
interconnections and patterns. Give special priority to new results and long-term impact
data, important discoveries and verified findings that contradict previous theories as
well as data that you think have practical value.

o the sphere for implementation the results of the research;

e conclusions could be associated with recommendations, estimations, suggestions,
hypotheses described in the paper.

4. Use the language typical of research and technical documents to compile your ab-
stract and avoid complex grammatical constructions. Information contained in the title
should not be repeated in the abstract. The abstract should be concise and clearl and
reflect only the main information of the original paper. The text of the abstract should
include key words of the paper

Guidelines for Keywords

1. Keywords encapsulate the principal topics of the paper. These keywords will be
used for indexing purposes as a guide to search the articles in electronic databases, there-
fore, they should reflect area of science in which the article was written, the subject, the
purpose and object of research

2. The keywords can be used as single words and phrases. Key phrase (phrases)
should contain no more than three words.

3. Basic principles for keyword selection:

e avoid general and plural terms and multiple concepts (avoid, for example,
Ilandlll Ilof//)'

e be sparing with abbreviations: only abbreviations firmly established in the field
may be eligible. These keywords will be used for indexing purposes.

e each keyword should have its separate meaning.
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Guidelines for Reference

1. The list of references should be arranged in the order of the appearance the cita-
tions in the text. In case of repeated citation the number is the same.

2. To associate the list of references with the text of the article, you should include
a reference as a number (running number of the source from the list) and also the page
number in square brackets: [5, c. 115].

3. In the original scientific paper must be not less than 25-40 references, in the scien-
tific review - 50-80 references. The Editorial Board recommends to cite papers indexing
in international databases (Scopus, Web of Science).

4. The electronic sources without an author, statistic and regulation materials
should not be included in the list of reference, but preferably set as a footnotes at the
end of the page.

5. Author’s self-citations should not exceed 20 % of the number of sources in the list
of references.

Information about the author (s)
1. The information about the authors indicates the following data:
e surname, first name, middle name (in full);
e academic degree, academic title (in full);
e position;
e operating unit (department, chair, institute etc.).
e affiliation (the official name of the organization);
e organization address (including postcode);
e author’s e-mail;
e ORCID (Open Researcher and Contributor ID) (if available).

2. Information for communication with the author (not published in the journal):
e post address for correspondence (with post index);
e phone numbers (office, mobile).
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