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Many areas in Eastern Europe have moved rapidly toward privatization and local self-government. Today, the formal 
transition is nearly complete in many areas but problems of adjustment to the new economic order are of concern.ii  
Essentially, the common problem faced by local public administrators throughout Eastern Europe is how to make the 
new paradigm work within a new constitutional framework.   
                   
                                                  INTRODUCTION 
 
As a result of the devolution of power a substantial number of implementation problems fall on the local public 
sector and the capacity of administrators at these local levels to administer a constantly growing body of laws and 
policies in the context of a dynamic environment in which previous laws and experience may be irrelevant, give 
wrong signals, or may be non-existent.  
 
In addition, fiscal problems plague not only the national governments but also their localities.  These problems are 
marked by a mismatch between actual and potential revenue sources and growing expenditure requirements.  Thus, 
throughout Eastern Europe we find only variations of the following challenges facing local public administrators:  
How do we meet the challenges of decentralization (increased local responsibility, pressures and accountability) 
when revenue requirements cannot be met but the demands of citizens rise both in terms of delivery and 
accountability?  
 
Unlike other approaches to addressing this dilemma, this paper compares the devolution of powers in Russia using a 
specific case study with the powers of comparable local governments in the United States and the associated 
budgetary impacts.  By so doing, it is hoped to place the plight and privileges of these governments in an 
international context for better appreciation and in search for probable solutions. 
 
This paper draws very heavily and directly from an earlier published paper.1 Its distinction is that this current 
document broadens the scope of the discussion beyond one single local government and beyond one period 1992, the 
date the original study was done. It also expands one probable recommended public policy considerations.   Hence, 
numerical data in this study are used not to depict current events, but to illustrate the magnitude of the problem at the 
earliest recorded period in the transition.    
 
 
       THE DEVOLUTION OF INFRASTRUCTURE RESPONSIBILITIES 
 
Changes in size and in number of local governments are not new in Eastern Europe. Sulev Maltese’s (Local Self-
Governments in Estonia-Future Tends, mimeographed 1992) traces such changes, for example, in Estonia from 1950 
to 1992 when devolution was widespread in Eastern Europe.  A common administrative unit used throughout the 
devolution process in Eastern Europe is the raion. This is an administrative, budgetary, economic and political unit 
that is similar to a county in the United States. Every state as every oblast (the Eastern European analogy to a state in 
the United States federal system) contains several counties.  Each county (and each raion) is composed of both 
incorporated and non-incorporated rural and urban areas.  
 
Devolution involves the shifting of responsibilities and accountability from the federal to the state and ultimately to 

                                                           
1 This paper draws heavily and directly from Herrington J. Bryce, “Unintended Budgetary Consequences of 
Devolution and Decentralization: The Case of Cherepovetz Raion, Russia, Public Administration Quarterly, Spring, 
2000, pp. 25-45.  
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the raion (county) and to its composite units.  This paper focuses on the impact of devolution on the raion, its newly 
acquired responsibilities and the legal and budgetary constraints that define its ability to conduct these 
responsibilities.  
 
    
In Russia, as elsewhere, the current infrastructure of the raion including roads, schools, boilers, water and sewer and 
hospitals for which the government is responsible were acquired since 1991 when privatization was launched by 
turning all of the state farms and processing enterprises into privately owned businesses and then assigning all of the 
social assets (housing, boilers, water and sewer, roads, schools, etc) which were owned and operated by the state 
farms (individually or as a group) to the local governments.  
 
Consequently, the local budgets quickly became responsible for a variety of social assets many requiring 
maintenance and replacement because of years of deferred maintenance and dis-investment under the Soviet rule. 
Accordingly, an unintended consequence of decentralization and devolution is to increase the size of the local 
government bureaucracy, to enlarge the scope of local government responsibilities to take care of the newly acquired 
infrastructure, to respond to the unleashed pent-up demands of local citizens, and to increase the subsequent need for 
locally generated revenues at the same time that economic enterprises (being privatized) were removed as potential 
revenue sources.  
 
This unplanned and sudden transfer of social assets without off setting productive revenue sources and within an un-
chartered political environment is at the foundation of the problems facing local public administrators. The basic 
challenge for the local budgets therefore is how to absorb newly devolved powers and responsibilities within 
tightening budget constraints and increasing demand.  
 
           LOCAL GOVERNMENT POWERS AND RESPONSIBILITES  
 
Local government within a federal context is best understood not only by looking at the government itself, but 
looking on its relationship with those units (federal and state) that are higher up on the hierarchy.  The Federal Law 
on the General Principles of Self-Administration in the Russian Federation 1995 says that local self-government is an 
expression of the power of the people and is fundamental to the Russian constitutional system.  It declares that local 
self-determination is recognized and guaranteed to all citizens of the federation and must be guaranteed by all 
levels of government.iii 
 
Rebuking the old Soviet model, the 1995 law gives previously unheard of discretion to local authorities to develop 
their own budgets, to determine sources of revenues, to determine expenditure patterns and promises that the oblast 
(the state-level government) and the federal government will guarantee local financial independence specifically 
through:iv 
 
1. The assignment of specific revenues sources to the local government so that it can meet minimum expenditure 
requirements.v 
 
2. The guarantee that if the minimum local expenditures cannot be met by the assigned revenues sources, both the 
federal and oblast governments will transfer revenues from their own budgets or the budgets of other subject 
governments. 
 
3. The guarantee that in making up fiscal gaps, no importance will be given to the fact that in prior years the local 
government may have had a surplus. Past surpluses cannot be seized or encumbered by the federal or oblast 
governments or used to reduce payments. 
 
4. A promise that in addition to assigning revenue sources, the federal or oblast government may reduce their share 
of revenues from taxes collected by the local government. 
 
5. A requirement that local governments must be compensated for any federal or oblast mandates that increase local 
expenditures. 
 
6. An acceptance that local governments are only responsible for implementing mandates of higher levels of 
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government to the extent of compensation received. 
 
It is noteworthy that such strong guarantees from the federal government has no precedence in Russia and no 
counterpart even in the United States although in 1996, the U.S. Congress passed a law applying only to the federal 
government that is similar to Item 5. 
 
But the 1995 Russian federal Law also retains strong powers in the federal government. These retained powers 
include:vi 
 
1. The right of the federal government to establish minimal social standards for all citizens and to assure that local 
budgets provide for them. These standards cover health, food, nutrition, education, and so on.vii  
 
2. The right to adopt regional economic development programs for local governments. 
 
3. The right to coordinate and approve local government budgets partly to assure conformance with federal laws, and              
 
4. The right to transfer some federal functions to local governments (with compensation) and to monitor and control 
compliance.  
    
These are powerful guarantees. Yet, these expressly retained powers lead to a constant approval-seeking deference to 
the federal government by local public administrators and policy makers that often lead to (but not always warranted) 
a dampening of budgetary initiatives and an attitude of why-bother.  As one local official stated: "What can 
autonomy mean if you are always afraid of annoying your creator, benefactor and guarantor?" 
 
        
                           The Oblast as Designator and Guarantor 
 
In Russia, the oblast (or state) is both a designator of responsibilities and, at least on paper, a guarantor of fiscal 
resources to meet these responsibilities. Unfortunately, the reality is otherwise.                       
 
In the United States local governments are creatures of the state and their powers are derived from state lawviii.The 
federal government does not guarantee the existence of or the financing of the local government. This is not the case 
in democratic Russia.  
   
The Oblast of Volgoda, for example, fully respecting federal law, guarantees home rule to the citizens of its raions. 
For example, it requires local citizens to adopt charters describing the structure and procedures of government they 
wish, the forms of guaranteeing citizen participation in voting and in policy-making, the openness of government, the 
equality of all citizens, and in determining the status and removal of locally elected officials. Federal law specifies 
that the only reason that an oblast can reject a local charter is that it is in violation of the laws of the federation or of 
the oblast.ix   
 
With these powers, a raion is analogous to a home-rule county in the United States.  Its powers, budgetary and 
otherwise, are broad and unrestricted by size, income or other method of classification. x In the raion, the citizens are 
guaranteed the right to form any kind of government they think best given their needs, ethnic, historic, geographic 
and other characteristics as long as they do not violate certain principles--generally of civil rights, openness, 
universal suffrage, and accountability.xi  
 
But the raion is specifically assigned responsibilities for financing and managing social assets. These include roads, 
schools, boilers, hospitals, housing, police, utilities, water and sewer. Financing of these must be incorporated in the 
local budgets.  
 
At the same time, local fiscal independence is guaranteed by the oblast:xii 
 
1. The local government can independently set up, approve, and implement its budget and reallocate resources as it 
sees fit. 
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2. The oblast may not attach or discount surpluses or additional revenues resulting from local tax increases.  
 
3. The local government is guaranteed a sufficient level of assigned revenue sources, revenue sharing or monetary 
transfers to balance its budget.  
 
But what do these (particularly 1 and 3 above) mean within the current context? Local public administrators explain 
that under the Soviet system the central government always provided enough money to cover all local expenditures 
all of which were authorized and mandated by the central authority. There simply was no budgetary discretion at the 
local level even when the mandated and fully funded expenditures were obviously not socially optimal--even 
wasteful. 
 
Today, the local public administrator has discretion over programs, projects and revenues with the guarantee of 
funding from the oblast and the federal governments coming only over those expenditures mandated by them. The 
problem is that even dedicated revenue sources are not sufficiently productive--never yielding enough revenues to 
cover either discretionary or mandated expenditures.  
 
Furthermore, there is little confidence in the guaranteed federal or oblast payments since both of these levels of 
government are now in arrears in payments of key benefits to the military, local veterans, teachers, and families to 
whom child care benefits are due. As one official put it, "now we have discretion but no money to exercise it."  
   
 Local Charters: Conflicts between Efficiency and Accountability                   
 
In order to guarantee self-determination at the lowest level of organization, the aspiration for full and local 
accountability may conflict with the need for economic efficiency. The Cherepovetz raion for example, is divided 
into 26 geographic rural administrations. Each is headed by an administrator previously elected by village leaders but 
who, under the proposed charter, be appointed by the chief administrator of the raion with the approval of the village 
population.   
 
The rural administrator operates as an ombudsman between the raion government and the village population and as a 
raion extension agent in furthering the educational, business and recreational interest of the local population. In 
addition, each administrator can impose special taxes and receives 100 percent of the income tax revenues the raion 
collects in his or her area. The raion has no revenue equalization powers.  
 
Furthermore, the rural administrator is free to allocate these funds as deemed best for the local population. While the 
concept of zoning is not encoded, the rural administrator may also zone within his or her area and distributes land (at 
no cost); i.e., for the building of Dachas.                                 
 
In 1992, 73 percent of these areas had less than 2000 residents. Just under half have no more than 1000 and none as 
many as 10000 persons. Most of these areas are too small for efficiencies in most public services. Thus, to local 
public administrators, the structure is politically advantageous because it brings local self-government to a micro 
level, but it may be very inefficient from a budgetary perspective since many have their own small inefficient assets 
such as boilers.  (Maltese, cited earlier, gives similar breakdowns for Estonia and compares it with other countries 
such as Finland and Sweden). 
 
The federal, oblast, and raion laws do provide for mergers and consolidation of areas. Further, these areas may be 
natural bases for economic zones. They are different in natural endowments, in population size, in wealth, in 
proximity to the central city, and in the nature of their development capabilities. Currently, there is a strong 
emphasis, among local government officials surveyed, to treat all these places "equally"--consistent with the Soviet 
model. 
 
This may be fiscally inefficient as the net marginal social benefits per dollar spent on similar investments cannot be 
the same in each region given their different endowments and the possibilities of economies of scale suggesting that 
the concentration and sharing of certain social infrastructure assets may be a more efficient path. 
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                                       THE LOCAL BUDGET       
                     
In the preceding we have discussed specific federal, oblast and local laws related to the devolution of responsibilities, 
decentralization of powers and their budgetary importance to local public administrators. What are the major issues 
in trying to implement a local budget now that this is now in the scope of responsibilities of the local public 
administration?     
 
The budget of a raion, for example Cherepovetz, is a unified capital-operating budget. It is not required by any level 
of law to be balanced. A deficit is projected for the current year. Unlike the Soviet model, both the expenditure and 
revenue sides of the local budgets are determined locally within the constraints and guarantees discussed earlier in 
this paper.  Note that in the United States, most local operating budgets are required by law to be balanced, although 
this is not true of capital budgets and the separation of these two budgets is common. 
 
The principal source of revenues (34 percent) is the profit tax and the principal expenditure (20 percent) is for 
housing and utilities followed by education (19 percent).  About 8 percent of all expenditures go to various forms of 
agricultural subsidies. Business subsidies are generally in the form of loans for which the interest rate set by local 
law is 25 percent of the central bank rate. At current levels, the subsidized rate would be between 40-50 percent.    
 
                                                       THE DEFICIT  
 
The most recent budget passed by the Legislative Assembly of the raion shows expected revenues at 95,300,700,000 
rublesxiii and expected expenditures at 75,371,100,000 thus expected expenditures could exceed revenues by 13 
percent. Deficits are the usual budgetary expectation.  
 
In the past, projected shortfalls have been met by (a) cutting capital expenditures in particular, a hospital and a day 
care center, (b) reducing hours at facilities such as clubs, (c) some assistance from other levels of government, (d) 
paying current wages out of reserves for teacher vacation pay, and (e) primarily by delaying payment of current 
liabilities including wages of other raion workers. Wages can be 4-6 months behind. What options are there for 
dealing with a projected deficit now and in the future?xiv 
 
The Compliance-Enforcement Nexus as Cause of Deficit 
 
There is near unanimous agreement among local administrators that the basic problem in causing shortfalls and in 
implementing a local budget is that many people do not pay taxes and user fees. Revenue sources may be dedicated, 
but they yield little because people do not pay.  Tax and fee evasion and avoidance plague even the national 
government.xv A discussion of specific reasons for this follows.  
 
Reasons for Non-payments and Their Economic Consequences 
 
Let us begin with the non-payments by households. In some Western countries there is a tradition, “a game” of 
escaping or minimizing tax payments.  Under the current system in Eastern Europe, there are free-rider problems 
generally associated with the pricing of public goods and the inability to exclude users. To illustrate, because heat is 
centrally provided and there are no individual meters, it is impossible to cut-off (individual households) or to know 
how much heat each unit uses.  When the central heating system is on, everybody gets heat; when it is off nobody 
gets heat.  
 
To approximate the amount of heat consumption by each household in order to determine a fee, an "average" 
household usage is calculated by the Russian Academy of Science. This is multiplied by an average cost of 
production for all 25 boilers in the raion. By law only 30 percent of this amount can be charged and this 30 percent 
must not exceed 15 percent of the earnings of any family. 
 
Thus, it appears that because there is virtually no technical capacity to cut-off non-payers (there is no individual unit 
control) a "free-rider" phenomenon exists.  In addition, because of a legal guarantee of heat, there is no incentive to 
pay. And because user fees are not based upon actual use, there is no incentive to economize. 
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In short, the provision of a social minimum heat for all may well lead to a cost well above that which is socially 
optimal. Nonpayment of user fees--especially for utilities--is "encouraged" by the legal restriction on local 
government to enforce payments when this means increasing hardship. The law prohibits eviction by government. 
Furthermore, user fees are set by current federal law to net less than 100 percent of total costs. Therefore, even if 
user fees were collected, they would cover less than full costs requiring a subsidy.  
    
As far as payroll taxes are concerned, individual households are generally in arrears because their employers, 
including the local government are in arrears in paying both the employee's salary and in withholding and 
transmitting amounts due the government.  Most large firms are currently operating at a loss and have limited cash 
flow, so they postpone payment of wages; and, they are allowed to postpone withholding until salaries are paid.xvi 
Also many of these businesses are operating at a loss and have no profits to tax. Taxes are on net revenues.   
 
Further, many of these firms need significant increases in investment if they are to be competitive in foreign markets 
and in domestic markets against imports. Yet, greater investments increase depreciation allowances and thereby 
reduce tax liabilities over a long time. In addition, many sidewalk, mobile enterprises, and underground operators are 
able to elude tax collectors altogether.  
 
Noncompliance by major firms often reflects strong bargaining positions. The major firms assume that seizure for 
failure to pay is unlikely under current law because should seizure take place, the government will find that there are 
no potential private buyers for the firm's outdated equipment and plant; and, government ownership after a seizure 
would be a return to the status quo anti which is undesirable by all.  
 
In addition, politically, these firms do disguise unemployment keeping the official rate of unemployment low and the 
population active; moreover, since these firms are often employee-owned, a closure or a seizure hurts resident voters 
who have guaranteed suffrage and to whom the elected officials, by virtue of law, are accountable. 
 
Furthermore, a seizure without a prepackaged sale is most likely to have the effect of increasing the cash flow 
problems of the local government. It would temporarily, at least, have to operate plants and equipment that require 
upkeep and replacement and that are now operating at a loss. It will have to meet employee wages and benefits 
during its tenure of operation and have only the proceeds of the sale to look forward to since the profitability of many 
of these firms are, by their own accounting records, negative.    
 
Limitations on Increasing Taxes and Fees   
 
Under ordinary circumstances, one way to reduce a deficit is to increase taxes and fees--a weak remedy. Given 
current levels of non-compliance, increasing taxes and fees cannot be hugely productive and would only penalize 
those who now comply. Indeed, the reverse is more probable. A reduction in taxes and fees may yield greater 
compliance if rates are realistically tied to taxpayer ability to pay or to benefits received. 
 
Indeed, rampant noncompliance may be a clue that the tax system is out of whack.xvii  It is commonly held, at least in 
developed countries, that the higher the rates the higher the incentive to avoid taxes.  Moreover, because incomes are 
so low, higher rates take the risk of violating Russian laws concerning the norms that limit taxes and fees to about 30 
percent of income. 
  
Increasing user fees so that there is 100 percent cost recovery is an option. Two questions need be asked. The first is 
100 percent of what?  Soon most of the boilers and other equipment used to provide utilities will be in need of 
replacement. Therefore, recovery should be 100 percent of replacement cost if the objective is to make the system 
self-financing--which would be considerably higher than current capital costs measures.  
 
Second, will this latter amount (the replacement plus operating costs) be within the financial capacity of users? 
Given current incomes and non-payments, the most probable answer is no. Therefore, the subsidizing of utility use 
may be required for some time. 
  
Limitations on Debt Financing 
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The charters of local jurisdictions may not provide for the issuing of long-term debt in the form of bonds or short-
term debt in the form of tax anticipation notes--a power that counties have in the United States. In Cherepovetz the 
charter only provides for borrowing specifically from banks.  With interest rates ranging from 120-200 percent, even 
bank borrowing is ruled out. Furthermore, given its deficit, delays in payments and in receipts, the credit rating (if 
there were one as there is for counties in the United States) would likely be very low making the cost of borrowing 
prohibitive. For all practical purposes, therefore, these jurisdictions are shut out of the debt market.   
 
 
Limitations on Reducing Expenditures  
   
In spite of the budgetary independence referred to earlier, there is substantial limit on local discretionary spending. In 
Russia, Federal, oblast and raion laws require the budgets of raions to cover certain minimum norms.  These include 
numerical norms for food, nutrition, health care, libraries, ambulances, orthopedic services, clubs, social help 
centers, transportation and wheel chairs for invalids, rehabilitation centers, clinics, clothing, orphanages, schools and 
defined for specific populations characteristics such as age, sex and type of handicap.xviii   
 
Fortunately, as discussed earlier in this paper, the federal and oblast laws also provide that absent the ability of the 
raion to meet these social minimums, the federal, or oblast government will do so from their own budgets or through 
releasing revenue sources to the locality. Roughly 85 percent of the expenditures in the Cherepovetz budget fall into 
the social norm category.xix 
 
The local assembly also limits budgetary discretion. It has approved a list of four categories of protected 
expenditures--but with no revenue sources earmarked to finance these expenditures. These, in order, are wages and 
salaries of the raion's employees, medicine and medical supplies; meals, relief and benefits required by federal and 
oblast laws; and, finally, electricity, security, and heat.xx  The items in the two preceding paragraphs cover 
approximately 85 percent of the planned expenditures in the raion. 
 
What is evident is the conflict between the Soviet model of setting minimum social standards that translate to the 
local government as budgetary constraints but with no assured revenue-yielding ways of financing them. With 
limited revenues, the bulk of the budgetary decisions on the local level is about meeting these standards. The effect is 
to reduce if not nullify the practical meaning of budgetary discretion. 
  
Need for Introducing Budgetary Control Measures 
   
But greater operational efficiency is always possible and should be encouraged even though for many administrators 
this may seem without purpose or even too abstruse. As this author demonstrated in a seminar of about 40 local 
public administrators in Cherepovetz, Russia, and an equal number in several cities in Estonia, the use of the basic 
concepts (without the technicalities) of zero-based and performance budgeting would encourage periodic program 
review for efficiency, modification and elimination of projects.   
 
A simple zero-based budgeting exercise without the complexities would allow each agency to assess what it is doing 
now, its priority, and to gauge the extent to which it ought to be done in government and by which agency. A 
performance budget would allow them to assess what is needed, what is attainable, how it will be funded and what 
obstacles exist in meeting specific, often quantifiable, objectives over what period of time.   
 
A simple cost analysis would allow them to begin identifying fixed from variable costs and cost centers--ways of 
beginning to determine which costs can be controlled and how.  To keep expenditures within bounds, a system of 
regularly calculating variances between budgeted (appropriated), obligated, and actual expenditures by and within 
agencies would be helpful. Currently, the budget director in Cherepovetz prepares an overhaul variance, but agencies 
and perhaps even program managers need to do the same.    
 
One final word should be said about increasing efficiencies in the way described.  Local administrators find 
themselves in a position not unlike firms in a competitive market.  There is little they can do to increase prices per 
unit. They are price takers. Consequently, much of their efforts are concentrated on increasing efficiency and 
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reducing costs.  With large enough margins that can be retained, they are able to expand.  The general principle is the 
same though the specifics are obviously different.   
 
 
                                                    RECOMMENDATIONS 
 
The truth of the matter is that for many local jurisdictions in Eastern Europe the deficit reduction choices are grim.  
But this does not mean that there is no future. As firms do through the process of bankruptcy, government 
reorganization, as corporate reorganization, should be considered for their potential economic impact.    
 
The recommendations that follow relate to two problems identified in this manuscript and corroborated by over 100 
hours of in-depth interviews of public officials as described in an earlier paper. Because, recommendations have 
limited applicability if they fly in the face of what is constitutionally possible, it is always wise, as did this author, to 
check to be sure that they are acceptable within the current legal framework. 
 
The recommendations that follow rest on the observation that the revenue-generating limits faced by these 
jurisdictions are real, as discussed earlier, and that there is a conflict between achieving accountability and 
uniformity by having a number of small administrative units each trying to provide a common set of public services. 
Many of these units are too small to finance certain infrastructure functions or to efficiently operate them.   
 
Accordingly, one of the recommendations of this paper is the consideration of administrative re-alignments 
according to functions. Examples are the creation of water districts, sewage districts, health districts and the like 
which cut across jurisdictions and are administered through intergovernmental agreements and shared governance 
and fiscal responsibilities. Such arrangements reduce costs, increase administrative efficiency by drawing the best of 
resources such as personnel from a wider pool, by increasing specialization and concentration, and by reducing 
average costs per person (thus making it more likely to fall within their fiscal ability) by spreading costs over a larger 
population and by widening choices for physically locating plants and other capital structures. Local autonomy and 
control is reduced, but not denied since each jurisdiction, retaining its political structure, will have representation in 
the governing bodies of these service districts. 
 
A second recommendation is the consideration of public authorities. Public authorities are nonprofit organizations 
formed by government to carry out highly specialized (usually infrastructure) functions within a service district that 
may cross-jurisdictional lines. They are financed primarily through the issue of debt, the charging of fees, and the 
earmarking of tax revenues.  In general, however, the two principal sources are debt and fees. 
 
Authorities, being independent, relieve the local budgets, reduce the impact of political and budgetary infighting and 
compromises, allows the bypassing of many rules that bind government operations, and provide for a level of 
operating flexibility unimaginable in government agencies. 
 
Here, too, some accountability is lost, but much is retained by the ability of elected officials to design, appoint, 
evaluate and to approve many of the actions, including budgetary ones, of the authorities. For example, the authority 
may have the power to issue bonds, but setting the terms of these bonds, issuing them and contracting with the 
underwriters may be done by a government body. Furthermore, this initial power to issue the bonds is one granted by 
locally elected officials; and, presumably can be denied or amended by them.  
 
With respect to accountability, there is an appropriate set of questions derived from agency theory that should be 
raised. This theory implies that the authority would be an agent from the political jurisdictions that form it which in 
turn are agents of the citizens that make up the jurisdictions. Agency breaks down when the agent fails begins to act 
principally in its own behalf rather than for the benefit of its principal. The ultimate of this is that the agent may seek 
survival even after its usefulness has waned or even when such a survival conflicts with the good of the principal. 
Therefore, any attempt to consider the recommendations made above must also provide for evaluation and 
monitoring.xxi    
 
                                                           
i  . I am grateful for the assistance of Natasha Ryzhavoka, Oleg Batig, Alexander Alexin, Eugenia Firsova and 
Konstantine Efremov for translating documents from Russian and to Dr. Carole Neves of the National Academy of 
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Public Administration for making the original project possible through Chemonic and its local administrator in 
Russia, Robert Sanders.   
 
 
ii  . The process is complete in the sense that there are local charters creating local democratic governments that are 
functioning and there is a private market economy fully institutionalized and, by law, protected against state 
interference. As in any dynamic, democratic society, however, there is a constant process of change and 
readjustment. 
 
For some impressionistic and thoughtful views of how these processes have gone in Russia as a whole, see Lev 
Nikiforov, "A Mixed Society, Possibilities of Development in Russia," Problems of Economic Transition, February 
1994, pp.6-16; and, in the same issue, Iurii Sukhotin, "Reform in Russia Science vs. Populisim," pp.17-31; and 
Alexsandr Bim, "Privatization in Russia: Problems of the Immediate Future," January 1994 issue of the same journal, 
p.7-22.     
   
 
 
iii Chapter 1, "General Provisions", Clause 2, Federal Law on General Principles of Self-Administration in the 
Russian Federation ,1995.    
 
 
iv  .Ibid. See Chapter III, "Financial and Economic Foundation of the Local Self-Administration," Clauses 35-39, for 
the points being enumerated here. 
 
 
v  . The guarantee is specifically to meet the social minimum requirements (i.e., minimum standard of living). We 
shall describe these later in the paper. 
 
 
vi  . Ibid., See Chapter , "Federal Bodies Powers in Local Self-Administration," Clauses 4-8, for the points being 
enumerated here. 
 
 
vii  .State Minimum Social Standards for Defining Norms for State and Local Budgets, July 3, 1996. These norms are 
easily verifiable.  
 
 
viii This is the familiar Dillon Rule. 
 
 
ix  .Ibid., Chapter I, "General Provisions," Clause 8. 
 
 
x  .In the United States, each state decides the type of charter to issue. Some charters are general meaning that the 
state may issue a prototype which individual jurisdictions may adopt; a state may also issue a specific charter which 
applies only to a specific jurisdiction; it may issue different types of charters for different types of localities 
according to some variable which is usually population size; and, finally, it may issue a broad charter call home rule 
to very large and special cities; i.e., New York City.  
 
 
xi  . Charter of the Volgada Oblast, Chapter 11, "Foundations of Local Self-Administration," Clause 83  and Clause 
88. 
 
 
xii  . Ibid., Clauses 82-103, especially Clauses 86, 91, 92 and 100. 
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xiii  .At the time of original writing the exchange rate was 5355 rubles for one U.S. dollar.  
 
 
xiv  . A study of 1300 U.S. cities, roughly the size of Cherepovetz, and their adjustment to economic crisis shows the 
importance of cutting back capital expenditures (67 percent) and cutting back in services (32 percent). Only 25 
percent of the cities chose to postpone wage increases. Holding wages in arrears is not a common option. See 
Herrington J. Bryce, Planning Smaller Cities, (Lexington, Mass: D.C. Heath, 1979), pp. 105-120.     
 
 
xv  . See Betsy McKay, "Yeltsin to Step Up Tax Collection, An Issue in Budget," The Wall Street Journal, Monday, 
October 14, 1996, p. A14. 
 
 
xvi  . This argument was made more than once. But, administratively, the inability to pay an employee can be made 
unrelated to the firms' withholding taxes. The firm could be required to calculate the withholding and transmit it on a 
timely basis even though the employee has not yet received cash. The firm would then be in debt for payment only to 
the employee. It may well be that given a cash flow problem and a choice between paying the government and 
paying the employees, paying the later is preferred by all parties including the raion. Therefore, paying the 
government payroll taxes when the payroll cannot be met is not done.           
 
 
xvii  . There are two parts to this question. The first is whether the appropriate levels and types of taxes and user fees 
in lieu of transfer are being applied at the local level. See Richard Bird, "Threading the Fiscal Labyrinth: Some 
Issues in Fiscal Decentralization," and Richard M. Bird, Caroline L. Freund, and Christine I. Wallich, 
"Decentralizing Fiscal Systems in Transition Economies,", Finance & Development,  September 1995, pp.31-34. The 
other issue is whether the rates are too high given the ability to pay and the desire to promote reinvestment.    
 
 
xviii  . In the long-run, the impact of these costs may be escalating throughout Russia see, James Alm and David L. 
Sjoquist, "Social  
Services and the Fiscal Burden in Russia," Comparative Economic Studies, Vol. 37, No. 4, Winter 1995, pp. 19-30. 
 
 
 
xix  . I got this figure by summing all social-type line items and dividing by total expenditures.  This figure is not 
unreasonable or new. See Beth Mitchneck, "An Assessment of the Growing Local Economic Development Function 
of Local Authorities in Russia," Economic Geography, vol 71, no 2., April 1995, pp. 150-21. She notes that most 
local expenditures went to social assets and economic development expenditures depended upon higher level 
governments and how they perceived the local government in their gestalt.   
    
 
 
xx  . Resolution of Borrowing, passed by the Legislative Assembly, Cherepovetz, Raion, February 14, 1996.  
 
 
xxi See Herrington J. Bryce, “The Authority as a Mechanism for Public Enterprise” International Review of Public 
Administration,  (Ian Thynne and Roger Wittenhall, special editors), Vol. 6, #1, June 2001, pp. 11-20 for a 
development of this theme with respect to privatization and my Financial and Strategic Management for Nonprofit 
Organization, 3rd edition, Jossey Bass 2000, pp 119-121 for a fuller description of the authority as a nonprofit 
organization.  One should also refer to the origin of this paper for specific references to Cherepovetz. Please see 
Herrington J. Bryce, “Unintended Budgetary Consequences of Devolution and Decentralization: The Case of 
Cherepovetz Raion, Russia, Public Administration Quarterly, Spring, 2000, pp. 25-45.  
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