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Introduction
This paper is a systematic summary of knowledge and experiences gained in the process of realization of project “Regional economic development - networking between Southern Sweden and Kaliningrad" between the main partners – Association “Council of Municipalities of the Kaliningrad region" and region Blekinge (Sweden), financed by Interreg IIIB, TACIS.

The goal of the paper is to present a system of outlooks at the history of economic relations development, grounds for, methods of municipalities' economic policy development, as well as to provide recommendations on development of approaches to the municipal economic policy. 
The first chapter is provided in order to present the history of the development of outlooks at economic policy and describe the modern day peculiarities. Development of economic policy at the modern stage is based on the long-term directions that will be used as its foundation, therefore the middle-term perspective of the municipalities’ main income is considered. The nest chapter will describe the basics of outlook on a municipality's economic policy and setting of long-term goals. The paper ends with recommendations for municipalities on setting of goals for economic development at the modern stage. 
The expected paper results consumers – heads of municipalities of the Kaliningrad region and the Southern Sweden, persons participating in development of municipalities’ economy to some extent.
Tendencies of Territorial Administration Development and Related Municipalities’ Outlook on Economy Management 
Industrial Economy and the Kaliningrad region’s Place in it
Up until the 1990’s the Kaliningrad region, within the context of the USSR, was a part of geographic labor division. Production and other areas of the economy were regulated by the Gosplan (State Plan), public tasks received centralized financing – all economic relations were a part of the administration vertical. Local authorities were just local guides and representatives of the state authority. 
Structure of the regional economy was characterized by the following. Main areas of industry were: 
· Machine building: lifting-hauling and electro-technical products. Production included tower cranes, electric loaders, equipment for paper and pulp industry, projectors, etc. The main machine-building centers: Kaliningrad and Gusev.
Paper and pulp industry accounted for 10% of the entire production volume in the USSR. There were 2 paper and pulp plants operating in Kaliningrad, one in Sovetsk, Neman and Znamensk each.
· The fishing industry occupied first place in the regional gross product value. Correspondingly, ship building and food industry (canned fish production plants) were also well developed.
· Food industry mainly produced animal oils, cheese, whole-milk products (the biggest butter plants – Chernyakhovsk, Nesterov, Ozersk, Kaliningrad), as well as the meat industry (Kaliningrad, Chernyakhovsk, Sovetsk meat plants).
· Amber mining and processing.
· Port facilities.
In essence, the economic structure within the country-wide specialization suited the peculiarities of geographic position and heritage of the German past.
Structural Crisis
The main process affecting the economic relations at the beginning of the 1990's was opening of borders and inflow of imports into Russia. Consequences for the national and regional economy can be described as a structural crisis: financial flows from the federation ended, enterprises got privatized, but majority could not sustain competition with imported products – the effect of long-term isolation from the European world that has undergone the so-called “golden thirty years” by that time. 

As a result, the only industries surviving were the ones that had state orders and those that could compete against imports (for example, food industry, machine-building plant “Baltcrane”, ship-building and rail-car building plants).
Some changes occurred in the government structure in 1993-1996. Subjects of the Russian Federation were granted the right to independently pass laws within the scope of their powers. 
The Constitution of the Russian Federation, Article 12, stated that: “Municipal Government is recognized and guaranteed in Russia. Municipal Government is independent within the scope of its competence. Municipal authorities are not considered a part of state authorities’ system.” 
There were 22 municipalities created in the Kaliningrad region. Municipalities received their own governing bodies: council of deputies, head of municipality, administration and others. 
The financial system of the country in the beginning of the 1990’s was characterized by the following: 
· Independent budgets. Each level of government formed its own budget. 
· Division of taxes between the level of budget system was declared, by taxes were not attached to a certain level on the long-term basis. 
· Local taxes include, among others, profit tax, enterprises’ property tax (refer to Table 1). 
· One of the main characteristics of the budget system was financial assistance to lower level budgets that was a part of vertical distribution of funds (in some municipalities in the region this figure reached 90% of the budget’s income). 
Budget network remained the same, allocation of powers was not precise, populist decisions were often made that were transferred for financing at the municipal level, while the taxation system could not handle it. Budgets shortfall formed (or non-fulfilled budget obligations). 
This situation developed up until 2000, when non-fulfilled obligations in the governmental area were equal to three federal budgets.
Main taxes received by municipal budgets in 1996.

Table 1

	Tax
	Norm of collection 
(%)

	profit tax                             
	19.8

	personal income tax                       
	90

	enterprises’ property tax      
	50

	land tax 
	100

	tax for upkeep of housing stock and socio-cultural objects 
	100

	advertisement tax
	100

	other receipts (rent, fees, etc.)
	100


Short description of the special economic zone in the Kaliningrad region. History of development, current status.


Main direction of the regional economic policy were: 

1. Free Economic Zone mode (FEZ “Yantar” and later the Special Economic Zone in the Kaliningrad region). The purpose for this direction was initial accumulation of capital for business, growth of employment during the market economy establishment stage.

2. Federal target program for development of the Kaliningrad region ‘till 2010. The Program provided for federal co-financing of infrastructure objects in the region.
The purpose of these direction was to compensate costs associated to enclave position of the region with federal funds (through incomplete payments of federal taxes and through direct co-financing.


Since the dispute between the federal and regional authorities on realization of such economic policy continued, several modernizations of the special economic zone mode were made. The main normative documents regulating creation of FEZ “Yantar” and SEZ in the Kaliningrad region are listed below.
· Resolution of the Council of Ministers of the RSFSR dd. 25.09.1991 No. 497 “On priority measures for development of free economic zones in the Kaliningrad and Chita regions.” 
· Presidential Decree No. 2117 “On the Kaliningrad region” dd. 07.12.1993 

· Decree of the President of the Russian Federation No. 244 dd. 06.03.1995 “On recognition as inoperative and recall of decisions of the President of RF on provision of customs benefits.” 
· Federal Law dd. 22.01.1996 No. 13-FZ "On Special Economic Zone in the Kaliningrad region”.

· Federal Law dd. 22.07.2005 No. 116-FZ “On special economic zones in the Russian Federation.” 
· Federal Law dd. 10.01.2006 No. 16-FZ “On Special Economic Zone in the Kaliningrad region”. 
The special economic zone mode offers tax, customs benefits and other preferences:

Tax benefits: 

· waiving of value added tax (VAT) payment on income received from provision of transport services. In other cases VAT is paid not in relation to import, but based on realization of the entire turnover, i.e. this is a sort of payment deferral; 
· waiving of land tax payment and payment for usage of water resources;

· lowered profit tax rate collected by the regional budget to 10.5%;
Customs benefits:

· goods produced in the Special Economic Zone and brought into the main part of the customs territory of the Russian Federation are freed from payment of import customs charges and other fees collected during customs clearance of goods (except for customs dues), subject to the value added share to the goods of 30 and 15%.

Other benefits:

· partial compensation of interest rates on loans received;
· provision of land plots to the zone participants for their use free of charge.

As a result of functioning of the special economic zone mode and continuing disputes on terms for provision of preferences, the regional economy gained the following features: 
· Regional lobby movement was formed aimed at preservation of benefits that has often given rise to strikes.
· Cheap import of goods from other countries for consumption in the region was a blessing for the population, because price of goods was lowered by at least the value of customs fees (5 to 25%), and while the VAT collection procedure was in place ‘till 2001 – by another 15%. This situation was problematic for companies producing goods in the region. 
· Starting with 1995 the Kaliningrad region had stable negative balance of foreign economy turnover, which was the main “contribution” to the foreign economic balance of the country. 
· Since majority of imports were materials, spare parts and raw materials the goods made of which had the greatest customs benefits, the structure of regional economy was defined by the customs fees (refer to Table 2). 
· Entrepreneurs working in the special economic zone mode aimed to sell the goods in the Russian market using the preferences provided by the region. This resulting in the regional economy breaking away from the social sector (thus, while industry grew by 11% per year, the growth of consolidated budget’s earning in 2004 was only 4%, which has lead to a budget crisis, drove more salaries into “shadow”, caused charges collection for budget services). 
· Some industries, such as furniture industry, received a kick start from the SEZ mode and continued developing on their own. 
Development of economy area of the Kaliningrad region according to customs fees
Table 2.

	Area 
	Goods with maximum import customs fees  

	Food industry
	Tea, sugar, meat and processed products, animal feed, alcoholic and nonalcoholic beverages, cigarettes, confectionery 

	Light industry
	Articles made of leather, furs, knitted goods, clothes, hats, umbrellas, fabric 

	Machine building
	Passenger cars, bicycles, motorcycles, refrigeration equipment, transformers, video equipment, microwave ovens 

	Forestry, wood processing and furniture industry 
	Timber and articles made of it for construction (windows, parquet, doors), furniture 

	Chemical industry
	Plastic articles, carpets 

	Construction
	Ceramic articles (brick, blocks, tile) 


The structure of import and export in the Kaliningrad region in 2003 established correspondingly (illustrations 1 and 2)
Structure of import to the Kaliningrad region in 2003 
Illustration 1.
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Structure of export form the Kaliningrad region in 2003 
Illustration 2.
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Economic policy of municipalities prior to 2000's is characterized by establishment of inter-budgetary relationships with the regional level, since the procedure for calculation of funds of inter-budgetary relations for municipalities was not regulated, as well as financial relations on powers delegated to the local level. 
Administrative reform of 2000-2008 

In 2000 the new team that came to power in the country set the task of getting rid of outdated financial and managerial misbalance, and began consecutive systematic transformations. 
The essence of the administrative reform was to divide the powers between various levels of the government, divide tax incomes and get rid of the so called “unsupported mandates”. Later, in 2004, a system was implemented where each spending of the government should have a goal and source of financing (program-targeted approach in administration). 
One of the main steps that the government decided to take – revoke declared and not-supported populist decisions of benefits. 
Directions of the administrative reform were set out in the following federal laws:

· Federal Law dd. 22.08.2004 No. 122-FZ “On introduction of changes to legislative acts of the Russian Federation and taking out of operation of some legislative acts due to ratification of Federal Law "On introduction of amendments and additions to federal law "On general principles of legislative (representative) and executive authorities of subjects of the Russian Federation and “On general principles of organization of local self-governance in the Russian Federation.” 
· Federal Law dd. 06.10.2003 No, 131-FZ “On general principles of organization of local self-governance in the Russian Federation.”
· “Pack for support of affordable housing market” consisting of 27 laws. The major innovation here was transfer of management and responsibility for its housing to the population. 
· “Tax Code of RF (Part Two)”dd. 05.08.2000 No. 117-FZ. The essence of innovations here was attachment of each particular tax to corresponding subject on long-term basis. 
· “Budget Code of RF”, Federal Law dd. 31.07.1998 No. 145-FZ.

Two-level self-governance system was implemented in the Kaliningrad region in 2006 (Illustration 3). 
Municipalities of the Kaliningrad region after reform of 2006
Illustration 3.

           TOWN DISTRICTS



MUNICIPAL DISTRICTS AND 

SETTLEMENTS

	Kaliningrad town district (430 thousand)
	Svetliy town district (27.9 thousand)
	PRAVDINSK DISTRICT
Total population 21177

	Sovetsk town district (43.2 thousand)
	Gusev town district (37.1 thousand)
	Pravdinsk – 9051
	Domnovskoye – 3044

	Momonovo town district (8.12 thousand)
	Gurievsk town district (38.6 thousand)
	Zheleznodorozhnoye – 6428
	Mozyrskoye – 2654

	Ladushkin town district (3.8 thousand)
	Krasnoznamensk town district (13.6 thousand)
	GVARDEISK DISTRICT
Total population – 30530

	Yantarnuy town district (5.5 thousand)
	Nesterov town district (17.3 thousand)
	Gvardeisk – 14026
	Zorinskoye – 3267

	Slavsk town district (21.5 thousand)
	Ozersk town district (17.3 thousand)
	Znamenskoye – 5247
	Slavinskoye – 3107

	Neman town district (20.5 thousand)
	Bagrationovsk town district ( 32.8 thousand)
	Ozerkovskoye – 4883

	Polessk town district (19.1 thousand)
	Chernyakhovsk town district (57.8 thousand)
	ZELENOGRADSK DISTRICT

	Baltiysk town district (35.3 thousand)
	Svetlogorsk town district (14.7 thousand)
	Zelenogradsk – 13314
	Krasnotorovsk – 2310

	Pionersk town district (11.8 thousand)
	Pereslavskoye – 6979

	Curonian spit – 1497

	
	
	Kovrovo – 8123



As a result of the administrative reform attachment of taxes to local budgets was changed. The main goal of the municipal reform was to correlate financial balance of spendings and earnings, however this goal was not realized, in particular because strong regional lobbying caused the transport tax to be redistributed in favor of regional budgets. 
Changes in economic status of municipalities as a result of administrative reform: attachment of tax earning

Table 3

	Income type
	Town district
	District
	Settlement

	Personal income tax
	30% (+ additional norm) 
	20%(+ additional norm) 
	10 %(+ additional norm) 

	Land tax
	100% 
	100% for inter-settlement
	100% 

	Physical bodies property tax
	100% 
	- 
	100% 

	Gambling tax
	100% (KR) 
	100% (KR) 
	- 

	Taxation in relation to application of simplified system 
	90% (KR) 
	36% (KR) 
	54%( KR) 

	Single tax on imputed income 
	90% (KR) 
	90% (KR) 
	- 

	Single agricultural tax 
	60% (KR) 
	30%( KR) 
	30%( KR) 

	Land rent
	100% 
	100% 
	100% 

	Sale of lands
	100% 
	100% 
	100% 

	Payment for negative effect on the environment 
	40% 
	40% 
	- 

	State fees 
	100% 
	100% 
	100% 

	Fines
	100% 
	100% 
	100% 


The main positive side of the reform was that the instability was eliminated. Municipalities faced the need to form their own economic policy. 

Establishment of economic policy in municipalities
Municipal election of 2005 resulted in election of people to self-governing bodies of the Kaliningrad region that were successful in business, had ambitions to change the living conditions, realize themselves in the public sector. 

From this moment on some municipalities of the region began realization of their own municipal policy. Currently such municipalities can be considered as leaders of the region. Development of the municipal economic policy shows certain common tendencies that we will separate into types for convenience. At the same time, increasing incomes, resolution of issues needed to improve the level of living, as well as creation of the required managerial infrastructures are being realized simultaneously and are guided by the common development logic. This is not a unique experience of one or two municipalities, but rather an objective process. 
The first type of programs can be referred to as programs of establishment or normalization. It includes fine-tuning of work with profitable and expense side of the budget and is expressed in the following actions: 
1. Picture of economic activity in the territory is formed, including compilation of registries of active enterprises. 
2. More orderly payment of taxes to the municipal budget due to:

· legalization of “gray” salaries; 

· promotion of registration of enterprises operating in the territory; 
· elimination of situations when property or lands do not have an owner; 

· establishment of systematic work with municipal property. 

3. Work is being done on the expense part of the budget: 

· Review of previously existing spendings to their compliance with municipal powers, appropriateness. 

· Review of contents of the current budget network.

· Estimate of financing based on the principle of indexation of past years’ spendings is replaced with target-based approach. 

· Identification of “bottlenecks”, “weak spots” and realization of projects aimed at their elimination. For example, elimination of emergency situation in the housing and community sector, putting order to infrastructure of schools, hospitals, etc. 
This program requires, firstly, creation of managerial team that will mainly act within the anti-crisis management system. Resolution of this task might take a year or two, because it often requires significant rotation of staff, hiring of new people that match the new management principles. Secondly, need to create information systems and databases with valid information about the management subjects: grids and consumption volume in the power sector, housing, community services, description of economic sector, information about available natural resources, infrastructure, land and property, population structure. City-building documentation becomes a tool of efficient administration. Thirdly, a system is being established for interaction with the population and its representation in municipalities (Council of Deputies) with representatives of government structures in the territory. Work with residents requires development of right-consciousness (work of administrative committees, active informing about normative acts, etc) and creation of symbols “uniting” and population and the government (most often these are parks, squares, municipal celebrations). The objective of such interaction is to involve the population and various authorities in administration of the municipality’s activities, turn them from observers to active participants. 
Overall, this marks the transition from looking at the volume of budget earnings as a natural sum to active influence on budget replenishment sources. 
Other stage and type of programs – attraction of external resources for development of a municipality and realization of growth projects. It includes searching for and attracting of external flows. These can be funds received from higher budget free of charge (e.g., there is a bonuses system operating in the region for success in fighting garbage). The second option – involvement of municipal objects in federal and regional target and investment projects on co-financing basis, participation in national projects. Third - participation in Russian and international grant programs. Types of external resources attracted (grants) are presented–in Illustration 4. 
A special area – attraction of foreign investments. The SEZ mode is in effect in the Kaliningrad region to draw big enterprises. In order to attract investments a municipality prepares industrial sites, promotes projects on expositions (MIPIM, Saint Petersburg, Sochi, etc), creates and distributes favorable image of the municipality in the information environment, develops a system for sale of lands for industrial and residential construction. 
Programs oriented at attraction of resources require 1) municipal teams that are proficient in types and terms of external flows attraction, 2) prepared infrastructures for work with investors (single window system, preparation of investment sites, legislative regulating aimed at improvement of the territory’s attractiveness). 
Here come up the issue of development of technical infrastructure (roads, communal services, housing) that would be sufficient for appearance and functioning of new enterprises. Creation of additional jobs creates the need to develop municipality’s strategy in relation to population as workforce. In a simplified form this logic can be presented in the following manner: residents of a municipality that form gross domestic product must have favorable conditions for work and life. For this purpose municipalities create programs for resettlement, territory planning, creation of recreation areas (parks), holding of municipal celebrations, etc. Targeted review of education and healthcare systems begins. Instead of supporting a network of objects and their functioning, goals are set aimed at preparation and preservation of economically active population. This gives birth to, for example, issues on single education environment of a municipality, optimization of institutions’ network. Closely related is work on efficiency of spendings. These can be programs of energy efficiency, restructuring of schools and hospitals, their transition to market financing terms (for example, per-capita financing). 
Resources attracted by municipalities 
Illustration. 4.
	Free of charge receipts

· donations to municipalities for balancing (definition of procedure for spending of fund and participation in competitions in various areas, e.g. garbage)

· subventions from the compensations fund (work with subsidies for housing and public utilities services)
· co-financing of certain costs from the regional budget (subsidies) (use of the entire allocated amount, correctness and timeliness of information provision, increase in own co-financing)

	Federal and regional target programs, national projects
OIP

Ministry of Finances:

· Federal and regional fund of reformation of municipal finances

· Evaluation of municipal finances administration quality

Ministry of Education:

· Grants to best teachers

· Competition between schools (Local initiatives’ support fund)

· Competition between educational institutions on payment models for teachers

· Competition between pre-school education teachers

· Contest “Teacher of the year”

· Interactive classes

· Complex project Modernization of education (90 million?)

Ministry of Finances:

· Repair of roads (including school routes)
· Power sector development

Ministry of Social Development:

· Children's rest and health improvement

· Grants for parents

· Funds for housing for large families

Ministry of Healthcare
· Purchase of ambulances, equipment for medical institutions
· Sports recreation grounds

· Multifunction sports center (where?)

Ministry of Housing and Public Utilities:

· Co-financing of housing for young families

· National project

Ministry of Culture:

· Programs “Development of culture” and “Development of amber industry”

Ministry of Agro-industrial Complex:

· National project

Ministry of Economic Development and Trade:

· Evaluation of managers’ efficiency

	International grants
· Program Kaliningrad – Lithuania – Poland

· Program of the Baltic sea

· Programs of government of individual countries (USA, Denmark, Sweden, Norway, Great Britain, etc.)

· Russian grant funds

· Current projects (Support for administrative reform, …)



Currently inflow of investments in the Kaliningrad region is based on the current global economic process – outsourcing. Lets step aside and consider its essence. 
Outsourcing — transfer of traditional non-key functions of an organization (such as accounting and advertising for machine-building company) to external contractors — outsourcers, subcontractors, highly qualified specialists of a third party company; refusal of own business-process, e.g. moulds production or preparation of balance, and procurement of services for realization of this business-process from another specialized organization. A variety of cooperation. 
Benefits of outsourcing: lowering of costs and concentration on main operations of the company. 
Consulting company A.T.Kearny published the new rating of offshore attractiveness of countries. The analysis was done based on 39 indicators in three main categories: cost (labor force cost, spending on infrastructure, tax payments), availability of workforce and qualified personnel, business-climate in the country. 
Rating of offshore attractiveness of countries in 2006 
Illustration 5.
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Russia occupies 12th place in attractiveness. 

Also, in 2007 the Kaliningrad region, according to magazine “Forbes”, occupied 3rd place among Russian regions in investment attractiveness. 
There are well known projects being realized in the Kaliningrad region by “Concordia”, “Telebalt”, etc. Leading municipalities of the abovementioned programs are Gurievsk town district, Gusev town district, Yantarniy town district, Mamonovo town district, and others. 
Appearance of such large projects has the following consequences for the municipalities’ economy: 
· Orientation at external flows makes municipality dependent on "authors" and "holders" of flows, on programs developed by somebody else, and, therefore, instable in long-term perspective. 
· Realization of such program requires more and more employees working in assembly line production. Currently operating and newly opening enterprises are experiencing shortage of personnel. Unemployment in the Kaliningrad region is relatively low (1.5%), which creates competition in the labor market.
· Long-term realization of such program can lead to a situation when majority of personnel will be involved in assembly line production. Preparation of such personnel forms a certain quality of human capital in municipalities on the long-term basis. For example, Gurievsk town district, while actively working on attraction of investment projects, created more jobs that the number of able-bodies population. This means that the quality of jobs, and, therefore, “social” quality of the territory is predefined for a sufficient long term. 
· Financial receipts from single-time sales of lands for enterprises and housing are not infinite. 
In order to trace the perspective of the abovementioned types of economic policy and evaluate flows, on which municipality should orient, there is a need to analyze growth of income from taxes received by local budget and non-tax earnings. 

Analysis of financial flows of local budgets 

This calculation of financial flows is estimative and can be specified in consideration of a single municipality. Goal of calculation – to show a method of evaluation of current and perspective financial flows. 
A modal municipality with population of 50000 was taken as the basis. Lands in the municipality – 100 thousand hectares, including:

· 15 thousand hectares of settlements (5000 – industry, 10000 – lands for housing and other social objects, the rest - parks and other lands).

· 50 thousand hectares – agricultural lands.

· 35 thousand hectares – other lands.

Calculation of financial flows from sales, rental fees, taxes is shown in Table 4: 

Evaluation of own financial income of a municipality (from major sources) 
Table 4.

	Type of lands
	Sale (excludes income from rent)
	Rent (per year, but not more than 3 years) 
	Tax (per year)

	Industry

	(10 years rent)

5000*4 million rubles =20 billion rubles 

	400 thousand rubles *5000 hectares = 2 billion rubles
	5000*4 million*1,5% = 300 million rubles

	Housing and housing-social sector objects

	5000*7,5 million rubles = 37 billion rubles
	5000*6000 = 3 million rubles
	5000*7,5 million rubles *0,3% = 111 million rubles


	Agriculture
	-
	-
	50 thousand hectares * 20 thousand rubles * 0,3% = 3 million rubles


Overall, estimated income from sales will be 57 billion rubles, Income from taxes after sales of all land plots – 414 million rubles.

Also, the estimated amount given will be subjected to the following restrictions:

1. Demand for lands of housing-social sector.

In order to sell 50 thousand land plots, 200 thousand people must decide to their own housing outside the town. Maximum 100-300 thousand people of 450 thousand people can move from Kaliningrad to the region. Maximum 100 thousand people can come from other regions. Claiming this number are Polessk district, Gvardeisk district, Pravdinsk district, the entire sambian peninsula. For example, Gurievsk district pretends for inhabitation of 25 thousand land sites, which is equivalent to 100 thousand people, therefore, the maximum amount that can be earned from sales not 37, but 18.7 billion over 8 years, or 2,3 billion per year. 
2. Demand among enterprises. 


Based on municipalities’ forecasts, the available workforce is sufficient for 100 enterprises that will on average occupy 10 hectares each, which will amount to 1000 hectares, or 4 billion earnings over 5 years, or 150 million, if lands will be rented. 
3. Investments into infrastructure. Attraction of such number of residents and entrepreneurs will require additional commissioning of infrastructure (communications, budget area, etc.), and this means additional costs for the budget. 
4. Increase in the current costs will also be related to increasing burden on the budget. 
5. Housing market size. Estimated maximum demand for housing will be 10,000 apartments per year, 2,000 of which will be in the municipality under consideration. 
Therefore, maximum estimated earnings for the municipality will be 1-2 billion per year, and after 8 years sales will decrease and earnings will be mainly from taxes. 
Graph of changes in the municipality’s income by years
Illustration 6.
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Possible strategies for managed territories in this situation (1):

- slow down the process of earnings’ growth by n years;

- municipal team to leave managing positions before the growth of earnings starts slowing down;

- create other earnings flow.

If should be taken into consideration that favorable political situation for municipal administration is preserved only when budget earnings grow every year. 

Such analysis raises the issue – what policy should be realized already today to prepare for qualitative changes of the situation after 8 years. 

Based on composition of taxes attached on the long-term basis, lets look at the amount of earnings in case of qualitative changes in salaries and realization of resettlement residents of big cities to rural areas (in case of physical bodies’ property tax calculation is based on market value of real estate).

Thus, in case of salary of 1 thousand conventional units (36 rub.) and 100 thousand increase in population, possible maximum receipts from taxes will be:

1. Personal income tax: 150 thousand resident * 1 thousand conventional units * 12 * 13% * 30% = 2106 million rubles. 
2. Physical bodies’ property tax: 37500*100*2000 = 3375 million rubles. 37500 – number of families in the municipality.

3. Tax receipts from land tax: 414 million.

Total of 5850 million rubles, or 40000 rubles of budget balance per capita, that can be sufficient financial perspective for the municipality. 

A special issue is that it is impossible to set salary at 36000 rubles for companies working in the outsourcing mode. This means that profitability of enterprises must be sufficient to cover such salary expenses. Such profitability can be reached through efficient management at enterprises, high profitability norms and extension beyond the Kaliningrad and Russian markets. 
Lets consider a situation with taxes applied under the simplified taxation system (STS). By a regional decision this tax was granted to municipalities on long-term basis. Maximum earning from this tax, if each family will create an enterprise, can reach 45 billion rubles for 37500 enterprises with 20 million turnover each ( 20 million*37500*6%=45 billion rubles)

Possible strategies for managing territories in this situation are (2):
- Creation of new enterprises. Based on the proposed calculation – 625 per year or 2 per day. 
- Creation of business-incubator that will work through all possible ideas and rates. 
- Reform of local self-governance with provision for conditions for consolidation of district and resettlement policy. District that can provide such unity will expand its sphere of influence. 
- Use of temporary super-earnings for infrastructure development and investments in municipal real estate. 
- Creation of a university for long-term preparation of entrepreneurs. 
- Development of entrepreneurial spirit and improvement of population quality in general in the municipality through realization of balanced policies in all budget areas. 
- Development of enterprises in order to reach the required profitability. 
- Program for support of leading municipalities in assisting the ones lagging behind. 
- Development of interaction systems between the members of local community.

Municipal Economy as Object of Administration. Innovational Economy

In the previous chapter we analyzed the financial prerequisites for selection of a certain policy, however, in order to set complex goals for economic policy development, the object of its administration needs to be described. 
Peculiarities of modern administration systems
Municipal leaders that want to elaborate economic policy in a municipality encounter the following major issues: firstly, with definition of goals of economic policy, secondly, issues of municipality administration upon achievement of set goals. 
A natural process that undergoes a municipal leader after becoming a manager is that he sets himself against the municipality under his management, entrepreneurs operating in the territory, since the interests of the municipality is growth of budget earnings. However such approach will not allow using the entire available potential of the municipality and often results in exertion of pressure on business, and not in its development. 
In its consistent development the municipality (as a group of managers) reaches the issue of long-term stability and independent life in the surrounding world. Thus, we need to offer an outlook that will allow for joint achievement of common objectives, and each participant will make its contribution to facilitation of sustainability of the territory. 
Thus, V.V. Putin in his strategy of Russia’s development ‘till 2020 set the external objective for the country by saying that by 2020 Russia should have 5th biggest economy in the world. 
Manager of the municipality (or local community) having set such ambition must be capable of, firstly, constantly supporting this course, secondly, its expression in qualitative, understandable goals that can be joined. By doing so he will be able to preserve moral leadership and stability of his position. A moral leader in a public system is the one who forms public goals that are the most relevant at the time. Moral leadership disappears without constant search for goals and new methods of their realization. 
Experience shows that the management system when a manager manages though setting of goals, and each can join its best realization leads to more energetic, creative work in organization, fastest reaction to issues arising and search for solutions. However it should be noted that not everybody is willing to work in such system, and the ones that are executors within well-developed systems can also play their role. In separation of management styles the methods of realization are also separated. Symbiosis of different management systems within one municipality is also possible. Therefore, there is a need for a system for selection of team members that can work on realization of public goals. One of the methods of depersonalized personnel selection system is a grants system, where funds for project realization are given to the one with the deepest understanding of set goals and provides for their achievement. 
Management by goals also presumes that each action is related to contribution of resources and payback on the contribution made. However, evaluation of contributions in a public sector is often a complicated long-term process. 
Establishment of goals of economic policy
One of the main objectives of modern management is establishment of goals of economic policy. 
There are two possible outlooks at a municipality as an object of management that lead to corresponding actions towards the economy. 
Microeconomic outlook at the municipality. Its essence is that municipality is treated as the sum of budget’s earnings, and all efforts of managers are aimed at increasing these earnings by a certain percentage. Partially such outlook is consequence of entrepreneurs coming into territorial administration. Logics behind realization of economic policy with such outlook is increasing the budget due to attraction of external flows. However, as was analyzed in the previous chapter, such growth has its own shortcomings related to slowing growth of flows and deterioration of the quality of human potential. 
Macroeconomic outlook at the municipality. According to analysis of financial flows the perspective for actively developing municipalities – is orientation at creation of small and medium businesses working in highly profitable industries with high salary norm, and having relation to territory where it is located. 
Macroeconomy on the RF scale allows for setting of general balanced goals of economic activities. Instruments of this activity are gross domestic product, monetary-lending policy, federal budget. 
Also, gross domestic product in a municipality can be an object, on which goals of economic policy will be formalized. 
Gross domestic product is determined by three main methods:

Value added method (GDP — monetary valuation of all end goods and services produced in the economy during a year)
Method for GDP calculation based on costs (costs of economic subjects related to purchase of end products)
Method for GDP calculation based on income (distribution method) (GDP can be presented as the total of factor incomes (salaries, interest, profit and rent).

Drawing of inflows to the territory occurs during sale of goods and services abroad (export). When import exceeds export the country’s economy volume decreases, the country consumes its reserves. 
Income received by the territory from sales, on one hand, goes to cover production costs, and on the other hand – expansion of production. Profit is used in new projects that in turn also have costs and profit. Salaries paid will also be used for purchase of goods for end consumption. Therefore, there are several cycles of incomes’ circulation, and the GDP can be presented as aggregate of salaries and investment funds that also turn into salaries in the process of investing (Illustration 7). 
If during this import purchases will be made during a certain stage of the cycle, the number of cycles and size of the economy will decrease. 
Structure of gross domestic product 
Illustration 7.

[image: image8.png]



Possible strategies for reaching a certain GRP volume can be: increase in the number of cycles, growth of export, development of import substitution, creation of new industries and development of existing. However, maintenance of domestic volume and cycles is just as important as growth of export. 
One of the instruments for export development on the state level are state corporations that are created as outlets to the external market in the innovations areas. In essence, this is a special managed concentration of resources. 
Such vision of the economy is also true for municipal administration. 
Municipality can also be a participant of approach maneuver to the external market. And notion of the municipal economy as size of the gross municipal product is a possibility for every one to joint the common “we”. 
Municipal administration can determine, what types of activity will provide for growth of the gross municipal product – export of resources, processing products, goods, services of import substitution. 

Innovational economy
Modern economic world often states that the country, regions and municipalities need innovational economy. This notion is actively implemented on all levels. Often it is understood as the economy that produces only innovational, high technology products. Based on the description of municipal economy administration object, innovational outlook on work with the economy is balanced development of the domestic market and export. Directly innovational, high technology fields in the economy can take up 3-5%, and the rest provides for balanced life within the municipality. With such outlook each active entrepreneur can be asked what he is doing to make sure that our common money is not taken outside the territory to pay for goods and services produced outside. 
.

Recommendation of setting of goals for economic development for municipalities on the modern stage
The need to develop quality of life, increase incomes that can be used for long-term sustainability of a municipality require from the municipal administration orientation at development of economic activity of own population, growth of internal economic potential. This new resource requires development of new approaches – methods for increasing this potential. 
Possible goals for development of territorial economy are: 
- Growth of export due to increasing number of export industries (meaning appearance of new products), 

- Replacement of import with own production (including goods for consumption and goods for production). Import replacement can become a separate export article. 
Goals can be set towards increase in the per capita GDP and leveling out of misbalances in the economy. 
Description of the desirable condition of the municipal economy based on own economic potential can be as follows: 
· certain number of entrepreneurs in the territory that 

· are involved in their favorite business,

· know what to produce,

· produce it better than anybody else,

· know how to organize it in an enterprise,

· know how to export to external markets,

· pay taxes to the municipality knowing where the funds so paid will go,

· consider themselves a part of municipal community.

Internal potential of the territory has not only economic view, although its development will always be reflected in the economic growth. An important issue becomes development of local community – involvement of all intellectual resources wishing and able to make contribution in the development of a municipality, consolidation around common goals, creation of special infrastructures for correlation and realization of plans. This means another qualitative type of interaction with the Council of Deputies, representatives of business, representatives of public and governmental structures in the municipality. The issue here is not so much in belief in the government, but rather in own responsibility for development and life of municipality. Such new type of interaction requires new its won forms, institutes that could operate on the same level with official structures – these can be economic councils under the head of municipality, associations, etc. 

Reorientation from external flows to development of internal potential changes attitude towards spatial planning. It takes on the task of creation of environment facilitating favorable status of the municipality’s resident, carrying inside a certain vision of the future being built in the territory. Increase in the own potential consists of realization of projects that facilitate development of "local" subjects wishing to live in the given territory leading to sustainable activity, oriented at the global market. Such projects “an be creation of business-incubators, joint projects of science, local authorities and business, programs of entrepreneurial spirit development in schools. 
However sustainable, including from the economic point of view, activity is always specific and realized within a certain context. In order to select corresponding “rates” the local community also needs to understand tendencies of the global markets and development of the society. 
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