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ABSTRACT

The relevance of the research topic is due to the role of tax policy and the impact of external and internal long-
term factors affecting the slowdown of the Russian economy. The aim of the study is to justify measures to reduce
the tax burden on manufacturers concentrated on the domestic market. The authors used methods of statistical
analysis, economic statistics, including the calculations of implicit tax rates, and the tax burden sensitivity in
relation to GDP dynamics. The research results show that an increase in the tax burden on labor and consumption,
as well as the existing correlation between the tax burden on capital and labor, hinders investments in the
modernization of production and innovation, and disrupts economic growth and socio-economic development in
Russia. The measures introduced by the government to overcome the consequences of the pandemic do not help
to reduce the tax burden in a short-term and long-term perspective. The authors conclude that it is necessary
to reduce the tax burden on domestic producers concentrated on the domestic market by introducing a special
taxpayer status.
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INTRODUCTION

The slowdown of economic growth in Russia is
a structural problem. Russia’s dependence on
hydrocarbon production and relevant econo-
my structure has had a significant impact on
tax and budget policy. The political situation
and anti-Russian sanctions have had a dra-
matic effect at the end of 2014. A major eco-
nomic goal in such circumstances is to support
those sectors that are less dependent on both
the global commodities markets and political
sanctions. The study provides an extensive
analysis of the current tax policy based on im-
plicit tax rate calculation; and highlights an
overview of economic measures to support
industry sectors impacted by the coronavirus.
The authors presented a model for the domes-
tic economy stimulation.

LITERATURE REVIEW

Research in fiscal policy is popular and di-
verse. Although the main ideas were formu-
lated by J. M. Keynes and his followers, and
then rethought by supporters of the rational
expectations theory, fiscal policymakers still
need guidance. The authors reviewed multi-
ple sources and presented findings of the con-
ducted empirical study on the impact of fiscal
policy factors (fiscal multipliers).

It is assumed that the effects of changes in
government spending are symmetric, i.e. eco-
nomic output is affected to the same degree
with increasing or decreasing costs. Empirical
studies often implicitly suggest a similar re-
sult; thus, the estimates of the multipliers are
interpreted in the same way. Although, in the
last decade, the actions of fiscal multipliers
are considered at various stages of the busi-
ness cycle. The effects of multipliers at differ-
ent phases of business activity fluctuations
are asymmetric.

Research by the Federal Reserve Bank of
Richmond shows that the fiscal multiplier
varies depending on the direction of fiscal ac-
tion, as well as on the stage of the economic
cycle. The study revealed that in the context
of a constraining monetary policy the size of
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the fiscal multiplier of government spending
is greater during the recession and smaller
during the non-recession period of the busi-
ness cycle. In the context of incentive policy,
the multiplier of government spending has
a smaller effect and its size almost does not
change regardless of the state the business
cycle. Therefore, fiscal multipliers are asym-
metric and as assumed vary depending on
two factors: financial frictions and downward
nominal rigidities [1].

Kudrin A. and Knobel A. concluded that the
effect of an additional unit of spending de-
pends on their type: non-productive spending
(“power” item) and unlike productive spend-
ing (investments in physical and human capi-
tal) mostly act as the ultimate consumption
of resources. Therefore, their multiplicative
effect of non-productive spending is weaker
on the GDP and its growth. This gives rise to
the dependence between economic growth
and the government budget structure. The es-
timated effect of general government budget
spending on GDP indicates that productive
spending has a more significant impact on
economic growth than non-productive [2].

Economic research has confirmed [3] that
during the recession period, when monetary
policy is ineffective, the size of the multiplier
of government spending is growing; during
the non-recession period — the multiplier is
shrinking. Some researchers indicate that in
addition to the business cycle state, the size of
the budget expenditures multiplier is affect-
ed by the structure of the economy: in small
open economies it is lower than in similar, but
closed [4, 5].

A certain area of research is devoted to the
assessment of fiscal multipliers effect, con-
sidering the current state of the financial or
monetary policy.

In the study devoted to the analysis of fiscal
consolidation in EU countries [6], the value of
the fiscal multiplier is estimated both in linear
and in modes depending on the stage of the
business cycle. The authors factored in four
different circumstances: the stage of the busi-
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ness cycle, the open trade state, the content
of amendments within the framework of fis-
cal consolidation, and the credit market issues
caused by the weakening of the transmission
mechanism of monetary policy. It has been
concluded that the multiplier varies signifi-
cantly depending on various conditions: the
distribution of multipliers is asymmetric, and
in several cases of fiscal consolidation, the
value of the multipliers exceeded unity. The
reason for this is that the content of financial
adjustments is critical to the size of output
losses associated with consolidation. If finan-
cial adjustments involve reducing transfers
and subsidies or raising taxes, then the multi-
plier value is close to one or lower, even if the
economy is in a recession.

Another result received by the authors
concerns the effect of trust. If a country that
has encountered problems in the credit mar-
ket due to the weakening of the transmission
mechanism has begun the process of fiscal
consolidation in advance, then the losses from
fiscal compression will be less. In the event
that government-consolidated financial con-
solidation inspires confidence among agents,
the risk premium on government bonds is re-
duced. This affects the reduction in interest
rates for the non-financial sector. Under these
conditions, financial consolidation measures
may lead to some incentive effects.

Accordingly, in closed economies that are
in a state of recession, losses from financial
consolidation in terms of reducing output are
twice the average.

The content of financial adjustments is im-
portant. Cost-based consolidation to stabilize
debt and achieve a long-term reduction in the
primary deficit is more effective than income-
based adjustment. Reducing transfers and
subsidies is useful for reducing the short-term
costs of financial adjustments. If financial
authorities are forced to carry out financial
consolidation during a recession, they should
focus on reducing these categories of expen-
ditures, and then reduce expenditures at the
cost of public sector wages, consumption, and
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investment expenditures during periods of in-
creased business activity.

Current economic policy should consider
not only the stage of the business cycle but
also the dynamics of the credit market. Ac-
cording to Keynesian ideas, government
spending during a recession replaces consum-
er spending, stimulating effective demand.
This policy is effective during credit crises
when lending is reduced. During a credit boom,
financial consolidation should restrict exces-
sive private investment.

The neoclassical economics followers indi-
cate the effect of crowding out of private in-
vestment, which is due to an increase in budg-
et spending and thus increased interest rates.
In addition, funding government spending
through borrowing can have a negative impact
on the ability to cope with deep and long-term
financial downturns [7].

The authors of the empirical study of fiscal
policy in OECD countries partially addressed
the discussion about Keynesian and neoclassi-
cal approaches. Scientists announced the fol-
lowing conclusions:

Firstly, an increase in the tax burden leads
to a decrease in business activity, according to
the Keynesian theory. A higher tax rate reduc-
es real GDP and real economic growth. It goes
well with the findings of the standard neoclas-
sical growth model.

Secondly, it was indicated that consumer
spending and investment respond to the tax
burden to a different extend. While both com-
ponents decrease after increasing the implicit
tax rate, the reaction of consumer spending is
weak (and statistically insignificant), while the
reaction of investments is strong (and statisti-
cally significant).

Thirdly, a higher level of the tax burden
does not have a significant effect on interest
rates in the long run but leads to a decrease
in the interest rate by several years in the near
future.

Finally, the study showed that the increas-
ing tax burden immediately leads to a constant
price increase, as well as temporary inflation.
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The forecast, based on the study, demon-
strated that initiatives to reduce the tax bur-
den in the USA in 2017 and China in 2019 will
have a positive economic effect. Tax cuts will
lead to a constant increase in investment, but
this has only a temporary positive effect on
the economic growth [8].

A review of empirical studies evaluating fis-
cal multipliers confirms well-known conclu-
sions from Keynesian and some neoclassical
models [9, 10]. In addition, the literature under
review allows us to quantify the multiplicative
effect and its duration [11, 12]. This article
provides conclusions and suggestions based
on an analysis of the nature of tax policy and
supported by estimates of similar studies of
the impact of the multiplier in Russia.

TAX POLICY IN RUSSIA

SINCE THE 2010S
The level of the tax burden in Russia is com-
parable with similar indicators in OECD coun-
tries (in particular, in Germany, the Neth-
erlands, and the Czech Republic)!. Fig. 1 il-
lustrates the calculations of the tax burden
indicators to GDP in 2006-2018. The tax rev-
enues of the consolidated budget of the Rus-
sian Federation to GDP ranged from 19 to 26%.
According to the OECD methodology, which is
also used by the Russian Ministry of Finance,
the tax burden includes mandatory social in-
surance contributions and customs duties that
are not referred to tax revenues according to
the current budget classification.

A ratio of tax revenues with mandatory so-
cial insurance contributions and income from
foreign activity (the bulk of it is customs du-
ties) of the consolidated budget of the Rus-
sian Federation and the budgets of state ex-
tra-budgetary funds as a percentage of GDP is
represented by in Fig. 2 by the indicator “over-
all tax burden”. In 2006-2007 it amounted to
almost 40%, in 2010-2016 decreased to 30%,
and by 2018 increased to 38%.

1 OECD Stat: website. Organisation for Economic Co-Opera-
tion and Development. Paris, 2019. URL: https://stats.oecd.org
(accessed on 05.03.2020).

FINANCETP.FA.RU

The ratio of tax revenues as a percentage
of GDP and the overall tax burden changed in
one direction — increasing during periods of
GDP growth and decreasing during periods of
recession and slowdown in economic growth
(see Fig. 1). Since 2014, there has been a re-
duction in the gap between the ratio of tax
revenues as a percentage of GDP and the over-
all tax burden. At the same time, the burden
indicators in 2018 reached the values of 2006—
2007, when the GDP growth rate exceeded 8%
per year. In 2016—-2018 with a GDP growth rate
of about 1-2% per year, the overall tax burden
exceeded 30%, reaching 38% in 2018.

It should be noted that in 2010-2014 while
the GDP growth rate was lowering, the tax
burden remained stable at 35% for the overall
burden and 20% for the ratio of tax revenue as
a percentage of GDP.

These facts may indicate that the rigidity of
taxation is increasing. According to the former
head of the Federal Tax Service M. Mishus-
tin, the increase in the tax burden is due to
improving the quality of tax administration?.
However, as noted in the “Main directions of
the budget, tax and customs tariff policy for
2020 and for the planning period 2021-20227,
the increase of the burden in 2018 was due to
the increase of the ruble exchange rate and
the coefficient of world price dynamics used
in the calculation of severance tax. Thus, it is
incorrect to reduce the growth of the burden
exclusively to administrative measures. The
calculation of the ratio of the rate of growth of
the tax burden to the rate of economic growth
fully justifies this. This indicator can be called
the sensitivity of the tax burden to the dynam-
ics of economic growth.

Figure 2 shows that until 2014, for each per-
centage point of GDP growth, there was less
than one percentage point of an increase in
the tax burden (relative to GDP). The decline

? Krivoshapko Yu.Assembly point. Mikhail Mishustin on
tax revenues growth. Rossiyskaya Gazeta. Capital issue.
2019;290(8048). URL: https://rg.ru/2019/12/23/mihail-mishus-
tin-rasskazal-za-schet-chego-rastut-nalogovye-postupleniia.
html (accessed on 05.06.2020)
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Source: Federal government statistics service: site. URL: http://www.gks.ru (accessed on 05.03.2020).
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in business activity in 2014 led to a decrease
in the tax burden by more than four percent-
age points for each percentage point of a fall
in economic growth. In 2015-2018 the tax
burden sensitivity also exceeded one percent-
age point for each point of GDP growth. And
in 2019 there was a decrease in the tax burden
by more than two points.

Thus, since 2014, the dynamics of manda-
tory payments included in the calculation of
the tax burden as a percentage of GDP have
become more sensitive to fluctuations in out-
put.

The tax burden indicator shows a general
state of tax policy and economy but does not
allow us to identify the influence of taxes on
the behavior of economic agents. A more de-
tailed approach to the study of the tax burden
involves the calculation of effective tax rates.
Average effective tax rates provide an esti-
mate of the tax burden of an individual fac-
tor of production, an object of taxation and
a taxpayer. Eurostat specialists use a meth-
odology for calculating effective marginal tax
rates (implicit tax rates, ITR) for this analy-
sis®. Implicit tax rates show the burden on a
particular tax base or activity. In this study,
we use the methodology for calculating the
implicit tax rates on consumption, labor, and
capital. Also, taxes in this paper are defined
as a wider range of mandatory payments than
it is provided for by the budget classification
in Russia. Thus, the implicit tax rates make it
possible to estimate the burden on all manda-
tory payments that refer to the fiscal burden
of economic agents. Indicators of the system
of national accounts are used as a base, which
is an economic source of payment of relevant
payments. The methodology for calculating
the implicit tax rates corresponds with the
methodology for calculating the overall tax
burden.

3 Taxation Trends in the European Union. Data for the EU mem-
ber states, Iceland and Norway. 2019 edition. Eurostat. Luxem-
bourg: Publications Office of the European Union, 2019. URL:
https://ec.europa.eu/taxation_customs/sites/taxation/files/
taxation_trends_report 2019.pdf (accessed on 03.02.2019).
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Table 1 outlines details of the indicators
used to calculate the implicit tax rates on con-
sumption, labor and capital for 2006-2018.

Estimates of the implicit tax rate calcula-
tion are given in Fig. 3 and Table 2.

Figure 3 shows the evaluation of the dy-
namics and the ratio of the implicit tax rates.
The tax burden on capital in 2006—-2013 was
significantly higher than the tax burden on la-
bor and consumption. Only in 2014 and 2015,
the implicit tax rate on capital fell below the
rate on labor. We note that several amend-
ments and permissions have been made to
calculate the implicit tax rate

Firstly, a large number of sectoral indica-
tors of national accounts have been used to
calculate the base of the tax burden on capi-
tal according to the Eurostat methodology.
Not all of them are published by the Federal
State Statistics Service. In particular, data on
dividend payments and mixed-income are not
published. In this respect, aggregated data
were used to calculate the implicit tax rate on
capital; therefore, the rate may be underesti-
mated.

Secondly, in the numerator of fiscal pay-
ments, the amount of mineral extraction tax
(MET) is not considered.

As noted by L.N. Lykova [14], as well as ac-
cording to the government finance statistics
guide [15, p. 100] such taxes are considered
as one of the types of rental income?, if min-
eral exploration and mining are carried out on
state-owned lands. Otherwise, MET should
also be included in the total amount of tax
revenue which imposes a burden on capital
and income.

In this case, the tax burden analysis in Rus-
sia can be carried out in two sectors —the oil
and gas and other sectors except for the oil
and gas. In this paper, the agent-weighted
capital burden is of interest, and therefore
the MET was not included in the calculation

4 Here, the term “rental income” does not refer to the agents’
income from mineral exploration and mining, but to budget
revenues. Since the state, being the landowner, provides lands
for use by agents and receives income from it.
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Implicit tax rate calculation indicators in Russia

Table 1

Taxes, fees and other compulsory payments

Tax base

1. Consumption taxes

1. Consumption

VAT

Customs duties, import

Excise taxes

Non-tax payments for emissions and pollution charges:

payment for negative impact on the environment;

payment for air pollutant emissions by stationary and mobile objects;
payment for pollutant emission to water;

payment for the disposal of industrial and consumer waste;

payment for other types of negative environmental impacts

Water tax, dues and fees for the using of objects of animal world and aquatic biological
resources

Household final
consumption
expenditures

2.Labour taxes

2. Labour

Personal income tax (except for personal income tax paid in respect of dividends and in respect
of income from winnings and lotteries)

Mandatory social security contributions

Tax levied under the simplified tax system for individuals

Single tax on imputed income in terms of tax paid by individuals

Patent tax

Compensation
of employees

Personal income tax on winnings and lotteries

State duty (without duty regarding securities transactions)
State duty regarding securities transactions

Customs duties — export

Corporate property tax

Land tax

Transport tax

License fees

Unified Agricultural Tax

3. Capital and capital revenue taxes 3. Capital
Personal income tax in respect of tax on dividends received by individuals
Corporate income tax Net income

(corporations)
Balance of primary
income (net)

of corporations
Net mixed-income
(households)
Property income
(households)

Source: Taxation Trends in the European Union. Data for the EU member states, Iceland and Norway. 2019 edition. Eurostat. Luxembourg:

Publications Office of the European Union, 2019. URL: https://ec.europa.eu/taxation_customs/sites/taxation/files/taxation_trends_

report_2019.pdf (accessed on 03.02.2019); [13].
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of the implicit tax rate on capital in order to
avoid overstating this indicator in relation to
sectors not related to the extraction of min-
eral resources. Thus, the implicit tax rate on
capital for 2016, excluding MET, amounted to
20.4% (see Table 2), and with MET included,
the implicit tax rate increases to 30.4%.

Table 2 shows the implicit tax rates data
and the share of corresponding taxes in the
revenues of the consolidated budget of Rus-
sia and the budgets of state extra-budgetary
funds.

A higher level of the implicit tax rates cor-
responds to a higher share of the tax revenues.
Thus, even with fluctuations in the tax base,
the volume of income received plays a signifi-
cant role in changing the tax burden. An in-
crease in the tax burden is usually due to an
increase in the share of tax revenues in the to-
tal budget revenues. As for consumption taxes,
there is a close link between the tax burden
and the share of tax revenues (the correlation

FINANCETP.FA.RU

coefficient is 0.7). Figure 2 illustrates how the
tax burden decreased in 2008-2015, and has
increased sharply in recent years. We note that
the calculations do not apply to 2019 when
the VAT rate was increased by 20%. When the
relevant indicators of the system of national
accounts are released, it will be possible to
assess the increase of the implicit tax rate on
consumption.

The tax burden on labor has been growing
steadily since 2010 when the unified social tax
was replaced by social insurance contributions.
The implicit tax rate on labor increased from
19.5% in 2010 by 24.1% in 2018. In comparison
with the average level in Europe, these figures
are considerably low. In 2018, the implicit tax
rate on labor calculated for 28 EU countries
amounted to 36.3%°. However, the values of

5 Comparative information between the Member States, Nor-
way and Iceland concerning the implicit tax rates, 2019. URL:
https://ec.europa.eu/taxation_customs/sites/taxation/files/
implicit-tax-rates.xIsx (accessed on 26.03.2020).
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Table 2
Implicit tax rates on consumption, labor, capital and the proportion of appropriate taxes in revenues
of Russia’s consolidated budget, %

2006 145 18.0 15.6 17.8 276 376
2007 17.3 21.3 16.8 19.8 28.5 343
2008 13.9 17.8 16.2 20.0 34.9 379
2009 12.1 19.3 15.5 238 270 30.0
2010 12.1 19.7 19.5 30.4 245 34.6
2011 12.0 16.9 20.7 294 28.7 35.2
2012 11.6 16.7 215 30.7 26.4 335
2013 10.4 15.9 221 33.1 25.6 315
2014 9.5 16.2 215 327 31.6 32.7
2015 9.9 17.7 22.1 36.4 19.8 271
2016 10.2 18.5 23.6 38.9 204 24.2
2017 10.7 18.2 238 36.8 n/a 23.2
2018 15.0 221 241 33.7 n/a 249

Source: compiled by authors.
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the implicit tax rate on labor in Russia are
comparable to certain Eastern European coun-
tries (Bulgaria, Romania), as well as countries
with a traditionally low taxation level (Cyprus,
Malta). This conclusion may seem unrealistic
since there is a widespread opinion among
domestic researchers and taxpayers about ex-
cessive taxation of labor [16]. The implicit tax
rate indicator allows evaluating the real tax
burden, rather than draw conclusions based
on nominal rates.

The calculations show that the tax burden
on capital in 2006-2014 exceeded the tax
burden on labor. This fact seems to be a spe-
cific feature of the tax system of Russia, es-
tablished in the 2000s. The income tax is one
of the main taxes that adds a tax burden on
capital. In terms of the share of revenues of
the consolidated budget of Russia, income tax
is traditionally comparable to the income from
VAT and personal income tax. This is partially
due to the fact that the profit of companies
engaged in the extraction of mineral resourc-
es has a significant share in tax revenues. An-
other factor is the relatively low taxation level
of household income in comparison with de-
veloped countries and, consecutively, the rela-
tively low share of income tax in consolidated
budget revenues.

Nevertheless, the level of the tax burden on
capital in Russia for the period under review is
higher than the average for EU countries. If in
2006 in Russia the implicit tax rate on capital
was 27.6%, then in 28 EU countries this fig-
ure was estimated at an average of 22.8%°. In
2015 and 2016 the implicit tax rate in Russia
decreased by 20.0%, while in the EU countries
the burden increased by 23.0%. It is important
to note that during this period the Russian
economy was in recession, therefore this com-
parison is not representative.

The excessive tax burden on capital (even
with the exception of rental payments) com-
pared with the same indicator for the labor,
is apparently one of the factors hindering

6 See previous note.
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investments in modernization and innova-
tion. In terms of tax expenditures, it would be
cheaper for companies to hire more employees
than to invest in new technologies that ensure
labor productivity and capital increase. This
conclusion may seem incorrect if we compare
the nominal rates and the share of companies’
costs on labor and capital. However, the deci-
sions of agents are determined precisely by
the tax burden indicator, which allow us to es-
timate not the nominal amount of payments,
but the relative one reduced to the source of
tax payment. Indeed, if the decisions of organ-

izations were determined by nominal tax rates,
they could increase their profits by investing
more in capital renewal and capital-intensive
technologies. Since it does not happen, the as-
sumption about the tax burden impact on the
choice between the use of labor and capital
seems reasonable. Certainly, it is impossible to
conclude the significance of the tax burden for
organizations when choosing several factors
of production without conducting additional
research. We do not consider this problem in
the article.

Summing up the analysis of the tax burden
in Russia for 2006-2018, the following charac-
teristics should be noted:

1. When the GDP fell, the tax burden
dropped more than it increased during the re-
covery period. Since 2014, the tax burden sen-
sitivity to GDP dynamics has risen sharply.

2. The tax burden on labor in Russia has
been growing since 2009, although it remains
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low in comparison with the EU countries’ in-
dicators.

3. There has been an increase in the tax
burden on consumption in recent years, which
contributes to the differentiation of house-
hold incomes.

4. The tax burden on capital is on average
higher than labor. Moreover, the tax burden
on capital is subject to significant fluctuations.
This ratio may be a factor hindering invest-
ments in modernization and innovation.

TAX POLICY TRENDS

IN THE COMING PERIOD
The position of the financial authorities re-
garding the fiscal system is indicated in the
basic documents of forecasting and strategic
planning. Thus, according to the “Main di-
rections of the budget, tax and customs tar-
iff policy for 2020 and the planning period of
2021-2022”7 the parameters of the tax system
in Russia are fixed and serve as a guarantee of
“stability and predictability of tax conditions
in the medium- and long-term perspective”s.
The tax maneuver implemented in recent
years, the excess profit tax introduction, VAT
rate increase, a pilot project for the self-em-
ployed, improvement of tax-filing technolo-
gies, etc. also included in the “fixed” param-
eters of the tax system of Russia. According to
the analysis, the tax burden growth on con-
sumption and labor, an increase in the sensi-
tivity of the tax burden to GDP dynamics are
the features of the tax system that will stay in
the coming period.

Nevertheless, changes were expected in
certain types of taxes and in the field of tax
administration in 2020-2022.

The directions of tax policy, on the one
hand, should ensure the implementation of
national priorities for socio-economic devel-
opment, on the other hand, to maintain the
stability of the budget system and tax-related

" The main directions of the budget, tax, and customs tariff
policy for 2020 and the planning period 2021-2022. The Rus-
sian Ministry of Finance. 03.10.2019. ATP “Consultant Plus”.

8 See previous note.
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conditions. It may be concluded based on the
official documents of financial authorities.

Since 2015, budget forecasting has been
based on socio-economic development sce-
narios. The same applies to the forecasts up
to 2036. The main features of the economic
development within the Budget forecast and
socio-economic development are similar. At
the same time, the Budget Forecast provided
estimates of the conservative scenario, which
was based on the assumption of the slow de-
velopment of the global economy.

Highly optimistic estimates of economic
growth are one of the indicators indirectly
confirming that strategic priorities for Rus-
sia’s development are determined by Decree
of the President of the Russian Federation
dated 05.05.2018 No. 204 “On National Goals
and Strategic Tasks of the Development of the
Russian Federation until 2024” (hereinafter
“Decree No. 204 from 05.07.2018”). Although
the relevance of these estimates is contradic-
tory.

In the Budget forecast and the forecast of
socio-economic development until 2036 for
2019-2024 GDP is expected at an average of
2.7%. The authors of the forecast refer to the
plan of the Government of the Russian Feder-
ation “to accelerate the growth rate of invest-
ment in fixed assets and increase their share
in gross domestic product to 25% and other
measures aimed at achieving national goals
and strategic development goals”®. However,
the action plan has not yet been developed.
Some elements can be found in documents
such as “The main directions of the Govern-
ment of the Russian Federation for the period
up to 2024” (approved by the Government
of the Russian Federation on September 29,
2018), Resolution of the Government of the
Russian Federation of April 15,2014 No. 316
(as amended on May 22, 2019) On approval of
the state program of the Russian Federation
“Economic development and innovative econ-

°The Government of the Russian Federation: official web-
site. URL: http://government.ru/news/35925/ (accessed on
03.10.2019).
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omy”, etc. It is planned to increase the growth
of investment activity due to measures to sta-
bilize tax and customs tariff legislation, re-
duce the administrative burden on businesses
and other measures aimed at stabilizing and
improving the effectiveness of control and
supervision measures, as well as by increas-
ing the availability of sources of long-term
financing.

These measures are expected to be imple-
mented during the tax burden increase in the
non-oil and gas sector in recent years. Pros-
pects for reducing the tax burden on busi-
nesses focused on the domestic market are not
visible from the text of forecasts and the main
directions of government activity.

On average, over the past four years (from
2014 to 2018), the share of investments (gross
fixed capital formation) in GDP amounted to
21.6%. At the end of 2019, the share of gross
fixed capital formation in GDP is estimated at
21.2%1. To achieve a share of 25% of GDP with
the simultaneous growth of GDP of 2.7% in
the next six years, and in the next six years —
by 3.2 and 3.0%, it is necessary to increase in-
vestments in fixed assets by 2.5-3 percentage
points GDP. According to a very rough esti-
mate, investments should grow by 4.5 trillion
rubles. (in prices of 2018), or by 20% (in physi-
cal volume) in relation to the current level.
Indeed, the forecast of the socio-economic
development of Russia until 2036 ensures an
increase in investment by 2036 by 2.2 times
in comparison with 2018. Can these estimates
be reasonable provided a high level of the tax
burden, the current crisis in the global econo-
my, and long-term trends to reduce the hydro-
carbons production and consumption?

Thus, the Budget Forecast parameters and
some of the measures of the “Main directions
of the budget, tax and customs tariff policy for
2020 and for the planning period 2021-2022”
formally suggest a stimulating effect on the
Russian economy in accordance with the de-

10 National accounts. Federal State Statistics Service. URL: htt-
ps://www.gks.ru/accounts (accessed on 31.03.2020).
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velopment priorities outlined. At the same
time, forecasting documents are not supposed
to change the identified trend of the increasing
tax burden on domestic producers operating in
the domestic market. In the context of the un-
folding economic crisis caused by measures to
stop the spread of coronavirus and the breach
of agreements under OPEC+, the Russian Gov-
ernment is considering emergency measures,
including tax, to stimulate business activity.

In accordance with the Decree of the
Government of the Russian Federation of
02.04.2020 No. 409 “On measures to ensure
the sustainable development of the economy’
(hereinafter “Resolution No. 409”) support
measures are provided for organizations and
individual entrepreneurs who are most af-
fected by the coronavirus. According to De-
cree No. 409, for this category of taxpayers,
the payment deadlines for a number of taxes
(advance tax payments) and filing a tax return
are extended. For organizations and individual
entrepreneurs related to small and medium-
sized enterprises, the list of taxes and terms
of transfers is expanded. In addition, micro-
enterprises are entitled to insurance payments
delay. The closing date for transferring taxes
(advance tax payments) is 6 months, so the
latest deadline for paying compulsory pay-
ments was postponed to December 2020.

The deadlines for paying VAT for the first
quarter of 2020 are not postponed. However,
the deadline to file tax returns for the first
quarter is postponed until May 15, 2020.

Another measure in regards to the tax pol-
icy was a moratorium (until May 31, 2020)

4
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on making decisions and conducting on-site
(repeated on-site) checks on the complete-
ness of tax calculation and payment concern-
ing transactions between related parties. The
deadline for the specified checks has been sus-
pended. The compliance checks conducted by
tax authorities have been postponed until May
31, 2020.

These measures, regardless of other areas of
support, cannot be considered sufficient to help
businesses that are limiting their own activi-
ties and obligations to preserve jobs and pay
for their employees (according to the Decree
of the President of the Russian Federation “On
measures to ensure sanitary and epidemiolog-
ical welfare of the population amid pandem-
ic” of 02.04.2020). The main issue is not that
organizations and individual entrepreneurs,
especially those having small and medium-
sized enterprises, will incur losses and have
difficulty paying taxes, but the prospects for
most businesses to close permanently. In the
absence of revenue and significant reserves, a
number of small and medium-sized business-
es may drop sharply.

According to Sberbank, as of July 2019,
small businesses provided 25.6% of jobs in
Russia!l. This is significantly less than in de-
veloped countries. However, this segment is of
social importance. Mostly small and medium-
sized businesses are distributed in the seg-
ments of a variety of non-production services:
retail, catering, beauty, counseling, etc. These
industries were most affected by the conse-

1 Sberbank estimated the share of employees in small and me-
dium-sized businesses. RBC: 2019. 22 July URL: https://www.
rbc.ru/economics/22/07/2019/5d3594ee9a79478645ac1102
(accessed on 16.04.2020).
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quences of measures taken to stop the spread
of coronavirus disease.

It is important to note that this segment of
taxpayers is focused on activities within the
Russian economy. Their products and invest-
ments are for the domestic market, they cater
for domestic demand and create a market for
goods and services produced internally. Thus,
these industries potentially form the basis for
sustainable economic growth in Russia. A big-
ger share of industries supplying the home
market in GVA will help to reduce the Russian
economy’s dependence on oil and gas fluctu-
ating prices.

Thus, despite the proposed measures, the
overall tax policy trends do not change. Many
of the proposed amendments to the tax and
fees legislation are not aimed at supporting the
economy during and after the crisis but are a
follow-up of the policy outlined in the “Main
directions of the budget, tax and customs tariff
policies for 2020 and for the planning period
2021-2022".

SUGGESTIONS

The crisis of 2020, the consequences of which
are to be assessed, does not lead to the tax
policy revision. The implemented measures
are temporary. Anti-crisis measures alone
should not be permanent. However, in the
context of the slow development of the Rus-
sian economy since 2014, the current crisis
only exacerbated the lingering issues of the
tax policy.

The following observation and suggestions
should be considered as a reserve for revis-
ing the current tax policy when the Russian
economy is recovered from the crisis of 2020
and the consequences of measures taken to
prevent the spread of coronavirus.

It should be noted that in a state of eco-
nomic recession, budget expenditures increase
will have a greater impact on the income of
economic entities and the restoration of ag-
gregate demand than a tax reduction. This
conclusion from the theory of J.M. Keynes was
confirmed by a sufficient number of empiri-
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cal studies, including those in Russia [17-20].
However, for a business recovery period, the
approach of stimulating the economy with
fiscal policy measures should be reconsidered.

Researchers note a higher sensitivity of
Russia’s GDP dynamics to a tax burden in-
crease than to a public procurement increase
[17]. Accordingly, an increase in government
spending while increasing the tax burden for
financial consolidation holds back economic
growth. This is the nature of fiscal policy ob-
served recently [21]. The implementation of
national projects allows us to maintain total
costs given the low consumer and investment
demand. Equally, the “tax maneuver” carried
out, the fall of oil prices and, as a result, the
decrease of oil and gas revenues justify the tax
burden increase in the non-oil and gas sector.

The oil prices collapse in March and April
2020 again demonstrates missed opportuni-
ties to diversify the Russian economy. In this
regard, the ongoing and planned tax burden
increase in the non-oil and gas sector exacer-
bates the problem.

Apparently, businesses focused on the do-
mestic economy will be important for the Rus-
sian market in the coming years. In developed
countries (USA, Canada), a special taxation
procedure and a list of tax benefits for payers
are applied to national (domestic) companies
operating in the domestic market. In particu-
lar, these include S-corporations in the Unit-
ed States!? and Canadian-controlled private
corporations (CCPCs) in Canada'®. Accord-
ingly, the Russian tax system should provide
a special status for taxpayers — legal entities
and individual entrepreneurs, which can be
applied to domestic economic entities and be
valid within the territory of the Russian Fed-
eration. This status should be given on the
main condition of the use of domestic sources

12§ Corporations. Internal Revenue Service. URL: https://www.
irs.gov/businesses/small-businesses-self-employed/s-corpo-
rations (accessed on 24.04.2020).

13 Corporations. Canada Revenue Agency. URL: https://www.
canada.ca/en/revenue-agency/services/tax/businesses/top-
ics/corporations/type-corporation.html#ccpc  (accessed on
24.04.2020).
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of capital and management by residents and/
or citizens of the country.

The status should ensure benefits for VAT
and income tax. At the regional level, property
and transport tax benefits may be provided.

VAT exemption may be provided with a re-
duced tax base (for example, by 15%) or the
introduction of a single tax rate regime similar
to the “flat rate VAT scheme» used in the UK
(for example, in the range of 10 to 18%). Stud-
ies have shown that the sensitivity of regional
GRP is higher to VAT than to income tax in-
crease [18]. In this regard, a reduced VAT rate
for taxpayers who have received the status of
domestic companies will have a positive effect
on regional development and will help to low-
er sales prices and increase product demand.

In terms of income tax, domestic exemp-
tions should be extended to existing ex-
emptions from quarterly advance payments
(Clause 3 of Article 286 of the Tax Code of the
Russian Federation), the possibility of apply-
ing accelerated depreciation (Article 259.3 of
the Tax Code of the Russian Federation) and
a tax rate of 0% in case of investments aimed
at production modernization and innovations.

Apparently, tax privileges for the gen-
erally established taxation regime will be
characterized by a wider stimulating ef-
fect. Special tax regimes (in particular, the
payment of a single tax under a simplified
taxation system) can be applied only by en-
tities that can be attributed to small busi-
nesses (hereinafter, the special tax regimes
do not consider the regime when imple-
menting production sharing agreements).
In addition, the exemption of the payer ap-
plying the special tax regime from the du-
ties of the VAT payer limits the ability of
the organization (individual entrepreneur)
to work with organizations and individual
entrepreneurs who are VAT payers. Exemp-
tion from the duties of a VAT payer makes
a taxpayer competitive only in the case of

4 VAT Flat rate scheme. URL: https://www.gov.uk/vat-flat-
rate-scheme/how-much-you-pay (accessed on 26.04.2020).
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retail sales, where the buyer cannot accept
the deduction of VAT paid. In the event that
the buyer himself is a VAT payer, he is inter-
ested in paying the amount of tax included
in the cost of goods (work, services). Paid
tax amount, if the goods (work, services) are
used in activities subject to VAT, is deduct-
ible in calculating the amount of tax paid to
the budget.

Thus, the use of special tax regimes limits
their ability to reduce the tax burden for do-
mestic producers operating in the domestic
market. It seems that the benefits of basic tax-
es, VAT and income tax will help to reduce the
tax burden on domestic producers who oper-
ate and invest in the Russian Federation.

CONCLUSIONS
In recent years, there has been an increase in
the tax burden amid a slowdown in economic
growth and a drop in GDP in 2015-2016. A tax

burden increase, thus, is an additional factor
restraining economic growth in Russia. The
analysis conducted in this study showed that
an increase in the tax burden is associated
with an increase in the burden on labor and
consumption, which enhances the differentia-
tion of incomes of the population.

The high tax burden on capital and the
relatively low tax burden on labor (despite its
growth in recent years) discourage investment
in modernization and innovation.

The sensitivity of the tax burden to the dy-
namics of GDP has been increasing in recent
years, and its volatility has increased during
periods of cyclical fluctuations, which may en-
hance the countercyclical effect of tax policy.

The analysis allows us to conclude that it is
necessary to reduce the tax burden on those
sectors of the economy that are financed by
domestic capital and operate in the domestic
market.
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