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The VAT hike has not been discussed with Vladimir Putin, although Dmitry Medvedev has already given
the idea his backing.

The Cabinet could increase VAT by 2 percent as early as next year in an attempt to tackle
the rapidly deepening budget deficit in the Russian regions, Vedomosti reported Thursday,
citing two unidentified federal officials.

The government has been looking into different ways to boost tax revenues for weeks,
including a Finance Ministry proposal earlier this month to introduce a 3 percent sales tax
starting in 2015.

Another option was to raise income tax from 13 to 15 percent and VAT from 18 to 20 percent
after 2018, but the two officials told the newspaper that there are proposals to raise VAT as
soon as next year.
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VAT is one of the budget's biggest sources of financing. It is expected to generate 3.7 trillion
rubles ($105 billion) this year and 4.2 trillion rubles ($119 billion) in 2015.

The officials estimated that raising VAT by 2 percent next year could raise 500 billion rubles
($14 billion). This is more than twice what a sales tax would generate: the Finance Ministry
recently estimated that a 3 percent sales tax would bring in 200 billion rubles a year ($5.7
million).

The idea has not been discussed with President Vladimir Putin, although Prime Minister
Dmitry Medvedev has already given the idea his backing, one of the officials said. A final
decision is expected by the end of the month.

In his budget speech for 2012, Putin said taxes on the nonenergy sector would not be raised
during his current term in office, a pledge that was referenced in the Finance Ministry's tax
policy for 2015 to 2017.  

However, a tax increase of some kind may be inevitable. "The situation with the budget leaves
no other option. … Now there are no beautiful solutions — we are choosing between bad
and worse," the official said.

The bleak situation in the regions is in large part a consequence of Putin's presidential decrees
on spending, which forced local assembly's to plunge themselves into debt to keep up with
unsustainable investment plans. The Finance Ministry estimates that the regions' total
budget deficit will reach 857 billion rubles ($25 billion) in 2014 — 33.5 percent higher than
in 2013, Prime reported earlier this month, citing data from ITAR-Tass.
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