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The Russian government may restructure theBcommercial debt held by Russia’s poorest
regions, according to Deputy PrimeBMinister Dmitry Kozak, who is responsible for regional
policy.B“Preliminary findings compel us to think seriously about a schemeBRfor supporting
the regions,''Bhe said,

explaining that&

leaders would reach a finalBdecision on the issue on

Sept. 22-23.

In addition, the government mightBredistribute taxes between the federal center and the
regions andBeliminate some benefits established at the federal level for regionalBand
municipal taxes, Kozak said. That is one of the sources ofBfinancing the deficit and
refinancing debt, he said.
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The list of regions with burdensomeEdebt

has not changed since last year, according to

IndependentBInstitute for Social Policy director Natalya Zubarevich. She said that 12 regions
hold debt equaling 80 to 100 percent ofHtheir revenue, seven hold debt totaling 100 to 120
percent ofBrevenue, Mordovia’s debt equals 185 percent of revenue, and in theBfirst half of
this year, the regions held an overall debt burdenBequal to 35 percent of revenue.

The cost to the regions for servicingBtheir debt to the state has doubled over the last three
years, andBthe cost of paying down the debt has risen 360 percent to 2.3Htrillion rubles, said
Accounting Chamber chairperson TatianaBGolikova. That total is almost equivalent to the
size of the debtRitself. The regions are operating with a “cash gap,” GolikovaBconcluded.

The total debt for the regions has notBchanged since the beginning of the year, totaling 2.66
billion rublesBon Aug. 1. The structure of that debt, however, did improve: theBshare of high-
interest bank loans decreased from 44 to 35Bpercent, and the share of ultra low-interest
government loansBincreased from 34 percent to 45 percent because of additional creditBthat
the Finance Ministry extended, said Zubarevich.

This is not the first time this hasBhappened, however: the debt structure improved in
summer 2015, but byHBthe end of the year, the regions had to take out

high-interestBbank

loans to fulfill their obligations. The regions have already received 220 billionErubles, or 70
percent of the 310 billion rubles in cheap federalBloans that Moscow had promised them for
2016, according to FinanceBMinistry data.

Revenues and subsidies are fallingBshort in the regions, Golikova said. It is difficult for the
regionsHto avoid falling into debt because their nominal incomes rose by only&2.7 percent,
whereas expenses grew by 5.7 percent, Zubarevich writes.ElThe regions actually had an
overall surplus of 276.6 billion rublesBduring the first half of the year due to enormous
budget surpluses inBMoscow and Sakhalin, and significant surpluses in the Khanty-
MansiiskBautonomous district, the Tyumen and Leningrad regions, and the cityBof St.
Petersburg. However, the overwhelming majority of regions experienced deficits that will
increase in November andBDecember as expenses rise.

The volatility of fiscal transfers has alsoBcontributed to the increased debt in the regions,
said AndreiBChernyavsky of the Higher School of Economics Development Center.EBSuch
transfers dropped by 12 percent in the first half of the yearBand continue to drop, according
to the Finance Ministry. FiscalBtransfers could fall by as much as 15.5 percent in 2017,
FinanceB®Ministry intergovernmental relations department representative
LarisaBYeroshkina said earlier.
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