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PROACTIVE BUDGETING IS A TOOL FOR EFFECTIVE
MUNICIPAL PROGRAMS

In conditions of strategic planning at the municipal level development the issues of effectiveness of
municipal program and determination of the optimal amount of financial provision are being actualized. Us-
age of modern economic theories (Theory of public choice, Theory of constitutional economy, Theory of
budgetary federalism, Theory of city economy etc.) allows to determine optimal amount of social benefits
and costs while municipal program planning. A new tool for optimization is public participation in budgeting
process — proactive budgeting. The approach makes possible increase of effectiveness of municipal programs.
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Introduction. In conditions of strategic
planning at the municipal level development
the issues of effectiveness of municipal pro-
gram and determination of the optimal
amount of financial provision are being actu-
alized. In practice, amount of financial provi-
sion in budget sphere more often is deter-
mined by cost or resource method. However,
in our opinion while planning municipal pro-
gram it is necessary to apply the basic rule of
effectiveness: optimal is such amount of ac-
tivities which marginal social benefit is equals
the marginal social costs. The approach has
allowed to reveal new tool for optimizing
municipal programs.

Literature review. Nowadays, in scien-
tific works of domestic and foreign researches
are widely considered most aspects of local
self-government, organization of municipal
finances, which creates a sufficient theoretical
basis for the research. The theory of public
choice, constitutional economics (J. Buchanan,
G. Tullock) [1], the theory of budgetary fed-
eralism (Chiba Tibu, R. Musgrave, U. Oates)
[3], modern studies in the field of urban eco-
nomics (O'Sullivan A.), The work of domestic
scientists (IV Babichev, Y. Dubrovskaya, GA
Gadzhiev AA Mishin, and others) became the
basis for determining the optimal (effective)
amount of funding for municipal programs.

In the process of research, general sci-
entific methods were used: analysis, synthesis,
comparison, analogy, modeling, econometrics.

The purpose of the article. In our
opinion, since it is the system of local self-

government that makes it possible to identify
the preferences of residents for various public
goods, public participation of citizens in the
budget process - initiative budgeting, can be-
come a new tool for increasing the effective-
ness of municipal programs, the way to opti-
mization of the ratio of local social goods
(benefits) and social costs.

Statement of the main material of ar-
ticle. Let’s consider in which way to apply
basic effectiveness rule (optimal is such
amount of activities which marginal social
benefit is equals the marginal social costs)
while planning of financial provision of mu-
nicipal programs.

To determine the optimal level, it is
necessary to know the marginal social bene-
fits of the local public good. Let us illustrate
what has been said on a simple example, often
encountered in objectives of the city economy.
For example, within the framework of imple-
mentation of the municipal program of green-
ery of the territory, the settlement should de-
cide how many trees need to be planted. For
some reasons, different groups of citizens
have different needs for greening the territory,
which is expressed in the unequal marginal
benefits received from the number of trees by
citizens. Assume the opinion of citizens, ac-
cording to this program, can be divided into
three main groups. In this way, the first group
estimates the marginal benefits (MB) of plant-
ing one tree at 400 rubles, the second one at
240 rubles, the third at 160 rubles. According
with the principle of reducing marginal utility,



the value of each subsequent tree is reduced
in the first group by 50 rubles, in the second

group by 30 rubles, in the third group by 20
rubles. Let us summarize this data in Table 1.

Table 1l
Marginal benefits from planting trees

Group of | The | The The | The | The | The | The The
citizens firs | second | third | forth | fifth | sixth | seventh | eighth

tree | tree tree | tree | tree | tree | tree tree
The first 400 | 350 300 | 250 | 200 | 150 | 100 50
The second | 240 | 210 180 | 150 | 120 |90 60 30
The third 160 | 140 120 | 100 |80 |60 40 20
MSB 800 | 700 600 | 500 | 400 | 300 | 200 100

Source: developed by the author

Suppose also that the planting of each
tree is associated with a cost of 300 rubles,
that is, the marginal social costs of planting
one tree (MSC) are 300 rubles, and these
costs are constant. Based on the available in-
formation, we can conclude that if a decision
on the number of necessary trees is taken in-
dividually by each group, three trees will be
planted in the settlement. All of them will be
paid by the first group, because only they
have the willingness to pay for the trees for
the first three seedlings not less than the price
that must be paid for each seedling. And now
remember that the tree (gardening of the terri-
tory) is a local public good. Since the public
good is characterized by non-competitiveness,
all consumers can simultaneously consume it
with full success. Therefore, the curve of

market demand for local public goods is the
sum of the benefits received by all consumers
for each amount of the good.

Effective production of local public
goods will be realized under the condition:
MSC = MSB = XMB, where MSC - the mar-
ginal social costs of production of local public
goods; MSB - the marginal social benefits of
using the local public good; XMB is the sum
of the marginal individual benefits from the
use of the public good. In this way, an effec-
tive number of trees, which should be planted,
will be 6 seedlings (Fig. 1.). Exactly with
such amount of trees the magnitude of the
marginal public benefits from trees will be
equal to the marginal costs associated with
their planting.
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Fig. 1. Optimal and equilibrium supply of local social good
Source: developed by the author
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Suppose that greenery of settlements
has the following characteristics:

1. Lack of high tree seeding density. In
a certain range of use of plantations, their area
is sufficiently small and therefore there is no
high tree seeding density.

2. Lack of overflow between settle-
ments. Plantings do not create benefits or
costs for residents of other areas.

Under these conditions, the green terri-
tory is exclusively a local public good. If
there is no high tree seeding density, then all
three groups of citizens can enjoy the planta-
tions; If there is no overflow, then there is no
need to worry that citizens of other territories
can take advantage of these benefits. At any
value, less than 6 - residents of the settlement
will be willing to pay more than 300 rubles
for an additional tree. Suppose that at first on-
ly one tree was planted (can be any examples
with local public goods: installation of street
lamps, allocation of acres of lands to the park,
etc., the principle remains the same). At this
point, the willingness to pay for the planting
of trees (Picture 1) is at 800 rubles, and the
costs are only 300, so planting additional trees
will bring significant net benefits. Similarly,
for any value exceeding 6 trees (point A at
Picture 1), the willingness to pay will be low-
er than the public costs, so it is more efficient
to have less trees. How can the local authori-
ties decide how many trees to plant? There are
several options. The first involves holding
elections in which voters decide which pro-
grams are priority, how much to spend on lo-
cal public goods. The second method allows
citizens to "vote with their feet" when they
move for living to a different location, which
is provided with the best combination of pub-
lic goods and taxes (costs). The next method
is the public participation of citizens in the
budget process.

Public participation of citizens in the
budget process can be divided into two types:
1) active participation - initiative budgeting,
when the citizen directly participates in the
project or by voting on the allocation of budg-
et funds (public hearings, crowdsourcing, etc.),
or participates with his own funds - crowd-
funding etc., the key is the manifestation of
citizens' initiative; 2) passive participation -

raising the budget awareness of citizens, in-
cluding municipal programs, services, etc.

When discussing a municipal program,
the following options are possible for resi-
dents to choose the number of local public
goods:

Suppose that the settlement divides the
cost of planting trees in equal shares between
their three groups of citizens. If the marginal
cost is 300 rubles, then each group pays 100
rubles for the received public good. The pre-
ferred number of trees for a resident is when
the marginal private costs are equal to the
marginal private benefits. On the graph (Pic-
ture 1) the marginal private costs represent at
the level of 100 rubles. If each group of citi-
zens pays 100 rubles, then the preferred num-
ber of trees will be 8 (point B at Picture 1). In
the conditions of voting by a simple majority,
the preferred size is selected for the median
group of citizens is (8 trees). In conditions of
the benefit principle, citizens pay an amount
(per tree) equal to its marginal benefit with
the optimal amount (the optimal result is 6
trees, Point A), so the landing of the optimum
amount receives universal support. The out-
come of voting depends only on the position
of the marginal benefit curve of the median
voter. Voting by a simple majority is becom-
ing ineffective, because the costs in this case
to produce the public good are divided equal-
ly among the three voting groups and if for
the first group the difference between willing-
ness to pay and payment is significantly high-
er than for example in the third group (400-
100 > 160-100).

Alternatively, you can distribute costs in
accordance with the willingness to pay for
local social good, this approach to making
local decisions is called the Lindal approach
(named Eric Lindal). In accordance with
which, the tax liabilities are based on the ben-
efits received from public goods: the more the
citizen is willing to pay, the higher his tax ob-
ligations. This thesis can be formulated re-
garding the financial provision of municipal
programs in this way: the greater the need for
local public goods, the higher the citizen's
willingness to participate with his own funds
in the program. Therefore, if a citizen is will-
ing to participate in co-financing of a munici-
pal program (even a purely symbolic amount),



this already indicates the need for the created
benefits, which means that the program is ef-
fective. Public participation of citizens, initia-
tive budgeting becomes a new tool for deter-
mining the effectiveness of municipal pro-
grams.

Suppose, because of conducted hearings
and interviews, the authorities know the
curves of the marginal benefits of citizens of a
given territory. Citizens are ready to partici-
pate in the landscaping program with their
own funds: for example, citizens of the first
group decided to contribute 150 rubles for the
implementation of the gardening program, of
the second group 90 rubles, and the third
group — 60 rubles. These costs are much low-
er than the willingness to pay, which makes
planting 6 trees an acceptable option for eve-
ryone. Taking these private costs into account,
all three groups of citizens have a landing size
that they prefer. In this case, the authority is
sufficiently informed to calculate how many
individuals are willing. to pay for the local
public good of various levels, and it sets the
recommended amount to each group of citi-
zens in accordance with their marginal will-
ingness to pay. How does the principle of
benefits in public participation work in real
life? A similar question is considered for taxa-
tion, but it seems to us that citizens prefer to
participate in specific social projects with a
real result. One of the problems associated
with this method is that the authorities do not
represent the shape of the marginal benefits
curves of individual citizens, so they are not
able to calculate approximate amounts for
them. Moreover, taxpayers with relatively
high benefits do not have any sense to dis-
close their willingness to pay for local public
goods: if they do this, then higher amounts
will voluntarily be paid. Citizens with high
needs will act more rationally if they hide
their true preferences in the hope that some-
one else will pay for this public good. In this
case, the public good cannot be produced at
all.

If the municipalities have a discrepancy
in the need of public goods and budgetary se-
curity, i.e. funds of local budget and citizens
IS not enough to plant the optimal number of
trees, subsidies should be the necessary part
of the financial provision of the municipal

program. Remember that today in practice for
the implementation of municipal programs the
following resources are used: local budget
funds, subsidies from the higher budget, other
sources - the funds of citizens and organiza-
tions.

In his works, O. Sullivan [2] considers
in some detail the low efficiency of the non-
target subsidy (the model of Filimon, Romer
and Rosenthal, the "Velcro effect”), because
of that we will only consider the option with a
targeted subsidy for the implementation of the
municipal program. Suppose for the im-
provement of the regional budget allocated
150 rubles for planting one tree. In this case,
the social goods curve will move upwards
parallel to the original value by half (300:
150), MSC = MSB * the point will move to
the right (Point C, Picture 1), i.e., at the mar-
ginal social costs, the number of marginal so-
cial goods can be produced more. Or 150 ru-
bles evenly distributed between groups of cit-
izens for 50 rubles, which further increases
the profitability of public goods, the satisfac-
tion of citizens. The targeted and share subsi-
dy, directed to the financial provision of mu-
nicipal programs, with the condition co-
financing of other economic entities (funds of
citizens, enterprises) will stimulate local au-
thorities to develop proactive budgeting,
therefore, to improve the effectiveness of pro-
grams. At the same time, it is necessary to
abandon the use of a single subsidy, because
officials can seek to save on programs for the
implementation of social goods most in de-
mand by citizens, for which they are ready to
pay more, and send the remaining amounts to
the programs in demand, which proves the
expediency of applying a targeted, shared
subsidy.

Conclusions and prospects for further
research. In this way, the use of initiative
budgeting in the implementation of municipal
programs makes it possible to identify the op-
timal correlation of local social goods and so-
cial costs, which increases the efficiency of
municipal expenditures. Initiative budgeting
becomes a new tool for determining the effec-
tiveness of municipal programs. Targeted
share subsidies of higher budgets for the im-
plementation of municipal programs also in-
crease the effectiveness of programs, reduce
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private marginal costs, which increases the
profitability of local social goods for citizens,

and as a result, citizens' satisfaction increases. 2. O'Sullivan, A. (2002). The economy
of the city. 4th ed.: Trans. With the English. -
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Kuesnu A., MopyhnoBa I'.
IIpoakTHBHE 0I0’KETYBAHHSA - IHCTPYMEHT €()eKTHBHOCTI MYHIIMIIAJIbHUX NMPOrpaM

B ymMoBax cTpaTeriyHOro IulaHyBaHHS Ha MYHIIUIMAIBHOMY PIiBHI aKTYyami3ylOThCS MUTAHHS
e(eKTUBHOCTI MYHIIIMIAIBLHOI MPOrPaMH 1 BUSHAYEHHSI ONTUMAIIBHOTO 00cAry (hiHaHCOBOTO 3a0e3-
nedyeHHs. BUKoOpUCTaHHS CydacHUX €KOHOMIUHHUX TEOPii (Teopis CycHniibHOTro BHOOPY, TEOPist KOH-
CTUTYLIIHHOTO TOCHOJApCTBa, Teopis OKKETHOro (enepanizmy, Teopis MICBKOIO TOCIOAApCTBa
Tomro) J{03BoJIsiE BUBHAYUTH ONTHMAIBHHUNA OOCST COIiabHOI JONOMOTH 1 BUTPAT MPH IUIAHYBAaHHI
MYHIIHUNAIbHUX MporpaM. HoBHii iIHCTPYMEHT Ui ONTHUMI3AIII] - y4acTh IPOMAJCHKOCTI B MpoIieci
CKJIaJJaHHs OIODKETY - BUIEpeKaroue OroxeTyBaHHs. [1iXi yMOXIINBIIIOE IMiIBUIICHHS €PEeKTH-
BHOCT1 MYHIIIUIIAILHUX TIPOTPaM.

Kniouosi crosa: micueBa colianbHa BUT0/1a, COIIadbHI BUTPATH, €()EKTUBHICTh MYHIIUIAIb-
HUX Mporpam, (hiHaHCOBE 3a0e3MeUeHHs, BUllepeKatoue 010 KeTyBaHHS. .

KueBuu A., MopyHnoBa I'.
IIpoakTHBHOE 0101KETHPOBAHHE - HHCTPYMEHT 3(PPEeKTHBHOCTH MYHHIIUNIAJIBHBIX IPOrPpaMM

B ycnoBusix cTpaTernyeckoro MjiaHupOBaHUS Ha MyHHUIMIAJIbHOM YPOBHE aKTyaJU3HPYIOTCS
BOMPOCHl APPEKTUBHOCTH MYHHIMIIATBHOM MPOrpaMMbl M OIpeNeNeHUs] ONTUMAIbHOTO o0beMa
¢uHaHCOBOro obecrnieueHus. Vcnonb3oBaHue COBPEMEHHBIX 3KOHOMHYECKHMX Teopuil (Teopust 00-
IIIECTBEHHOT'0 BBIOOPA, TEOPHsI KOHCTUTYLIMOHHOTO X034HCTBa, Teopusi OI0/DKETHOTO (enepanusma,
TEOPHS TOPOJICKOTO XO3SIMCTBA U T. [I.) MO3BOJISIET OMPEACIUTh ONTUMAIBHBIN 00BEM COIMAIBHBIX
nocoOuil U M3ZepKeK NpU IUIAHUPOBAHWM MYHMLMINAIBHBIX Mporpamm. HoBbIM MHCTpyMEHT st
ONTHMHU3AIMU - Y4acTHhe OOIECTBEHHOCTH B IPOLIECCE COCTaBIEHUS OIOPKETa - yHpexkaarollee
OroxetupoBanue. Ilogxoa nenaer BO3MOMKHBIM MOBbIIEHHE 3((EKTUBHOCTH MYHHMIMIAIBHBIX
MIPOrPaAMM.

Kniouesvie cnosea: MecTHas colMaibHas BbIF0Ja, COLUAIbHBIE HM3/AEPKKU, 3((HEKTUBHOCTH
MYHHMIMIIAJIBHBIX Iporpamm, (pruHaHcoBOe oOecrieueHne, yupexaaroliee 010 )keTHPOBaHUE.
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