
182

Economic issues of tax reforms

Экономические проблемы налоговых реформ 

© Marija A. Troyanskaya, 2017

УДК 336.025
DOI 10.15826/jtr.2017.3.3.039

COMPETITION IN TAXATION  
AND THE FORMS OF ITS IMPLEMENTATION AMONG  

THE SUBJECTS OF THE RUSSIAN FEDERATION
Marija A. Troyanskaya
Orenburg State University, Orenburg, Russian Federation
ORCID 0000-0003-4545-3786 

ABSTRACT
The article considers competition in taxation as the condition for territories’ develop-
ment and the forms of its implementation among regions. Studies of the theoreti-
cal aspects of competition in taxation emergence allowed concluding that primarily 
social relations are its basis. The author defines the concept of competition in taxa-
tion as the process of competitive privileges regulation while dealing with public 
law establishments to share the tax base by attracting mobile production factors and 
other advantages to achieve sustainable competitiveness. The author also adds her 
own features to the classification of competition in taxation. The application of this 
classification helps deeper understanding of this phenomenon in its versatility. Con-
sidering tax competition among the Russian Federation subjects in finance-budget 
sphere allowed seeing several stages in the development of competence in taxation 
among regions from its implementation through violence to the correct application of 
fiscal policy tools. The research revealed the main prerequisites of the development 
of regional competition in taxation in Russia, and provided the ways and measures of 
its regulation among the RF regions by the state. The duality of the implementation 
of regional taxation competition’s inner potential is demonstrated through the main 
directions of its ultimate impact via the fiscal and regulation functions. Considering 
the forms of the implementation of tax competition among the RF regions provided 
the opportunity to prioritize among the regional taxes, which allow influencing the 
competitive advantages of the territories in order to attract investors in their regions. 
The review of the regulations of all regional authorities allowed making a conclusion 
about the existence of different positions on participation in competition in taxation. 
The research demonstrated that most efficient and available forms of taxpayer in-
volvement are establishing additional benefits on regional taxes, differentiation of 
the income tax rate (its regional part), and that most regions using the tools of com-
petition in taxation bet on the increase of investment attractiveness of their territory
KEYWORDS
Competition in taxation, tax competition, classification of tax competition, types of 
tax competition, the forms of tax competition implementation
HIGHLIGHTS
1. Competition in taxation is the process of regulation of competitive privileges in 
the process of social establishments interaction aimed at the sharing of tax bases at 
the expense of involving mobile production factors and other advantages in order to 
achieve and keep sustainable competitiveness
2. It is expedient to add two more characteristics — the parameters’ size and the 
vector of the impact — to the tax competition classification 
3. The vertical tax competition by offering tax benefits has objective limitations at the 
present stage in the Russian Federation 
4. There are various positions among the subjects of the Russian Federation on 
participating in tax competition, most regions rely horizontal competition in taxation 
through the means that support investment activity at their territory
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АННОТАЦИЯ 
В статье рассматриваются конкуренция в сфере налогообложения как условие 
развития территорий и формы ее проявления между регионами. Изучение тео-
ретических аспектов возникновения налоговой конкуренции позволило сделать 
вывод о том, что ее базой в первую очередь являются общественные отношения. 
Сформулировано авторское определение конкуренции в сфере налогообло-
жения как процесс регулирования конкурентных привилегий при взаимодей-
ствии публично-правовых образований за распределение налоговой базы за 
счет привлечения мобильных факторов производства и других преимуществ с 
целью достижения и сохранения устойчивой конкурентоспособности. Допол-
нена авторскими признаками видовая классификация налоговой конкуренции, 
практическое применение которой способствует глубинному пониманию дан-
ного явления во всей его многогранности. Рассмотрение содержания налоговой 
конкуренции субъектов РФ в сфере финансово-бюджетных отношений дало 
возможность определить, что налоговая конкуренция между регионами про-
шла в своем развитии несколько этапов — от реализации методом физического 
насилия до грамотного использования инструментов фискальной политики. 
В ходе исследования выявлены основные предпосылки развития региональной 
налоговой конкуренции в России и выделены методы и меры государственного 
регулирования налоговой конкуренции между субъектами РФ. Показана двой-
ственность реализации внутреннего потенциала региональной конкуренции 
в сфере налогообложения посредством основных направлений ее конечного 
действия через фискальную и регулирующую функции. Рассмотрение форм 
проявления налоговой конкуренции между субъектами РФ дало возможность 
выделить приоритеты в отношении региональных налогов, которые позволяют 
оказывать влияние на конкурентные преимущества территорий с целью при-
влечения инвесторов в свои регионы. На основе обзора нормативно-правовых 
актов всех региональных органов власти сделан вывод о присутствии у субъек-
тов РФ различных позиций по вопросу участия в конкуренции в сфере налого-
обложения. В работе показано, что наиболее действенными и доступными для 
регионов формами привлечения налогоплательщиков на свою территорию 
являются установление дополнительных льгот по региональным налогам, диф-
ференциация ставки по налогу на прибыль (региональной части), большинство 
регионов при использовании инструментов налоговой конкуренции делают 
ставку на повышение инвестиционной привлекательности своей территории
КЛЮЧЕВЫЕ СЛОВА 
Конкуренция в сфере налогообложения, налоговая конкуренция, классифика-
ция налоговой конкуренции, виды налоговой конкуренции, формы проявле-
ния налоговой конкуренции
ОСНОВНЫЕ ПОЛОЖЕНИЯ
1. Конкуренция в сфере налогообложения это процесс регулирования конку-
рентных привилегий при взаимодействии публично-правовых образований за 
распределение налоговой базы за счет привлечения мобильных факторов про-
изводства и других преимуществ с целью достижения и сохранения устойчивой 
конкурентоспособности
2. Классификацию налоговой конкуренции следует дополнить  двумя призна-
ками — размер параметров конкуренции  и вектор ее воздействия
3. Вертикальная конкуренция  путем предоставление льгот по налогам на со-
временном этапе в Российской Федерации имеет объективные ограничения 
4. У субъектов Российской Федерации наблюдаются различные тактики уча-
стия в налоговой конкуренции, при этом большинство регионов делают ставку 
на горизонтальную конкуренцию  с помощью мер, поддерживающие инвести-
ционную деятельность на своей территории
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Introduction
The category “competition” is basic 

in the theory of economics. Today com-
petition is a feature characteristic of any 
sphere of social life — economy, as well 
as politics and science. The experience of 
competition has been accumulating for 
many years; various theories and research 
about proper competitive behavior were 
developed. Initially the phenomenon of 
competence showed off solely in human 
relations. Such a model of behavior was 
often fruitful, and encouraged the im-
provement of human behavior in society. 
As the trade relations were developing, 
competition began to form among mer-
chants and further went to tax relations. 
This fact allows tracing the genesis and 
the extension of the category and concept 
system of competition (Figure 1). 

Figure 1 allows to conclude that the 
basis for any competition is primarily 
social relation, giving birth to social com-
petition, which is defined by Ludwig von 
Mises as “some aspiration of individuals 
to have the most favorable position in the 
system of social cooperation” and which 
“exists in any imaginable way of social or-
ganization” [1, p. 138]. Further economic 
competition occurs in the process of social 
competition, and tax competition becomes 
a part of it later.

Literature 
The phenomenon of tax competition, 

being an argument to achieve justice in the 
process of budget redistribution among 
states as well as inside one country, is un-

derstood ambiguously and is studies in-
sufficiently. There are different positions 
among the representatives of foreign and 
Russian science referring to the nature of 
tax competition (E. Janeba, St. Osterloh 
[2, p. 90], H. Ogawa [3, p. 7], J. Pi, Yu Zhou 
[4, p. 105], S. Winter [5, p. 140], S. Brange-
witz, S. Brockhoff [6, p. 5], T. E. Olsen, 
P. Osmundsen [7, p. 1580], Yu. Han, 
P. Pieretti, B. Zou [8, p. 508], G. D. Wilson, 
and D. E. Waldaxin, А. А. Yakovlev, and 
V. F. Lapo [9, p. 29, 30], T. D. Goodspeed 
[10, p. 582], T. F. Field [11, p. 1211–1216], 
A. I. Pogorletskiy [12, p. 126], А. М. Puz-
in [13, p. 40], Y. B. Ivanov [14, p. 6], 
N. A. Leonova, G. V. Kolesnik [15, p. 83], 
O. Y. Bozulenko [16, p. 44], M. P. Pin-
skaya [17, p. 8], N. N. Laychenkova 
[18, p. 54], Encyclopedia… [19, p. 93]).

If one considers taxes as the price for 
the services offered by the state, then one 
should talk about the competition of of-
fered social benefits concerning tax rela-
tions. In this case competition in taxation 
might be offering social benefits of higher 
quality and with fewer costs by one social 
establishment more efficiently that by the 
representatives of another social establish-
ment [20, p. 180].

Having systematized various opin-
ions the author considers competition 
in taxation to be the process of regula-
tion of competitive privileges in the pro-
cess of social establishments interaction 
aimed at the sharing of tax bases at the 
expense of involving mobile production 
factors and other advantages in order to 
achieve and keep sustainable competi-
tiveness. 

Competition 
is a conflict 
rivalry with 

the aim 
to achieve 
relatively 

better term 
of existence, 
functioning, 

and 
development

Social relations are various social affairs that occur 
in the process of social interaction

Social competition is some aspiration of individuals to have 
the most favorable position in the system of social cooperation

Economic competition is the fight among economic subjects 
for the most efficient application of the production factors

Tax competition is the rivalry for the tax bases

Figure 1. The genesis and extension of the category  
and concept system of competition



185

ISSN 2412-8872 Journal of Tax Reform, 2017, vol. 3, no. 3, pp. 182–198

Having considered opinions on com-
petition and described economic views on 
tax competition in mind, we shall sche-
matically depict (Figure 2) the general pic-
ture of conceiving the scientific thoughts 
about tax competition among regions.

Based on Figure 2 one might conclude 
that the phenomena of market and inter-
national competition are mostly studied at 
present. Economic competition and, con-
sequently, tax competition which has been 
studies since the middle of the 20th centu-
ry occur with the development of market 
relations. For a long time, the scientists 
had thought that competition in taxation 
might show only in the process of interac-
tion between the states, but recently the el-
ements of tax competition have been seen 
more often between the regions.

Outcomes
The phenomenon of competition in 

taxation is fairly complex and multifacet-
ed. However, there is no deployed classi-
fication of tax competition: many authors 
(M. R. Pinskaya [17, p. 14], A. I. Pogor-
letskiy [21, p. 4], T. V. Larina [22, p. 40], 
etc.) provide only fragmentary classifica-
tion. Most researchers think that competi-
tion which exists in taxation is a form of 
economic competition. Thus, the author 
makes the classification of the types of 
tax competition based on the types of eco-
nomic competition (Figure 3).

It is expedient to add two more char-
acteristics — the parameters’ size and the 
vector of the impact — to the tax compe-
tition classification given by various au-
thors in order to make it more logically 

perfect. In accordance with the size of the 
parameters we can divide tax competition 
into factual, minimal, maximal, and opti-
mal. Factual tax competition is the really 
achieved level of indicators in tax com-
petition and competitiveness. Minimal 
level of tax competition is the level when 
the participation in competition becomes 
possible. It is the minimal level of tax re-
lease which can attract taxpayers. Maxi-
mal tax competition is the level of given 
tax release when the main objective of tax 
competition is reached but the bottom of 
competition is not reached. Optimal tax 
competition is the situation when the ob-
jective of tax competition is reached with 
minimal tax losses.

According to the second classification 
characteristics (vector of impact) tax com-
petition is divided into initial and reached. 
The initial level is the first level of tax com-
petition and competitiveness indicators 
which the subject has before making the 
decision on taking part in tax competition. 
Reached competition can be observed in 
a certain period of time after taking some 
actions about the participation in tax com-
petition [20, p. 183].

It should be noted that recently the is-
sue of the competition for tax payers has 
become relevant in Russia. In the end of 
1990 with the start of economic growth in 
Russia the idea of the competition among 
the social establishments aimed at im-
proving the efficiency of their economic 
development was actively promoted.

Budget decentralization is the reason 
for the competition in taxation among ter-
ritories which allows taxpayers to choose 

Market Competition
(A. Smith, D. Ricardo, 

J. Mill, M. Weber, 
К. Markx etc.)

International 
Competition

(М. Porter, 
A. Brandenburger, 

B. Nalebuff, D. Tapscott)

International Tax 
Competition

(C. Tiebout, J. Wilson, 
D. Ualdasin, T. Goodspeed,  
A. I. Pogorleckiy, I. V. Ped, 

O. Y. Bozulenko)

Interregional 
Competition

(E. N. Bondarenko, 
U. V. Saveliev, 

V. M. Hodachek etc.)

Tax Competition 
Between Regions

(M. R. Pinskaya, 
Y. B. Ivanov, L. B. Parfenova, 

N. A. Leonova)

Figure 2. The origin of scientific thought on tax competition between regions
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CLASSIFICATION SYMBOLS TYPES OF TAX COMPETITION

Intraindustry

Intersectoral

Vertical

Horizontal

Interregional

Interstate

With application of the tax privileges 
granting the right to reduce the sum 

of tax obligations

With the application of tax incentives, 
which make it possible to improve the 

financial performance of the payer 
without changing the amount of taxes

Conscientious

Unscrupulous (destructive)

Active

Passive

Effective (ideal)

Uneffective (non ideal)

Actual

Minimal

Maximal

Optimal

Initial

Achieved

Branch attribute
(Y. B. Ivanov [14, p. 6])

The composition of participants 
in accordance with their functions 

and status
(I. V. Ped [23, p. 209], T. V. Larinа [22, p. 43])

Area of action
(I. V. Ped [23, p. 213])

Character of tools
(Y. B. Ivanov [14, p. 6])

Methods of competition
(Y. B. Ivanov [14, p. 7])

Participants actions nature
(I. V. Ped [24, p. 36])

Result of a subject's economic activity
(T. V. Larina [22, p. 43])

Size of parameters

Vector of influence

Figure 3. Specific classification of tax competition

the best position in minimal tax payments 
but at the same time leads to equal loca-
tion of business entities oriented on the 
more favorable tax regime. The choice of 
the direction of social establishment’s tax 
development determines further events 
held by the authorities directed to the im-
provement of territory’s competitiveness, 

especially in the issues of taxation. It is 
obvious that the subjects of RF are inter-
ested in creating the advantages in their 
taxation system in comparison with other 
territories because taxpayers tend to select 
the region with the lowest tax load and 
wider range of tax tools to regulate their 
activity [25, p. 53].
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In Russia the competition in taxation 
among the regions has become popular 
rather recently. Figure 4 demonstrates 
the main prerequisites of the tax compe-
tition among the subjects of the Russian 
Federation.

Thus, one can see that the main fac-
tor of competition in taxation among the 
subjects of the Russian Federation is the 
transition to market economy. Geopoliti-
cal, and natural and climatic differenced 
of the regions also occurred before this 

period. However, they started to influence 
the development of the region sufficiently 
only after denying the plan economy.

The competitive environment in Rus-
sia formed not through evolution as in 
most developed countries, but through 
creating institutional conditions for the 
competitive behavior of the regions in tax-
ation. For a short period of its presence tax 
competition among regions has demon-
strated its advantaged and disadvantages 
(Table 1) [20, p. 183–184].

The main prerequisites of the tax competition among the subjects of the Russian Federation

The transition from administrative-command 
economy to the market economy

Open economy with free access of foreign goods
to the domestic market

Private business sector development

Social-economic

Geopolitical and natural 
and climatic

Financial and budgetary

Differentiation of the regions according to the level 
of production and infrastructure development,

 as a consequence differentiation according to the level 
of financial security occurs

Increase of finance independence of the regions, 
providing wide authority in tax regulation, and 

reduction of intergovernmental transfers have become 
the most important directions of budget policy

Figure 4. The main prerequisites of the development tax competition  
in the Russian Federation

Table 1
Advantages and disadvantages of competition in taxation among the subjects  

of the Russian Federation
Competition in taxation among the subjects of the Russian Federation

Advantages Disadvantages
1. Competition among the subjects of the 
Russian Federation leads to the efficient 
distribution of public goods.
2. Social establishments encourage potential 
taxpayers to a more fruitful development of 
territories by offering them a more beneficial 
combination of social goods.
3. Authorities try to provide social goods hav-
ing minimal level of taxation.
4. Improving competitive tax advantages (i.e. 
exclusive tax conditions which might attract 
taxpayers to the territory of the participant) 
provides the opportunity of tax revenue 
increase for the territory.
5. Reduction of the tax load for production 
factors which are quite mobile.
6. Framework type of state’s impact on the 
economy and non-infringement of the demo-
cratic rights of the citizens

1. “Underexposure” of the attracted tax 
resources: the subject of RF compensates the tax 
revenue losses of the attracted tax resources at 
the expense of other (non-tax) resources or by 
enlarging the number of the imposed entities.
2. “Overexposure” of a certain taxpayer’s 
category, which causes tax avoidance.
3. Tax competition causes ineffective results of 
authorities’ activity — they try to decrease the 
tax rates to the level less that the level of their 
competitors to attract possible taxpayers and in-
vestors, which results in the “race to the bottom”.
4. The subjects of RF are able to use the export of 
tax load.
5. Free competition among the subjects is able 
to destabilize the state market: regional authori-
ties tend to offer social benefits to their residents 
only, offer tax benefits to the local capital, make 
trade barriers



188

ISSN 2412-8872Journal of Tax Reform. 2017. T. 3, № 3. С. 182–198

As one can see, tax competition among 
the subjects of RF has a sufficient number 
of the advantages and disadvantages. To 
generalize everything mentioned above 
we can conclude that there are two meth-
ods of implementing tax competition into 
tax management at the international level 
as well as at the level of the regions — vol-
untary and voluntary-forced (Figure 5).

The voluntary method presupposes 
that the subject independently makes the 
decision to improve its situation com-
pared with other subjects. It develops var-
ious plots to improve its competitiveness 
and attractiveness for their “own” and 
“others” taxpayers. The voluntary-forced 
implementation of competition in taxation 
is a certain respond to the voluntary com-
petition — the subject has to develop the 
events to participate in tax competition in 

order to keep subject’s taxpayers, develop 
its competitive advantages. The volun-
tary-forced implementation of competi-
tion in taxation is also possible applying 
the tools of economic policy of the state, 
which cause the regions to provide them-
selves with their own financial resources 
via competition in taxation. 

Figure 5 demonstrates the main means 
of the state to implement tax competition 
in Russia. As we have mentioned above, 
the first reason for competence in taxa-
tion in Russia to occur was the transition 
from administrative-command to market 
economy, which caused the development 
of private property. Then political events 
in the country and geopolitical factors de-
termined the federate structure in Russia 
and the differentiation of its regions. After 
that the country became an active actor at 

State regulation of tax competition between subjects of the Russian Federation

Measures Implementation methods

Voluntary-
compulsory Voluntary

Participation 
in tax 

competition, 
caused by 

competitive 
actions of 

other 
entities, in 

order to 
maintain its 
tax stability

The 
independent 
decision of 

the subject to 
compete for 

tax resources, 
developing 

the scheme of 
development 

of competitive 
advantages

The law 
of the USSR 
of May 26, 

1988.
No. 8998-XI 

"On 
Cooperation 
in the USSR"

Law of the USSR 
of March 14, 1990 
No. 1360-I "On the 

establishment of the 
post of President of the 

USSR and the 
introduction of changes 

and additions to the 
Constitution 

Declaration No. 142-N 
of 25 December 1991 on 
the termination of the 
existence of the USSR

The Constitution of the 
Russian Federation of 

December 12, 1993

Law of December 
27, 1991, No. 2118-1 

"On the Basics of 
the Tax System in 

the Russian 
Federation"

Numerous legal 
acts that establish 

taxes and fees, and 
the procedure for 
their calculation 

and payment

Adoption of 
the Tax 

Code of the 
Russian 

Federation
Signing of 

internationa
l treaties: on 
avoidance 
of double 

taxation, on 
interaction, 

etc.

Equitable 
cooperation 
between the 

state and 
collective-far

m and 
cooperative 
sectors, the 

beginning of 
the transition 

from 
planned to 

market 
economy

The disintegration 
of the USSR, the 

official transition to a 
market economy, the 
consolidation of the 

federal system of 
Russia

Giving taxes and tax 
system the status 

of instruments 
for regulating 
the economy 

of the country, 
the prosperity 
of informal tax 

competition 
between subjects 

of the Russian 
Federation 

in the form of an 
independent change 

in tax regimes

Giving the 
international 

and 
interregiona

l tax 
competition 
an official 

status, 
empowering 
to compete 

and 
developing 
competitive 
advantages

Figure 5. Methods and measures of state regulation of tax competition  
between subjects of the Russian Federation
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the global scene, which was the reason to 
participate in international tax competi-
tion, and the decentralization of financial 
resources inside the country was the rea-
son for the development of international 
tax competition.

Competition in taxation among the re-
gions mostly spreads in the countries with 
the federate structure of the territory due 
to regions’ wider tax authority compared 
to the authority of a unitary state. 

Tax rates, benefits and rewards for all 
or separate categories of taxpayers, other 
elements of taxation (taxpayers, the ob-
ject, tax base, tax period, the order and the 
ways to pay tax) might be the tools of tax 
competition. It is advisable also to include 
into the tools of competition the simplified 
procedure of taxpayers’ registration, and 
the simplified mechanism of the referral to 
a certain group to which a favorable tax 
regime is set.

We can classify the factors of changing 
the competition in taxation level based on 
the impact to the social-economic struc-
ture of the subject of the Russian Federa-
tion in the following way:

– objective (the principally new con-
ditions of functioning are tax-budget re-
forming which means innovations in tax 
administration, regional governance orga-
nization using the achievements of science 
and practical experience in various sectors 
of economy);

– subjective (the decisions of the taxa-
tion agencies of the RF regions on pro-
viding financial aid to the regions, etc.) 
[26, p. 148];

– political (the ambitions of regional 
authorities to receive the advantages to 
form the tax revenue of the budget and 
to maximize the budget revenue without 
special priorities; no interest of the citizens 
to get and use the information on the part 
of regional political system functioning in-
fluencing the structure and the volume of 
social benefits financed on the expense of 
tax revenue) [26, p. 151];

– external (tax policy);
– internal (insufficient development of 

tax stimulation tools which might attract 
capital and labor resources to the territory 
of the RF subject);

– economic (reduction of tangible 
losses and, consequently, growth of finan-
cial activity result indicators; tax and non-
tax revenue, transfers among budgets, 
insufficient stimulation of territory’s tax 
potential growth; reduction of tax risks; 
optimal tax load determination, improve-
ment of taxes and fees management effi-
ciency; proven application of tax benefits; 
capital and labor migration; investments);

– social (propensity to enrich by ob-
taining tax allowances and payments from 
the budget; state support; forming the en-
vironment of human capital development 
using tax and budget tools; inviting quali-
fied experts; improvement of the tax cul-
ture level, etc.).

It is relevant to notice that T. Fild [11] 
while evaluating tax competition pays his 
attention to the necessity to distinguish 
and consider two more opinions — Amer-
ican and European. The author writes that 
the American and European judgements 
on the role of state in country’s economy 
are different: the European judgements 
on tax competition are mostly negative in 
comparison with the US, which shows in 
the approach to study the phenomenon 
and in the relating protection measures. 
The European scientists and economists 
have an opinion that the state being a sup-
plier of social benefits is entitled to pro-
tect its tax system from the devastating 
influence of competition in taxation. The 
American scientists, in turn, think that the 
volume of state expenses on social pur-
poses demonstrates inefficiency and ex-
travagance, thus tax competition is an es-
sential tool of their decrease and economy 
development [20, p. 183].

Having pluses and minuses of com-
petition in taxation among regions prac-
tically determines the dual nature of its 
economic potential. The inner potential of 
tax competition among regions is imple-
mented through the fiscal and regulating 
functions of taxes. In the process of partic-
ipating in tax competition these functions 
are able to interact according to the two 
plots: either they show simultaneously, or 
the fiscal function oppresses the regulat-
ing function minimizing the competition 
in taxation to zero. The reason for the first 
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the more desirable for the regions variant 
of functions’ interaction are the advantag-
es of tax competition, and the second vari-
ant is possible when the disadvantages of 
tax competition occur.

The second plot of tax competition 
inner potential appearance is highly un-
desirable and even fatal for the social and 
economic development of the region. The 
first variant covers all the positive sides of 
the competition and makes a positive im-
pact on legal entities and individuals. 

The implementation of competition in 
taxation through the fiscal function results 
in investment attraction to the region, new 
employment, infrastructure development, 
and improving tax revenue. Its implemen-
tation through the regulating tax function 
encourages legal entities to develop small 
and middle size business and production 
stimulation. Referring to individuals it 
will improve savings, individual entrepre-
neurship initiative, the growth of people’s 
individual income, etc.

The regional factor of the Russia Fe-
deration determines most processes in the 
system of state governance. Regions are the 
main link in the implementation of social-
economic policy of the government. All the 
principal decisions of the federal center are 
more or less implemented via regional au-
thorities. The daily interaction of the state 
with its citizens and most key questions of 
life support are solved at the regional level. 
Thus, the regions are the main element of 
modern Russian state mechanism. Simul-
taneously, the regions are the main form 
of economic and social life organization 

and the main totality of economic, social 
and demographic processes that exist in 
the country are localized there, the whole 
life cycle of the population is implemented 
here fully [27, p. 201].

The role given to the regions causes 
the necessity of their sustainable and ef-
ficient social-economic development as 
very important links in the system of so-
cial structure and state governance. The 
sustainability of the regions is the key 
condition to provide the national security 
of the country. 

The main tool of governmental regu-
lation of regions’ social-economic de-
velopment practically in all developed 
countries is tax regulation. The range of 
application of this tool in different periods 
of state development depends on their 
development stage. In the conditions of 
crisis and economic recession the role of 
the state and, therefore, of tax regulation 
increases. The state structure of Russia 
suggests the existence of three levels of 
power, so the tax system should also have 
three stages. The Tax Code of the Russian 
Federation determines the authority of all 
three levels of power bodies on taxation, 
implementation, changes and cancel of 
taxes. In connection with it there are feder-
al, regional and local taxes in Russia. This 
distinction of the tax authority among the 
levels of power is called tax federalism. 

The peculiarity of Russian tax bud-
get system is high differentiation of the 
regions. The brightest examples of differ-
enced in regions’ social-economic indica-
tors are given in Table 2.

Table 2
Examples of differences in the socio-economic development  

of the subjects of the Russian Federation
The subject  

of the Russian 
Federation

Area of the 
territory, 
thousand 

km2

Popula-
tion, 

thousand 
people

Number of 
enterprises 
and orga-
nizations

Average per 
capita mone-

tary income per 
month, rub.

GRP,
million 

rub.

Incomes of 
consolidated 

budgets,  
million rub.

Moscow 2.6 12 197 1 142 555 54 504 12 808 573 1 552 944.3
Orenburg region 123.7 2 001 40 969 20 724 731 287 90 088.8
Nenets Autono-
mous District

176.8 43 1 127 66 491 183 699 19 103.0

Republic Buryatia 351.3 978 20 309 22 326 184 815 50 409.6
Chukotsky Au-
tonomous District

721.5 51 1 178 57 310 56 556 21 385.4

Republic Saha 3 083.5 957 26 747 34 205 660 150 172 332.9
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As one can see (Table 2), the square of 
the Republic of Sakha is 1186 times more 
than the square of Moscow, the number 
of population is 13 times less than the 
population of the Republic of Sakha, and 
the number of businesses and organiza-
tions in the Republic of Sakha is 43 times 
less than in Moscow, per capita money 
income in Moscow is 1.6 times more that 
in the Republic of Sakha. Similar situa-
tions can be seen comparing the figures 
of other regions.

Shall we imagine the forms by which 
use competition in taxation shows. The 
brightest is vertical tax competition by of-
fering tax benefits. One should remember 
that application of the regulating function 
of competition in taxation is used with 
limits and locally because to be efficient 
the system of tax authority management 
having the role of a single and integral 
structure of forcible and compulsory tax 
relationships regulation must harmoni-
ously implement an indivisible tax policy 
which, in turn, is positively taken by the 
society. Otherwise violation of the tax 
system unity and increase of tax avoid-
ance may cause losses of tax revenue. It 
is important to consider the principles of 
different levels’ authority division on the 
establishment of tax incentives which are 
used in Russia at present:

1. The right to impose and offer tax 
advantages (low tax rate, tax incentive, 
etc.) by one power level: “one tax — one 
level of power”. In other words on power 
level manages the tax elements. For ex-
ample, value added tax is the federal tax 
and goes to the federal budget, corporate 
property tax is regional and goes to the 
regional budget, personal property tax is 
local and goes to the local budget.

2. Dividing the right to state and give 
tax incentives to several power levels: 
“one tax — tree levels of power”. In this 
case the tax revenue is divided between 
the budgets of tree levels of power and 
each power level is allowed to make its tax 
advantages. For example, corporate prop-
erty tax is divided between the federal and 
regional budgets, and at the regional level 
the tax rate can be lowered and the invest-
ment tax credit can be offered.

3. The right to impose and offer tax 
incentives on state tax with the simultane-
ous dividing of tax revenues between the 
budgets of different levels. For example, 
the advantages on personal property tax 
are stated at the federal level, but the sum 
of state revenue is divided between the re-
gional and local budgets [28, p. 52].

Horizontal competition in taxation 
can be seen through the means that sup-
port investment activity of the state, re-
gions and municipalities. At the same 
time, the state makes the system of tax 
incentives to implement prioritized so-
cial-economic reforms. In turn, the main 
task of any state is to form institutional 
conditions which help to create and save 
favorable tax climate for investors. To 
reach this goal the incubators (economic 
centers) are formed where the organiza-
tions of leading economic activities are 
set up. These centers attract production 
factors. Concentration of money in the 
social establishments offering tax prefer-
ences provides the formation of the de-
velopment axises.

The ability to offer tax advantages (in-
centives) is, no doubt, the main tool of tax 
regulation allowing to influence the com-
petitive advantages of social establish-
ments aimed to attract investors to their 
territories [29, p. 100]. It is possible to see 
the following advantages referred to the 
regional and local taxes in RF: 

1. Deduction of certain tax objects, 
which have cost number and physical 
characteristics. Only the state bodies are 
allowed to offer this advantage.

2. Exemption from taxes to certain 
categories of taxpayers. Regional and mu-
nicipal authorities are entitled to offer this 
advantage.

3. Decrease of tax rates. According to 
Art. 53 of the Tax Code of RF the authori-
ties of the subject of RF and the local gov-
ernment are entitled to use this right given 
to them by the state. The example of such 
an advantage is corporate tax and a sim-
plified system of taxation. In accordance 
with Art. 346.20 of the Tax Code of RF, the 
subjects of RF are entitled to offer the dif-
ferentiated tax rates to the object “income-
losses” in the range from 5 to 15 % with 
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possible variation depending on the cat-
egory of taxpayers and since 2016 to the 
object “income” from 1 to 6 %.

4. The change of the legally stated date 
of tax payment (to the later date by offer-
ing an investment tax credit, interest free 
loan, postponement). In accordance with 
Art. 63 of the Tax Code of RF the tax au-
thorities of the subjects of RF are entitled 
to offer this advantage to the citizen inter-
ested to obtain it at the place of his/her 
location coordinated with certain tax au-
thorities [28, p. 52–55].

It is important to pay attention to the 
dilemma which is the result of the com-
petition in taxation character: on the one 
hand, it is performed to attract the taxable 
revenue to the territory of the social estab-
lishment, on the other hand — to receive 
investments and capital as well as the 
inflow of their owners. According to the 
theory, reduction of taxes to the minimal 
size may cause the inflow of capital to the 
economy of the social establishment and 
at the same time to attract investments. 
It is necessary to have a good infrastruc-
ture and highly qualified labor resources, 
which is the result of the social sector de-
velopment funded by significant tax rev-
enues. At the same time, their decrease 
to lower than the optimal possible level 
undermines the tax base and deteriorates 
the infrastructure, which might mean the 
outflow of the attracted investments in the 
nearest future [30, p. 32].

Having considered all the above, one 
can conclude that at present there is ver-
tical and horizontal competition in taxa-
tion in the Russian Federation. Due to 
the limited and local application of verti-
cal competition, horizontal competition, 
which has been gathering pace recently, 
is most relevant. Natural and human re-
sources, the production structure, infra-
structure, environmental situation, etc. 
provide competitive advantages to social 
establishments. The formation of tax ad-
vantages for the taxpayers who operate 
at the territory of this social establishment 
has a special role. In connection with this 
it5 is important to analyze the competitive 
position of the subject of the Russian Fe-
deration at the modern stage [28, p. 53].

Offering tax incentives is the most 
relevant tax mechanism to ensure the 
competitiveness of the region. Russian 
experience confirms that due to the tax 
incentives influence the taxpayers tend to 
move to other regions rather actively. To 
demonstrate this analysis of granting tax 
incentives by all the subjects of the Rus-
sian Federation was done (Figure 6).

It is important to pay attention to the 
dilemma which is the result of the com-
petition in taxation character: on the one 
hand, it is performed to attract the taxable 
revenue to the territory of the social estab-
lishment, on the other hand — to receive 
investments and capital as well as the 
inflow of their owners. According to the 
theory, reduction of taxes to the minimal 
size may cause the inflow of capital to the 
economy of the social establishment and 
at the same time to attract investments. 
It is necessary to have a good infrastruc-
ture and highly qualified labor resources, 
which is the result of the social sector de-
velopment funded by significant tax rev-
enues. At the same time, their decrease 
to lower than the optimal possible level 
undermines the tax base and deteriorates 
the infrastructure, which might mean the 
outflow of the attracted investments in the 
nearest future [30, p. 32].

Having considered all of the above, 
one can conclude that at present there is 
vertical and horizontal competition in 
taxation in the Russian Federation. Due to 
the limited and local application of verti-
cal competition, horizontal competition, 
which has been gathering pace recently, 
is most relevant. Natural and human re-
sources, the production structure, infra-
structure, environmental situation, etc. 
provide competitive advantages to social 
establishments. The formation of tax ad-
vantages for the taxpayers who operate 
at the territory of this social establishment 
has a special role. In connection with this 
it is important to analyze the competitive 
position of the subject of the Russian Fe-
deration at the modern stage [28, p. 53].

Offering tax incentives is the most 
relevant tax mechanism to ensure the 
competitiveness of the region. Russian 
experience confirms that due to the tax 
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Figure 6. An example of the exercise of authority by the subjects  
of the Russian Federation on the use of instruments of tax competition  

in order to ensure the competitiveness of the region
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Table 3
Codes of subjects of the Russian Federation

Subject name Subject 
Code

Subject name Subject 
Code

Subject name Subject 
Code

Republic Adygea 01 Stavropol Region 26 Omsk Region 55
Republic Altai 04 Khabarovsk Region 27 Orenburg Region 56
Republic Bashkortostan 02 Amur Region 28 Oryol Region 57
Republic Buryatia 03 Arkhangelsk Region 29 Penza Region 58
Republic Dagestan 05 Astrakhan Region 30 Pskov Region 60
Republic Ingushetia 06 Belgorod Region 31 Rostov Region 61
Kabardino-Balkar 
Republic

07 Bryansk Region 32 Ryazan Region 62

Republic Kalmykia 08 Vladimir Region 33 Samara Region 63
Karachay-Cherkessia 
Republic

09 Volgograd Region 34 Saratov Region 64

Republic Karelia 10 Vologda Region 35 Sakhalin Region 65
Republic Komi 11 Voronezh Region 36 Sverdlovsk Region 66
Republic Mari El 12 Ivanovo Region 37 Smolensk Region 67
Republic Mordovia 13 Irkutsk Region 38 Tambov Region 68
Republic Sakha (Yakutia) 14 Kaliningrad Region 39 Tver Region 69
Republic North Ossetia 15 Kaluga Region 40 Tomsk Region 70
Republic Tatarstan 16 Kemerovo Region 42 Tula Region 71
Republic Tyva 17 Kirov Region 43 Tyumen Region 72
Udmurt Republic 18 Kostroma Region 44 Ulyanovsk Region 73
Republic Khakassia 19 Kurgan Region 45 Chelyabinsk Region 74
The Chechen Republic 20 Kursk Region 46 Yaroslavl Region 76
The Chuvash Republic 21 Leningrad Region 47 Moscow 77
Altai Region 22 Lipetsk Region 48 Saint Petersburg 78
Transbaikal Region 75 Magadan Region 49 Jewish Autonomous 

Region
79

Kamchatka Krai 41 Moscow Region 50 Nenets Autono-
mous Okrug

83

Krasnodar region 23 Murmansk Region 51 Khanty-Mansiysk 
Autonomous Ok-
rug — Yugra

86

Krasnoyarsk region 24 Nizhny Novgorod 
Region

52 Chukotsky Autono-
mous District

87

Perm Region 59 Novgorod Region 53 Yamalo-Nenets Au-
tonomous District

89

Primorsky Krai 25 Novosibirsk Region 54

incentives influence the taxpayers tend to 
move to other regions rather actively. To 
demonstrate this analysis of granting tax 
incentives by all the subjects of the Rus-
sian Federation was done. 

Figure 6 demonstrates the informa-
tion on the monitoring of the legal acts 
of RF subjects and shows that the regions 
have various techniques relating to taxa-
tion. Most of the subjects of RF use their 
rights in taxation to create tax advantages 
(decrease income tax rate to not less than 
4.5 %, use the differentiated scale of cor-

porate tax rate and transport tax rate, of-
fer free interest loans and postponements 
to pay taxes). At the same time, there are 
some territories that do not use this right. 
We must notice that most regions grant-
ed the right to use the decreased income 
tax rate for companies and corporate tax 
rate to the economies, which make invest-
ments. The division of tax rate also de-
pends on the type of economic activity, 
the share of profit in the investment proj-
ect which is subject to taxation, the volu-
me of capital investments, etc. [28, p. 53].
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Table 4 is made based on the analy-
sis of tax competition tools application. It 
demonstrates the degree of creating more 
advantageous conditions for taxpayers by 
the regions. The indicators of the given ta-
ble show that there are no regions that do 
not apply the tools of tax competition. The 
Tyva Republic takes the least part in the 
regions’ competition for tax resources and 
uses only one possible instrument.

Conclusions
The research of competition in 

taxation and its implementation forms 
among the subjects of the Russian Fed-
eration allows coming to the following 
conclusions:

1. Having in mind the formation of 
historical and practical prerequisites, 
the authors studied the origin of scien-
tific thought on regional tax competition 
which is based primarily on social rela-
tion; provided their definition of the con-
cept “competition in taxation” which dif-
fers from the existing theories where it is 
regarded within the frames of the process 
approach. The authors added their own 
characteristics to the species classification 

of tax competition based on the analogy 
method.

2. The authors defined that tax 
competition have gone through several 
stages of its development ranging from 
implementation through physical vio-
lence to the proper application of the fis-
cal policy tools.

3. There are not so many forms of com-
petition in taxation implementation for 
the regions in the existing Russian prac-
tice, which limits its full scale application 
in the territory of the country. The given 
review of the authorities ‘regulations on 
their use of the tax competition tools testi-
fies that there are various positions among 
the subjects of the Russian Federation on 
participating in tax competition. Most re-
gions rely on the improvement of invest-
ment attractiveness of their territory.

The ultimate aim of the regional 
competition in taxation is to apply the 
reserves which improve the indicators 
of social and economic development, 
growth of the tax potential and the devel-
opment of the taxation policy of a certain 
region as a result of comparing its indica-
tors with other RF subjects.
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